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Committee Member Attendees:   Richard Amon, Chief Financial Officer, Utah System of Higher Education; Mark Brasher, Deputy Director, Department of Human Services; Joseph Brown, Division Director, Department of Public Safety; Todd Kiser, Commissioner, Department of Insurance; Jaceson Maughan, Commissioner, Labor Commission; Chris Parker, Executive Director, Department of Commerce; and Richie Wilcox, Budget and Financial Operations Specialist, Governor’s Office of Management and Budget

Attendees: Amy Davis, Brad Foley, Brian Nelson, Chris Hughes, Craig Silotti, Dale Jorgensen, Danny Schoenfeld, Darin Dennis, Dave Williams, Heidi Reily, Ivan Djambov, Jake Hennessy, Jason Marden, Jim Russell, Kamron Dalton, Kathy Carling, Ken Hansen, Kori Ann Edwards, Marilee Richins, Mark Yeschick, Matt Tuttle, Michael Jones, Michelle Brown, Nick Radulovich, Pat Gillians, Robert Muir, Scott Whitney, Shuai Wang, Stephanie Martin, Stewart Cowley, Tani Downing, and Xochiati Thomas

Welcome and Committee Business
Commissioner Todd Kiser began the meeting by saying that he is retiring on September 30, 2020.  He then introduced the Committee members including Rich Amon, Chris Parker, Mark Brasher, Joe Brown, Jaceson Maughan, and Richie Wilcox.  

Commissioner Kiser read a declaration, issued pursuant to Utah Code § 52-4-207, regarding the meeting being held virtually due to the pandemic.  

MOTION:  Commissioner Kiser asked for nominations from the Committee for a new chair.  Mr. Brasher put forth a motion to nominate Commissioner Maughan as the new chair, it was seconded by Mr. Brown and the motion was approved by the Committee.  

The Commissioner again thanked the group and turned the meeting over to the new Chair Jaceson Maughan.  

MOTION:  Chair Maughan then asked for a motion to approve the minutes from last year’s meeting.  Mr. Parker made a motion to approve the minutes from the September 2019 meeting.  Mr. Brasher seconded the motion.  The committee unanimously approved the minutes from the September 11, 2019 meeting.  

Open and Public Meetings Training
(Refer to 11:16 of the recording)  Paul Tonks from the Attorney General’s Office provided the required Open and Public Meetings Act training for the Committee. 

Meeting Protocols
(Refer to 22:55 of the recording)  Chair Maughan ask that individuals attending the meeting mute microphones, and turn off cameras.  He asked that individuals turn on their camera if they wish to speak.  Committee members must have their camera turned on to vote.  

DAS Overview and Rate Committee Responsibilities
(Refer to 23:57 of the recording)  Ken Hansen, Deputy Director, Department of Administrative Services, again thanked the Committee members and those attending.  He also thanked all of the Divisions for their hard work.  Mr. Hansen explained that the Department of Administrative Services provides services to other state agencies. If a service is provided by an Internal Service Fund (ISF) program, those rates must be presented to the DAS Rate Committee.  The committee then recommends rates to the Governor's Office of Management and Budget, and the Legislature.  


Division of Finance
Purchasing Card Program
(Refer to 28:06 of the recording)  Janica Gines, Assistant Director, Division of Finance provided an overview of the Purchasing Card program which is administered by Finance.  Ms. Gines thanked Cory Weeks and Matt Jenkins for their work on this program.  The Purchasing Card program is funded through a rebate that DAS receives from US Bank.  In 2019, state agencies spent $33.4M through the Purchasing Card program.  This is an increase from the previous year.  The net rebate was $351,920.  The rebate is allocated to State agencies and local government entities that use the cards, and the Federal government.  

Mr. Parker asked why we are paying a rebate to the Feds.  Ms. Gines explained that Finance must pay a proportionate amount of the rebate based on federal funds spent.  

In FY18 the rebate was not paid out until early FY19.  FY21 will be paying out some of the retained earnings so that there will be no excess retained earnings.  There are no rates charged for the program and no recommendations were made to adjust the rate.  It was asked that the Committee approve the existing rate.  Chair Maughan asked for any questions or discussion from the Committee and then asked for questions from the public regarding the Purchasing Card program.  There were none.  

MOTION:  Mr. Parker made a motion to approve the existing rate for the Purchasing Card program, Mr. Brown seconded the motion, the motion carried and the committee unanimously approved the existing Finance Purchasing Card rate.  


Division of Purchasing and General Services
(Refer to 35:29 of the recording)  Christopher Hughes, Director, Division of Purchasing and General Services, explained that there are four programs that charge rates within the Division:  Cooperative Contracting, State Mail and Distribution Services, Surplus Property, and Print Services.  

Cooperative Contracts Program
There were over 1,300 requisition cut in FY20.  There are over 1,300 state cooperative contracts that help state agencies with their purchasing and these contracts have some of the best pricing in the nation.  All contracts are compliant with the Utah Procurement Code.  There was almost $700M in total spending with the cooperative contracts.  State agencies spent $218M using cooperative contracts, other entities that voluntarily use our contracts spent $479M.  

Mr. Parker asked if the discount is a discount off the manufacture suggested pricing or off of the prevailing market pricing.  Mr. Hughes said it is the MSRP discount and differs from contract to contract.  Cooperative Contracting does try to be uniform but each vendor is different. Mr. Parker asked about overall how does the pricing compare to a vendor like Amazon.  Mr. Parker provided an example that state contracts aren’t always cheaper for agencies to use.  Mr. Hughes said that we do see that and we do have Amazon on contract but it’s the ease of using them vs pricing that agencies tend to use them.  Some agencies do shop sales but our contracts are negotiated so that the State is protected on the items being purchased and we are receiving warranties as well.  Mr. Brasher said that what they find with pricing is smaller items, i.e. furniture, keyboards, etc. they can get cheaper prices.  Mr. Brasher asked if there was another vendor that provides these items, they were not allowed to use Amazon for these purchases.  Is he mistaken in that assumption?  Mr. Hughes said that Amazon is seen as a cooperative contract and can be used as agencies see fit.  

