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MINUTES OF STATE BUDGET AND CONTROL BOARD MEETING


August 12, 2010  --  10:30 A. M.
The Budget and Control Board (Board) met at 10:30 a.m. on Thursday, August 12, 2010, in the Governor's conference room in the Wade Hampton Office Building, with the following members in attendance:

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

Mr. Richard Eckstrom, Comptroller General; 

Senator Hugh K. Leatherman, Sr., Chairman, Senate Finance Committee; and
Representative Daniel T. Cooper, Chairman, Ways and Means Committee.
Governor Mark Sanford, Chairman, participated in the meeting via telephone.
Also attending were Budget and Control Board Executive Director Frank Fusco; Chief of Staff William E. Gunn and Division Directors Dianne Poston and Rich Roberson; General Counsel Edwin E. Evans; Governor’s Deputy Chief Counsel Brandon Gaskins; Deputy State Treasurer Frank Rainwater; Comptroller General’s Chief of Staff James M. Holly; Senate Finance Committee Budget Director Mike Shealy; Ways and Means Committee Chief of Staff Beverly Smith; Board Secretary Delbert H. Singleton, Jr., and other Budget and Control Board staff.  

[Secretary’s Note:  The Board met immediately following a meeting of the State Education Assistance Authority, the members of which are the Budget and Control Board members, ex officio.]
Adoption of Agenda for Budget and Control Board
The Board adopted the agenda as proposed.

Employee Insurance Program:  State Health Plan Benefits and Contribution Rates Effective January 1, 2011 (Regular Session Item #1)
Section 1-11-710(A)(2) of the South Carolina Code of Laws requires that the Board approve the State Health Plan benefits and contributions for the upcoming calendar year by August 15th of each year.  The General Assembly has fully funded the Plan in the FY 2010-2011 Appropriations Act sufficient to sustain the current program through Plan Year 2011.  The General Assembly funded a 10.3% aggregate increase in employer contributions due primarily to health care expenditure growth and plan changes required by federal healthcare reform legislation (PPACA) (1.37%), the provisions of the Wellstone-Domenici Mental Health Parity Act (.25%) and an obesity surgery pilot project mandated by Proviso 80A.55 (.17%).  

Mr. Eckstrom asked what the State is required to do with regard to the healthcare reform legislation given the percentage impact on increased cost.  Steve Van Camp, Director of the Employee Insurance Program, appeared before the Board on this matter.  Mr. Van Camp stated that the price tag that goes along with that percentage is $19.34 million.  He said the State’s plan is considered a grandfathered plan that was in existence as of March 23, 2010, when the healthcare legislation passed.  He said the three items for discussion are the only items that apply to the State.  He said the items are extending coverage to dependants up to age 26, removing the lifetime maximum benefit, and removing pre-existing conditions for those under 19 years of age.  Mr. Eckstrom asked whether that created the additional $19.34 million in costs to which Mr. Van Camp replied that was correct.  


Mr. Eckstrom asked what the dollar amount was for the obesity surgery pilot project.  Mr. Van Camp said that the cost will be about $2.4 million.  He noted the cost will be $23,000 to $24,000 per surgery.  Mr. Eckstrom asked if this is being done to demonstrate some savings.  Mr. Van Camp responded that if the bariatric surgery was safe enough and did not involve complications there would be savings in the future by reducing obesity.  He said the pilot includes lap band and gastric bypass surgery.  Mr. Fusco said that the pilot is limited to 100 test cases that will be tracked.  Mr. Eckstrom said that since roughly $2.5 million is being spent there must be an expectation that there will be $2.5 million in savings.  Mr. Van Camp said that one would hope so.  Mr. Fusco commented this project is mandated by law.  He stated that there are those who believe there will be savings and those who believe there is not yet enough information to make a determination.  Mr. Eckstrom said that medical history should be enough to establish whether there are savings.  Mr. Van Camp stated that the participants would be tracked for 18 months.


Mr. Eckstrom asked whether the health plan had an obesity prevention or reduction component.  Mr. Van Camp stated that Prevention Partners, a program within the Employee Insurance Program, has weight loss management programs.  He said those programs have been offered for a number of years and that they are planning to expand a number of those programs.  He said they have found doing things like a “biggest loser” type competition are successful, but that it is difficult to get people to participate in the program.  


In further discussion, Mr. Eckstrom asked whether the Board was being asked to approve an increase in the employer contribution rate.  Mr. Van Camp said that is correct.  Mr. Eckstrom asked how that amount is budgeted for this to be included in the budget.  Mr. Fusco said that there is about $48 million in a separate section of the budget.  Mr. Eckstrom asked how the General Assembly would have known how much this program would cost.  Mr. Van Camp said there is a process they go through each year with the General Assembly to determine what the plan’s needs are.  He said the actuaries tell them what is needed.


