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OFFICE OF THE

UTAH STATE AUDITOR

February 3, 2014

The Office of the Utah State Auditor has conducted A Performance Audit of State Buildings and Land and presents its
findings herewith. An accurate building inventory allows the state to account for and efficiently use valuable capital
assets, while accurate valuations limit state risk through appropriate insurance coverage and maintenance funding. The
use of other state assets, such as land, grants the state access to existing resources while limiting needs for additional
funding. Conversely, failure to maximize the use of state resources could lead to the acceptance of unnecessary risk and
cost.

This performance audit attempted to identify and evaluate the use of state-owned and state-leased buildings and land
owned by the Division of Facilities Construction and Management (DFCM). It became apparent during the course of
audit work that an accurate inventory of state-owned and state-leased buildings does not exist, complicating a full
review of the efficient use of space. While it appears that state entities have improved their use of space over the last
several years, correcting weaknesses in building procurement and inventory tracking would lead to further
improvements in overall efficiency and allow for a full review of space utilization.

Audit work, which commenced in October 2013 and concluded in December 2013, included the following:

e  Comparison of building inventories from DFCM, the Division of Risk Management (Risk Management), the
Department of Human Resource Management (DHRM), and individual state entities

e Review of applicable state statute and administrative rules

e  Physical tours of select state buildings and land

e  Comparison of actual building values with reported building values

e Discussions with staff from DFCM, Risk Management, DHRM, and state agencies

During the course of the audit, we also discovered control weaknesses in the authorization of access to office space in
the Capitol Complex. A limited review of access to electronic doors demonstrates the need for improved controls to
prevent unauthorized access to potentially sensitive information. While the limited review focused solely on access to
the Capitol Complex, similar concerns may exist in other state buildings.

Finding 1 concludes that no accurate inventory of state-owned and state-leased buildings exists. Finding 2 demonstrates
how the state could reduce annual lease payments in Salt Lake County by almost $5 million. Finding 3 shows that state
entities underinsure almost $200 million of buildings. Finding 4 demonstrates how existing state-owned land could
benefit existing operations. Finding 5 recommends improving controls over access to office space in the Capitol
Complex.

We recognize and appreciate the cooperation of the Department of Administrative Services, DHRM, the Department of
Human Services, the Department of Public Safety, and individual state entities throughout the course of this audit.
Additionally, we recognize that the Department of Administrative Services began implementing several
recommendations made in this report shortly after they were made aware of the concerns.

Sincerely,

David S. Pulsipher, CIA, CFE
Performance Audit Director
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Executive Summary

The state could improve overall accounting for owned and leased buildings and owned land. The
Division of Facilities Construction and Management (DFCM) and the Division of Risk Management (Risk
Management) require accurate building inventories to fully accomplish their agency objectives, while
the Department of Human Resource Management (DHRM) relies on building inventories to track the
physical location of state employees. The additional use of land and improved control over building
access on the Capitol Complex will also benefit the state and its taxpayers.

Finding 1: No Reliable Office Building Inventory Exists

DFCM, Risk Management, and DHRM do not individually or collectively accurately account for state-
owned and state-leased office buildings, complicating a comprehensive space utilization review. Each
data source varies greatly from the others, causing confusion about what office buildings the state
actually owns or leases. Additionally, without a clear, definitive inventory of owned and leased office
space in the state, these assets may be at risk for being uninsured or improperly utilized. Additionally, it
does not appear that DHRM has a clear accounting of where state employees are located.

Use of a congruent data source for DFCM, Risk Management, and DHRM, will allow the state to better
insure some of its most valuable assets, track employee location, accurately manage building risk, and
maintain only necessary space.

Finding 2: A Multi-State Agency Office
Building Would Reduce Leases by $4.6 Million

Twelve leases for office space in Salt Lake County could potentially be consolidated into a state-owned
building, reducing annual lease costs by almost S5 million. While leasing office space may be beneficial
for an agency whose needs may change over a short-term time horizon, the state may benefit from
housing agencies with more stable needs in state-owned buildings.

Finding 3: Undervalued Buildings Increase State
Liabilities and Reduce Capital Improvement Funding

At least 197 of all state-owned or state-leased buildings (six percent) are underinsured by a total of
almost $200 million, potentially creating an unfunded liability to the state. Some state entities have
chosen to insure buildings based on their historical value, without adjustments for the buildings’ actual
replacement costs. We recommend that the Legislature require state entities to insure their buildings
based on their replacement costs, or receive an exemption from Risk Management.