Mr. Hughes said that there is a 1% administrative fee, but Purchasing does not always charge 1%.  The average administrative fee paid by the vendors is 0.39%, which is significantly lower than the national average.  Mr. Hughes reviewed the retained earnings which does have a higher than normal balance which is needed to keep the cooperative contract program functioning should there be another economic downturn.  Purchasing also helps many state agencies with their RFP processes.  There is monthly and quarterly training for purchasing staff which is free of charge.  Purchasing also does site visits for agencies and does not charge for this or it's website.  A higher retained earnings balance provide stability with the State’s procurement system.  As we’ve recently seen with budget cuts many of the procurement professionals are the first positions to be cut.  Purchasing is not recommending a rate change for the cooperative contract program.  

State and Federal Surplus Property Programs
The Surplus Property program is also part of the Purchasing and General Services Division.  The State and Federal surplus property program returned over $4M to state agencies, saved law enforcement agencies over $2M and saved Utah governmental entities over $1.7M through the Federal Donation Program.  Mr. Hughes then reviewed the retained earnings.  He mentioned that the Surplus Property Program need to move its physical location.  The federal surplus program is running better and we need to get that portion of the program’s retained earnings to a higher level and we should be able to do that in the next year.  The retained earnings have been higher than usual because of the need to move.  Surplus is currently located at the Utah State prison property and will be moving.  Surplus Property will be working with the Division of Facilities and Construction Management regarding potential property located near the Taylorsville State Office Building. It is possible that Surplus could move to that location.  Purchasing and General Services is not recommending any rate changes for the Surplus Property programs.  

Print Services Program
The State Print Services program allows for state agencies to lease copiers for 48 months.  The program had nearly 53 million impressions made during FY20 and there are over 1000 copiers in the program.  Copiers in this program have on average a two year longer lifecycle than other copiers.  The maintenance program helps with this and the program does not charge an interest rate for this.  There is a nominal rate of .004 for each impression which allows for the program to be maintained.  Another part of the program is the Xerox state copy center; this program has been very beneficial getting jobs done quickly.  There is still a need for this program even with many agencies moving towards a more electronic approach.  Purchasing and General Services is not recommending any rate changes for the Print Services program 

State Mail and Distribution Services Program
The State Mail program processed over 20 million pieces of mail in FY20 with a cost avoidance of over $1.9M for processing mail for the United States Postal Service (USPS).  The State Mail program gets a $0.13 discount on all postage purchased.  The program also provided over 68 million billable production tasks anything that is needed to get something mailed or sent via USPS, FedEx and UPS.  Mail is still being processed and it is still functioning during the pandemic.  There has been an increase in the program processing mail.  Purchasing and General Services is not recommending any rate changes for the State Mail and Distribution Services program.  

Mr. Hughes asked the Committee to approve all Purchasing and General Services existing rates.  

Chair Maughan asked for questions from the Committee.  Mr. Parker asked how the State Mail program is compensated?  Does the discount that we get over the published USPS rate provide for all of the administrative expense or is there an above market postage rate for the postage?  Mr. Hughes said that it is a pass-through expense so State Mail tries to forecast what postage is needed and purchase it at the discounted rate.  This is then passed on to the agencies without a mark-up.  Mr. Hughes explained how State Mail functions is through the billable tasks and the courier service fees which are charged to state agencies.  The billable production tasks are services billed for.  Mr. Parker said that for an agency that is doesn’t send out a lot of mail or do bulk mailings would it be cheaper using regular rates from USPS than using State Mail?  Mr. Hughes said he’d have to look at each instance to make that determination, but if there is a savings from USPS then yes it would still be cheaper.  If an agency is using the most commonly utilized tasks there would still be a savings on each piece of mail and there is still a savings even if an agency is using the program nominally.  Mr. Parker also asked in aggregate the amount that is saved on postage how does that compare to the administrative expenses of running the program?  Mr. Hughes said that he would need to look at the exact cost running State Mail.  There are still agencies using the services because they have staff going into the building.  This includes cities and counties as well.  They have looked at privatizing but State Mail provides a competitive rate compared to local vendors.  There some agencies that do not want to go outside of State Mail to mail information.  

Mr. Brasher asked that for the last few years that mail has increased is that interoffice or postal mail?  Mr. Hughes said that the inter office mail is not tracked and this is part of the courier service, but mail sent by state agencies has increased but mail usage but it has gone down some in FY20.  Mr. Brasher said there will come a time when the services aren’t really needed because there are more electronic ways to send items. Mr. Hughes said there is no plan to stop State Mail and interoffice mail will be picked up and delivered.  Some agencies want service five days per week some want one day per week.  There is no requirement to use State Mail and there are some agencies that don’t want to use State Mail due to COVID-19 (these are being tracked) but State Mail is ensuring that mail is being delivered for those entities somewhere.  We do monitor where State Mail isn’t viable but don’t see the service going away.  

Mr. Amon expressed his appreciation to Purchasing from Higher Education.  Purchasing provides great service and are great partners.  Mr. Hughes mentioned that Purchasing has relationships with many municipalities, school districts and universities.  Chair Maughan asked for any further questions from the Committee and there were none.  

Chair Maughan then asked for comments or questions from the public.  There were none. 

MOTION:  Chair Maughan asked for the motion to approve existing rates for Purchasing and General Services.  Commissioner Kiser made a motion to approve the existing rates for Purchasing and General Services, including Cooperative Contracts, State Surplus, State Mail and Print Services.  Mr. Wilcox seconded the motion.  The Committee unanimously approved the Purchasing and General Services existing rates.  