Mr. Eckstrom further asked if the trust fund is being funded.  Mr. Fusco said to the extent funds are available under the formula each year the trust fund receives money on December 31st.  Mr. Van Camp said the trust fund receives funding above 140% of what is expected to be paid out.  Mr. Fusco said the trust fund received money last year and presumably it will receive money this year.  Mr. Eckstrom also asked if there is a projection that this year’s budget will contain a component that will benefit the trust fund so that the fund will begin to amortize some of the unfunded obligations that now exist.  Mr. Van Camp said there was a small appropriation component of a couple of million dollars, but they do not know what the IBNR (incurred but not reported) number will be for this year.  Mr. Eckstrom inquired about what the actuaries have said needs to be funded in the trust fund.  Mr. Van Camp said the actuaries have indicated that the ARC (annual required contribution) would be about $800 million for the year ending June 30, 2011.  Mr. Eckstorm asked what is planned to be put into the ARC.  Mr. Van Camp said there will be contributions from the Retirement Systems that is about $260 million.  He said they do not know what the IBNR component will be and there is about $2.3 million in the budget for it.  Mr. Fusco commented that the trust fund currently has a little over $400 million in it.  He said this is in the billion dollar carry-forward figure that is talked about.  

Upon a motion by Senator Leatherman, seconded by Mr. Cooper, the Board approved the annual State Health Plan benefits and contribution rates as presented to become effective January 1, 2011.

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

Office of State Budget:  Real Property Acquisitions (Regular Session Item #2)
Upon a motion by Mr. Cooper, seconded by Senator Leatherman, the Board approved the following property acquisition and permanent improvement project budget increase as recommended by the Office of State Budget:
	
	Agency:
	Tri-County Technical College

	
	Acreage:
	5.1± acres with a 43,008 square foot office/warehouse facility

	
	Location:
	At 5321 US Highway 76 in Anderson

	
	County:
	Anderson County

	
	Purpose:
	To relocate Industrial and Engineering Technology Welding and HVAC programs to a modern facility.

	
	Appraised Value:
	$1,165,000

	
	Price/Seller:
	$975,000 / Howard Alternatives, Inc., Iowa Falls, Iowa

	
	Source of Funds:
	Other,  Local

	
	Project Number:
	H59-6018

	
	Environmental Study:
	Approved

	
	Building Condition Assessment:
	Approved

	
	Additional Annual Op Cost/SOF:
	Additional annual operating costs are anticipated to be $60,000 and will be paid from local county funds.  The facility will be renovated at an estimated cost of $2.7 million to be paid from local and federal ARRA stimulus funds.

	
	Current Year Property Tax:
	$19,857

	
	Approved By:
	CHE on 8/4/10;  JBRC on 8/5/10

	
	Additional Information:
	This request also includes approval of an increase to the permanent improvement project budget of $990,000 from the fund source noted above.



Information relating to this matter has been retained in these files and is identified as Exhibit 2.
University of South Carolina:  $19,500,000 Principal Amount Athletic Facilities Revenue Bonds, Series 2010A, of the University of South Carolina (Regular Session Item #3)

The Board was asked to adopt a resolution to provide for the issuance and sale of $19,500,000 Principal Amount Athletic Facilities Revenue Bonds, Series 2010A, of the University of South Carolina, authorizing the issuance and sale of Athletic Facilities Revenue Bond anticipation notes pending the issuance of the Athletic Facilities Revenue Bands, and authorizing the issuance and sale of Athletic Facilities Revenue Refunding Bonds.

The proceeds of the bonds will be used for the purposes of (i) constructing and renovating various athletic facilities, including a parking facility, coaches support building, garage and maintenance facility, facilities infrastructure, and spring sports venues (collectively the “projects”), (ii) reimbursing the University for capital expenditures previously made in connection with, and paying the costs of, constructing and equipping the projects including capitalized interest on the Series 2010A bonds, if any; (iii) funding the Series  2010A Debt Service Reserve Fund or purchasing a debt service reserve fund substitute, if any, (iv) paying certain costs and expenses relating to the issuance of the Series 2010A Bonds, including a municipal bond insurance premium, if any, and (v) providing funds for the refunding of certain outstanding University Athletic Facilities Revenue Bonds.


Mr. Eckstrom asked if the revenue source would be ticket sales.  Rick Kelly with the University of South Carolina said the revenue source is athletic revenues from ticket sales.  

Upon a motion by Senator Leatherman, seconded by Mr. Cooper, the Board adopted a resolution providing for the issuance and sale of $19,500,000 Principal Amount Athletic Facilities Revenue Bonds, Series 2010A, of the University of South Carolina, authorizing the issuance and sale of Athletic Facilities Revenue Bond anticipation notes pending the issuance of the Athletic Facilities Revenue Bonds, and authorizing the issuance and sale of Athletic Facilities Revenue Refunding Bonds.

