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GEAR Introduction

Background

On February 26, 2007, Governor Sanford issued Executive Order #2007-06 establishing the nine-member
Government Efficiency and Accountability Review {GEAR) Committee. Through the order, the Governor
instructed our committee to “analyze the systems and services within and provided by the South
Carolina Budget and Control Board in an effort to propose changes which will reduce costs, increase
accountability, improve services, consolidate similar functions, return functions to the private sector and
help South Carolina become more competitive in a world economy.” (To read the Executive Order, please see
appendix #1)

The Budget and Control Board

The Budget and Control Board is a unique entity to South Carolina government that functions both as a
policy setting body and the state’s primary administrative agency. The five member Board itself is
chaired by the governor who is joined by two popularly elected statewide constitutional officers, the
treasurer and comptroller general, and two legislators — the Chairman of the Senate Finance Committee
and the Chairman of the House Ways and Means Committee. The policy making board usually meets
ten times a year to deal with big picture issues such as policies for the state health plan and retirement
systems and approving property transactions and capital spending requests.

As an agency, the Budget and Control Board operates as what is typically known as a Department of
Administration in the other forty-nine states in the country. It has a significant influence on almost
every agency across South Carolina, as it provides the support services to fill their daily practical needs
for items such as offices, computers, phones, vehicles and oversees their necessary policies related to
purchasing, human resources and budgeting.

Its General Fund budget of $22 million belies its size as it derives approximately 90% of income received
from other government agencies. But even its total budget of $190 million does not provide its full
scope, as the Budget and Control Board is responsible for billions of dollars in “off-budget” spending
through its retirement and insurance divisions. The Budget and Control staff oversaw expenditures of
over $1.8 billion last fiscal year {oppendix #2) and ended the year with over 51.1 billion in cash (cppendix #3).
These enormous numbers do not even include the hundreds of millions of dollars that were approved
for capital projects or the billions of dollars in the Retirement System.

Perhaps because the General Fund appropriated budget is only about one percent of its annual
expenditures, it does not seem as if much of this spending receives sufficient public scrutiny. In fact, we
are not aware of any previous group of private citizens specifically tasked with “looking under the hood
of the Budget and Control Board,” as Governor Sanford instructed us when creating this committee. We
think that this type of effort is long overdue, as we believe that this agency —~ given its importance, its
scope and its function ~ can benefit more than most from input from our state’s private sector.

Unlike most agencies which deal in specific policy areas such as health care or public safety, our state’s
primary administrative agency faces the same challenges in human resources, facilities management,
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GEAR Introduction

purchasing, information technology, insurance, and other common areas that business people
encounter on a regular basis. Best practices and good ideas in these areas should find equal traction in
the public or private realm.

We encourage the Budget and Control Board to regularly call on private sector volunteers to examine
this crucial agency and provide recommendations as a starting point for constant improvement of our
state government. While the required time commitment may have our family members disagreeing, we
thank Governor Sanford for creating this committee and applaud him for the foresight to initiate this
effort.

Members of the Gear Committee

The nine members of this committee brought significant private sector expertise to the process as they
represent decades of experience from companies as large as international Fortune 500 entities to
entrepreneurial start-ups. The committee members also drew upon others in the public and private
sector in their areas of expertise.

While this was a private-sector led effort, it is also important to note that eight of the nine committee
members have significant experience working for state government. In fact, three of the nine members
are currently employed by the state of South Carofina. The committee has four members with previous
or current experience as agency heads in state government, including a former state Chief information
Officer, a former Executive Director of the Budget and Control Board and a former Chief of Staff to the
Budget and Control Board. In summation, this is a group with a significant knowledge of the workings of
South Carolina state government - yet far enough removed to provide an objective analysis of strengths
and weaknesses. (For bios on the entire committee, please see the first page of the appendix)

In addition to representatives from the three constitutional officers and the two legislative bodies, it is
also noteworthy that although both major political parties were represented on this committee, the
recommendations that follow are in no way partisan. Neither the Republican nor Democratic Party’s
platforms have policies on partisan ways to best manage a building, a computer system, a fleet of cars or
a group of employees. The following suggestions represent our findings of best practices in running the
support functions of the state government. We fervently hope they will be received and implemented in
the apolitical spirit in which they are offered.

As current and former employees of the state, we also want to be very clear in stating that we found
many individuals, divisions and offices doing excellent work within the Budget and Control Board. In
those cases, we usually had few, if any, recommendations for improvement. This is not an effort to
discredit the good work of those who work there have and will accomplish. [nstead, this report will
hopefully be received as it is intended — a good faith effort to reveal specific opportunities to improve
the central agency in South Carolina state government. It is our hope that the many good employees of
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the Board, many of whom provided us with the ideas that follow, will iook forward to implementing
these and other ideas to improve their agency in the months and years ahead.

The GEAR Process

The first meeting of the GEAR Committee took place In March where we heard from two of our
members, JT Gandolfo and Marcia Adams, about their efforts to reform the Department of Motor
Vehicles (DMV). In a situation seemingly similar to ours, Gandoifo headed up a committee five years ago
to help Adams, the new director at the DMV, in identifying and implementing recommendations to
improve the agency.

Adams and Gandolfo reported that the key to their successful efforts at the DMV was not from bringing
in outside ideas to the department, but rather uncovering solutions from those who knew the agency
best — its employees and customers. The role of their committee was essentially to find and organize
the best ideas in a sensible manner and then help implement them,

We unanimously agreed to adopt a similar approach by pledging to reach out to Budget and Control
Board employees and customers to gain their perspectives about the agency. The committee also
established a website where Board employees and customers could submit their opinions either
anonymously or by identifying themselves for follow-up. The website was hosted by an outside vendor
to protect the anonymity of those who responded.

In the introduction of the survey, GEAR chairman Chad Walldorf wrote that the Committee’s “goal is
simply to help bring the best ideas to light so they can be acted upon. The best ideas for improvement
will undoubtedly come from the folks who know the agency best — the employees and customers of the
Board.”

The ideas certainly came as over 120 people responded to the survey and provided many of the
suggestions that will be discussed in the pages that follow. In addition to receiving helpful information
from the survey responses, we interviewed and received information from approximately 180
employees, customers and observers of the Budget and Control Board in formulating these
recommendations. In total, our recommendations are pulled on the collective thoughts of 300 people.
To all who offered their suggestions through the online survey and who put up with our pestering
inquiries while still trying to perform their regular jobs, this Committee and the people of South Carolina
owe their thanks.

We would also like to offer our sincere apologies to those officials at the Budget and Control Board we
did not interview as well as the employees and customers who filled out a survey but did not hear back
from us. The overwhelming number of suggestions made it difficult to talk with so many people and
address as many topics as we would have liked. As volunteers with other jobs and responsibilities, we
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estimate that we've invested nearly 1500 collective hours in this project over the past few months. But
even that has not felt like enough.

Our resources and our time limitations also lead to another caveat. This report is the collective wisdom
of a group of individuals who do not pretend to have all the answers. This document represents our
good faith effort to present the facts and solutions as we see them. For those who disagree with any of
our suggestions, we submit that this document is merely the beginning of an effort to improve our
state’s administrative functions and not an end unto itself. Our survey is still up at
https://ssl.sc.gov/GEARSurvey/ and we encourage continued feedback from those with thoughts on this
topic.,

Our committee certainly reached the same conclusions of those who worked on the DMV process - that
it is best to listen to the employees and customers of an agency if you want to uncover problems and
their solutions. As a result, in order to provide everyone with the benefit of their actual insights, when
appropriate, we have provided quotes from some of the first-hand sources that lead to our
recommendations. One of our country’s most successful businessmen, Bill Gates, has said that
“unhappy customers are your greatest source of learning.” So, we offer some of their thoughts in the
spirit of self-improvement.

Brief Summary and Next Steps

Our findings indicate that there are significant opportunities for improvement within the Budget and
Control Board. The following pages contain sixty-one suggestions the committee believes will materiaily
improve our state government. Along with each of ocur recommendations, we have included a brief
background, our rationale for the suggestion and what we understand to be the proper authority to
implement each suggestion,

Some of our recommendations have little immediate fiscal impact but will still have significant positive
impacts on the Budget and Control Board and the agencies it serves. We estimated the total potential
calculable savings of our recommendations to be approximately $497 million over the next three years.
We also think that the Budget and Control Board could make better use of its $1.1 billion dollars in
carry-forward funds and have identified an additional 5146 million that we believe could be re-allocated
to pay for more pressing needs of our state such the staggering tens of billions in unfunded costs related
to state retirees. In total, we estimate that the implementation of our suggestions would free up over
$640 million in the next few years to use for other budgetary needs or return to the taxpayers of our
state.

While we were frankly shacked at some of our findings and are somewhat daunted by the challenges
facing our state, we remain optimistic that solutions are achievable. We were also heartened having
met 50 many good people associated with the Budget and Control Board and South Carolina who are
eager for improvement.
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We are as well. The GEAR Committee offers its assistance in helping to implement these ideas and
offers its services to any of the five Board members, to the Executive Director or staff of the agency, and
to any interested legislators. At our first meeting, we agreed to follow the example of the DMV Task
Force by pledging to be an active participant in implementing these recommendations. At that time we
adopted the following mission statement for our group:

The Committee will analyze the systems and services within and provided by
the South Carolina Budget and Controf Board in an effort to propose and heip
implement changes to make the Board more efficient, effective and to better
serve its custorners.

The recommendations that follow constitute the collective opinions of our committee. Although the
two former Budget and Control Board executives on our committee ultimately did not vote in favor of
the full report, they expressed support for many of the recommendations and assisted in crafting some
of them. It is important to note, however, that ninety percent of the following recommendations were
approved without any dissenting votes and all were approved by a clear majority.

These findings represent - overall — a significant consensus of the majority of our committee based on a
comprehensive review process carried out over several months. We hope that the upcoming months
will lead to a significant consensus on their implementation.
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Budget and Control Board

Recommendation One

The Budget and Control Board should replace their “We Make Government Better” slogan with somethmg more
service-oriented and customer focused.

“The Board has some history of ignoring the needs and input of state agencies, the actual customers
and users of goods and services, in decision making processes.”
Agency Director in a letter to Committee

Background

A frequent complaint from customers of the Budget and Control Board is related to the agency’s perceived
arrogance and unwillingness to listen to customers, While this is true in some cases and certainly not an accurate
characterization in others, there is no denying that the perception amongst the Board’s customers is very real.

Rationale

In most cases, the Budget and Control Board does not deliver services to the people of South Carolina - it provides
resources and central support to those agencies which do. The Budget and Contro! Board should not view itself at
the top of the pyramid (i.e. “in control”) but as the supportive agency at the bottom which is there to support the
agencies which actually deliver services to the residents of South Carolina. Slogans of the Department of
Administration in other states and of our federal government seem to better grasp this important nuance. Some
examples (emphasis added) include the following:

» We provide consistent and efficient support services to State agencies so that they may better serve
Aloskans.

e DAS provides policy leadership, strategies and services that help our customers get their jobs done
"Better, Cheaper, Quicker.” (CT)

» Woe serve those who serve Florida,

s The Department of Administration exists to provide professional and responsive services to the state
agencies, state employees, and local governments that serve the citizens of Montana.

‘s To provide expertly managed services to our customers that maximize the efficiency of state
government. {NE)

e Help federal agencies better serve the public by offering, at best value, superior workplaces, expert
solutions, acquisition services and management policies. (Federal Government)

The above slogans much better reflect the ideal customer-centric, servant-leadership approach that a support
agency like the Budget and Control Board should embrace. The leadership of the Budget and Control Board
should adopt their own slogan which encapsulates these ideals and also consider annual surveys of agencies to
benchmark service scores so that Board employees better recognize agencies as their customers.

To save any cost from this change, the new slogan should not be immediately switched out everywhere. instead,
over time as new signs, stationary, etc are replaced, the new siogan can be incorporated,

;7o Authority for Change .70 Ddsn, D
Within the Agency
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Board Administration

Recommendation Two

The Executive Director should reduce the Board-wide Allocation charged to offices and divisions within the Budget
and Control Board by a minimum of five percent.

Background

The board-wide cost allocation is essentially a charge which divisions and offices within the Budget and Control
Board pay to support the central administrative functions of the agency. The amount that they "kick upstairs” as
one agency official put it, comes from the fees that they charge outside agencies and is used to provide
approximately 70% of the budget for the Office of the Executive Director, Internal Audit and Performance Review,
Agency Support, the Office of Internal Operations, and other agency-wide initiatives,

The fees that the Budget and Control Board divisions and offices pay for central administration increased
dramatically earlier this decade, likely as a way to counteract mid-year budget cuts. In FY 2001, the fees totaled
just under $1.1 million, but that number doubled after FY 2002 and jumped again to over $3 million in FY 2003,
After topping out at $3.2 million in FY 2005, the number has averaged around $2.9 million the past two years.
{please see appendix 4 and 4.5)

Rationale

When asked about ways to cut cost for state agencies, several division and office directors within the Budget and
Control Board would somewhat laughingly start with a request to reduce the amount they paid for administrative
oversight. Given the dramatic increase in these payments in recent years, the point is a serious one. If divisions
within the Budget and Control Board are being asked to reduce their charges to other state agencies, the example
for this sacrifice should start at the top.

We recommend the agency’s new Executive Director reduce the Board-wide charges to the divisions and offices
within the agency by a minimum of five percent as of the new fiscal year {which just began an July 1%} and ook for
opportunities to continue reducing them in the future. While the total savings are not large compared with some
other items, they are symbolically very important in creating a culture focused on reducing the cost of
government support services rather than increasing them.

if every division within the Budget and Control Board ~ excluding the Retirement System ~ can find a way to
reduce their own charges by a similar five percent, the total annual savings to the agencies and taxpayers of South
Carolina would be approximately $35 million.

Authority forChange... ... - | =0 5% -UFirstYear Savings - LU o0

Within the agency $145,000

Savings (three years)
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Business Development Office

Recommendation Three

‘The GeneraI'Sen}ices Division.should close the agency’s Business Development Office.

Background

In 2002, the General Services Division opened a Business Development Office and hired a “Business
Developer” to help market the Budget and Control Board's services to state agencies and local government.
A Business Developer was hired in November of 2002 and replaced in 2005 by the Director of the Executive
Institute. The office, which has an annual budget of approximately $130,000, has only one employee.

Rationale

Some at the Budget and Control Board seem to have taken the “run government like a business” mantra to
the extreme by trying to grow the agency's revenue. In fact, in a presentation to the GEAR Committee, one
Budget and Control Board official talked about “replacing lost business” from the closure of one division with
increased revenue from another. However, it is far from a core function of government to grow — especially
an agency that primarily exists to serve other agencies. This off-mission focus is even more egregious in that
time and taxpayer resources are being spent on it.

Additionally, the “Business Development News” section of the Business Operations website has not been
updated in over two years and the website’s calendar of events has no events., Whether well run or not,
there is no justification for spending this kind of money ~ or any taxpayer money ~ on a government to
government {G2G?)} marketing campaign.

\GRHOFILY for.Chiange” L]t o 'FlfstYear Savings -

Within the Agency $130,000

Savings (three years)
. 77$390,000,

AR
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State Fleet Management

Introduction

State Fleet Management seems to be a generally well run department. The team members appear to be
dedicated and earnest professionals who recognize that improvements can be made to run State Fleet
Management more efficiently while saving the state money. The recommendations contained in this section
have been discussed thoroughly with the State Fleet Management employees.

A few years ago the state [ease program was criticized for charging uncompetitive rates. However, with some
prompting from the Gavernor’s office, officials at State Fleet Management dramatically lowered their lease
rates on most vehicles. Today, the state lease program offers rates lower than the private sector, including
insurance, fuel and maintenance. Even well run organizations have opportunities to improve and State Fleet
Management is no exception. Through modifications to its bid structure, for example, the state has the
opportunity to save significant money on vehicle purchases.

There are also opportunities for more efficiently providing vehicle repairs, most significantly by consolidating
the duplication of various agencies’ repair shops across the state and moving more agencies into the wel-run
Commercial Vehicle Repair Program. State Fleet Management offices also agree that fees can be reduced on
that program and on the surcharge they apply to gas purchases. Additionally, when the contract for
supplying and tracking gas purchases is due in two years, the state should aggressively pursue a more
favorable contract for providing that service.
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State Fleet Management

Recommendation Four

State Fleet Ma’nagem’e‘nt"s vehicle acquisition bid process should be revised to ensure the lowest price — including
rebates —is available throughout the entire year.

Background

Currently vehicle bids are issued in the summer. The successful bidder must adhere to that price throughout the
year. However, the summer is the worst time to issue a bid because the manufacturer’s incentives are the lowest
at the beginning of the model year. incentives change frequently, sometimes monthiy.

Rationale

It is very simple to change the bid structure to require that the successful bidder pass on to the state all the
highest rebate or manufacturer’s fleet incentives when the state orders the vehicle. This will ensure that the state
gets the advantage of the lowest price throughout the year. The state purchased over 2000 vehicles last year.
The state bid is always awarded at the beginning of the model year when the rehates are the lowest. Rebates on
most domestic vehicles change by as much as 53000 over the course of a model year. It is conservative to assume
a rebate savings of $1000 per year from adding this to the bid contracts.

‘First Year Savings

$2,000,000

Savings (three years)
$6,000,000

Recommendation Five

The siéte bid structure should be modified to provide for two bid prices: one for payment within five days of
delivery and one for payment within thirty days of delivery.

“Most car dealers will not bid on the state vehicle contract because the Boord holds their money...Two
car dealers have told me that this is why they do not do business with the State.”
Agency Director email to committee

Background

Currently, the state bid calls for payment within thirty days of delivery. However, a dealer is required to pay off
his floor plan source within five days of delivery or that dealer will be “out of trust.,” Moreover, floor plan interest
charges are significant especially if allowed to run for the full thirty days allowed for payment.