Division of Facilities and Construction Management
Facilities Management Program
(Refer to 1:01:19 of the recording)  Nick Radulovich, Assistant Director, Division of Facilities and Construction Management (DFCM), explained that DFCM provides facilities management services to state agency subscribers.  The services include preventative and corrective maintenance, grounds care, energy management, contract management and accounting services.  There are 156 current full-time employees in the Division.  Management and maintenance services are provided to over 200 state owned and leased buildings.  For FY21 there is $36M in adjusted revenue and the Division manages over eight million square feet of space.  Mr. Radulovich then reviewed the program efficiencies which include maintenance costs below the national average, regionalized management groups, energy efficiencies are obtained by optimizing the operating schedules based on reduced utility usage, and a combination of internal and private sector resources provide cost effective services, i.e. elevator and janitorial services are outsourced.  Mr. Radulovich provided the cost per square foot for private sector buildings in the US and Utah along with federal government buildings compared to DFCM buildings state wide.  He also reviewed the retained earnings, there is a small dip in FY22.  Mr. Radulovich acknowledged our management staff and how they have been able to handle many issues including COVID-19 and the earthquake and the recent windstorm.  

Mr. Radulovich then gave an overview of the rate recommendations for the 20 properties/programs with rate increases for FY22.  The Taylorsville State Office Building (TSOB) is looking at a proposed new rate of $7.11 per square foot.  He said that there are several tenants that will be moving into the TSOB including the Courts, Department of Technology Services, Department of Human Resource Management, Division of Emergency Management (DPS), Insurance Commission, the Department of Agriculture and Food, Department of Administrative Services and there is some unoccupied space.  The agencies are coming with current operation and maintenance (O&M) when they move in along with agencies that will have expiring leases.  Mr. Wilcox asked if the current number isn’t including the O&M.  Mr. Radulovich said that is correct that money isn’t included.  Mr. Wilcox asked if there was an estimate for that funding.  Mr. Radulovich said that they will be discussing around $800,000 with the Capitol Preservation Board, the Department of Agriculture and Food would be bringing in about $365,000, the Courts would be bringing in $154,000 and anything from the lease space we don’t currently know about.  

Mr. Wilcox then asked how long before the funds would be brought in.  Mr. Radulovich said that it should come in during FY22.  Tani Downing, Executive Director, Department of Administrative Services, also said that the O&M from the State Office Building will need to stay there as long as the building is not demolished.  A decision regarding demolition has not yet been made.  Ms. Downing also explained that normally O&M would follow the entity when they move, but O&M was not sent when DAS moved into the TSOB.  Ms. Downing said that is why it’s included now instead of later, because it’s not known when we’ll get the remaining O&M and that is why the total amount in included.  

Mr. Wilcox also asked if the funds will be brought in FY21 to help offset?  Mr. Radulovich said there is none in FY21.  Jim Russell, Director, Division of Facilities and Construction Management said that we would need O&M, the O&M is being covered by the rental revenue from American Express the former owner of the building so we retained those earnings.  We will need to supplement the funding from our construction.  Mr. Russell said that for FY22 decisions need to be made, including do we get new funding or transfer funding?  He said the unoccupied space would then be charged an O&M rate.  The only way there would be new funding requested would be if they keep the SOB funding in place and supplement the funding.  Mr. Russell explained that DFCM does not have funding for the third phase of the TSOB, so the Courts will not move unless funding is approved.  DFCM is hoping to be able to move them in summer of next year.  The unoccupied space tenants would bring their O&M with them.  

Mr. Wilcox asked assuming that the SOB O&M comes over there would be no new costs?  Mr. Russell said that would be correct.  Mr. Wilcox asked if we know when most of the agencies are coming over?  Mr. Russell said that most will come in FY21 and the summer of FY22.  Mr. Wilcox asked if the full $2.9M is need if it will be offset when the agencies move over.  Mr. Russell said that a lot of the questions will have to be answered by the Legislature, this information is just to represent the cost and the rate that is being projected.  

Mr. Parker asked what are the main drivers for these increases.  Other state agencies are facing budget cuts what is DFCM doing to find savings and efficiencies?  Mr. Radulovich said that we operate with our electronic resource group to reduce utility costs through occupancy levels, also we look at the private janitorial firms by looking for reduction or days of service.  With COVID-19 we’ve had to increase some cleaning of hard surfaces but reduced other services within the building like trash removal and vacuuming.  We also look at building run times, staffing and inventory of supplies for maintenance and equipment. Mr. Radulovich said the cost of supplies and labor are going up due to the current situation.  

Mr. Parker asked when you will see energy savings from the buildings and reduction in building use from COVID-19, i.e. lower energy costs and wear and tear on buildings.  Mr. Radulovich said they will look for areas of improvement on projects like painting and flooring using retained earnings and work with the agencies on this.  

Mr. Brasher asked about the largest state lease that DHS has, there are tenant improvement issues with moving to the TSOB around $4-6M, this is beyond the means of the agency to move there.  How would this be managed and how would it affect the O&M?  Mr. Russell said that phase 3 funding has been pulled back, we’re hoping to get that funding restored possibly this year so that would pay for tenant improvements, with the purchase of the building we included the cost to completely remodel the entire building.  This wouldn’t be put on the agency to come up with tenant improvement funds.  Mr. Russell said that janitorial costs have not really gone up because we’ve moved services around, spending more time on touch points.  He also said that energy costs, the building board has a larger fund for this, there are several projects slated for this including looking at projects that we can get a quick pay back and reduce costs.  We have the State building efficiency groups are looking at this.  

Mr. Brasher also asked if they are able to move to the TSOB and have large amounts of federal funding.  If the federal funds are used then they would feel they had an interest in this project.  The participating rate is 66% of federal funds so are they using any federal funds?  Mr. Russell said there is no federal funds for O&M and we’ll need to have a conversation regarding this offline.  Mr. Brasher asked that DFCM keep that information in mind as discussions are being held.  

Mr. Amon said that the rate for the SOB $2.9M, what about the agencies that transfer the O&M, is there a rate to decrease this for FY22?  Mr. Radulovich said that for the Department of Agriculture and Food it would be proposed to move them into the TSOB and use retained earnings that can be used to operate that site.  In regards to the SOB, they are still looking at keeping that site in operation during FY22.  Mr. Russell asked what Mr. Amon meant by a decrease.  Mr. Amon said that the decrease would be if the Department of Agriculture and Food moves their building would get demolished, so there would be an elimination of that rate for the Agriculture and Food building by moving to the TSOB and be included in the $2.9M.  Mr. Russell said we aren’t requesting new funds.  Mr. Amon said this is about the existing rate.  Mr. Radulovich said that these funds would be moved to the TSOB but there is not a decrease.  The funds for the Department of Agriculture and Food would move to the TSOB, there is currently a rate for FY21 for the building but there is not a rate for FY22.  