Although Risk Management is responsible to ensure that insured entities do not accept unapproved
risks, it also covers the costs of uninsured damages without repercussion to the state entity. In order to
increase individual state entity accountability, we recommend that Risk Management charge state
entities an appropriate coinsurance or other penalty on damages in excess of the insured value.
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In addition to increasing the state’s liability, undervaluing state buildings improperly alters the amount
of capital improvement funding necessary to maintain buildings. The State Building Board would receive
up to an additional $2.2 million per year by valuing these 197 buildings at their actual replacement
value.

Finding 4: The Use of State Land Would Benefit State Entities

DFCM owns parcels of vacant land throughout the state that could be used to benefit state agency
operations and functions. Additionally, if the land were privately owned, property taxes generated from
the developed land could benefit state and local governments.

Development of up to 280 acres of vacant land near the Utah State Developmental Center (USDC) could
provide funding for dilapidated USDC buildings and infrastructure, improving the overall quality of care
for more than 200 individuals. Proceeds from the use of this land are statutorily obligated to be used by
the Division of Services for People with Disabilities.

DFCM owns 10 acres of land in Salt Lake City that could be sold or developed to benefit the state. This
land, known as the “white ball field,” sits directly south of the State Fairpark and a newly-completed
Trax stop between Downtown Salt Lake City and the Salt Lake City International Airport. While the state
is statutorily obligated to lease this land to the State Fair Corporation until 2017, we recommend that
DFCM begin proposing options for how the sale or development of this land could best benefit the state
and its taxpayers. The State Fair Corporation currently uses this land for parking for the annual 11-day
State Fair.

DFCM owns two other lots in northern Utah that will not likely be used by the state in the near future. It

appears that DFCM may own additional lots that are currently unknown. Therefore, we recommend
that DFCM identify all owned vacant land and create a plan for its present or future use.

Finding 5: Unmonitored Building Access Threatens Capitol Security

Access to office space in the Capitol Complex is not always controlled and monitored, jeopardizing the
security of sensitive data retained by state entities housed in the buildings. More than 89 percent of
employees who have access to offices for two state entities housed in the Capitol Complex are non-
entity employees and were not approved to have access by the individual office directors. Most of
these non-entity personnel, including some non-state employees, have unrestricted access to office
space.

Electronic access cards are not always deactivated immediately upon termination or job reassignment.
Additionally, it does not appear that lost access cards are deactivated when a new access card is issued.
Regular updates and reviews, in addition to greater scrutiny of necessary access, could minimize the risk
of unauthorized access to offices in the Capitol Complex.
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Background

According to the Division of Facilities Construction and Management (DFCM)—a division within
the Department of Administrative Services (DAS)—state entities occupy 265 office buildings
throughout the state.® According to the state Administrative Services Code (Utah Code 63A)
DFCM has the duty to

“[S]upervise and control the allocation of space, in accordance with legislative
directive through annual appropriations acts or other specific legislation, to the
various departments, commissions, institutions, and agencies in all buildings or
space owned, leased, or rented by or to the state, except capitol hill facilities and
capitol hill grounds and except as otherwise provided by law.”

DFCM also has the statutory responsibility to “hold title to, in the name of the division, all real
property, buildings, fixtures, or appurtenances owned by the state or any of its agencies.” With
the exception of Department of Transportation projects, DFCM oversees all state agency
construction projects that exceed $100,000.

Additionally, DFCM oversees the acquisition and, at times, maintenance of leased space.
Statute requires DFCM to “lease, in the name of the division, all real property space to be
occupied by an agency.” Therefore, state entities subject to the Administrative Services Code
should coordinate space needs with DFCM, which ultimately identifies reasonable space and
negotiates the terms of occupancy.

Another division within DAS—the Division of Risk Management (Risk Management)—insures
against building and content loss and personal accidents and is required to “maintain records
necessary to fulfill the requirements of the [Administrative Services Code].” In addition to
insuring buildings, Risk Management also provides a list of building values to the State Building
Board (Board) and the Legislature for the appropriation and prioritization of capital
improvement funds. The Legislature may appropriate an estimated 1.1 percent of building
replacement costs for capital improvements, and appropriated 0.9 percent in fiscal years 2013
and 2014.