Rationale

A selling dealer can notify the purchasing agency of the delivery date up to two weeks prior to delivery. The state
saves money because the dealer can offer a lower price because he will not incur large floor plan interest charges.
Moreover, the state will attract more dealers to bid and get the benefit of increased competition.
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State Fleet Management

As the average floor plan cost is $200 per vehicle, a dealer, knowing that he can be paid in a timely manner, can
lower his bid by thirty days of floor plan expense. Estimating that this will only occur with half of the vehicles
purchased equals an annual savings of $200,000.

i g P

ZAuthorityfar.chiang SFifst.Year Savings
Within the Agency $200,000

Savings (three years)
$600,000

Recommendation Six

f{j\é‘(-:orﬁm'eljt‘:ial Vehic'ie“Repafr Program surcharge of 16% should be lowefed to a maximum of 13% with a
maximum cap of $75.

Background

State Fleet Management, through the Commercial Vehicle Repair Program, charges a 16% fee on every repair
order with a maximum charge of $75. Because of the $75 cap, the average mark-up is around 13%. Agencies are
not required to use the Commercial Vehicle Repair Program. State Fleet Maintenance management suggests that
one reason some agencies do not use the Commercial Vehicle Repair Program is the 16% surcharge. As State
Fleet Maintenance will end the current fiscal year with a $1.2 million cash balance, it seems to be overcharging for
this service.

Rationale
Until legistation is enacted requiring all agencies to maintain their vehicles through the Commercial Vehicle Repair
Program, agencies are free to repair vehicles internally andfor use any outside vendor they choose. As stated
before, vehicle maintenance distracts from an agency’s core mission. Moreover, State Fleet Maintenance has
negotiated excellent rates with reputable vendors who are required to maintain high standards of repair and
integrity.

It should be State Fleet Maintenance’s intention to break even at the end of each year and not to run a surplus.
Lowering the surcharge to 13% and reviewing that percentage annually for future reductions will encourage more
agencies to use this valuable service,

Authorlty forichange: “First Year Savings:

Within the Agency $75,000

Savings (three years)

$225,000
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State Fleet Management

Recommendation Seven

Tnef.a__:ta_'té '§hou!d coﬁso!i'date all non-Corrections maintenance facilities throughout the state, limit repairs at
remaining facllities to-specialty and heavy duty repairs, and maintain all other light duty vehicles through the
Commercial Vehicle Repair Program.

Background

There are 80 state-owned vehicle repair facilities throughout South Carolina. Most facilities employ a manager
and a various number of technicians ranging from .7 (Clemsen Simpson Station) to 9.85 (Department of
Corrections). The average number of technicians per shop appears to be less than three. {please see appendix #5}

State Fleet Management administers the Commercial Vehicle Repair Program. This program allows state agencies
to maintain and manage their vehicles with economy and minimal effort. State Fleet Management has negotiated
with 647 repair facilities throughout South Carolina to offer routine maintenance and heavy repairs at prices ten
to twenty percent lower than national fleet account pricing. The Commercial Vehicle Repair Program staff:

¢ Maintains data and Service History through the South Carolina Equipment Information System.

= Directs the agency where to take a vehicle for repair, including repairs that are covered by warranty.
o Reviews each repair facility invoice for legitimacy and adherence to agreed upan pricing.

s Processes each invoice for payment.

State Fleet Management maintains approximately S000 vehicles including the 2500 they lease to other agencies
and all 1615 vehicles owned by the Department of Public Safety. State Fleet Management charges a 16% fee to
administer the program with a cap of $75. State Fleet Management estimates that there are an additional 5329
light duty vehicles owned by various agencies that could be maintained through Commercial Vehicle Repair
Program.

{n 2005, the Board authorized a thorough analysis of state fleet operations at a cost of approximately $400,000.
The Mercury Report, as it is known, recommended, among other items, that state repair facilities in and around
Columbia be consolidated and run by State Fleet Management.

Rationale
The mission of a state agency is to provide whatever vital services it is commissioned to provide. Administering
fleet vehicles distracts from an agency’s core mission.

The inefficiencies of administering 80 separate repair facilities, some as close as .7 of a mile from each other is
staggering. Training is one example, Taday's vehicles have computers which are more powerful and perform
more complicated tasks than the computers aboard our first manned missions to the moon. Equipment is
another example. What is up to date today becomes cobsolete or worn out in short order in 3 modern shop.
Unfortunately, it is very unlikely that an agency’s vehicle repair shop can adequately and economically keep up
with today’s standards for repair. While State Fleet Management laudably administers a repair facility
certification program, it does not provide training, equipment, or management.

All State Highway Patrol vehicles are maintained through Commercial Vehicle Repair Program and it is certainly
more dependent on its vehicles than any other agency. It is hard to imagine a better blending of efficient
centralized control of the maintenance of the state’s fleet and outsourcing to the private sector than the
Commercial Vehicle Repair Program administered through State Fleet Management.
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State Fleet Management

As it will take time to close down a number of state run service stations, no year-one savings were assumed. A
very conservative 10% a year savings of the state’s total $30 million vehicle maintenance cost was assumed for
years two and three.

“Authotity forchange’

Individual Agencies and/or the Legislature

Savings {three years}
$6,240,000

Recommendation Eight

Whlle studylng and preparlng legislation to limit in-house state agency vehicle repairs to specialty and heavy duty

vehicles and equipment, state agencles should immediately consolidate seven repair facilities located in Columbia
to no-more than three.

Background
The following agencies maintain repair facilities in close proximity:

+ The Department of Corrections {four techs) and the State Law Enforcement Division {one tech} should
' be consolidated at the Department of Corrections,

s The DPepartment of Health and Environmental Control {four techs) and the Department of Mental
Health {four techs) are [ess than one mile apart and should consolidate or close both facilities and join
the Commercial Vehicle Repair Program.

s State Fleet Management {four techs}, the University of South Caroclina {two techs} and Educational TV
{one tech) should consolidate inta one facility run by State Fleet Management.

Each facility employs a manager and incurs facility and equipment expenses. (please see appendix #5 for more detuils)
The average state salary is $30,000 per year,

Ratlonale
All of the rationale contained in the previous State Fleet Maintenance Facilities recommendation is applicable |
here. Consolidating these facilities could result in a minimum savings of $360,000 annually.

~Authority for chiange: ‘First Year.Savings

Within the Agency $360,000

Savings (three years)

51 080 000
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State Fleet Management

Recommendation Nine

The t‘:ﬁr'\rérit South Carolina Equipment Management Information System (SCEMIS) should be replaced. The
savings from a new system should be used to reduce the State Fleet Maintenance’s gas surcharge to agencies
-from .06 to .05 per gallon.

Background

South Carolina Equipment Management Information System is the information system State Fleet Management
uses to track all data regarding the 2500 vehicles State Fleet Maintenance leases to other agencies and all of the
vehicles State Fleet Maintenance maintains under Commercial Vehicle Repair Program. The system is very old
green screen technofogy, limited in cross-functionality and very expensive to maintain annuslly with
approximately $150,000 per year in maintenance costs.

Rationale

A new system can be purchased for approximately $800,000 but wifl cost only about $40,000 per year to
maintain. Additionally, a new system will give State Fleet Maintenance greater ability to manage the State Fleet
thus allowing for more informed decision aimed at efficiency and cost savings. There is currently $1.2 million in
excess State Fleet Maintenance funds that will more than cover the cost of the new computer system.

Authority for charge’: :First Year Savihgs®

Within the Agency $110,000

Savings (three years)
$330,000

Recommendation Ten

'State Fleet Maintenance should pay all Commercial Vehicle Repaar Program vendors through a credit card rather
than: process each invdice and pay by check. :

Background

Currently each Commercial Vehicle Repair Program vendor submits an invoice for payment to State Fleet
Maintenance. State Fleet Maintenance manually processes each invoice and sends them internally for further
processing and payment. State Fleet Maintenance pays about $120,000 per year for vendor payment.

Rationale

If allowed to use a credit card account for payment, State Fleet Maintenance will save $120,000 per year.
However, according to the Comptroller General's office, a credit card account cannot be used because the current
state accounting system, STAR, is not capable of capturing the Federal Employer ldentification number critical for
payment. When the state converts to the new enterprise computer system, State Fleet Maintenance should
begin paying by credit card. As this system is not yet deployed, no savings were assumed for the next two years.
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- State Fleet Management

{ithority for.changi

Within the Agency

Savings (three years)

$120,000
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Real Estate

Introduction

“The property management business is extremely competitive. With charges of over 511 per
square foot, | would expect to have no management contracts.”

Executive with o Columbio Property Manogement Company

The state of South Carolina owns over 8000 buildings and hundreds of thousands of acres of property
around the state. At the direction of the five-person Budget and Control Board, the General Services
Division is in the final stages of building an impressive inventory of the state’s real estate holdings.

The process of managing and maintaining this massive amount of real property provides the state with
challenges and some opportunities. The approval process for the hundreds of millions of dollars of
annual capital improvements is badly in need of a prioritized ranking process.

General Services needs to use its new database to more aggressively identify underutilized assets owned
by the state and should make better use of private sector realtors in marketing and selling them. Finally,
while agencies think of their monthly payments to General Services as rent, it is different from a lease
situation with a private property owner, as the state already owns the buildings debt-free. Therefore,
agencies are just paying for property management services at a very expensive rate,

Facilities Management Services needs to work to lower its costs for managing state buildings. This
shouid begin with the establishment of expense tracking methodologies more consistent with office
building management standards which allows them to spread all of their costs into comparable charges
per square foot.

While their Accountability Report claims to compare favorably with private sector benchmarks by
showing management costs of $5.36 per square foot, their numbers do not account for their full costs
while the private sector figures include all overhead costs and other charges like property taxes and
private insurance that do not apply to state agencies. (please see oppendix #6) |f Facilities Management
really is managing state offices at $5.36 per square foot, that would certainly lead to other questions
since they are charging agencies $11.29 per square foot - plus an aggregate $2.5 million in surplus
energy charges — to provide that service. (please see appendix #7)

Facilities Management is certainly charging substantially more than the comparable government sector
cost of $6.70 per square foot. Common-sense changes to the way we provide custodial services can
make up part of that differential by saving approximately $1 million per year. General Services, which
has a substantial cash balance of $9 million coupled with an additional $25 million for capital projects,
needs to figure out how to more accurately compare all of their management costs with industry
standards to pinpoint other areas for savings. They should also consider looking to the private sector to
provide some of their management functions at a lower cost to agencies.
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Comprehensive Permanent Improvement Plan

Recommendation Eleven

Background

The State of South Carolina owns and occupies over 8,000 buildings. The cost of operating and maintaining such a
large inventory is one of the State’s largest financial obligations. State law currently gives the Budget and Control
Board final review authority on agency requests to acquire or construct new property or renovate existing ones.
Not surprisingly, requests related to construction or renovation projects dominate every 8oard meeting agenda.
Since 2000, the Board has considered and approved capital projects totaling $3.4 billion.

Rationale

Each year the Board’s capital budgeting unit prepares a Comprehensive Permanent Improvement Plan. The
Comprehensive Permanent Improvement Plan is developed based on each agency's determination of the
construction or renovation projects the agency wants to pursue over the next two fiscal years. The
Comprehensive Permanent Improvement Plan is essentially each agency’s wish list of capital projects. It
represents a bottem up approach to capital project planning. The myopic priorities of each agency should not
drive how the State does its capital improvement planning. Ideally, the Board would use its final review authority
to rank all the requests in the Comprehensive Permanent Improvement Plan and approve projects based solely on
the rankings. The relative merit of each project would be weighed against the other projects. Instead, the
requests of agencies are not ranked based on relative need. Instead, the Board currently approves projects based
primarily on whether the agency has funding for the project.

South Carolina’s 33 public colleges and universities do the bulk of the state’s capital projects. Of the $3.4 billion in
capital projects approved by the Board since 2000, eighty percent {$2.7 billion) were for state supported colleges
and universities. The Board approved these projects without any relative scoring system.

South Carolina law requires colleges and universities to submit their capital improvement plans to the
Commission on Higher Education. The Commission on Higher Education has a ranking system for higher
education projects that are funded with appropriations from the general fund or the capital reserve fund. This
ranking system includes a consideration of whether the proposed project adds critical capacity and functionality
to address defined statewide needs. The Commission on Higher Education, however, does not currently use this
ranking system for higher education projects funded by a college or university with funds that do not come from
the general fund or the capital reserve fund. Extending this ranking system to all higher education projects,
regardless of source of funds, waould provide helpful criteria for an improved decision-making process.

uthority for. Change:
Within the Agency
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Property Services

Recommendation Twelve

General Services should i;rovid'e janitorial services for the buildings it manages at night rather than during the day.
‘_These‘ savings should be passed on to agencies in the form of reduced rents,

“Cleaning at night is more efficient — twice the area can be cleaned without distractions to the

cleaners or the employees.”
Executive from a large 5.C. property manogement company

Background

The Facilities Management Office of the General Services Division currently provides daytime custodial service five
days a week for most of the buildings they manage. The Facilities Management Office reports that it would be
more efficient to clean offices at night when they are not occupied. However, the Facilities Office has not made
the switch because agencies have historically been against night time cleaning due to security concerns.

Rationale

Most government as well as private sector offices, receive janitorial services at night. State agencies that lease
property from the private sector - including the many divisions within the Budget and Control Board with offices
in the Capitol Center Building — receive standard nightly cleaning service with no reported problems. Officials at
Parks, Recreation and Tourism reported that they would actually prefer night time janitorial service as it would be
much less disruptive to their daily operation. Additionally the president of a large South Carolina-based cleaning
contractor adds that, “day cleaning in administrative areas is generally unproductive, a safety hazard and an
inconvenience to the office staff.”

The Facilities Management Office reports that providing night time janitorial service for 80% of their buildings
would save $700,000 annually. The state could save an additiona! hundreds of thousands of dollars by cleaning
offices two to three nights a week rather than five. Several tenants of the Brown Building — Parks, Recreation and
Tourism, the Department of Natural Resources and the Department of Motor Vehicles — have all agreed to switch
from daily janitorial service to service three nights a week. Bathrooms will still be cleanad daily.

After a short pilot with these agencies, the Budget and Control Board should bring this same level of more
economical service to most, if not all, of the buildings it manages. Because the majority of the janitorial services
are provided via contract labor, General Services should make this change without any reduction in force of state
employees. Savings should be passed on to the agencies in the form of a reduction in the rent paid to General
Services.

$1,000,000

Savings (three years)
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Real Estate

Recommendation Thirteen

Tﬁé'ﬁd‘dg'gt'éﬁd C\oﬁtr'ol-éola‘rd and Spetiﬁc'ally the General Services Division should more Eitti\fely'wéfk to identify
and liquidate underutilized real estate assets of the state.

Background ‘

Per the direction of the five-person Budget and Control Board, the Real Property Services Department has
developed software to inventory the state’s real estate holdings. This very thorough database is set to be fully
aperational within a few months,

Rationale

While some may question the cost and expense of developing this software rather than purchasing it, the final
result looks to be impressive and very thorough, The employees who developed it should be commended for
their good work.

The previously uncataloged information about the state’s real estate assets will be an invaluable planning tool in
the coming years. A crucial next step is to figure out how best to use the information.

While the state does have a list of surplus property for sale, there appears to be other vastly underutilized or
surplus properties that are not currently being marketed. Recent examples include the Department of Mental
Health's valuable but nearly vacant Bull Street Campus and the State Ports Authority's similarly valuable but
underutilized facility in Port Royal. Both properties are currently moving towards being sold but at the suggestion
of Governor Sanford rather than the officials charged with overseeing the state’s real estate holdings.

A current example of a nearly dormant state asset is 240 acre State Park Health Complex on Farrow Road in
Columbia, which includes dozens of buildings, many of which are vacant and dilapidated. Last year’s budget
included $470,000 to demolish twenty-two buildings on the campus. The Department of Menta! Health occupied
the Farmer Building, one of the large office huildings on the complex, but vacated it eight years ago.

The only occupants seem to be sgme small divisions of the Department of Health and Environmental Contro!
mostly using old residences on the complex as offices. The large complex is badly underutilized and should be

sold by the state so that the property can be put to better use and returned to the local tax roles. {please see
appendix #8)

General Services is in the final stages of assembling an impressive and much needed inventory of all of the state’s
real estate assets. As the primary overseer of those assets, they should become more proactive in identifying and
leading the effort to liquidate all of the ones that are poorly used. While the fiscal impact could be significant, it is
- difficult to assess the state’s real estate holdings.

"Authirity for. Change

Within the Agency
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Real Estate

Recommendation Fourteen

General Services should make better use of private rea) estate agents and auctioneers In disposing of suiplus real
estate,

Background

The Rea! Property Services Department has millions of dollars worth of surplus real estate that it has been trying
to sell for a year or longer. In fact, there is one piece of surplus property that they have been trying to sell for
eighteen years, State law requires property to be sold for at least its appraised value. The Budget and Control
Board used to publish that appraised value, which made it very unlikely that a purchaser would offer a price above
the appraisal. However, late last year General Services wisely stopped publishing the appraised value which
should lead to higher market-based prices for some property sales in the future,

Officials at the Budget and Control Board report plenty of leads from real estate agents when the state is fooking
to lease property, as the private sector landlords are paying commissions to the real estate agents if a deal is
sipned. However, the Department reports very little interest from the real estate community when they are
attempting to sell surplus property. Obviously, this is because there is no financial incentive for a realtor to make
a deal happen. Partially as a result, millions of dollars of property sit unsold and off the property tax rolls of local
governments,

Rationale

The SC Department of Transportation had similar difficulties and recently went through an “RFP” process in order
to hire two real estate brokerages to list and market their surplus property. Within two years they sold
approximately $5 million of previously dormant property — some at higher than appraised value — and cut their
inventory of surplus real estate by half.