Mr. Brown said that most of his questions have been answered, but asked for clarification of the $2.9M for the TSOB.  Is DFCM asking to be able to charge agencies coming in?  We don’t know the funding mix at the time but leave that to the Governor’s Office and the Legislature.  Mr. Radulovich said that is correct.  Mr. Brown said you have $500K of unaffiliated so we don’t know how this will be funded.  Mr. Radulovich said that they will probably be back next year to discuss this again.  Mr. Wilcox said that the O&M for the buildings that are moving over, the offset is not included in the new DFCM request?  Mr. Radulovich said that was correct.  

Mr. Radulovich then moved on to the other 19 facilities that are looking at rate increases.  The more seasoned buildings which are five years and older will need new service contracts, inflation because the last rate increase was many years ago.  There is a proposed $54K increase.  Mr. Radulovich said that some facilities have a scope change, one property was turned over for storage and office space but that project didn’t move forward so there was an increase for that program.  The Heber Wells building’s last increase was FY19.  Since then, there have been a lot of issues including, flooding, elevator contract increases, insurance increases and the earthquake.  

Mr. Radulovich said there are three new projects coming on line, two Department of Alcoholic Beverage Control stores and one Veteran’s Administration home in Salt Lake City.  This would be $144,708 increase.  

Mr. Radulovich asked for the Committee to approve the 20 programs, the three scope changes and the other existing rates from House Bill 8 (2020).  

Chair Maughan asked if there were any other questions from the Committee.  Mr. Brown said that they also have a federally funded agency moving over but if federal funds are paying for O&M for TSOB but they didn’t pay for them at the SOB.  This could be looked at as supplanting federal funds.  Mr. Brasher said that the lease they are paying for is federal funds and no supplanting for the Department of Human Services.  This could complicate things for others.  

Mr. Brasher said that they don’t envy DFCM but Human Services is getting pressure to mandate more telework.  Mr. Brasher said this is going to complicate issues so not sure how this will move forward.  He mentioned other complicating issues are space standards and COVID-19.  We need to work together on this because the Legislature is already counting the savings for this and that isn’t going to happen overnight.  Mr. Brasher said that he was very appreciative of the work that DFCM is doing.  Mr. Russell said that he appreciated Mr. Brasher's comments.  Mr. Russell said that they are trying to get support for the space utilization fund and how space usage will be changing.  They are still working on the state-wide master plan.  Mr. Wilcox asked that a caveat be put in the motion for a better understanding of the $2.9M request for the timeline that DFCM will have for agencies moving in to the TSOB.  Commissioner Kiser said that he felt that DAS will already do this.  He said that the greater concern is that the Legislature will fund this, but if they don’t fund then it puts stress on the agencies to come up with funds.  Ms. Downing said that the Legislature didn’t fund the rate several years ago and they asked the ISF to come up with ways to cover the rate.  She said that there are concerns regarding this.  We need to include this so that they remember that funding is needed for the TSOB.  However, the Legislature wants to do this, we just need the funds to be able to function.  Chair Maughan asked if there were any further questions from the Committee and there was none.  

Chair Maughan asked if there were questions or comments from the public.  There were no comments or questions.  

MOTION:  Chair Maughan asked for a motion to approve the DFCM rates.  Mr. Wilcox made a motion to approve the DAS recommended rates for the DFCM ISF with the understanding that the TSOB rate will be adjusted as agencies move over and the SOB O&M.  Mr. Amon said that he didn’t feel that this was the right motion.  He said that we need to approve the rate and then have DFCM look at the impacts.  Mr. Wilcox said that the $2.9M is new funds but will be offset in FY22, if we fund the full amount there would be more than is needed.  Mr. Amon said the rate is for running the building which we’re voting on and the rate impact is how it’s funded that will need to be impacted.  Mr. Russell said that they still have to go to the Governor’s Office and the Legislature for the rate to be transferred and finalize it and the impact does need to be looked at and figure out where all the dollars are coming from.  Mr. Brasher asked about the unoccupied space if the Department of Human Services was able to move to the TSOB will that reduce some of the cost, the O&M would be the same if the tenant improvement is funded.  Mr. Radulovich said this is correct.  Mr. Russell said it would be beneficial but if the building if not completely occupied then there would be some offset if the space is unoccupied so if the space can be finished and occupied that would help.  Chair Maughan asked that Mr. Wilcox amend his motion.  Mr. Wilcox amended his motion to approve the DAS recommended actions for the DFCM ISF rates for FY22, Mr. Amon seconded the motion and the motion carried unanimously.  


Division of Risk Management
(Refer to 1:55:09 of the recording)  Brian Nelson, Director, Division of Risk Management, thanked  Darin Dennis and Brian Jensen for their help with the rate committee presentation.  Mr. Nelson mentioned they have broad lines of coverage and a huge portfolio and there is a lot going on.  Risk Management purchases excess liability and property insurance to help protect taxpayer money in the Risk Fund and pay the large losses they experience.  FY2021 has been a challenge in that respect, and they are experiencing a very hard market with insurance these days, which hasn’t been seen since the mid 80’s, and it is affecting their renewal and their premiums in the excess lines.  