Information relating to this matter has been retained in these files and is identified as Exhibit 3.

Office of General Counsel:  Authorization of the Engagement of Legal Counsel in the Litigation Entitled Hutto, et al., vs. SC Retirement Systems, et al. (Regular Item #4)

Litigation has been brought by government workers who have retired from one of the State retirement systems to be relieved of the statutory obligation to make contributions to the retirement trust fund.  Plaintiffs challenge the constitutionality of the statutes.  Payment of legal defense cost is provided pursuant to the terms of the SC Retirement Systems’ prepaid legal defense insurance coverage and, therefore, payment of counsel will be reimbursed by insurance.

The Board was asked to authorize the continued engagement of Sowell Gray Stepp & Laffitte, LLC, to work with the Office of General Counsel in defense of this and related litigation.  This firm is currently representing the state in similar claims.  The firm has agreed to work for previously approved government defense rates. Bobby Stepp will serve as lead counsel responsible for the engagement.


Mr. Eckstrom asked what the expected legal costs will be.  Mr. Evans said that a litigation budget has not yet been received nor has counsel been engaged.  Mr. Evans explained that these are similar constitutional challenges that have been brought in three other lawsuits in which the Retirement Systems has been successful in those three lawsuits with this same law firm.  He noted this is the first suit that has been brought in federal court in relying exclusively on federal constitutional challenges.  He said that they are confident in their approach and defense that the legislation is constitutional.  Mr. Eckstrom further asked if the plaintiffs are working retirees who came on after July 2005.  Mr. Evans said the plaintiffs are those who were employed before July 2005 as well as those after that time.  Mr. Eckstrom asked if there has been a state court decision that has gone the way of plaintiffs employed before July 2005.  Mr. Evans said there was one aspect of the Layman case where a group of plaintiffs on the TERI plan were deemed by the Supreme Court to a have contractual entitlement or right not to make a contribution during the period of their active TERI.  Mr. Eckstrom said that the plaintiffs in this case are more than TERI employees to which Mr. Evans responded that is correct.  Mr. Evans said that these are people who retired from one of the public plans and at some point returned to covered employment.  


In further conversation, Mr. Eckstrom asked what the Board’s prepaid legal limit coverage is.  Mr. Evans said the Board is not a defendant in this particular action.  He said the Retirement Systems is the named defendant.  Mr. Eckstrom asked what the limitation is for the Retirement Systems.  Mr. Evans said because of lawsuits against the Retirement Systems over the last few years the limits have been increased.  Mr. Eckstrom asked if there is confidence that the legal costs will come within the limits of the litigation coverage.  Mr. Evans said there is confidence that the legal costs will come within the annual limit.  


Mr. Eckstorm asked if it is likely that the case will be resolved during the fiscal year.  Mr. Evans said it is not likely the case will be resolved during the fiscal year.

Upon a motion by Mr. Eckstrom, seconded by Mr. Cooper, the Board authorized the engagement of Sowell Gray Stepp & Laffitte, LLC, to continue to represent the Board, the SC Retirement Systems, and officials in litigation related to the challenge of the contribution statutes.

Information relating to this matter has been retained in these files and is identified as Exhibit 4.

Executive Session


Upon a motion by Senator Leatherman, seconded by Mr. Eckstrom, the Board agreed to consider the following item, which had been published previously, in executive session, whereupon Governor Sanford declared the meeting to be in executive session:
1. Department of Commerce


Contractual Matter

Report on Matters Discussed in Executive Session 


Following the executive session, the meeting was opened, and the Board voted on the following item that had been discussed during executive session.  

(a)
Department of Commerce:  Contractual Matter (Executive Session Item #1)


Senator Leatherman stated that during executive session the Board was briefed by Commerce relative to a contractual matter.  He said based on that briefing he has a motion that he would have Mr. Fusco read for the Board.  Mr. Fusco read the following motion:

At the request of the Department of Commerce, the Board authorizes the Department of Commerce to enter into the transactions and undertake the acquisitions including those related services that are or may be necessary to implement Project 2010.  The information about the transaction and acquisitions will be made public after public announcement of the project and finalization of the agreements.


Upon a motion by Mr. Cooper, seconded by Senator Leatherman, the Board, as requested by the Department of Commerce, authorized the Department to enter into the transactions and to undertake the acquisitions, including those for related services that are or may be necessary to implement Project 2010.  The information about the transactions and acquisitions will be made public after public announcement of the project and finalization of the agreements.
Adjournment

The meeting was adjourned at 11:10 a.m.


[Secretary's Note:  In compliance with Code Section 30-4-80, public notice of and the agenda for this meeting were posted on bulletin boards in the office of the Governor's Press Secretary and in the Press Room, near the Board Secretary's office in the Wade Hampton Building, and in the lobby of the Wade Hampton Office Building at 10:15 a.m. on Wednesday, August 11, 2010.]