A Department of Transportation official reported the experiment was a success because local real estate agents
“provided information on local markets we didn’t know” and “brought a clientele to the table once they had an
incentive to do s0.” They are considering offering “Broker protection” to real estate agents wha bring buyers to
the table as long as the net proceeds to the Department are the highest option and above appraised value. The
Budget and Control Board Property Services Department should do so as well.

Alithority for.Change: :First YeariSavings

Within the Agency $1,000,000

Savings (three years)

2y i
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insurance Reserve Fund

Introduction

The insurance Reserve Fund provides a full variety of insurance products to state agencies and some
local governments. While the Insurance Reserve Fund receives no General Funds, it is a large entity with
approximately $100 million in annual operating expenses and approximately $378 million cash on hand
as of the end of the fiscal year. There seem to be opportunities to save agencies, and thus taxpayers,
significant money by overhauling outdated procedures and adopting best practices that other similar
sized entities have embraced in recent years. This would first and foremost include an RFP for handling
the state’s property reinsurance brokerage, as it has not been competitively bid in nearly two decades.
Additional concepts that the Insurance Reserve Fund should employ would include the following:

e Paying a competitively selected broker by a pre-negotiated fee rather than an unknown
percentage- based commission

= Increasing currently low deductibles to realize lower premiums for property and automotive
insurance

e Enabling stronger insurance placement guidelines

« Consider more competitive sourcing of internal administration services

The Insurance Reserve Fund may also want to consider a medium term goal of following other states in
withdrawing from offering insurance to non-state government entities as they now have a myriad of
pooled options that were not available to them when the Insurance Reserve Fund was created.

Finally, the Insurance Reserve Fund’s year end cash balances have been steadily increasing in recent
years from $256 million at the end of FY 2004 to a high of $378 miflion as of the end of FY 2007. (please
see gppendix #3) Although this brings us closer to the Insurance Reserve Fund’s targeted ratio of loss
reserves to fund equity, it certainly seems to be unusually high given the fund’s historic annual needs. A
full professional review of contemporary best practices coupled with updated actuarial studies and cross
checked against peer risks could be very worthwhile. Even a ten percent reduction in the fund’s reserve
would free up almost $38 million for our state’s OPEB or other needs.
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Insurance Reserve Fund

Recommendation Fifteen

The Insurance Reserve Fund should, through an open competitive process, select a retail broker to place its excess

praperty reinsurance without the use of a wholesale market intermediary broker. The selected broker should be
compensated by a flat fee rather than an unknown commission based on a percentage of the placement.

“The IRF property program is o significant placement. | am unaware of any other public entity thot
places a program of this size without some form of competitive process.”
South Caroling Insurance Executive

Background

The Insurance Reserve Fund has long maintained an excess policy to protect the internal property fund from the
adverse financial impact of large losses such as hurricane wind damage. This policy has been exclysively placed
with the same Columbia-based insurance agency for the past twenty-five years and has not even been
competitively bid in nineteen years. The five person Budget and Control Board has invoked its exemption to the
Procurement Code on four separate occasions — most recently in 1997 — to continue giving the state’s business to
the same agency. It does not appear that the procurement has been brought to the five person Budget and
Control Board since 2001.

The current occurrence limit for the layered program is $400 million with a separate $150 million terrorism policy.
The Insurance Reserve Fund reinsurance policy is based upon a $10 million deductible for the first occurrence and
a $1 million deductible for each subsequent event over an annual period. The total insurable values exceed $25
billion and the annual reinsurance premium for 2006-2007 was $20.8 million. it is peculiar that the current year
premium remained at last year’s level in light of the reduction in most reinsurance costs seen industry-wide over
the past year.

Raticnale

The decision of the Insurance Reserve Fund to work with one portal to the insurance underwriting market is a
sound one. However, the process can be significantly improved and economies can be achieved through
competition. It seems highly unusual to spend over $20 million a year in public funds without some form of an
open competitive process over the past two decades.

A retail broker selection review should be conducted prior to next and subsequent years’ renewals to assure that
the Insurance Reserve Fund is represented by a firm which can access most underwriting markets directly, which
has significant experience working with governments and with placements in international underwriting markets.
Given the significant amount of the policy, it would be more advantageous for the state to follow current best
practices by contracting with a broker for a pre-negotiated flat fee rather than the current undisclosed
commission based on a percentage of such a large contract.

A commission arrangement essentially takes the control over the broker's compensation away from the state and
gives it to the underwriting market. Many other states, including those with similar large windstorm exposures
such as Florida, Alabama and Mississippi, have enjoyed substantial savings by evolving to a pre-negotiated flat fee
arrangement with the brokers they select. Given the significant size of South Carolina’s annual reinsurance
purchase, the Insurance Reserve Fund should follow this best practices model as well to save five percent or more
annually.
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insurance Reserve fund

Additionally, the state’s long-time retail broker accesses the market through a wholesale market intermediary
broker. This intermediary step adds significant transaction costs to the process and conservative estimates
project annual savings of an additional five percent. These savings could be passed along to state agencies and
other Insurance Reserve Fund customers through reduced premium assessments.

The IRF is currently managing a separate builder’s risk program which they should consider rolling into the
property program to avoid possible coverage gaps and remove additional costs. Finally, a properly-procured
broker will help the state in assessing best practices from the private sector and other governments to examine
whether the state’s current deductible structure is too low. The state of Texas, for example, has benefited from
lower insurance rates by increasing their deductible to a $25 million aggregate deductible.

Given the significant growing funds that the Insurance Reserve Fund carries forward annually, it may be prudent
to set aside a special management reserve fund so that the state can be more aggressive with the working
deductible layer of the state’s reinsurance in erder to get significantly better purchasing leverage.

Atthority for Change “Flrst Year Savings

Within the Agency $2,080,000

Savings (three years}

Recommendation Sixteen
The automobile reinsurance program should be restructured from a “pass through” fully insured program to a
self-funded mechanism with excess insurance for large losses. The Insurance Reserve Fund should select a
qualified broker to solicit quotes from qualified carriers and compensate the chosen broker on a flat-fee basis.

Background

The Insurance Reserve Fund has procuraed automobile insurance for South Carolina agencies and, on an optional
basis, South Carolina local governments for many years. The staff controls the coverage form and bids a
reinsurance contract which assumes all the risk for the Insurance Reserve Fund. This is referred to as a “fully
insured/pass through” program for which the state is currently paying 513 million a year.

Rationale

The past six years of loss data for the fleet shows an average annual incurred loss of $11 million with an average
of $8.7 million actually paid out — yet the state is paying a $13 million annual premium. Best practices from other
entities with large fleets, the spread of risk associated with so many vehicles, and the discrepancies between the
premium versus the loss history all suggest that the Insurance Reserve Fund should create a plan that is largely
self-funded with significant retentions. The state should continue to contract with a third party administrator to
handle claims management and excess reinsurance coverage for large losses which exceed the internal loss limit
which could either be per occurrence, based upon a total upper level retention or a combination of the two.

Additionally, the Insurance Reserve Fund considers their current procurement process to be on a “bid” basis.
However, when the decision is made to “bid” the business, it is more of a race to the market as the Insurance
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Reserve Fund does not select a broker nor do they assign certain markets to certain brokers. Instead they create
a “free for all” mentality which allows brokers to approach and lock down any market they can. The result is that
when brokers know that the business is going to be “bid,” they routinely start approaching markets before the
actual release of the RFP. By the time the RFP is released, all viable markets have been contacted.

The lack of sophistication of this approach causes quality insurance brokers and carriers to avoid participating in
the process. Perhaps as a result, the automobile program is currently written on “B-rated” paper with a local
carrier when “A-rated” carriers are available. Rather than a "race to the market” approach, the insurance Reserve
Fund should follow best practices by issuing an RFP to select a qualified broker and then have the selected broker
solicit quotes from all qualified carriers. As with property reinsurance, given the size of the policy, the broker that
places this coverage should be compensated via a flat fee rather than a percentage of the placement.

The Insurance Reserve Fund can transition from trading dollars with an insurance carrier to controlling both the
claim adjudication process and the cash flow of contributions into and claims payment outflow from the
automobile fund. Savings, which would be achieved from the premium/funding spend, operating cash flows, and
administrative efficiencies, should be passed on to the Insurance Reserve Fund clients through reduced
premiums.

T s R Flrst Year Savings

Within the Agency $950,000

Savings (three years)
2850000 .
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Procurement

introduction

“The main issue is timing and bulky paperwork necessary to issue simple
procurements. It takes months from the time a requisition is submitted to the
time a contract fs issued by the Materials Management Office..MMQ is not
very customer-oriented.”

A Procurement Customer responding to the GEAR survey

The Procurement Office of the Budget and Control Board is comprised of the Materials Management
Office and the State Engineer’s Office. These two areas are responsible for the approval and oversight of
statewide procurements for goods and services. At one time, the procurement of information
technology goods and services was a responsibility of the state Procurement Office, but that function
was moved to the Budget and Control Board's Central Information Office’s {CIO} Information Technology
Management Office in 2002.

Over the last several years, the Procurement Office has implemented changes designed to more
effectively serve its customers. For example, several law changes initiated by the division such as
increasing agency authorization for small purchases from $1,500 to $2,500, raising blanket procurement
authorizations to $50,000, and increasing the protest doliar level to $50,000 have allowed agencies to
complete procurements more quickly. In addition, the Procurement Office has taken advantage of
technology by developing an on-line requisitioning option as well as offering on-line procurement
reporting for agency quarterly reports. The Procurement Office’s customers recognize its efforts for
improvement as hoted in comments received in the GEAR Committee’s survey. Customers who
responded to the survey gave the Procurement Office an overall customer satisfaction rating of six out
of a possible ten.

However, while improvements have been made, there are still opportunities to make changes that will
enhance customer satisfaction. Customers still have concerns about the length of time to complete
procurements, consistency in procurements, and the time-consuming paper processes involved in
-completing procurements. Improvements in these areas will certainly benefit state agencies; but more
importantly, these changes will ultimately benefit those served by agencies - the citizens of South
Carolina. The following recommendations are designed to improve the timeliness, the consistency, and
the complexity of the state’s procurement process.
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Procurement

Recommendation Seventean

Background

Last year the General Assembly passed two new provisos numbers 63.3 and 63.44, which require General
Assembly approval for operational decisions within the Budget and Control Board. No other agencies have these
requirements even though the Budget and Control Board is the only major agency in state government with direct
legislative representation over its operating board.

Rationale

It is a basic tenant of good management and good government to focus an organization’s efforts on its key core
competencies. In order to maintain an efficient and effective operation government needs all available tools at its
disposal. None are more important than the ability to use outside vendors to provide guality non-core services
when available at reasonable prices. The Budget and Controf Board does not make its own computers or run its
own hospitals, for example, because it can better contract to buy those goods and services,

The Board has privatized many functions that it used to provide with preat success. Recent examples include
outsourcing the creation and maintenance of the state’s portal to a private company specializing in portals for
state government. The results have been so significant in terms of improved on-line services for our citizens that
South Carolina jumped from 43" to 17" in a recent ranking of state’s e-government services. The Budget and
Control Board recently closed its Office Supply Division as the emergence of office supply stores such as Office
Depot and Staples had rendered it obsolete. And similar examples abound throughout the Budget and Control
Board, be they State Fleet Management’s Commercial Vehicle Repair Program which contracts with thousands of
private garages, at General Services which contracts for equipment repairs and tree trimmers, at the Retirement
Systems which uses outside actuaries, and at the State Health Plan which has saved tens of millions in recent
years through contracting with partners for disease prevention, smoking cessation and evidence-based medicine
amongst other areas.

It is impractical to ask any agency - and especially only one agency - to receive legislative approval before
entering into individual properly procured contracts. Legislative oversight beyond the two members who sit on
the Budget and Control Board actually threatens the validity of our procurement system. A group of legislators
would now have the ability to prevent a contract from being signed with a vendor selected through the
legislatively-written procurement process if they had reason to prefer another vendor. Mixing politics with
.management is never a recipe for good administration.

Most fiscal conservatives and champions of good governance encourage the use of the private sector to provide
appropriate goods and services. It is for that reason, for example, that the state of Florida recently created the
Council for Efficient Government as a response to the growing trend of outsourcing government services. Further,
Virginia enacted the Commonwealth Competition Council more than a dozen years ago to help the state identify
ways to provide better and less costly services; especially in areas where services or products can best be
provided by the private sectar. It is odd, at best, that the South Carolina Legislature has taken the opposite tact
by discouraging privatization of government services, likely costing the taxpayers of our state incalculable millions
of dollars in the process.

—

JAuthority for Cha
The General Assembly
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Procurement

Recommendation Eighteen

Expand the-concept of agency certification levels beyond dollar amounts and focus on existing purchasing within
state agénclesl.w Allow agencies to make larger purchases without direct oversight. Focus the role of the
Procurement Office on the processing of statewide term contracts used by all agencies, training and certification
of procurement officers in both state and local governments, and consultation and technical assistance to
agencies with complex procurements. :

“It takes months from the time a requisition is submitted to the time a contract is

issued by Materials Management Office.”
Procurement customer

Background

Current rules allow for state agencies to obtain procurement certifications at certain dollar limits and allow the
Budget and Control Board to grant additional procurement authority. However, only thirty agencies have
requested and been granted higher certification levels by the Board. As a result, the State Procurement Office
spends much of its time completing procurements for agencies and has little time to focus on statewide term
contracts that will provide cost savings for the state. Agency frustrations continue to build as the average time to
complete procurements has risen dramatically. Procurement delays in turn around times increase the costs to
agencies and ultimately to the public they serve. For example, delays in posting salicitations and awarding bids
may force agencies to purchase the items using emergency procurement or sole source procedures that can as
much as double their costs.

Rationale

State employees’ most commaon caomplaint about the Procurement Office was related to their lengthy turn around
time for purchases. One customer for example, wrote that “there is no accountability within Materials
Management Office requiring procurements be processed in a set number of days. There should be a required
schedule for turn around.”

The data backs up customer concerns. The average time to process invitations for bids has more than doubled
from 30 days in fiscal year 1997 to 68 days in fiscal year 2006, an increase of 127%. The time to process requests
for proposals has increased from 67 days to 124 days, a change of 85% for the same time period. While some of
the increase in turn around time is due to a loss of staff, most of the cause lies with the lack of procurement
delegation to the agencies.

Although much has been done to give agencies larger certification levels, a dollar level limit is not necessarily the
answer. In fact, ten states (Alaska, Arizona, Coforado, Hawaii, Missouri, New Hampshire, North Dakota, Oregon,
Utah, and Washington) have unlimited dollar amount procurement delegation authority. Consideration should
also be given to the types of products or services being procured, so that certification for different types of
products and services can be targeted to individual buyers” expertise in agencies. There is expertise in agency
procurement divisions, and if used correctly, the agencies’ procurement staff can do much of the purchasing
currently being handied by the Procurement Division. The Procurement Office has the authaority to grant agencies
higher certification levels, but they have not seen many agencies take advantage of this opportunity. An emphasis
on agency procurement staff expertise, along with professional procurement training, certification, and strenuous
compliance reviews will help agencies use procurement personnel more effectively. Delegating more
procurement authority to agencies will allow the Procurement Office to refocus its limited resources on those
areas with the greatest potential to achieve statewide savings.
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An employee of the Procurement Office who responded to the GEAR survey wrote that, “the role of the State
Procurement Division should be adjusted. The State Procurement Office would no longer process procurements
for individual agencies. Agencies would need certification to complete their own procurement regardless of dollar
value. The highly skilled and experienced SPO procurement officers would reallocate some of the time currently
spent for specific agencies to this effort, thus spending mare time where they can make the largest impact.”

Resources should be refocused on statewide term contracts, thus aggregating the spending of all agencies into a
single procurement. While difficult to quantify, there would be significant savings in the reduced turn around
time to process procurements. Decentralizing the purchasing activity to the agencies will allow them to more
quickly process procurements and better serve their customers and allow the Procurement Office to focus on
large procurements and statewide term contracts that will produce statewide dollar savings.

Authioiity for:Chang

Within the Agency (higher dollar certification)
The General Assembly {threshold and specific expertise)

Recommendation Nineteen

Review id protest process and determine solutions to make the protests less time-consuming and disruptive
to agency operatlons. Create a hierarchy of protests so that not all are handled in the same manner and allow
agencies to. continue with the award of the contract for protests at certain levels, Assessafi ling fee for protests
Ithat wlil be. refunded if the protests are upheld.

Background

Stakeholders of the Procurement Office have consistently complained about the time it takes to resolve a protest.
One customer interviewed indicated that a protest caused a two month delay in the award of a contract.
Contract delays often increase agencies’ expenses. For example, the South Carolina Department of Motor
Vehicles was forced to make an emergency procurement for license plate decals and registration forms when a
vendor’s protest stretched the contract award date from August until November, causing the agency to pay twice
the contract price. While a protest mechanism is necessary to give all parties an impartial hearing when issues
occur, that process should be based on the validity of the protest.

Ratlonale

Even though protests for the state are few in number, resolving protests takes a significant amount of time. A
protest usually requires the attention of three employees of the Procurement Office; the chief procurement
officer, [egal counsel, and two staff members from the agency affected by the action, The Procurement Office
estimates they spent a total of approximately 2800 hours in FY 2006 in resolving procurement protests. However,
this estimate does not even include the days that agencies must wait until the Procurement Office can begin work
on the protests or schedule any necessary hearings.

in addition to protests being resource intensive, many appear to be made with little merit. During fiscal year
2006, Procurement Services received 45 protests of purchases for supplies and services. Of the 45 protests, 25
needed no decision as 14 were withdrawn, eight were settled before the hearing, and three were cancelled by
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agencies. Yet, these 25 protests used resources that were taken away from other procurement activities. In the
20 protests that resulted in decisions, eleven were denied, seven were dismissed and only two protests were
granted. All of these protests received equal consideration and consumed a large part of the 2800 hours that
procurement staff spent on protests even though anly eight of the protests were settled and only two of them
were granted as a result of hearings.