Liability Program
Mr. Nelson thanked the Committee for their help in getting where the Division need to get in terms of their Liability Fund reserves.  Mr. Nelson indicated that at the end of FY20 they were in the positive—over $2M.  That’s been a result of the rates the Division has been able to charge and the funds they’ve been able to transfer with the permission of the Legislature.  The Division of Risk Management is asking for a 0.3% increase overall in liability premiums.  This is a huge  departure and drop from what they’ve had to do in years past.  Mr. Nelson said that social inflation is driving up the costs of the excess liability premiums, more so than their loss experience, and underwriters are looking at this, expecting the State of Utah to follow suit with other states and municipalities.  Mr. Nelson addressed the claims in excess of  $500,000 that have been experienced by the Risk Fund since 2012, and mentioned that the underwriters have found this almost unbelievable.  Utah is still not a litigious state, but it is experiencing more, higher verdicts/outcomes. FY2019 was an anomaly due to the McClusky case, which is ongoing.  Mr. Nelson mentioned that as a result Risk Management had a difficult excess liability renewal and had to change its structure to be able to afford the coverage needed. The Division has had significant increases in the SIR (self-insured retention).  There has been a significant per claim limit decrease, an annual aggregate decrease which was significant, and there was an increase in premium of about $200K.  They did go forward with the renewal, which cost $862K in premium.  They were impelled to purchase excess liability re-insurance for the first time in the history of the Fund to maintain the per claim and aggregate limits that the State has had, which were really helpful, given where they are this year with some significant claims.  Mr. Nelson mentioned that the retained earnings experience is improving and things are moving in the proper direction.  They are looking at all of their programs now. In the context of liability, they are looking at excess liability reinsurance for the first time, and they are looking at captives.  They are also looking at purchasing excess liability for different groupings of their covered entities because their portfolio is so large.    Mr. Nelson added that Utah’s Risk Fund is one of the few that includes school districts, and that presents challenges in underwriting.  

Property Program
The State of Utah has a current total insured property value of $39B.  This program is increasing and is getting a bigger premium hit this year.  Overall, they are asking for a premium increase of 27.8%, with a significant percentage increase for  the independent agencies, though with relatively smaller dollar amounts, and with the largest increase going to higher education.  Mr. Nelson asked that the University of Utah’s premium be adjusted downward by $1M—from $6.4M down to $5.4M.  This ask is responding to  changes that have been made by the actuary with premium allocation based upon loss experience.  Mr. Nelson felt this was an equitable and appropriate action to take, inasmuch as the University’s premium in the current year was $3.5M and would otherwise result in an increase of almost $3M.  He added that the University of Utah pays a higher premium than most universities and all other covered entities in the program, which makes premiums more affordable for all covered entities.  This reduction will be evaluated appropriately at the end of the current fiscal year.  Mr. Nelson said regarding renewals the hard market conditions are causing some of the premium increases, as are their property losses, including two fires (Union Middle School and SLCC ATC) and the earthquake losses (estimated $50M), which resulted in an estimated $72M in total property losses for FY21, which figured into the underwriting of the Property Program and the premium increase from $11.7M to $16.5M.  Mr. Nelson added that the SLCC ATC fire builders risk loss caused the renewal premium to increase over $861K.  Both the hard market and the Fund’s loss experience have  been unprecedented.  

Mr. Parker asked at what point do some of the insurance products we purchase no longer become economical and, rather than paying increased rates for less coverage, we start to self-insure for more and more things.  What does the calculus look like for the Legislature and the Rate Committee?  Mr. Nelson said that for liability, they don’t think it makes sense to continue the way they are going.  They are looking at other options including reinsurance and self-insurance through a captive.  Mr. Nelson mentioned there aren’t many insurance carriers that will take a portfolio that is as large as the State’s.  They will be reporting on the changes they need to make next year and are already meeting with their broker and experts in the insurance industry to look at what they need to do, because they are experiencing increases in liability losses.  As to the Property Program, Mr. Nelson indicated they have $525M in earthquake coverage, and that catastrophic loss coverage really drives the premiums for the program.  Mr. Nelson explained that there would be a reduction in premium if they decided  to self-insure for earthquake losses, and  they asked how can they could save money for the state?  Mr. Nelson said that their brokers principally suggested that the State change its earthquake deductible or self-insured retention (SIR) from $1M per occurrence to a catastrophic SIR, which is very common across the country and is a percentage of the unit value properties that are damaged, with some minimums and maximums.  They opted for that change, which  saved $2m in premiums.  Risk Management also looked at reducing earthquake limits and the property program SIR, which is still $1M.  If they had reduced the earthquake limit from $525M to $475M, it would have saved the State $250K in premium.  If they had dropped the limits to $400M, it would have saved $550K.  If they had dropped the limits to $250M, they would have saved $2M to $2.5M.  If they had dropped the limits to $100M, they would have saved  $3.5M to $4.5M.  If they had dropped the quake limits to $50M, they would have saved about $5.5M.  Mr. Nelson added that the insurance industry and their brokers recommend that, because of the total of our assets ($39B), they should have earthquake limits of $1.2B.  Earthquake coverage for the State is now limited to $525M, augmented by a parametric quake policy with $50M limits.  As this is looked at from brokers and others in the insurance industry, we are basically underinsured.  Mr. Nelson said that other similarly situated states, like Oregon and Washington, don’t have earthquake insurance, and they don’t insure some of their bigger buildings like their State Capitol building.  Their programs assume that their legislature would just fund any damages to those structures.  The state’s buildings are now exposed in a way that they haven’t been because they  no longer have a $1m per occurrence SIR on the earthquake coverage.  Had the current structure been in place during the March 2020 earthquake, with over $59M in damage, Risk Management would have had to pay the maximum of $25M.  They looked at ways to save.  They now  need to have $25M available to pay if there is a more severe quake than a 5.8.  They are looking at this issue of premium and coverage return very hard.  Mr. Nelson solicited input from  the Committee on the perspective of purchasing stop loss insurance to protect taxpayer dollars in the event of a big loss.  Mr. Nelson expressed appreciation for FEMA and what they can do but indicated they aren’t the fastest at addressing large losses.  FEMA is still adjusting some of the losses from the Northridge, California, earthquake that occurred decades ago.  Mr. Nelson added that their position is to  be as self-sufficient as possible and be prudent with the expenditure of resources, which is why they retained the $525M quake limits, as opposed to the $1.2B, but they still have the insurance available to respond promptly to significant losses that occur.  

Mr. Parker expressed his understanding that the changes being made to the earthquake policy have the effect of diminishing the value of the earthquake policy on the small to moderate earthquake, while providing premium savings on a large earthquake loss.  So, what we’re doing as a state to really protect ourselves,  to hedge against those catastrophic losses, the product has gotten better for us in some ways in that respect, but if what we’re trying to do is smooth expenses across even small to moderate earthquakes, it’s gotten worse in doing that. Is that fair?  Mr. Nelson indicated that Mr. Parker’s characterization was accurate and that there are tradeoffs whenever these programs are looked at—if you’re saving money somewhere, you’re giving somewhere else.   Mr. Parker expressed his perspective that insurance can be a lot of different things, and with the State as conservative as it is generally, and with the bonding capacity and fiscal capacity to respond to many different types of emergencies without too much pain, his personal philosophy would be to err on the side of protecting against  catastrophic losses but not to throw loads of money at sort of the stabilizing types of insurance products that might hedge against smaller losses, which is a personal theory that may be a bad idea when broader policy makers look at it.  Commissioner Kiser said that it’s tempting to look at self-insurance and say I’ll save this much money until there is a loss.  He mentioned that he was recently on an airplane with a Utah policy holder who started a captive company, was self-insured, had a $125K loss, and was bemoaning the fact that he was self-insured and had to pay the $125K loss, which he wouldn’t have had to pay had he retained his insurance policy.  He added that our total exposure is in excess of $39B  and there is $525M of insurance, so we are horribly underinsured.  If we have a large catastrophic loss, the quake that we talk about that may be a 7.2, a large catastrophic loss, we can’t even begin to have enough insurance to cover what would be needed.  He expressed his disfavor with going to a 2% minimum and opined that the state should raise its limit which is what is being recommended at $1.2B. Even then, with $39B in assets, he added we are still underinsured.  If a large earthquake occurs, this is a no-win situation and we are horribly underinsured.  Commissioner Kiser indicated that we came out of this last Magna earthquake looking really pretty.  He was shocked when Mr. Nelson reviewed the numbers with him—almost all of it was completely covered. He was shocked because we had a high enough rate and not very much damage.  But if that big earthquake comes, we are not insured for the big one.    

Mr. Nelson indicated that Risk Management did price out what it would cost to get to the $1.2B of limits, and it would actually double the premium, from about $16M to $32M.  Those are the analyses and looks they go through to see what makes sense economically.  He said that they recognize they’re under-insured.  They would rather have the $1.2B of limits and that is the direction they are heading, and they intend to go there, but this climate isn’t ready for that discussion at the moment, given the economy and other budgetary issues with the pandemic.  It’s not a lost item for Risk Management’s agenda, because they agree they are underinsured for a 7.2 earthquake, but they have more buildings that are up to code and earthquake-resistant, including the State Capitol, which alone is valued at just around $500M.  Even the Rainy-Day Fund, if it’s close to $500M, doesn’t touch the insured values of state buildings.  It’s an ongoing significant challenge for Risk Management, and in working with their brokers they believe they’ve arrived at somewhat of a sweet spot; although, they’re not happy that they’re having to make this change to reduce premium, but it seems to make sense, and they have $22M in reserves in their Property Program.  They want to get it up to $25M and put it in a captive, and have it there to be able to cover the maximum they would have to pay out in SIR if we have another quake event.

Mr. Amon expressed appreciation and recognized that this is not an easy environment to deal with, and Higher Education has the largest exposure in the state with their property.  He said of course they’re not that their premiums are increasing by several million dollars, but on the other side they definitely see this environment.  They see what’s happening in the insurance market around the country and understand this is a world-wide industry and phenomenon and they are supportive of the actions taken.  There’s  more for discussion in the future, but their perspective is that  this is probably a new normal and costs are increasing because of it.  Mr. Amon concluded by expressing support for the current structure.  Mr. Nelson said that stakeholders will be involved with the restructure of this program.  Mr. Brasher said what a tough position to be in and indicated there needs to be a re-evaluation of our building space, including higher education’s considerable properties and historic buildings that don’t meet seismic standards.  Mr. Brasher further suggested reducing the footprint of our buildings, decreasing occupancy levels, increasing telework, and doing something with self-insurance. Her further indicated that we also need a way to protect self-insurance funds, because the legislature may be inclined to raid this fund in times of need.  He asked what can be done to make sure that self-insurance funds are  protected from a raid by the legislature.  Mr. Nelson responded that they are looking at creating captives as a way to protect those funds.

Mr. Nelson then discussed the rate for the builders' risk program and recommended an increase from 0.053 per $100 of contract value to 0.080 per $100 of contract value.  This rate has not been increased for decades.  The costs of the builders’ risk program has outstripped the costs of their traditional property program, and the additional excess property renewal premium payment of $861K for the Salt Lake Community College ATC fire is further necessitating this increase.  He added that if they had applied the 0.080 rate in FY2020, it would have netted maybe $200K, so it’s not a significant increase from a monetary perspective, because their rates are so low, and are far below the commercial market.  The increased rate is also below what DFCM is budgeting for their builders' risk costs.  Mr. Nelson also mentioned that they feel they can absorb the $1M reduction of property premium to the University of Utah, because of their positive retained earnings balance.

Auto Physical Damage Program 
Mr. Nelson then moved on to the auto physical damage which is also due for an increase as well.  This is a relatively small program that covers damages to the vehicles owned by the State and other covered entities.  This does not include auto liability.  The ask is a 5.3% rate increase, which is modest, with the school districts experiencing the bigger hit.  There has been a reduction in these losses due to COVID-19, but they are expected to increase due to school being back in session and people are driving more.  

Workers Compensation Program 
Mr. Nelson explained the Workers Comp program needs increases on three classifications including aviation crews, state workers and Utah Department of Transportation (UDOT) workers.  We are experiencing an increase in costs because of recent legislation amending the Occupational Disease Act that created presumptive workers compensation coverage for first responders who contract COVID-19 in the course and scope of employment.  The state is experiencing an uptick in these claims now, and that is expected to continue.  The state experienced a $1.4M increase in premium, which became effective July 1, 2020.  