Creating a hierarchy of protests would allow for a quick analysis of the validity of protests further consideration
and time need only be given to the few that initially seem to have merit. Assessing a protest fee will encourage
vendors to protest only when there is sufficient cause.

A significant reduction in the time spent on protests will allow procurement resources to be reallocated to other
activities such as statewide term contracts, training, certification, and audits. Based on the statistics from FY
2008, approximately 1600 hours, or the equivalent of one fuli-time position, can be saved through this proposal.
In addition, agencies will save months of delays in their operations by being allowed to proceed with contract
awards which will minimize the need for expensive stop-gap procurements.

LFirst:Year Saving

Wlthm the Agency (Create protest fees)
The General Assembly {Create protest thresholds)

$150,000

Recommendation Twenty
“The Procurement: Offic ce should (and-has agreed to}’ reduce its 1% administrative fee to .75% of total purchases.
-,Procurement ofﬂciats shoutd review this fee annually to Insure that it-is only for cost recovery ‘and should instruct
vendors to show. this. fee as-a separate Iine on all agency mvoices 50 that it'is made more transparent to the
_agenties ultimately paylng it

Background

Section 11-35-4860 allows the Procurement Division to assess administrative fees to recover costs for the
administration of state term contracts only. This administrative fee has historically been 1% of the total purchase
for many years and, although unbeknown to most agencies, is paid by the agencies to the vendors as part of the
price for the goods. The vendor then remits this fee to the Procurement Office, which reportedly generated
approximately $2,000,000 in revenue in FY 2006 via this fee,

Rationale

State term contracts allow agencies to aggregate spending and thus reduce overall costs to the state. The
Procurement Office does incur costs in the administration and management of those contracts, and the
administrative fee offsets those costs. However, the basis for the fee needs to be calculated annually to ensure
that the fee is set to only match costs, not exceed them. The administrative costs are passed from the vendor to
the agencies, and a higher fee only creates more costs for the state as a whole. 1n addition, vendors should show
this fee as a separate line on the agencies’ invoices so that agencies are aware of the total fees paid to the
Procurement Office for this service.
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With the help of the GEAR Committee, the Procurement Office recently analyzed this fee and agreed to reduce it
to .75% of the total purchase amounts for state term contracts in order to better match it with costs.
Administrative fees should be visible to agencies so that they can track how much is spent for 8oard services.

——

Althotity for Change: FirstYear Savings?

Within the Agency $500,000

Savings (three years)

Background

The Procurement Office makes the Uniform State Provisions and Clauses available electronically to all agencies to
be used in bid document preparation. State procurement usas the APS system to build bid documents using these
standard provisions and clauses. However, state agencies cannot access the APS system, and as a result, they
must use their own systems to build documents that may not be consistent with state procurement’s documents.
Also, the Procurement QOffice makes individual agency procurement information available to the public through
links from their procurement website to agency websites. However, there is no common system used by the
Procurement Office and state and local agencies to record purchases.

Rationale

An integrated procurement system was a recommendation of the Governor's Commission on Management,
Accountability, and Performance in 2003. A common system will allow information to be consistent, easily
transferred, and easily accessed. Currently, the state’s solution to an integrated system is the SCE!S project which
uses SAP software. This system has a module that can be used to allow agencies and state procurement to create
bid documents, to track and report agency solicitations, and to process other purchasing transactions. However,
there is widespread concern among state agencies and other stakeholders that the procurement module designed
in the SCEIS project may not be able to meet all of the needs of the state. There is also concern that the module
as not been fully tested to produce a successful implementation.

Careful consideration should be given to the functionality of this system so that both state procurement’s as well
as agencies’ needs are met by SCEIS. Many agencies are not aware of the full functionality of the procurement
module of SCEIS and are not aware of the individual agency requirements to implement this system.
Implementation and roflout should not occur until the Procurement Division and agencies have had adequate
time to review, test, and provide input concerning the procurement functionality of the SCEIS system.

While an integrated procurement system is needed by the state, SCEIS may not be the most favorable solution for
procurement. The state should pursue the best system that can be designed, tested, and implemented to meet

the needs of the Procurement Office as well as those of state agencies.
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There will be savings from the implementation of a properly working system as paper transactions in the
procurement process will be eliminated, consistency will be gained by all entities using the same system, more
information will be available to the public in an electronic format and the state will save hours in administering
procurement activities. Although beyond the scope of this study to quantify, these are significant cost savings to
be realized but only if the system is carefully designed, tested and implemented. Otherwise, the state will pay
millions of dollars for a system that is not usable.

Authérity for.Change:
Within the Agency

Recommendation Twenty-Two

The State Englneer a!ong with the agencies and other stakeholders should conduct a comprehenswe review of all
of its statutes, policies, and processes.

“We must pay engineers to do the actual work and then submit those plans to pretend engineers who
have no ligbility and cannot even stamp drawings.
State Agency Director to Committee

Background

There are many approval processes required for State Engineer transactions. Agencies usually find these
processes to be cumbersome, time-consuming and labor intensive. Most importantly, the myriad of approvals are
costly. One agency estimates that the approval of one of their projects took approximately one year from start to
finish, The lengthy approval significantly increased the costs of the project as the prices of building materials
skyrocketed during that year's time frame,

Some of the cause for lengthy approval times lies with the laws that govern construction contracts. Much of the
cause is due to policies and processes that need to be streamlined and updated using technology that is available.

Rationale

The State Engineer is planning to conduct meetings with its agency customers and other stakeholders. That
process should be formalized. An official study group should be named and should be comprised of agencies as
well as other State Engineer customers and stakeholder. A charter outlining the purpose of the group as well as a
report delivery date should be indicated. Much can be done to address agency certification and delegation of
construction procurements. Technology can eliminate the manual approval processes and there are legislative
changes that could reduce the time-consuming approval process.

Authority for.Chinge:
Within the Agency
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Recommendation Twenty-Three

Consoildété"aII.éfétewlde-procurement functions of the Board under the Procurement Office. Move Information
Technology Management Office back from the CIO to'the Procurement Office.

Background

The Information Technology Management Office is responsible for statewide information technology
procurements. In 2002, the information Technology Management Office was moved from the Procurement Office
to the CIO Division in order to set standards and control technology purchases.

Rationale

Consolidating procurement under one division minimizes the duplication of procurement activities and provides
consistency in the administrative and reporting functions of procurement. In May 2007, the Legislative Audit
Council in their limited-scope review of state purchasing overseen by the Budget and Control Board cited the
inconsistencies in the reporting and review methods of a bifurcated system and wrote “the Materials
Management Office and the Information Technology Office of the State Budget and Control Board should ensure
that procurement information is determined and recorded in an accurate and consistent manner,”

Other states have also seen the benefit in housing their technology procurement function with the their central
purchasing function. In a recent procurement survey, 29 of the 41 states responding reported that the central
purchasing office in the state was responsible for procurement of information technology goods and services.

The Procurement Office should be responsible for setting procurement policies, processes, and reporting.
Pracurement policy should be applied consistently, regardless of the type of item being purchased. Dividing the
procurement function only creates duplication in the administrative process. In addition, agencies have to adjust
processes according the procurement function with which they are interacting. The rationale for moving the
Information Technology Management Office to the CIO was to allow the ClO to set standards for the types of
information technology purchases agencies can make, 1t is good practice to allow the ClO to set standards, but
once those standards are set, procurement policy and processes should be consistent. This consistency can only
be achieved by bringing all procurement functions together. While this move should produce some
administrative savings, the biggest gains will be in the consistency of procurement policies and processes.

.. ."-Authority for. Change ~|
L Within the Agency J
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Introduction

“The ClO’s office is bloated, cumbersome, and caught up in a level of bureaucracy
that seems incapable of delivering services in a simple, cost effective or timely
manner.

Stote Employee response to GEAR survey

The Committee examined the State CIO's role in planning, procurement and delivery of information
technology (IT) services, Over the past fifteen or twenty years a great deal of the authority for the
management of information technology has been concentrated in the Office of the Chief Information Officer
within the Budget and Control Board. This has been done in a piecemeal manner with the net result being an
organization that has too much authority over the operating arms of state government and is able to charge
them for services without having to explain or justify the charges and to act arbitrarily and sometimes
capriciously simply by hiding behind a tangled web of legislation. The state now faces a situation whereby an
organization that has no direct responsibility, authority or accountability for the actual delivery of
government services to the citizens of South Carolina has a virtual stranglehoid an one of the principal means
that the state has to improve the delivery of services to its citizens and lower the cost of government.

The committee also found that the internal workings of the cost reimbursement system are so secret that
the details seem to be known only to a chosen few in the ClO organization. One former state CIO for South
Carolina said that even he had a difficult time getting full access to the underlying data used in charges for
services and further stated that he felt operating agencies were overcharged by at least $4 million per year,
but that it could be much higher than that, GEAR committee team members were refused access to the
underlying data by the CIO. The Office of the State CIO is viewed with mistrust and a fack of credibility by
almost every agency ClO interviewed. They believe their agencies are being significantly overcharged and
several examples were uncovered that lend credibility to their assertions. These observations are not new
and, in fact, fully mirror the observations of the Governor's Commission on Management, Accountability and
Performance Commission, which wrote in 2003 that,

“Agencies distrust the office of the ClIO and current fee-for-service model of
acquiring mondoted products and services. Agency personnel believe they can
often procure the same products and services directly from the vendor at a lower
rate.”

it further seems likely that some IT procurement decisions are too often influenced by their impact on the
State CIO’'s ability to generate revenue rather than on the merits of the technology or services for the agency
end users.

Relationships between the state CIO and the CIO's of most of their largest customer agencies are
dysfunctional at best. The working environment lacks the trust, cooperation and collaboration required for
successful operations in such a complex and interactive environment. In our survey, customers rated the
state C1O a three on a scale of one {lowest) to ten (highest) based on over forty ClO-related responses. it is
also noteworthy that surveys about the CiO's office comprised over one-third of the total survey volume.
Most of this customer dissatisfaction seems to stem from the following conditions:

* acost reimbursement system that is secret and viewed as unfair;
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¢ the arbitrary manner used by the ClO when dealing with many agencies;

* the inability of large agency ClO's to influence information technology decisions that directly impact
their agency’s operational objectives;

* the quality of service provided by the CiO;

¢ and finally the perception that a major criteria for decision-making in the CIO office is the
maintenance of high reimbursement funding levels for telecommunications and the data center in
order to be able to retain a large ClO staff - with little regard for the cost savings that could be
achieved by outsourcing all or part of those services.

Historically there has been inadequate oversight of the operations of the state CIO by anyone or any
organization with the appropriate knowledge and experience. While the CIO maintains a plethora of
committees on very specific subjects, there is no technology council or grouping of agency ClO’s to help
guide the totality of the state’s IT enterprise. This has allowed the state to (ag behind in such areas as use of
the internet for telephony and in keeping some operations in-house when it would probably be more cost
effective to either outsource them or just move them to an agency.

The South Carolina Enterprise Information System (SCEIS) Project, lead by the CIO, provides an example of
leadership concerns, the cloak of hidden doliars, and the importance of an independent oversight. The SCEIS
project is a very complex, high risk and expensive project (current estimate is $62M) that will replace
multiple agency based financial, human resource and budgeting systems. It has been underway since the
year 2001, and six years later the state is still at least four months away from going live with the current
software at any agency. (The Department of Mental Health piloted the original software but will have to be
retrained on the later version, which will amount to a new implementation.)

This new system is necessary and should be supported. However, at the present time there are significant
questions to be answered, as is the case on technology projects of this size and scope, the oversight of the
project can be improved. The state does not have a separate guality assurance and risk analysis vendor
reporting directly to the SCEIS Executive Oversight Committee (EQOC} that can provide the EOC with an
independent unbiased view on the status of the project. In addition, as the new systems come on lineg,
agencies will be standing down their old systems. Since the operation of the new system will be centrally
funded there will be no need for the current funding to operate and maintain these older systems. The
amount of these funds has not been properly identified nor are there any apparent plans at this time to
recover those substantial savings within the agency budgets.

Finally, leadership is the ability to get people and organizations with diverse interests and responsibilities to
coalesce around reasonable solutions. The world of technology today is so complex and is changing so
rapidly that collaboration and cooperation are essential if the overall IT organization is to succeed. The
modern “enterprise” ClO role is changing from being the actual provider of services — as is the case in South
Carolina - to being the “honest broker,” managing the contracts of multiple vendors with primary attention
on the broader, more important issues of planning, architecture, standards and policies. This new role allows
the CIO to focus on the future, on meeting state government priorities and on insuring that (T support is cost
effective. The biggest benefit of this changing role is in freeing the CIO from “defending turf’ and
maintaining an “empire”. The best practices concept of an “honest IT broker” is desperately needed in the
state’s CIO office as it will lead to better services at significantly lower cost for the state. The current CIO
leadership does not appear to be able to {ead the agency IT organizations in the state and in desperate need
of a new direction.
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Recommendation Twenty-Four

Background

Over the past fifteen or twenty years a great deal of the authority for the management of information technology
has been concentrated in the office of the Chief Information Officer within the Budget and Control Board. This
has been done in a piecemeal and uncoordinated way that has resulted in an organization that has a great deal of
authority to force its will on the operating arms of state government, charge them for services without having to
explain or justify the charges and to act arbitrarily and capriciously simply by hiding behind a tangled web of
legislation.

Rationale

Unfortunately, the state now faces a situation whereby an organization that has no direct responsibility, autharity
or accountability for the actual delivery of government services to the citizens of South Carolina has a virtual
stranglehold on one of the principal means that the state has to improve the delivery of services to its citizens and
lower the cost of government. The time has come to perform a comprehensive review of how the state manages
information technology to insure that the citizens of South Carolina are being properly served by the way the
government uses information technology te provide both services and information.

“Authority for. Chian

The Legislature

Recommendation Twenty-Five

“1 have no idea how ClO determines their pricing. In government, a division should not
be operating with an unclear statement of where money is coming in and where it is
going.”

Customer of the CIO’s office

Background
At the present time there is a shroud of secrecy over how charges are calculated, the actual amounts and specific

~ categoaries of costs, expenses and charges that are included, specific overhead amounts that are included and the

actual amounts over and above the true variable cost. At the present time only the CIO has the capacity to
determine whether charges are legitimate and whether or not it is cost effective for the state to perform
‘functions in-house or by contract. The state should be interested in insuring that it is getting the best value at the
lowest cost and that should be totally verifiable by both users and providers.

35|Page



Office of the State CIO

Rationale

“Providing cost based services will also significantly increase custamer confidence and

trust, while reducing the appearance of confiict of interest...”
Customer of the CiY's Office

Good government is an open and transparent government. There is no legitimate reason to restrict access to any
of the financial information in the reimbursement system behind a curtain of secrecy. In fact, to restrict access
arouses suspicion and brings into question the legitimacy of the entire process. In the modern world of
technology the rate of change is accelerating, new products and methods are coming into the market at an ever
increasing pace and competition on both price and service levels has never been greater. Today virtually
everywhere, except South Carolina state government, the agency IT buyer has the advantage. The state and the
operating agencies should be required to jointly determine if it is more cost effective to procure goods and
services from the CIO or from private contractors.

There is some self-reported data from the CIQ’s office that provides an aggregate picture of the delta between
revenues anticipated for telecommunications and data center services and the CI0O's apparent cost for providing
them. In their FY 2007 activity-based budget report, the CIO’s office shows a total of $49.6 million in revenue for
telecomm and data services. However, in an attempt to show that they stack up well against industry
benchmarks, the CIO's office has also provided information from a consultant they hired which reports that the
agency only spent $16.7 million for telecomm and data services. (please see oppendix #9 for the complete numbers)

The result is a significant $33.3 million gap between the ClO's office anticipated receipts and what they say they
will spend for what seem to be the same services. AH or part of this gap appears to be primarily in charges to CIO
Customers and pays for other functions within the office or helps explain the huge cash balances that that ClO's
office carries forward annually. A detailed analysis of all the underlying numbers by an independent agency is
required to determine just how much of this gap is real and how much can he explained by other differences.

While more details are certainly needed, these aggregate numbers might help explain why the ClO’s office doesn’t
want to reveal details about their cost reimbursement and pricing decisions and also why agencies believe they
are continuously being overcharged. There is little doubt that the CIQ’s office is making a substantial profit on
state agencies given its annual carry-forwards of over $20 million for the past two years. (please see appendix #10)

Opening up the CIO’s reimbursement system and reducing telecommunications charges to actual costs should
save state agencies millions and perhaps tens of millions of dollars annually. The $4 million annual savings
assumption below is likely low, but the underlying numbers to make a more definitive estimate have simply not
been made available at this time to individuals outside the CiQ’s office.

Authority forChange i - Fitst Year Savings:

Within the Agency $4,000,000
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“It is essentiol to have key CIO stakeholders actively involved in the process of setting service rates
and fees, as well as monitoring the level and quality of services it provides to state agencies. This
stakeholder group should also be actively involved in setting strategic direction for new
technologies and services at the CI0.”

Customer of the C10's Office

Background

At the present time many of the large operating agencies Ci0’'s view the ClO organization with mistrust and
suspicion. Most agencies as well as the State CI0 say they are willing to cooperate but both view cooperation as a
one-way street. There have been several instances in the past year where collaborative processes began but
when there was difficulty achieving consensus the ClO just reverted to using his authority rather than working
through the issues to get a reasonable consensus. While the CIO maintains a host of committees on very specific
subjects and issues, there is no technology council or grouping of agency C10's to help guide the totality of the
State's IT enterprise. The net result of the current situation is that there is a lot of interaction at the “micro” level
but there is very little at the overall planning and policy “macro” level. No one person or organization has all the
answers — particularly in the area of technology.