Commissioner Kiser said that school teachers are asking for this type of change in their worker’s comp coverage. Commissioner Kiser indicated that the $1.4M cost increase was significant and that if the legislature had known, they may not have jumped in so readily and said let’s do this.  He added that the Governor's Office of Management and Budget needs to be aware of this.  He suggested that they get a bid so the legislature will know what those associated costs will be.  Mr. Nelson mentioned that the Division of Risk Management doesn’t provide workers’ compensation coverage for the school districts, but he has  been in communication with the School Districts because they inquired about it and they are aware of the cost increase for the state.  Chairman Maughan asked to clarify that the state would not recognize that sort of increase for a teacher bill.  Mr. Nelson said this is correct—it is  an issue for the school districts, most of which get workers’ compensation through the Utah School Boards Association.  

Mr. Parker said there is a lot of guess work in WCF’s calculation for this rate/premium—they don’t really know what it’s going to cost.  He then asked what is the mechanism for recapturing WCF’s incorrect projections going forward and whether in the long run can we get more granularity in the way we describe these workers?  Mr. Parker mentioned that they are paying a premium increase for first responders, which  they don’t have in Commerce and asked if there is a more granular rate for state employees that would more effectively allocate these rates.  Mr. Nelson said that they had the option to go with a retro program, which would have allowed them to gamble a little bit on what their actual loss experience would be during the current fiscal year.  In such a program, if they choose right the state gets money back, and if they choose wrong the state would have to pay more premium.  They opted instead for a guaranteed cost premium, because it sometimes takes four to five years to reconcile the consequences of a retro program.  They’ve done this once before, and it appeared to be more of a nightmare than a blessing.  As to classification granularity, the state only has these three classifications, because the WCF negotiated those classifications with NCIC.  As a consequence, our rates are really, really cheap, comparatively speaking.  Typically, you’d have classifications for law enforcement, for nursing care workers, and constructions workers (like UDOT), but you’d have higher rates and our premiums would be much higher if the state became more granular.  The state actually has an advantage with this schema that’s been in place for decades. As to recapture, this premium increase is only going to net the state around $400K over FY2022, so it’s not intended to be a quick recapture, but rather a way of normalizing things as we go forward.    

Learning Management System
Mr. Nelson explained that the Learning Management System (LMS) is the enterprise learning portal.  Risk Management is not recommending a rate change for this program. 

Mr. Nelson recapped the increases for the Committee including approving the liability premium increases, approving the property premium increases, approving the builders risk rate, approving the automobile premium increases, approving the workers compensation rates and approving the existing learning management system rate.  

Chairman Maughan asked for questions or comments from the Committee.  Commissioner Kiser asked for the placement of an asterisk as a reminder that we need to consider increasing our earthquake limit to $1.2B, which would double the current premium.  Commissioner Kiser said that we are so under-insured that he wanted make this point.  As an insurance agent, he could not in good conscience recommend that a homeowner insure their home for 1/32 of its value.  

Mr. Parker asked for a separate motion on Commissioner Kiser’s point of reconsidering the increase in insurance limits and that the Committee supports it.  Chairman Maughan asked if this would be helpful?  Mr. Nelson said yes that would be welcomed.  Ms. Downing said that she also agreed with this.  Mr. Amon suggested that this should be an Infrastructure and General Government Appropriations Subcommittee (IGG) study item.  He agreed with Commissioner Kiser that this study is needed, but recognized that the fiscal environment isn’t going to support it at this time.  He said this does need to be brought to the attention of the committee. Mr. Amon recommended that the Department of Administrative Services work with the Legislative Fiscal Analyst and the Governor's Office of Management and Budget to make this a study item.  Chairman Maughan asked if there were any further questions or comments from the Committee.  There were none.  

Chairman Maughan asked for questions or comments from the public.  There were none.  

MOTION:  Chairman Maughan asked for a motion to approve the Risk Management rates.  Mr. Amon made a motion to approve the rates as presented.  Mr. Parker seconded the motion.  The committee voted to unanimously approve the recommended Risk Management rates.  

MOTION:  Chairman Maughan asked if anyone would like to make a motion regarding Commissioner Kiser’s suggestion on the study item.  Mr. Parker made a motion that the Committee recommend that appropriate study groups, including IGG, review the State’s property insurance position in light of recent events, including earthquakes and pandemics, to determine the appropriate levels of insurance that should be maintained for these types of losses.  Mr. Amon seconded the motion.  The committee unanimously approved the motion.  


Division of Fleet Operations
(Refer to 2:42:55 of the recording)  Stewart Cowley, Director, Division of Fleet Operations said they have four Internal Service Fund programs including the Fuel Network, Motor Pool, State Travel and Transactions Team.  

Motor Pool Program 
Mr. Cowley mentioned the Motor Pool has over 4,000 vehicles that are leased and maintained for state agencies.  He said that prior to the COVID-19 shutdown the motor pool vehicle use was decreasing.  People weren’t driving as much because agencies were moving towards telework.  Now, with the COVID-19 shutdown, usage has decreased even more.  Some agencies are looking at shared motor pools and some agencies are looking at downsizing.  Mr. Cowley said there will be changes in the way that we manage fleet vehicles and the state motor pool.  Fleet Operations will study this and do an analysis of the program as things change with COVID-19.  Mr. Cowley indicated that Fleet is not recommending changes to the existing rates for this program.  

Mr. Brasher commented that a central motor pool used by multiple agencies has positive aspects, but also raises some concerns.  For DHS it makes sense that DHS could use a shared motor pool but there would need to be some exceptions for UDOT, Department of Public Safety (DPS), as they have specialized vehicles.  He pointed out that in the remote areas there need to be enough vehicles available, and, with Division of Child and Family Services there need to be vehicles at 2 AM, so that can be difficult.  Mr. Brasher said that the kiosks have worked well for DHS.  It may be cost prohibitive to have kiosks in rural areas.  They are seeing more personal vehicle use but would be looking for a more centralized vehicle pool.  This item should be studied.  