Rationale

The state needs to have some way of insuring that the operating agency ClQ’s are included in the large over-
arching decisions in the area of information technology planning, procurement and operations. The current
situation whereby agency mid-level experts are involved in the “what to buy decisions” while the larger and more
important decisions about how the state will deploy new technologies, how new technologies will be managed,
etc. are handled by the State ClO and his staff is unacceptable. The agencies that have the direct responsibility
and accountability to provide citizens, businesses and other governmental agencies with the services that
government provides must have a significant say in how technology is used to deliver those services in the most
cost-effective way.

iithiorlty for Chiange -

Within the Agency

Recommendation Twenty-Seven
, it
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Background
The universe of Information Technology (IT} is changing dramatically. What was an excellent solution five years

ago could easily be outdated and overpriced today. In the private sector the number of vendors in the
marketplace is rapidly expanding, service levels get better and better and prices keep going down,

Rationale

Many states have found that one way to stay on top of this changing marketplace is to create a board made up of
private sector CI0’s and state agency heads with the role of providing advice and counsel on IT matters to the
state’s senior executives. The state of Maryland's Information Technology Board would be a good model to use in

creating such a board.

- Authority. for-Change
Within the Board

Recommendation Twenty-Eight

“Criticolly review the cost and performance of the entire SAP project. Why are we so far behind?
Someone should impartiolly discover how much has it really cost and what is the true cost prediction
for full implementation. This project will cost tens of millions and nobody seems to be closely over
sighting the CIO’s implementation.”

Customer of the C10’s Office

Background

Most large implementation projects hire qualified vendors who are not involved in the implementation to provide
quality assurance and risk management support on the project. The implementer on the state SCEIS project is the
State CIO and his project team reports to the SCEIS Executive QOversight Committee.

Rationale
The SCEIS Executive Oversight Committee needs to have an independent contractor reporting directly to the

Executive Oversight Committee to provide a “second opinion” on the project. This contractor should be required
to provide, as a minimum, quarterly reports on project status, funding, issues, problems and recommendations.
Funding for this contract should come from the SCEIS reserve account. Until this vendor is in place and has
completed its initial report the Executive Oversight Committee should closely monitor the progress being made
toward achieving the November 5, 2007 go live for Wave 1a of the SCEIS project. If there are any additional
delays in the preparations for the implementation of Wave 1a the £OC should suspend implementation until the
quality assurance and risk management report has been reviewed and acted upon by the Executive Oversight

Committee.

Authority for.Change!
Within the Agency
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Recommendation Twenty-Nine

Background
The State C10 office has joaned the SCEIS project approximately $2.7 million, These funds are to be repaid to the

ClO over the next two years.

Rationale
Since the ClO did not, apparently, have an immediate need for these funds, consideration should be given to

allowing those funds to be put into the project contingency reserve account to cover future costs which almost
certainly will arise during the implementation of this complex project,

LAuthority for Chidnge
Within the Agency

Background
There are approximately 170 applications currently in place in state agencies that are scheduled to be replaced by

the SCE!S. Funding for the operation of SCEIS will be provided by direct appropriation to the state ClO office for
the support of that system. A conservative estimate of the funding required to support these old applications is
$20 million.

Rationale
Once SCEIS comes on line all of these old systems will be turned off and almost all of the functions will be
assumed by the State Ci0. It seems prudent to identify these funds and earmark them for return to the state

treasury as SCEIS application come on line.

iAuthority.forChang

General Assembly
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Recommendation Thirty-One

“Please release state, county and local government from the chokehold that the CiO has placed on
communication circuits. Ask yourselves why the rest of the world seems to be able to make Voice Over
1P work, but the Legislature is the only branch of Government using it. Are you surprised that they are

exempt from CIO control?”
Customer of the CI0's Office

Background
The state has been working on internet telephony procurement for over a year. Initially it was an agency and

State CIO joint procurement but it has evolved into a procurement controlled by the State CIO. At the present
time there are many state agencies that are very upset that they have been excluded from the procurement
decision making process as well as the fact that there are three individuals from other states, sefected by the CIO,

that are involved in the selection process.

“Self-preservation seems to be the dominant reason behind the decisions at the CIO for o hosted VoIP
solution. The state CIO currently provides billed traditional telephone service to most state agencies
where their business model relies on telephone service adds, deletes and changes as a source of
revenue. Enabling agencies to purchase and deploy VolP would negatively impact the State CIQ’s

telephone service revenue.”
State Agency C10

Rationale
While this is a very “thorny” and difficult area it needs to be thrashed out by the users and the State CIO. It is just

one more example of when the coordination and cooperation gets difficult there is a resort to shutting out the
agencies. There is great potential for cost saving and better service in this area but only if the new system is not
burdened with significant overhead charges and hogged down by excessive administrative requirements,

Fifst Year Saving

Althority for.Change
Within the Board $500,000

Savings (three years)
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Recommendation Thirty-Two

“The impression of Higher Ed and stote ogencies is that the state CIO is more concerned about how
they are going to continue their revenue stream at their expense when more efficient means are

available.”
State Agency CID

Background

DHEC is paying approximately $1.7 million per year to the state data center for DBZ processing. IBM has proposed
to DHEC that for $1 million in one time costs they could get the same services for $79,000 per year. DHEC is the
largest user of DB2 with approximate 95% of the effort. The State ClO is in the process of securing a consultant to
“look into” this matter and make a recommendation to the C!0.

Rationale

Consideration should be given to allow DHEC, as the largest DB2 user, to work directly with the vendor and to
allow other state agencies that use the current DB2 to either continue with their current arrangements or to use
the new DHEC arrangements if that is more cost effective. This is a case where almost the entire requirement
belongs to one large agency that could do for themselves what the State CIO does for them, but at significant cost
savings to the agency. In addition, the other DB2 users could go through DHEC and 1BM directly and probably
save themselves significant money. As the State CIO said several months ago, “this is a no-brainer.” However if it
happens, the state Data Center would have to cut their costs significantly or pass the revenue Joss on to the users
of other systems. The savings shown are only for DHEC but other agencies that pay the ClO office for DB2 services
should be able to achieve significant savings as well.

Alithotity for Chahge:

Within the Board $600,000

Background

The state spends hundreds of million of dollars on IT each year. In April 2005 the CIO Office and major agencies
joined together to develop an IT Strategic Plan. Based on direct input from Agency operational and IT managers, it
provided a good foundation for a cooperative approach to planning. Per the Palicy for the Development of Agency
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Strategic IT Plans, each agency was to submit an Agency IT Strategic Plan to the Office of CIO by July 2006. It was
not apparent that any input from agencies had been submitted and no follow-up or update to the April 2005
document has occurred.

In February 2006 the CIO Office drafted its own Division Strategic Plan with virtually no input from major
customer agencies. The IT planning process needs to be a "bottom up” process that starts at the agency level,
using broad high level guidance from the CIO, and then rolls up to a statewide plan. This plan should look at least
five years into the future, be consistent with statewide systems architecture, policies, standards, ete. and should
be used as the basis for IT procurement decisions. In addition the plan should estimate full lifecycle costs for
major initiatives and should be updated at least every two years.

Raticnale

Without a broad based strategic IT plan for the state much of what the state will do in this expensive and
extremely complex area is potentially uncoordinated, expensive and duplicative. If the state is to use technology
to help control costs and at the same time increase efficiency it will have to be done in a2 more coordinated way
than it is being done today.

\uttiority for Change:
Within the Board

Recommendation T

“The CIO should reduce “red tape,” particularly in the oreos of project management,
telecommunications contracts and procurements. Our university spends an estimated

550,000 to $100,000 more per year due to inflexible practices at C10.”
Custerner of Ci0's Office

Background

There is a state requirement that all projects over $50,000 must have a state certified project manager. Currently
the State CIO has a contract with a vendor to provide project management training that costs $2200 per trainee
that meets all state requirements but is not certified by the Project Management Institute. Several of the state
technical colleges provide project management training that is certified by the Project Management Institute for
%600 per trainee, but do not include all state requirements. This training is targeted at preparing the student to
take the Project Management Professional examination.

Rationale

The state technical college system ClO estimated that the state requirements could be added for around $200 per

trainee bringing the total cost to approximately $800 per trainee versus the current cost of $2200 per trainee.

This change would also create additional training opportunities for the approximately forty trainees a year as the

state program is limited. Adding the necessary state procurement piece to the technical college program will

provide additional training opportunities for state employees at a lower cost and will allow state project mangers
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to obtain PMI certification. The current requirement to have a Project Manager for any project over $50,000 is
overly restrictive and not cost effective. Using a certified Project Manager on a small project is overkill and
expensive, In addition to increasing the dollar amount, the threshold also needs to be changed to exciude
hardware costs.

Airthority for CHange: “First-Yéar Savlng
Within the Board $56,000

5

three years)

T N T

Background
"The State CIO has a Virtual CIO program in place whereby agencies that cannot afford or do not need a full time
C!0 can use this program to pool their resources and get the services of a qualified professional.

Rationale

The Virtual CIO program can work well for smaller jess complex agencies but it should not be used for large
agencies that should have their own ClO with no direct ties to the State Ci0Q. At the present time the Department
of Social Services CIO is in fact a State ClO employee on loan to DSS. DSS should have an independent CI0 not
beholden to the State ClO. Decisions on outsourcing, new technology, telecommunications and other such
subjects need to be made with the best interests of the primary agency in mind rather than the ClQ’s office.

% Authority for Change - <3
Within the Board

“The CIO's office has lost its way. They seem to concentrate on acquiring control, not
providing cost effective, efficient service.”

Customer of the CI0's Office
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Background

The world of technology today is so complex and is changing so rapidiy that the CIO has to be able to focus on the
totality of the enterprise and not on day to day operations. The new role of the “enterprise” CiO is quickly
emerging as an “honest broker” managing the statewide IT architecture, standards, policies, contracts, etc, rather
than being the actual provider of services. This role allows the CIO to focus on the future, on meeting state
government priorities and on insuring that IT support is cost effective. The biggest benefit to the state of this
changing role is in freeing the C10 from “defending turf” and maintaining an “empire”. The best practices concept
of an “honest IT broker” is desperately needed in the state’s ClO office as it will lead to better services at
significantly fower cost for the state.

“CI0 operation needs to be separate from the Budget ond Contro! Board. | 100%
support CiO reporting to the Governor in the Administration Division as a cabinet fevel
position. Information technology permeates every function in the state and it is vital
to the state’s success.

Customer of the ClO’s Office

Rationale

Leadership is the ability to get people and organizations with diverse interests and responsibilities to coalesce
around reasonable solutions, Good [eaders do not drive organizations, they lead them. The State CIO
organization has to be a dynamic organization with a leader and executive staff that is able to function in a
collaborative, cooperative and open environment. The C1O must be willing to share power and decision-making,
compramise where required and maintain the ClO organization in 3 completely transparent and open manner. In
order to do this the ClO office needs to be split into two separate organizations with one of those being a state
data center under the Budget and Contro!l Board that is a service provider of telecommunications, computing
services and printing and is funded by its customers using a fully transparent reimbursement methodology; the
other organization should be a generally funded State CIO Cabinet level agency reporting directly to the Governor
with responsibility for all of the remaining functions currently performed by the State CIO organization.

The General Assembly {cabinet level CIO]
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Office of Local Government

Recommendation Thirty-Seven

The Office of Lbca! Government should revive the State Infrastructure Loan Fund to make use of the $17
million in the fund.

Background

The Office of Local Government seems to do an admirable job administering their federally funded Clean
Woater and Drinking Water reveolving fund programs as well as the much smaller Rural Development Grant
Program. The thoroughness of their loan and grant monitoring programs, which were cited by the U.S.
Inspector General as a Best Practices model in 2000, should serve as a mode! for the often criticized
Competitive Grants Program within the Budget and Control Board. The office also runs a State Infrastructure
Loan Fund {SIRF) which was created with state funds in 1997 to serve smaller communities unable to qualify
for the federally funded programs. However, few have been granted in recent years.

When the state budget became tight in the early 2000’s the Office of Local Government’s state match was
cut from $5 million to approximately $1 million annually. Rather than leave $20 million in federa! funds
unmatched, officials received approval from the federal government to use state funds in the SIRF to pull
down the federal monies. As a resuit, they have not been making loans from the SIRF. The state’s full $5
million match was restored in the FY 2008 budget.

Rationale

While the Office of Local Government has wisely used its funds to maximize federal funding coming to the
state, it has unfortunately done so at the expense of the SIRF program. The SIRF fund now contains nearly
$17 million which the office was setting aside to guarantee sufficient match through FY 2010. However,
state offices shouldn’t hold monies to use in future years. Especially now that the General Assembly has
restored their full federal match, the Office of Local Government should reopen the SIRF {oan program to put
the $17 million to work for its appropriated purpose.

s o Autherity for Change™ -4k
Within the Agency

45|Page



Competitive Grants Program

Recommendation Thirty-Eight

‘Unless the'"prograrrj can be eliminated, the Budget and Control Board's Competitive Grants Program needs a
major overhaul. The agency should follow the best practices of other well-run grants programs by establishing a
set of criteria for awarding projects, increasing auditing and oversight for recipients, keeping exclusive grant-
making authority away from any one individual, limiting recipients to one grant and requiring a demonstration of
need, long-term job creation and a positive economic impact.

Background

In the Fiscal Year 2005-2006 Appropriations Act, the Grants Committee of the Budget and Control Board was
created for the first time through Proviso 63.42. The Proviso established a five member committee, staffed by the
Budget and Control Board, which reviewed applications for projects funded either through the Department of
Commerce, the Department of Parks, Recreation and Tourism, the Department of Health and Environmental
Control, and the Budget and Contro! Board.

The initial mandate allowed the Committee to establish criteria so that the staff of the Budget and Control Board
could award projects for $100,000 or less. All grants over $100,000 had to be approved at a public meeting. To
date, more than $30 million has been distributed to various entities around the state — approximately $11 million
of which was awarded solely by the former Executive Director of the Budget and Control Board. In total, three
different application periods allowed for more than 2,200 applications at more than $350 million in requests.

Proviso 63.37 in the Fiscal Year 2007-2008 Appropriations Act made modifications to the program. In an attempt
to set some priorities, the General Assembly has now asked for priorities on DHEC consent decrees, ability to
match funds, and local festivals. The grants have also now been limited to counties and municipalities, The new
proviso does not give grant making authority to the staff, but does not require the Committee to directly approve
all grants either. Finally, the General Assembly included language to implement oversight of the program.

Rationale

In the process of distributing awards, cases have arisen that lead to questions about whether or not the program
has historically been managed fairly and transparently. To date, project priority has been unclear, at best, and
super-legislative at worst. When establishing a process for grants below $100,000, the Committee gave very little
in the way of guidance to pick projects. As a resuit, those that were funded were either done in a complete
vacuum or at the direction of legislators — akin to the old, offline budget pass-throughs that were sent at the
direction of legislators.

On numergus occasions, applicants have submitted requests in the hundreds of thousands and instead receive
grants for less than $100,000. Given the limited resources the Budget and Control Board staff has dedicated to
this program, it seems likely that grants were awarded just to award them in centain circumstances. However, a
$250,000 need may not be helped at all if it only receives a fraction of its budget. There has been little follow-up
to insure that the funds are even spent for their intended purpose. Clear auditing procedures need to be
established. Again, limited staff resources make follow up on the thousands of pages of documentation difficuit.
The original legislative mandate did not include any auditing language at all — leaving 530 million worth of grants
suspect in nature.

Currently, there are grant programs at all four of the agencies, such as the Tourism Partnership Fund at PRT, the
Community Development Block Grant at Commerce or the Office of Local Government at the Budget and Control
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Competitive Grants Program

Board. All of those programs rely on scoring systems on a competitive basis that should be emulated for this
program.

Some groups have been turned down by the primary agencies overseeing their needs for legitimate reasons but
then have requested and been given funding from the Competitive Grants program, fulfilling the classic “adage
about one hand not knowing what the other is doing.” A points system should be developed in concert with PRT,
Commerce, and DHEC and the Office of Local Government to ensure that grant recipients meet the core functions
of those agencies. Those criteria should include the following:

» In order for the grants to be most fairly awarded, the program needs complete accountability. Since the
creation of this program, there have been no standards or explanation for awarding grants. Moreover,
there needs to be a check and balance in the system to ensure that applications are awarded based on
merit.

s The grants should be temporary in nature. A policy of repeat awards should be prohibited to prevent

problems. For example, Clinton Junior College received two separate grants of $100,000 and $50,000,

. both awarded directly by the Executive Director, therefore, not requiring a vote by the Committee. If an
entity is to be funded annually, then it should be a part of the regular budget process.

e To date, the funding comes from four different agencies, but only the Budget and Control Board staff have
been engaged in any type of work on the program. Finance and audit staff from DHEC, Commerce, and
PRT needs to be leveraged to make use of their industry knowledge and help with oversight of the
program and for recommendations of grants awarded.

.

e .. Authority for change

Competitive Grants Committee/General Assembly
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State Energy Office

Recommendation Thirty-Nine

Givén the high cost of energy and significant carry-forward cash balances, the Energy Office should increase their
loan production to put more funds to work in reducing energy costs for government entities in South Carolina.

Background

The South Carolina State Energy Office provides a broad range of resources designed to help citizens, businesses
and public entities save energy — and money — through greater efficiency, better information and enhanced
environmental quality. One of the primary ways to achieve that goal in state government is through the
ConserFund which is a low-cost revolving loan program for energy-efficiancy improvements in state agencies,
public colleges or universities, schoo! districts, focal governments and private nonprofit organizations.

Rationale

From fiscal year 2002 to 2004, the Energy Office made approximately $7.6 million in loans. However, their loan
output has dropped dramatically since then as they have only loaned around $2 million over the past three fiscal
 years. (pleose see appendix #11 for details) This past year they made only one loan for $450,000. This drop in
production is not due to a lack of funds, as the Energy Office has had approximately $5 million that it is carrying
forward in the Energy Conservation Loan Fund.

Given the sharp increases in both energy prices and awareness about conservation over this time period, this
dramatic reduction in loan activity seems very odd and raises questions about the overall effectiveness of the
office. The Energy Office should work to put these funds to wark for energy conservation in government
agencies.

e rAuthority for.Change
Within the Agency
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Board of Economic Advisors

introduction

The Board of Economic Advisors (BEA), which is advised by the state’s Chief Economist and his staff
within the BEA, is responsible for providing the General Assembly and the Governor with revenue
forecasts for budgeting purposes.

Comparing our revenue projections from the past five years with the eleven other states in the
Southeast reveals that South Carolina has been the least accurate in our revenue projections. In terms
of average percent difference between the original revenue estimate and actual collections between
2002 and 2006, South Carolina ranked 11" out of 12 on the sales tax, 10" out of 11 on the personal
income tax and had by far the worst accuracy on the corporate income tax, with an average error of
over 50 percent per year. (plevse see appendix #12 for the full data}

in fact, on both the personal income tax and the corporate income tax, South Carolina had about twice
as much error in its tax collection estimations as the average state. When looking at the overall
combination of all three major taxes, South Carolina had by far the most inaccurate revenue estimates
with an average error of 10.8% versus the Southeastern average of 5.8%. In short, the revenue
projections in South Carolina have been nearly twice as bad as the average state in the Southeast,

~ The following recommendations are made in order to improve upon the accuracy of our revenue
projections in the future.
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Board of Economic Advisors

Recommendation Forty

The Chief Economist and the Board of Economic Advisors should use dynamic scoring for proposals with
significant fiscal impacts,

Background

The Chief Economists and the Board of Economic Advisors {BEA) currently uses a static scoring system, which does
not take into account macroeconomic responses to proposed changes in tax policies. A dynamic scoring system
would require the following:

Revenue estimators—-or experts designated for this purpose--would consider whether a change in policy
would be fikely to affect the economy, the level of compensation, prices, employment, and gross domestic
product (GDP). If one ar more of these variables are likely to be gffected, estimates would be calculated for
the amount of revenue feedback or loss.

Rationale

Dynamic models include predicted changes in economic activity that would result from an adjustment of the tax
code. Since static analysis assumes that GDP will not change as a result of tax adjustments, static scoring tends to
overestimate both the cost of tax reductions and the revenue from tax increases; tax cuts, to an extent,
encourage econgmic activity and thus raise revenue, just as tax increases discourage economic activity and can
reduce revenues from the “static” estimate. Dynamic scoring would provide a more accurate estimate in the fiscal
impact process,

The increased accuracy achieved through dynamic scoring is causing its use to increase. A 2003 survey found that
ten states, including neighboring Georgia, were using dynamic revenue analysis. A similar survey the following
year found the number had increased to sixteen. The federal government has also been incorporating dynamic
aspects in their models,

As Harvard economics Professor Martin Feldstein has said in support of dynamic scoring, “The first step that must
be taken to improve the revenue estimates associated with a proposed tax change is to drop the convention that
the revenue effect is conditional on an unchanged GDP”.

Authority for change

Within the Agency
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Board of Economic Advisors

Recommendation Forty-Cne

The Chief Economist and the BEA should use a national economic forecasting service to gain an additional
perspective on econemic performance,

Background

The BEA does not currently purchase any proprietary forecasting services for the national or state economic
forecast. The state previously purchased economic forecasts from DRIWEFA (now Global Insight}, but the decision
was made to stop during budget cuts in the early 1990s. There are a variety of national forecast providers that
could provide similar data.

Rationale

Given our poor record of projecting revenue and the hundreds of millions of dollars that are at stake, it seems
prudent to look to a national forecasting service not subject to political influences to help improve our accuracy.
In fact, many states use a proprietary national forecast in formulating their revenue estimates as a national
perspective is helpful to understanding changes within each state. For example, the state of Wisconsin spent
about $34,000 in 2004 on national data which certainly seems to be a reasonable investment to improve the
accuracy of revenue estimates.

The National Association of State Budget Officers’ writes in their “Criteria for a Good Revenue Forecasting
Process” that a critical component is that the revenue estimating agency has the “data...required to generate a
good estimate.” Assistance from a credible national forecasting service should certainly be a piece of that that
necessary data.

Authority for change

Within the Agency or The General Assembly

Recommendation Forty-Two

'fhé Board of Econorriic Advisors should have access to Department of Revenue records when preparing fiscal
impact statements.

Background
Currently, the BEA cannot legally access Department of Revenue records for use in preparing fiscal impact
statemenits.

Rationale

Allowing the BEA access to Department of Revenue records would increase the accuracy of fiscal impact
statements. The federal Joint Committee on Taxation has access to Internal Revenue Service records, and such
access only makes sense because the fiscal impact of proposals frequently hinge on how many people and
businesses would be affected by them for example, have tax liabilities sufficient to use a given cradit. This can be
best determined by an examination of Department of Revenue records.

Authority for change

The General Assembly
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Board of Economic Advisors

Recommendation Forty-Three
“The Board’of Economic Advisors should be required to alfminate political or extraneous considerations from the
_-.,revenue estlmating process. The Chief Economist should also produce an annual report to assess the BEA’s

relative performance on'revenue estimation from the previous year.

Background

The BEA has often taken on the role of policymakers rather than revenue estimators. One of the most egregious
examples was a blatantly optimistic estimate given to prevent mid-year budget cuts immediately before a
previous governor's election. [n recent years, the BEA seems to have deliberately “low-balled” estimates by
hundreds of millions of dollars in order to avoid any potential for mid-year budget cuts.

Rationale

While trying to protect the state from mid-year cuts is a laudable goal, interjecting deliberate errors into the
revenue estimating process has given us the poorest track record in the Southeast and perhaps the United States.
In years of rising surpluses, lowball estimates often deny the governor {his Executive Budget) and the House Ways
and Means Committee (if not the entire House} the opportunity to fairly weigh in on the allocation of hundreds of
millions of new dollars, They also interject cynicism into the budget process as the BEA often steps in to resolve
the annual budget Conference Committee negotiations by “finding” the exact amount of money that was
separating the two bodies.

The production of a short annual report comparing the BEA’s estimates from the prior fiscal year with other states
should interfect some needed discipline and accountability into the process.

Authority for change

Within the Agency/The General Assembly
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State Auditor

Recommendation Forty-Four

The Budget and Contro! Board should fill the vacant position of the State Auditor as well as the many vacant

positions in that office. The division should become more active in suggesting ways to improve cost-effective
custorner service within the Budget and Control Board and at other agencies.

Background

The State Auditor serves as a deterrent to fiscal mismanagement, fraud, and misuse of assets by state agencies
and to provide audit coverage of those entities. However, the State Auditor’s position has been vacant for over a
year. There were interviews in the summer of 2006 for the position but no one was hired. Additionally, over 25%
of the positions in the agency are also vacant.

Rationale

This position has been vacant for too long. A new auditor with a more complete staff could loak both within the
Budget and Control Board and other agencies to examine ways to operate a more efficient and effective
government, At fulf strength, the office could provide many of the benefits that the Inspector General’s office
provides to the federal government. A good State Auditor may have already discovered and improved some of
the recommendations in this report and could be helpful in implementing and monitoring them in future years,

The Office of Human Resources should repost the position and should consider hiring a head hunter to help
provide suitable candidates for the position.

il - Authiority for change 570

Within the Agency
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Agency Carry-Forward

Recommendation Forty-Five

The B@éét andControI Board ‘should operate as a “break-even” aggnﬁy rather than a proﬁi center of state
government. Other than exceptions approved by the Executive Director, all carry-forward monies (including
“other funds”) over five percent of a division’s FY 2007 annual expenditures should lapse to the General Fund.

Background

- Budget Proviso 72.30 allows an agency to carry-forward up to ten percent of unspent general funds. However, an
agency's “other funds” are not impacted by this proviso. As most of the Budget and Control Board's budget
comes from these “other funds” (mostly fees charged to agencies) this ten percent cap on carry-forward funds
has little impact on this agency. Partially, as a result, the Budget and Control Board carried forward $680 million
after FY 2005, $863 million after FY 2006 and had over 51.15 billion total cash on hand at the end of FY 2007.
{pleose see oppendix #3) Even when excluding trust and reserve accounts, the Budget and Control Board increased its
carry-forward by 15% over the past two years and continues to retain around 40% of its annual expenditures, far
more than the 10% standard of Proviso 72.30.

Amount Percentage of annual spending
2005 year end $63.9 million 37%
2006 year end 573.6 million 41%
2007 year end £81.9 million 38%

Rationale

As discussed earlier, the Budget and Control Board should exist solely to serve other divisions of South Carolina
Government. As such, it should be a "break-even” agency that only charges agencies enough to recover
expenses. Given the enormous and growing cash reserves that the Budget and Control Board carries forward year
after year, agencies are clearly being overcharged for some of the services they receive.

Obviously some programs and divisions do need larger carry forwards. Examples include loan funds (such as
those run by the Office of Local Government and the Energy Office), Insurance Funds (such as the Employee
Insurance and Insurance Reserve Fund) and Capital Project Funds. As these types of accounts will be addressed
separately in this report, they are not part of this analysis. Many divisions of the Budget and Control Board have
carried forward too much cash with the thought to save it for future needs or for when “times are tight.”
However, that function - essentially the function to appropriate funds for other purposes — does not belong to
agency employees but is within the joint purview of the General Assembly and Governor,

In an ideal world, all administrative funds for the Budget and Control Board would be appropriated Genera! Fund
dollars and any charges to agencies would be just enough to recover the variable cost of providing the service
without mark-up. Until that time, all divisions within the 8udget and Control Board should strive to reduce their
charges to agencies. Some specific cost reductions and associated savings are detailed in other sections of this
report.

in order to reduce the current accumulation of cash, the Executive Director of the Budget and Control Board

should task the Internal Audit Division with examining all FY 2007 year end funds from every division in order to
recommend what funds - if any — need to be carried forward.
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Agency Carry-Forward

Unless the Director of the Budget and Control Board makes exceptions based on the auditor’s input, all funds over
five percent of a division’s budget should be “lapsed” to the General Fund. Proviso 72.3 allows for a maximum of
ten percent carry-forward but this is 8 maximum amount — not a minimum threshold. A five percent carry-
forward should be sufficient in most cases. The Budget and Control Board should apply this methodology to funds
from its much greater fee-based revenue as well as its General Funds.

Based upon preliminary FY 2007 yearend reports, the estimate for the total funds that could potentially be lapsed
are approximately $42 million. {please see Appendix #16) Recognizing that there will certainly be legitimate
exemptions to this recommendation, our report only assumes a conservative 25% of these funds will be deemed
surplus. However, the fact that the Office of the CIO continually carries a cash balance over $20 million —
indicates that the $10.5 million in estimated savings could be much larger.

> “tAuthority for Change:
Within the Agency/The General Assembly

One-time Transfer
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Dormant Accounts

Recommendation Forty-Six

The monies in several largely inactive funds housed within the Budget and Control Board should he
recommended for reallocation for other uses of the state.

Background
The following five accounts within the Budget and Control Board have not had significant activity in a year or
longer.

CCF Ward vs. State 53435

Baldridge Training $20,511
Brandenburg 525,354
Funded Debt Sinking Fund 538,750
Civil Contingent Fund $406,644

Rationale

After accounting for any known outstanding liabilities, the Budget and Control Board should recommend these
funds be lapsed to either the General or other appropriate fund so that they may be re-appropriated by the
General Assembly. In order to clean up the state’s bhooks, all but the Civil Contingent Fund should be closed.

ven L sAuthority for Change vl
Within the Agency
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Human Resources

Recommendation Forty-Seven

The Human Resources function should operate in a centralized, matrix organization in order to provide better
efficiency and minimize redundancy,

Background

The current structure of the state Human Resources function is, at best, ambiguous. The Office of Human
Resources is over some aspects of state HR issues but not responsible or accountable for others. This fact
produces the biggest opportunity for redundancy of processes and fertilizes inefficiency. While the Office of
Human Resources has the best opportunity to centralize processes and reduce waste, each agency Human
Resource office has the accountability to produce results, When no centralized approach is offered, decentralized
(agency specific) processes are initiated.

Rationale

Using a Center of Expertise model for the Office of Human Resources would provide a structure where the agency
Human Resource professionals still report directly to the agency director, but also have dotted line accountability
to the Office of Human-Resources. The results would be as follows:

e« The Office of Human Resources should be responsible for all activities that help to eliminate
transactional work in the agency. They could also serve as the functional group that decided
outsourcing opportunities around transactional issue management {payroll, benefit administration,
etc.).

¢ The Office of Human Resources should be the central repository for training and development
initiatives

s+ The Office of Human Resources should be the central source of statewide policy. Procedures are then
left up to the agency to develop and maintain (preferably with input from the Office of Human
Resources).

e The Office of Human Resources should be budgeted so that each agency, regardless of size, is
afforded the services that are centrally provided. Currently, smaller agencies that pay for services go
without the services because of their cost.

1. -Authority forChange & . ... v

Within the Agency
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Human Resources

Recommendation Forty-Eight

implement a temporary to hire solution for high turnover job classifications.

Background

The ability to attract and retain a productive workforce is becoming more difficult each year for both public and
private sector employers. For example, in 2004 the Department of Corrections had a 65% turnover rate of
correctional officers within two years of employment. Each of these hires represents a $3500 investment. Other
state agencies have had similar issues in the last five years.

Rationale

By implementing a "temp to hire” situation, a lot of the upfront recruitment and selection costs are borne by the
temporary agency. Over seven hundred correction officers left the Department of Corrections employment in
2003 alone. That represents $2.6 million dollars in human capital investment with no return on that investment.

Through hiring a “temp to hire” contractor, the training could be done while the potential employee was a
temporary worker as well as the department having the opportunity to check out the work ethics and job fit of
the potential employee. in addition, the time of training and indoctrination would not count towards state health
care or retirement. Many private sector companies have begun utilizing such contractors in recent years.

As an example, one Fortune 500 company in South Carolina uses an outsourcing arrangement for their entire new
hire process. This includes recruitment, orientation, training, background checks, and drug screening. The
temporary agency employee is completely trained and put on the job when all hiring criteria are met. The
employee works in a temporary capacity for up to six months. In that time period, the employee decides if they
are interested in the company long term and the company gets the opportunity to observe the work habits of the
employee. If both parties are satisfied, an employment offer from the company is made. This process
significantly reduces the amount of work for the Human Resources department personnef and offers a better
option for the on-boarding process.

A “temp to hire” program would result in a significant savings to state agencies. For example, if corrections were
able to cut their turnover in half, they would save approximately $1.3 million a year. While this would result in
significant savings for other agencies, there would be minimal impact on the Budget and Control Board finances.

- Atithority for. Changé:
Within the Agency
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Human Resources

Recommendation Forty-Nine

~Erﬂnp16yé\§:.'_s in thé'i';d’r_-; two fevels of management under the Director of ihg Budget and Control Board and at afl
‘state agencies should serve at the will of the agency director. :

“I need more flexibility in handling staff positions. | could run my Division with 20% less employees

and we’d still do our job just as well if | could just keep the right 80%."
Munager within the Budget and Control Board

Background

Only seven of the 1232 employees under the Director of the Budget and Contrel Board are currently “at will.”
These positions are the Chief of Staff, General Counsel, Retirement Systems Director, Insurance and Grants
Director, Director of General Services, Chief Information Officer, and Director of Procurement.

Other employees of the Budget and Control Board are “protected” with grievance rights which makes it very
difficult to hold them accountable for results. Approximately four years ago, at the request of the Governor, the
Legislature passed Proviso 72,64 as a “pilot projact” to make the second tier of employees “at will” within cabinet
agencies and the offices of constitutional officers. The General Assembly inexplicably removed this proviso in the
recently passed FY 2008 budget.

Rationale

South Carofina is an “employment at will” state, meaning that virtually all employees of private sector companies
work in an “at will” arrangement. There seems to be a disconnect, however, in that these same rules apply to
such a small fraction of state governmernt employees.

The “two down at will” pilot project proved to be a huge success amongst the cabinet agencies where it was
implemented. In spite of concerns from some critics that the rule change would lead to massive firings, the
reality, according to the Office of Human Resources, is that there were only three employees terminated out of
572 employees who lost grievance rights as a result of this classification change. These numbers equate to
dismissing a miniscule one tenth of a percent of employees annually over the four year period.

So why expand this “pilot” project if it hasn’t significantly impacted the number of employees being dismissed?
The biggest benefit, according to agency heads, is reflected in the 569 employees who have not been let go as
they have had a greater incentive to do good work and their supervisors can better hold them accountable for
results. Labor, License and Regulations Director, Adrienne Youmans, reports that “the good employees at my
agency were not threatened or bothered at all by the proviso and/or increased accountability.”

Another cabinet member, Judge Bill Byars, at the Department of Juvenile Justice says that even though he had not
used the proviso to “terminate an employee,” he is “supportive of it as it allows me to hold more high ranking
employees more accountable for results at our agency."

Officials within the Budget and Control Board, cabinet agencies and all agencies of the state government should
be given the ability to hold their top employees accountable, While there are enormous financial implications
that come with increased accountability, they are impossible to quantify.