Mr. Cowley said that, prior to COVID-19, Fleet Operations was looking at combining some motor pools into a larger shared motor pool, and the possibility of having vehicles in rural areas.  Mr. Cowley also mentioned that the key kiosks make sense at a larger facility, but financially it doesn’t make as much sense with smaller motor pools.  As people have been teleworking they have been using their personal vehicles, so there has been a change in that as well.  Mr. Cowley said Fleet Operations will be reviewing this with each agency.  We’ve already started looking at these things and hopefully they will be clearer in a year or so.  

Fuel Network Program 
Mr. Cowley then moved on to the Fuel Network which he reported has a new fuel card system.  The previous fuel card program could not prevent fraud and they were finding out about fraud issues several days after the fact.  The new system does prevent fraud because we can see when there is an attempt to use a card fraudulently and stop it at the pump.  The new cards were rolled out during COVID-19 but it went well.  We are working with the non-state agencies to make sure they know how to use the new system.  With COVID-19, people quit driving and fuel usage dropped.  We are working to encourage our card users to use the new cards at our state-owned fuel sites.  

Previously, Fleet Operations collected the administrative rate as a percentage of fuel cost and this resulted in volatility in the fund.  Depending on the cost of fuel, Fleet Operations either under-collected or over-collected.  

Mr. Wilcox asked about the $1M fiscal impact from reduced usage and whether this was offset by reduced expenditures.  Mr. Cowley said the program's administrative costs are relatively constant, but, with the rate based on market rates revenues fluctuated.  He pointed out that there was a time during the beginning of COVID when fuel (market value) went into the negative.  A certain volume has to be sold to cover administrative costs.  

Last year Fleet Operations asked for a different rate structure, changing from a percentage-based rate to a cents-per-gallon rate.  The new rate went into effect this fiscal year and will give the stability that is needed.  The strategy is that it will take time to rebuild the fund.  

Mr. Cowley also mentioned that Fleet Operations is in the process of upgrading the tanks at the State's fuel sites, pointing out that this can be expensive.  This is a mandate from the Legislature that was not adequately funded.  He also reported that, with this many fuel sites there is some environmental liability exposure , and there was a significant spill at Salt Lake Community College which is still in remediation.  Mr. Cowley said Fleet Operations is proposing a five-cent per gallon increase at retail and state-owned sites.  He pointed out that, with this increase, the cost with the State's fuel cards is still below the market rate.  He also emphasized that State agencies do save money if they use state-owned fuel sites.  Mr. Cowley expressed confidence that over time this fund will come back with the rate increase.  This is a good program with a new stable rate structure.  

State Travel Program
Mr. Cowley then provided an overview of the State Travel program.  Last year State Travel was on track for a heavier travel year but COVID-19 changed that.  Last year State Travel issued over 15,000 airline tickets, made over 9,000 hotel reservations and booked over 5,000 car reservations.  Once COVID-19 hit there was a ban on travel for state agencies and this hit the program hard.  Travel was down 90%, hotel bookings down 72% and car rentals were down 81%.  All but one of the contract travel agents have been furloughed or reassigned to other contracts and the two State Travel staff have been keeping the program going.  We are starting to  see an increase in service requests and we are still watching to see how travel picks up again.  We believe that at some time travel overall should come back to normal levels.  

Mr. Cowley reported that last year a new fee from the contract travel agency went into effect and the State Travel program covered that fee for several months, because of its timing with the budget cycle.  The strategy had been going as projected until COVID-19.  Now, the fund balance has gone negative and we need to rebuild this fund.  The proposal is that the current airline booking rate will be increase by $1 from $26 to $27.  This will put the program on the path to rebuilding, but it should be remembered that it is currently still being impacted by COVID-19.  

Mr. Parker said he’s struggling to see the value that his agency gets from this program based on how easy it is to book travel on the Internet.  Mr. Parker asked why agencies wouldn't book their own travel, because State Travel has a process that takes a while because there is a lot of steps and it’s $26 more than they wanted to pay because they could have done all this themselves.  Mr. Parker added that there is value in having a travel agent help with the cancellation process, but he questioned whether that is worth all of the fees that are being tacked on, and he suggested that Fleet Operations should be looking at this.  

Mr. Cowley summarized the value added by the program, pointing out that State travel ensures that State Purchasing policies are followed, and that all travel policies are followed including per diem.  He pointed out that they make sure everything is properly entered into the FINET system and that billing back is handled properly.  Discounts are available with State Travel and the travel agents ensure that the discounts are given.  He stated that this may seem like a cumbersome process but it is more efficient than doing it yourself.  State Travel tracks all travelers and can help with emergencies when there are weather events, natural disasters and other issues that come up.  

Mr. Parker said that he appreciates that program and it’s a matter of perspective.  

Mark Yeschick, Financial Manager with the Division of Fleet Operations, clarified that Fleet Operations is proposing that all booking rates, except the rental car/hotel booking rate, increase by $1, not just the airline fee.  Mr. Cowley thanked Mr. Yeschick for the clarification.  

Transactions Team Program 
Mr. Cowley explained that the Transactions Team staff are experts at FINET and processing financial transactions.  Last year they processed over 98,000 transactions.  They currently serve DAS divisions; however, they are set up with a rate structure that allows them to serve non-DAS customers.  Fleet Operations and DFCM are their largest customers but other entities also use them.  They are an excellent team and do their jobs very well.  No rate change is requested.  

Mr. Cowley then recapped the requests being made by Fleet Operations which are:  approving the fuel network retail rate increase of $0.05 per gallon, approving the fuel network state-owned rate increase of $0.05 per gallon, and approving the State Travel increase of $1 for airline and group booking rates.  

Chair Maughan asked the Committee members for questions or discussion.  There were none.  He then asked if the public had comments or questions, and there were none.  

MOTION:  Chair Maughan then asked for a motion from the Committee.  Commissioner Kiser made a motion to approve the Fleet Operations rates as presented.  Mr. Parker seconded the motion.  The committee unanimously approved the Fleet Operations rate recommendations.  


Adjournment
With no further business, Chair Maughan asked for one final motion to adjourn the 2020 DAS Rate Committee meeting.  He then thanked Commissioner Kiser for his service to the Committee.  

MOTION:  Commissioner Kiser made a motion to adjourn the meeting.  The committee unanimously approved the motion to adjourn.  
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