EY

Authiotity for Change

e

The General Assembly
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Human Resources

Recommendation Fifty

The ékéi:ﬁti\:e Inst'ittjt"ef- should move back under the Budget and Control Board’s Office of Human Resources in
order to better coordinate with the Office of Human Resources and reduce their administrative costs.

Background
The Executive Institute is a training process put in place to help train and educate state employees on agency

responsibilities and leadership skills.

Rationale

The Executive Institute was created as a training function under the Office of Human Resources with the purpose
of offering an annual curriculum tailored for public sector leaders and designed to meet evolving needs of
governmental leaders in South Carolina. Pregrams are built around both academic perspective and practitioner
experience. Approximately forty state employees participate in the full program every year and overall give the
program high ratings. Reportedly due to personnel issues, the Executive Institute bacame a stand alone division
within the Budget and Control Board with a budget of approximately $400,000,

The Executive Institute certainly performs a valuable function for state government. However, as a stand-alone
division with four employees, it is costing approximately $10,000 per graduate of the program. As a comparison,
the Charleston Metro Chamber of Commerce runs a leadership program, Leadership Charleston, at the cost of
$1000 per graduate. The Riley Institute’s Diversity Leadership Academy at Furman University runs their
leadership program for $3000 per graduate.

Moving the program back to the Office of Human Resources should allow the Executive Institute to cut their
administrative and other expenses in half, allowing the program to continue its good work but graduate students
at a more reasonable cost.

It makes good tactical business sense to have a training and leadership facility such as the Executive Institute
within the Office of Human Resources. In addition to making sure the process maintains the same integrity and
quality, combining the process with the Office of Human Resources training group helps to save duplication of
effort and budget.

ithority for.Chan {FirstYear Savings:

Within the Agency $200,000

Savings {three years}
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Human Resources

Recommendation Fifty-One

The Office of Human Resources should discontinue Tempo — the state run temporary employment agency.

Background

The state is currently in the business of managing a temporary employment service of approximately 80
employees. This service was set up to help agencies find the necessary people talent to manage in case of short
term absence or as a “work-around” until the replacement employee was recruited and selected.

Some agencies have used the Tempo service to acquire the necessary people resources to fill open job positions.
However, the administrative costs of managing such an endeavor do not have a positive return on investment,
especially given the small size of the temporary workforce.

Rationale

While there may have been at one point, there is certainly no lack of private temporary employee services in our
state. Many agencies and even other divisions within the Budget and Control Board use outside temporary
staffing agencies because they are less expensive,

A statewide contract for temporary staffing services would vield the necessary employees without additional
overhead costs for the state. Additionally, the Tempo program is also run out of a valuable 9533 square foot
building which cost the state approximately two million dollars in 2000 to purchase and extensively renovate for
the Executive Institute.

The Executive Institute left the facility a few years ago so the building currently only serves as office space for ten
Office of Human Resources employees. As a typical office building of that size would house two or three times
the number of office employees, the facility is vastly underutilized. Closing down the Tempo program would also
allow the building to be sold with the proceeds going to the state.

‘Authority for.Change: sFirst.Year Savings:
Within the Agency $2,200,000 {includes sale of building)

6ljPage



State Health Plan

Introduction

The State Health Plan oversees the health care insurance offered to approximately 350,000 eligible state
and local employees, retirees and their families. Taxpayers fund about 70% of the premiums with the
remaining 30% being paid by the recipients. The State Health Plan was in very poor condition as
recently as FY 2003 when it ended its fourth straight year with either a deficit or near zero cash balance.

After several years of double-digit increases in employee premiums, Governor Sanford, the officials at
the State Health lan and the Budget and Control Board worked together to put the program back on
sound financial footing. The results have been outstanding and officials at the State Health Plan should
be commended for their efforts to lower costs and increase effectiveness for their customers. After
experiencing double-digit growth in costs in the early part of the decade, the State Health Plan spending
has moderated to about 4% growth over the past three years due to a variety of factors including the
following recent initiatives:

¢ The implementation of a disease prevention programs for chronic ilinesses, such as asthma and
diabetes

The introduction of a smoking-cessation program

An evidence-based medicine initiative

An improved coordination of benefits program with Medicare.

Encouraging the use of less expensive generic prescriptions which have jumped to 50% of
prescriptions from 35%

Offers less expensive mail-order prescriptions which now makes up 10% of prescriptions

* Being an early adopter of the Health Savings Accounts coupled with high deductible insurance

Largely as a result of these initiatives, plan participants have not had to bear a premium increase in
three years. And rather than a negative cash balance, the State Health Plan ended FY 2007 more than
fully funded with $344 million in the bank. While the current financial picture for the Plan looks very
good, a major challenge is presented for the long term with the upcoming requirement to report Other
Post Employment Benefits (OPEB) obligations. New rules issued by the Governmental Accounting
Standards Board (GASB) require governmental entities to measure and report in its financial statements
the present value of health insurance, for present and future retirees.

Rather than pre-funding retiree health insurance, the state has operated on a “pay as you go” basis. The
actuarial valuation completed last February indicated that the State’s OPEB Actuarial Accrued Liability,
as of June 30, 2006, was just over $10 billion which equals to an annual need of $536.4 million. This
fiscal year the General Assembly only allocated $63 million to a not-yet created OPEB trust fund. There
is concern that credit rating agencies will ultimately ook unfavorably on government entities that do not
adequately address its unfunded OPEB liabilities in a timely manner.
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Recommendation Fifty-two

Establish a trust to allow for advance funding of the state’s other Post-Employment Benefits (OPE_Bi' expenses.
Use State Health Plan funds over 140% of the plan’s liability to help fund this trust.

Background

New accounting standards require South Carolina to measure and report in the present value health insurance for
present and future retirees. The most recent actuarial valuation puts the unfunded cost for retiree health
insurance at just over $10 billion or $536.4 million annually.

Rationale

As previously mentioned, officials at the State Health Plan have been very proactive in working with the
Governor's Office and the five person Budget and Control Board to dramatically improve the fiscal health of the
program. The result has been below market rate increases and a cash balance of 5344 million at the end of FY
2007 compared with a negative $15 million balance just three years earlier.

State Health Plan officials readily admit they do not need funds over 140% of their liability and it appears there
will likely be more than $135.8 million in surplus funds that health plan officials offered last year. it seems logical
to use the surpius health care funds for current employees’ hezalth care to pay down the tremendous unfunded
debt for retiree care. This recommendation is contained in H3789 which has passed the House and is currently in
the Senate Finance Committee,

“Authority for.change®
The General Assembly

One-time Transfer

$135,750,000 {or more)

Recommendation Fifty-Three

Chlan'ge' th_eZeliéibiiity fequirements for state and lacal employee retiree insurance to require twenty-five years of
service for a full taxpayer subsidy and fifteen for a half subsidy.

Background
The State currently provides subsidized health insurance to most retirees of agencies and school districts who
retire with ten years of service. As mentioned earlier, the total unfunded cost of that 70% insurance subsidy will

cost taxpayers over $10 billion.

Rationale

A significant number of retirees with State-funded insurance have worked for the 5State or a school district for a
period of less time than would be considered for a full career. Nearly 36% of these retirees have less than 25
years’ service and almost 12% have less than fifteen years’ service. Providing subsidized insurance to non-career
employees as retirees has had a substantial impact on the State’s OPEB $10 billion liability.

The QOPEB Study Committee in its report earlier this year recommended changes in retiree insurance eligibility that
were only applied only to future hires. While this change would not impact the current OPEB number, the effect
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on future OPEB expenses would be substantial. Pre-Medicare retirees in some states such as Florida and Virginia
can remain in their state’s health plans but only receive a flat amount {up to $150 depending on years of service)
in subsidies for their health insurance. Other states such as North Carolina have recently increased the years of
.service necessary for an employee to receive subsidized health insurance.

Actuaries for the State Health Plan estimate this change would save the state over $3.5 billion over the next 50
years, which averages over $70 million annually. H3789 has passed the House and is currently in the Senate
Finance Committee where it was amended with this proposal.

uthiorfty for.chang :First-Year.Savings' .-~ 5

The General Assembly $71,400,000 annually

Savings {three years)
$214,200,000

Recommendation Fifty-Four

Fbr?-té&ain'therabetjtic clasées of prescription drugs, move participants from non-préferred drugs to cfinicaliy
equivalent generic or preferred drugs.

Background

For 2006, pharmacy costs were just over $300 million and accounted for approximately 30% of the total State
Heaith Plan expenditures. Currently, there are eight therapeutic classes that represent nearly 24% of Plan cost
and 21% of claims utilization. Some examples include ulcer drugs and high cholesterol drugs. Many of these
drugs have appropriate generic or preferred brand alternatives.

Rationale

As the state discovered through its 2003 creation of a Preferred Drug List, moving certain preferred drugs to
equally effective lower priced drugs can lead to significant savings for the state. A logical continuation of that
process would involve adding these classes of drugs to the equation. When a prescription is presented at the
pharmacy and is not on the preferred drug list, the pharmacist requests a change to a generic or preferred drug
from the physician. The physician can change the prescription or request a coverage review for the non-preferred
drug. If the participant receives coverage approval, the higher copayment is applied, as is currently the case. If
coverage is denied or the doctor does not request coverage approval, the participant pays 100% of the drug cost.

This program would work in a way simifar 1o other Step Therapy Prior Authorization programs common in the
industry. The State’s Pharmacy Benefits Manager estimates physicians make recommended changes 75% of the
time. Plan savings associated with moving these eight classes of drugs is estimated $16.4 million a year.

‘Authorityfor-Change {First Year Savings

Within the Agency $16,400,000

Savings [three years)
 $49,200,000
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Recommendation Fifty-Five

!mp!emlen'f\la -p'ian that enéohrages State Health Plan members to fill roi;tine maintenance’ drugs through mail
order pharmacies to save money for both parties.

Background

it is less expensive to fill prescriptions via mail order than in a retail setting. As a result, both the State Health Plan
and plan participants realize greater discounts for prescription drugs when they are purchased through mail
order. In 2006, the effective discount for mail order was 7% better than for retail prescriptions.

Raticnale

According to the state’s Pharmacy Benefits Manager, our state health plan’s use of mail order for maintenance
drugs continues to run below peer averages. In order to make up the differential, we could follow the lead of
other state’s plans in more actively encouraging the use of mail order pharmacies for maintenance prescriptions.

While there is no requirement to purchase maintenance drugs through mail order, members do realize a savings
in their co-payments. For a ninety day prescription filled at retail, a participant pays a co-payment of $30 for
generic, $75 for a preferred brand or $120 for a non-preferred brand. The same prescription filled through mail
service would drop co-payments to $25 for generic, $62 for a preferred brand or $100 for a non-preferred brand.

Once a member presents a refill at a retail pharmacy for a maintenance drug, that member could receive a letter
from the State’s Pharmacy Benefits Manager, educating the member on the benefits of using mail service
delivery, including Plar and co-payment savings and the repercussions of not doing so. If a member continues to
use retail pharmacy, rather than mail service, the member would pay 50% of the cost of a drug on all subsequent
refills.

Ctirrently, 75% of the volumes for maintenance prescriptions are filled at the retail level. Moving 25% of that
business to mail order would save 59 million dollars a year, with $4.1 million in annua! savings for the members
and $4.9 million in annual savings for the State Health Plan.

AUthority for.Charige ~ - . - | <First Year Savings . v ©

The Five Member Budget and Control Board 54,900,000

Savings {three years)

'$14,700,000
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Recommendation Fifty-Six

* Establish a network management approach along with a $1000 per participant maximum for chirapractic.

Background

The State Health Plan currently offers unlimited chiropractic services without any medical or utilization
management specifics for that benefit. Partially as a result, chiropractic is now the leading professional specialty
in terms of claims payout costing over $23 million last year. The trend for chiropractic services is also higher than
that of other professional specialties. From 2004 to 2006, growth in chiropractic expense per person has
increased by an average annual rate of 16.8%, compared with 5.8% a year for the overall plan.

Raticnale

The majority of private plans and many other state plans place an annual maximum, often as low at $500, on an
individual's chiropractic coverage. The cost of not having an annual cap nor any management system is a costly
one for the state. Only about 8% of the plans participants receive chiropractic care, which is about the norm for
other insurance plans. However, the average cost per patient in the State Health Plan was $875 in 2006 — about
75% higher than reported national norms of 5500 per patient.

The majority of the participant’s usage is below the national average as over half receive less than $300 a year in
chiropractic services. However, about 25% of the plans participants had expenses over $1000 a year, 126 patients
{out of 350,000} spent over $10,000 last year, fourteen patients exceeded $20,000 last year and three patients
cost the state health plan over $30,000 each last year.

Chiropractic services can be valuable when medically appropriate as they can preclude more invasive and
expensive types of care. The reality is that a small fraction of individuals are using an inordinate amount of
chiropractic services that taxpayers and other plan participants are paying for. A quality initiative providing
clinically appropriate condition and severity specific guidelines to measure patient outcomes and provider
performance would reduce total chiropractic expenditure materially without changing any level of benefit.
Providers who were found to be outside established service parameters and refused to adjust practice patterns
after education would risk losing their continued participation in the State’s provider network.

Officials at the State Health Plan estimate that a $1000 cap would save the system $13 million annually. As an
alternative, the Budget and Control Board could choose to only adopt a network management approach that
would save approximately $4.7 million a year.

Alithority for.Changé Eirstyear Savings:

The Five Member Budget and Control Board $13,000,000

Savings {three years)

© $39,000,000
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Introduction

Changes made to the eligibility rules for our Retirement System earlier this decade combined with
generational forces have put the solvency of the entire system at risk. If dramatic changes are not made
soon, it may become difficult if not impossible to grant cost-of-living increases to retirees next year. In the
medium to long-term, either employee’s contributions will have to be increased or the system will end up
being a huge drain on our state’s General Fund, sucking hundreds of millions or even hillions of dollars from
other functions of state government. '

Because they are in different divisions, the challenges facing the Retirement System and the State Health
plan are rarely discussed together. The reality is that they are inexorably intertwined as they both deal with
caring for our state’s same growing population of government retirees. As the baby boomer generation
retires over these next two decades, we are faced with unprecedented fiscal challenges. In addition to the
$10 billion in future unfunded health care costs for our retirees, our Retirement System faces an additional
$10 billion in unfunded obligations that are recognized and acknowledged.

‘And neither of those liabilities includes the costs of ad-hoc cost of living increases (COLAs) that have
historically been given above the legisiatively mandated one percent, which are expected to add another 57
billion in costs in today’s dollars. The total potential tab adds up to approximately $27 billion divided
amongst 4.2 million citizens of South Carolina. Put another way, that is over $14,000 in costs for every
taxpayer in our state.

if we keep our current system as is, the state will have to dedicate approximately $800 milfion of new funds
annually just to keep pace with our unfunded health care and COLA needs. And that number will continue to
rapidly grow unless we make changes sooner rather than later.

The unfunded obligations of the Retirement System are expected to increase almost eight fold over the next
35 years. Assuming any increase in our state’s assumed rate of return within the next few years would be
irresponsible given our performance history. As a result, there seems to be no responsible way to continue
funding COLA's above one percent without making immediate dramatic changes to the Retirement system.

Woe cannot afford more political expediency at the expense of making the difficult decisions. The following
recommendations are proposed to begin addressing the critical and mounting problems that face our
retirement system:

1) Discontinue Applying Unused Annual Leave and Sick Leave to retirement benefit or length
of service

2) Use average of five most highly-compensated years of service to determine average final
compensation {ARC}

3} Return to 30 year length of service requirement for normal retirement

4) Closely look at limiting inclusion to our state’s defined benefit retirement plan to current
employees and only offering a defined contribution plan in the future.

The benefits from the above recommendation include reducing the cost of providing retirement benefits and
health care benefits of state and local government employees, improving the funded status of the
Retirement System and reducing the Retirement System’s unfunded liability.
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Recommendation Fifty-Seven

Tfj’e South Carclina Retirement system should discontinue applying an individual’s unused annual leave to
increase retirement compensation and should discontinue applying unused sick leave at the time of retirement to
creditable service for determining length of service.

Background

The South Carolina Retirement System provides for retirement benefits based on an employee’s three most highly
paid years of employment. The value of an individual's unused annual leave is currently added to the last year's
salary to increase the retirement distribution. Unused sick leave is currently added to an individual's creditable
service to determine length of service.

Rationale

Practice among state-sponsored plans varies. For example, in North Carolina, vacation leave may not be used as
creditable service for retirement purposes. Unused sick leave may be used to increase creditable service, but
cannot be used to meet the minimum qualifications for 3 vested deferred benefit or the Survivor's Alternate
Benefit,

For vested employees, changing the retirement benefit formula may not be practicable. Accordingly, the financial
impact of any change would be limited to current non-vested active members and prospective new hires.

" Authority for change L L - First Year Savings
General Assembly $6,000,000

Savings (three years)
SlS,QO0,000

Recommendation Fifty-Eight

Change -'Ehe retirement funding formufa to be based on an average of the five most highly paid years of
employmentversus the three most highly paid years of employment.

Background
The South Carolina Retirement System provides for retirernent benefits based on an employee’s three most highly
paid years of employment.

Rationale

Nationally there are thirty other state-sponsored retirement plans that base their average final compensation
{AFC) on the five most highly paid years of employment. For vested employees, changing the retirement benefit
formula may not be practicable. Accordingly, the financial impact of any change would be limited to current non-
vested active members and prospective new hires.

Based on a 4% increase in salary, use of a five year average final compensation for the SCRS results in
approximately a 3.75% reduction in future benefits. The impact above does not consider the attractiveness to
new hires of the optional DC plan if significant changes to the DB benefit formuias are undertaken,
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L+ Authority for Change . - First Year Savings

General Assembly $8,000,000

Savings [three years)
26,000000.

Recommendation Fifty-Nine

Background

The South Carolina Retirement System currently provides for full retirement benefits for employees after 28 years
of service. Despite ever-increasing life-spans and national trends towards working longer and retiring later, in
2000 the Genera! Assembly reduced the number of work years required to qualify for state retirement from 30
years to 28 years. This change caused an immediate, seven year, $650 million increase to the unfunded liability of
our state’s retirament system.

Rationale

Clearly one of the biggest factors in pushing our retirement system towards its unstable $10 billion in unfunded
accrued actuarial liability was the reduction in the number of years required for retirement from 30 years to 28.
The result is that South Carolina’s retirement plan generally provides for earfier retirement than most states in the
country including our neighbors of Georgia, Florida, North Carolina and Tennessee which all require 30 years of
service.

According to a report issued by the SC Chamber in 2000, our move to a 28 year retirement made South Carolina’s
retirement program more generous than 30% of the nation’s major government pension systems.

While generosity is often seen as a virtue, it is not such a good thing when you make such promises with others’
money. Unfortunately the taxpayer's are now saddled with a potential growing $27 billion in unfunded costs for
retiree’s pensions and health care,

In order to address this very serious fiscal problem, we need to at least attempt to stop the bleeding by moving
back to a 30 year retirement. for vested employees, changing the retirement benefit formula may not be
practicable. Accordingly, the financial impact of any change would be limited to current non-vested active
members and prospective new hires.

Actuaries calculate that the first year impact of this change would provide a $4.3 million decrease on the
retirement system’s unfunded liability and $16.4 million decrease on the annual unfunded liability of OPEB. The
ultimate savings would be much more dramatic, as more new members come into the system.

“wAuthorityforchange .- 0 o [0 T - .- First Year Savings
General Assembly $20,700,000
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Savings {three years)
$62,000,000

Recommendation Sixty

A study should be conducted for a plan that limits participation in our state’s Defined Benefits System to current
employees and only offer a Defined Contribution System for new employees.

Background

The State Retirement System currently offers both a traditional defined benefits plan and an optional plan which
is a defined contribution plan. The defined benefits plan guarantees a one percent cost of living increase for
participants as of last year. The plan is currently under-funded by approximately $10 billion dollars, which is near
its 30 year liability limit.

Rationale

The impending retirement of the baby-boom generation and longer life expectancias have caused most private
sector retirement plans to switch to more economically-stable defined contribution plans. In fact, only 17% of
workers in the private sector still have a traditional defined benefits plan.

In spite of the widely-held view that government jobs need higher benefits to make up for lower pay, USA Today
recently reported that “most government workers are actually paid more than private employees in similar jobs,
and the wage gap is growing. A typical full-time state or local government worker made $78,853 in wages and
benefits in the third quarter of 2006, $25,771 more than a typical private-sector worker, the Bureau of Labor
Statistics reports. The difference was $7,604 in 2000.”

The federal government foresaw the coming fiscal crisis and reacted by closing its traditional defined benefit plan
to new employees in 1984 when it offered its first defined contribution plan. The state of Alaska recently adopted
a mandatory defined contribution plan for all new state employees as a way to stop the bleeding on its retirement
systems $6 billion unfunded liability.

The primary reasons for moving to a defined contribution plan is a need to reduce cost and future funding
liabilities, a desire to reduce the goiden handcuffs that make it difficult for a worker to change jobs, and a desire
to aflow greater fund accumulation for shorter service workers.

The fiscal impact to the state will depend on the contribution rates of the defined contribution plan that the state
decides to offer. Unlike our current defined contribution, the liabilities will be fixed so that taxpayers will only be
forced to pick up the tab for one $20 - $27 billion shortfall rather many more of them in the future.

Authority for Change

General Assembly
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Background

Despite numerous studies calling for change, South Carolina remains the only state in the country with a quasi-
legislative/executive board to oversee the support functions of our state. While they may go by different names,
each of the other forty-nine states in the country have agencies that provide their administrative support service
under the sole authority of the governor.

Rationale '
In their 1991 report, “SC State Government for the 21st Century” Chairmen David Wilkins and Nick Thegdore
wrote the following on behalf of the forty plus South Carolinians who spent the summer extensively studying the

structure of our state government:

“The Commission found that the other functions that it had defined as clearly
executive tasks also foll within the Budget and Control Board’s responsibility. Doy-to-
day oversight of these functions has been delegated to the Executive Director of the
Board, reinforcing the Commission’s finding that these tasks are toc immediate and
crucial to be overseen by a Board that meets only twice a month.”

Unfortunately, their recommendation to create a Department of Administration was not enacted. It's now
sixteen years later and the executive tasks of the Budget and Control Board have increased. Yet the tasks that
were too immediate and crucial to be overseen by a Board that only met twice a month then only meets once a
month now — except this month as the Budget and Control Board doesn’t meet in July.

if the administrative functions of the Budget and Control Board were in a cabinet agency, the Governor likely
would have created a GEAR Committee in February of 2003 rather than in February of 2007. And our state may
have implemented many of the 61 suggestions in this report three years ago and have already saved the
taxpayers of South Carolina much of the associated hundreds of million dollars rather than just now thinking

about it.

Authority forchange . ...
The General Assembly

T1iPage



Appendix

Committee Biographies
Board Divisions with Employees

Executive Order

-------------------------------------

..........

.........................

..........................

Board-wide Allocations

Vehicle Repair Shops

Surplus Energy Charges

State Park Complex

................................

CIO Carry-Forwards Last 3 years

Energy Office Loans

10

i1

12

13



GEAR Committee Blographies

Marcia Adams

Marcia is Executive Director of the Department of Motor Vehicles. She was appointed in 2003 to head the
agency’s 1,200 employees. Previously, she served with the Department of Public Safety, the Governor's Office,
and the Department of Parks, Recreation, and Tourism.

Lewis Creel

Lewis is the Director of Human Resgurces and Public Affairs for Alcoa - Mt. Hoily. He has been with Alcoa for 28
years in a variety of production, quality, and human resources jobs. tewis Chaired the 2005 Workers'
Compensation Reform taskforce. Twice nominated for "Who's Who" in Human Resource management, Lewis also
won the 2004 H.R. Professionat of the Year award from the 5.C. Chamber of Commerce and Society of Human
Resource Professionals.

JT Gandoifo

IT is the President and owner of Dodgeland of Columbia and JD ByRider. Dodgeland is a Five Star dealership and
the largest in sales volume in the Carolinas. JT headed the DMV Task force in 2002 credited with setting the
ground work for transforming the DMV into a model agency.

Rick Kelly

Rick has 30 years of experience in central state government in South Carolina including twenty years at the
Budget and Control Board in management positions at General Services, Operations and ultimately Executive
Director. Since 2001 he has served as Vice President and CFO for the University of South Carolina.,

Mike Langrehr

Mike, former CIO for the State of Maryland, has over sixteen years of State government executive level experience
in Information Technology, Financial information Systems and Higher Education. In addition to serving as
Maryland’s first ClO, Mike also served as Director of Maryland's Statewide Financial Information Systems, held a
variety of Higher Ed positions, and spent 21 years in the U.S. Army, where he held a number of positions including
Chief of Budget for Army Logistics.

Burnie Maybank

Burnie is a Member of Nexsen Pruet. He returned to the firm's Columbia office in 2006 after serving as Director of
the South Carolina Department of Revenue from 2003 through 2005 and also held that position under Governor
David Beasley from 1995 to 1999.

Stephen Oshbome

Stephen is currently the Senior Vice President for Business Affairs at the College of Charleston. Prior to moving to
the Coilege, he was the Chief of Staff for the SC Budget and Control Board from 2002-2006. He has aiso been
the Director of the Division of Budget and Analysis and the State H.R. Director for the Board. He has been named
SC Public Administrator of the Year,

Chad Walldorf {Chairman)

Chad is a businessman who served for two years as a Deputy Chief of Staff for Budget and Cabinet Affairs under
Governor Mark Sanford. In 1992, he co-founded a Mt. Pleasant based restaurant which has grown to over 1000
employees in nineteen locations in the Southeast. tn 2004, he and his partners were named Ernst and Young's
“Entrepreneurs of the Year” from the Carolinas.



- Budget and Control Board ~
Headcount by Division/Office/Type

May 2007 |
Time .
Perm | Tem Grant | Limited || Total
L) o L )
Office of Executive Director 5 3 4] 0 8
Office of General Counsel 5 0 0 0 3|
Division Totals 10 0 13
) )
Generat Services Division 231 10 25 266
Division Totals 231 10 0 25 266
Budqge -+ » »
Office of State Budget 23 1 0 ¢ 24
Office of Research and Statistics 50 7 1 21 79
Office of Human Resources 33 1 0 0 34
Board of Economics Advisors 4 0 0 0 4
Confederate Relic Room 8 1 0 0 9
Divigion Totals 118 10 1 21 150
Retirement Systems 183 0 192
Division Totals 183 9 192
B *
Division Director/ Ins & Grants 22 Y 0 Y 22
Employee Insurance Programs 78 3 Q 0 B1
Office of Insurance Reserve Fund 41 1 0 o 42
Office of Local Government 9 1] 0 0 9
Energy Office 15 2 (4] a i7
Division Totals 165 6 0 0 171
Division Director / Procurement Sves i 0 i
Office of Material Management 40 41
Division Totals 41 1 0 42
o 0
Office of State CIO 303 26 g 11 340
Divislon Totais 303 26 11 340
Agency Support 11 1 0 o 12
Executive Institute 3 1 0 0 4
Office of Intemal Operations 35 4 0 1] 359
Division Totais 49 6 0 0 55
f [ ) D 0
LA. & Performance Review 4 0 0
Division Totals

4 0 0 0 4
BcBTotals | 1104] 7] 1|  s7|f 1233]

1 pata from HRIS
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State of Bouth arslina FEB 26 2007

ﬁxemﬁﬁe BHepartment
& Hark
SECRETARY OF STATED

Bffice of the Gobernor
Execumive ORper No. 2007-06

WHEREAS, the economic health of this State is a top priority for our citizens; and

WHEREAS, as chief executive of the State, | am charged with improving the way
our state government does business; and

WHEREAS, it is necessary to determine ways in which the Executive Branch
government systems and services can be made more productive, more efficient and
less costly, while providing an emphasis on customer satisfaction and productivity; and

WHEREAS, other states and the federal government have successfully
undertaken similar efforts and identified sound management practices while enhancing
accountability and performance, thereby serving the best interests of their citizens.

NOW, THEREFORE, | do hereby establish the Government Efficiency and
Accountability Review Committee (the “Committee”).

1. The Commitiee shall analyze the systems and services within and
provided by the South Carclina State Budget and Control Board in an
effort to propose changes which will reduce costs, increase accountability,
improve services, consolidate similar functions, return functions to the
private sector and help South Carolina become more competitive in a
world economy. :

2. The Committee shall be comprised of nine members. Five shail be
appointed by the Governor, one of whom shall serve as Chair. The State
Treasurer, the State Comptroller General, the Senate Finance Chairman
and the Chairman of the House of Representatives Ways and Means
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Executive Order No. 2007-06
Page Two

Committee, as members of the Budget and Control Board, may each
appoint one member. In making said appointments, members of the
Budget and Control Board should give consideration to persons with
expertise in areas particular to the functions of the Budget and Control
Board, such as Information Technology, Procurement Services, Fleet
Management, Retirement and Pension Services, Budget and Flnance
Insurance and Grant Services, and Real Estate.

3. The Committee shall be authorized in the furtherance of its mission to hold
public hearings, conduct site visits of the Budget and Control Board, and
take such other actions as it deems necessary and advisable.

4, The Committee will release its final report by June 15, 2007.

5. The Governor's Office and the Office of the Executive Director of the
Budget and Control Board, shall provide staff support as necessary to
assist the Committee in carrying out the directives of this Executive Qrder,

This Order shall take effect immediately.

GIVEN UNDER MY HAND AND
THE GREAT SEAL OF THE
STATE OF SOUTH CAROLINA,
THIS 2> DAY OF
FEBRUARY, 2007

MARK SANFORD

Governor

ATTES

Thde e O,

MARK HAMMOND
Secretary Of State
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Bacause our rental rate was set in 1896-97, General Services delermined that §1.52
of thal rate represented average anergy éxpenses al thal time, and we charge
usage over $1.52 per square foot as a surcharge to the tenant.

. How many agencies paid one last year and how much were they?

The loliowing agencies incutred energy surcharges as follows:

Energy Surchacpe .
Buking Agrrey FY 2006
ATRANT. Generat Ay, Gen $53513
Aproumae L Agrcutuce 4178356
Arthives I Hettrry Arcaves §185.378
Btatt Buicleg Maowse of Rep $13,860
Blatz Bukdng Legs, Par 2752
Brown PRT 5,45
Brusn Gov, Offez 12,728
Careur Cotat Aomin. $12.440
Colsniny Mits utang 602,120
Colsrtu Mely Heneure: 0
Cobrmbia Mg Rveriud $101.209
Cokrring Mils co +4.092
Orerrn OHR §20.46]
Deras s 2]
Dentvs AT/Gen 34,290
Derevs a0 $2.273
XSS Marcer St o055 L M6,55
PSS HNLer 3L a0 $2,006
DS Morth Towers 055 85,7890
B55 horth Towors ao $2,046
Frve Ports Pab, Par_ & Farcie 24,502
Five Fonis ao $2.045
Ft Custoonyl R $11,292
FH Horpoushre Mosur $097
M Offue ™ $2,05%
M Rop ] 14,499
Geoogy 44472
Giessette S $18,313
Grasaite 2] $3,046
Gressebe Cotns Retrarent $51,136
Hayne Buidryg (DHEC Laz) DMEC s 2917
Hayne Aoren DHEC [3RE:]
Keaer Greenhonse ™ $7.277
et ao 10
Mg Tamett 15,042
My Jarrett [ala} $2.046
Ruttadoe Educaton $77.530
Rutedye e $2.04
Senste Stroe! 4268,14)
Sy Ak DHEC 277,651
SrAyrock o $2,173
SrmafAyock Mrwa DHEC 3§50
Sate Livary Libtary $45.322
S2ate Tramang Center $I0,242
Surrrec W ag $3,294
Supremes Courd Corxt AQmen $1£,330
Wi Harmpton [ ¥a:} £54.564
Wade Hampton Comptroler Gen. $8,185
Vedde HampiTn o $2.273
' 42,584,437
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Comparison of CIO’s Telecomm & Data

Activity

Network Service — Local Services

Network Services — LD, Internet & Network
Network Services — Other

Data Processing Services

Data Processing Services — App Dev

Total

Activity
Voice Network

Voice Premise Technology
Enterprise Computing Mainframe

Total

Difference

Revenues

ipfivaww, budgpet. se.,

Aggregate Revenue vs Costs

as provided in the FY 2007 Activity-Based Budget
viwebfites/oo/AAl-Database/F!

dF (p. 25-29)

Amount

$10.2 Million
$12.3 Million
$ 9.1 Million
$15.7 Million
$ 2.3 Million

$ 49.6 million

as reported in the FY 2007 Gartner Group Study

Amount

$2.3 Million
$5.8 Million
$8.2 Million

$16.3 million

$33.3 million
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ConserFund Loan Program (as of May 2007}

Loan Approvals in FY 2000

LOAN NOssvninin BORROWER L G TERM (YRS ZRATE (%)]
mimgﬁ%%‘@a BiaHgton Se Wi Q8/25/99 5 4.70%
Bt ey et N

420000 TomdWare '" 5 470%

Loan Approvals in FY 2002
Pickens County Schoo! District 122101 10 1.00% $500,000.00
Wiliiamsbiing Regiona) Hospial. 0.0 03/11/02 5  1.00%| $340,000.00
e
4 2: L SO Department of Con 18 & 050em2 6 1.00% $42,500.00
4-206-02 Darlington County School District 0573102 10 1.00% $500,000.00
] - A m
Loan Approvais Ia FY 2003
BORROWER T CLOSING  TERM (YRB) iZRATE (%)] &/ AMOUNT - -
Darington County School District 0a713/02 10 1.00% $233,271.00
4-208-03 SC School for the Deaf and Blind 10/14/02 10 1.00% $219,675.00
4-209-03 SC Schoal for the Deaf and Blind 111222 10 1.00% $96,431.00
4-210-03 Division of General Services 12/03/02 4 1.00% $350,000.00
4-211-03 SC School for the Deaf and Blind 010203 5 1.00% $49,765.27
4.212.03 Trident Technical College 0415803 10 1.00% $504,208.10
421403 Greenvile County Govemmant 051903 B 1.00% $297.670.00
4.216-03 Clemson University 0527103 10 1.00% $489,534.00
421703 Division of General Services 0530103 9 1.00% $425,600.00
4-21803 Division of General Services 0530003 10 1.00% $179,975.00
Loan Approvals in FY 2004

BORROWER - CLOSING ...TERM (YRS} :RATE (%)| - AMOUNT
0712403 2 1.00%|  $27.302.50

A i
T rote ot ottt e

USC-Columbia 02/19/04 8 1.00%| $500,000.00
USC-Columbia 02/18/04 8 1.00% $500,000.00
Cherckee County School District 0911103 10 1.00% $500,000.00
Cherokeg County School District 091103 10 1.00% $500,000.00
Division of General Services 06/30/04 8 1.00% $334,475.00
Winthrop University 06/30/04 8  1.00%| $500,000.00
Winthrop University B $500,000.00
Loan Approvals in FY 2005

*AMOUNT.: .
$483,280.00
0324/05 9 . $146,310.00

BORROWER !

Office of the Adjutant General 0712105 ’
4-201-06 SC School for the Deaf and Blind 09/16/05
4-202-06 Winthrop University
Loan Approvals in FY 2007

LOAN NO BORROWER

Grand Total
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No state funds were used to print this report.