! Finding 1 of this report cites concerns that DFCM does not have a complete inventory of office buildings and
facilities used by state entities. By comparison, the Division of Risk Management cites 792 office buildings
occupied by state entities while the Department of Human Resource Management accounts for approximately 316
unique office buildings. It appears DFCM may misclassify some office buildings actually in use in addition to not
maintaining an accurate office building inventory. Higher education and public education facilities were not
reviewed for this audit.
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The Board, which is composed of eight members, recommends a prioritized list of capital
improvement projects and building requests to the governor and the Legislature. The Board
includes seven members who are appointed by the governor. The executive director of the
Governor’s Office of Management and Budget also serves on the Board as a non-voting
member, and a DAS employee serves as staff to the Board. The seven voting members, who
each serve four-year terms, represent the following geographical areas:

Cedar City e Salt Lake City
Logan e St. George
Ogden e Vernal
Orem-Provo

Separate from DAS, the Department of Human Resource Management (DHRM) also maintains
an inventory of state buildings, though it is not necessarily a requirement of the department’s
function. This list serves as a mechanism to account for state employees and could be useful in
case of an extraordinary event in which it were necessary to identify which employees work in a
given building. Though DFCM tracks the number of employees in a specific building, the
division does not necessarily independently track individual employees.

The building inventory prepared by DHRM is independent from inventories maintained by
DFCM, Risk Management, and individual state entities. The DHRM building inventory is
generally updated by human resource employees after receiving notification from the state

entity.
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No Reliable Office Building

Finding 1 Inventory Exists

The Division of Facilities Construction and Management (DFCM), the Division of Risk
Management (Risk Management), and the Department of Human Resource Management
(DHRM) do not individually or collectively accurately account for state-owned and state-leased
office buildings, complicating a comprehensive space utilization review. Each data source
varies greatly from the others, causing confusion about what office buildings the state actually
owns or leases. Additionally, without a clear, definitive inventory of owned/leased office space
in the state, these assets may be at risk for being uninsured or improperly utilized. Additionally,
it does not appear that DHRM has a clear accounting of where state employees are located.

Use of a congruent data source for DFCM, Risk Management, and DHRM, will allow the state to
better insure some of its most valuable assets, track employee location, accurately manage
building risk, and maintain only necessary space.

Inconsistencies Exist Between DFCM, Risk
Management, and DHRM Office Building Inventories

No entity in the state has a comprehensive and accurate accounting of owned and leased
buildings and office space used by state entities. Though DFCM and Risk Management have
recently increased the reliability of the state’s building inventory, none of the databases
accurately reflects the facilities actually used by state entities. An accurate accounting of
buildings would help DFCM, Risk Management, and DHRM to fulfill their individual obligations
and to realize their individual missions.

Figure 1.1 shows the intersection of data from these three data sources. With the exclusion of
areas A, C, and G, each area represents a match with at least one other data source. Though
some office buildings found in areas A, C, and G may refer to the same building, we were
unable to definitively match the office buildings due to a lack of information (e.g., no address,
vague description, wrong/conflicting addresses, improper classification, etc.) in at least one of
the databases. Ideally, DFCM, Risk Management, and DHRM should have a similar record of
facilities used.
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Inventory of Office Buildings Leased/Owned by State Agencies. DFCM,

Figure 1.1 Risk Management, and DHRM each maintain separate building databases.

B 17 2. DFCM Data
265 Buildings

1. DHRM Data
316 Buildings

3. Risk Management Data
792 Buildings

992 Total Entries

Source: OSA Analysis

Figure 1.1 demonstrates the differences between the state office building inventories of three
state entities that rely on accurate building inventories.

Despite the independence of each database, Risk Management and DFCM use the same asset
identification number when accounting for buildings. Risk Management assigns this number to
new buildings as well as to new renovation/construction projects. However, in some situations,
when the renovation is complete, Risk Management does not necessarily delete the temporary
asset identification number, which results in one building having multiple asset identification
numbers. Despite this concern, the asset identification number facilitates matching the Risk
Management and DFCM databases.

In order to identify buildings from the DHRM database that matched these sources, we
compared addresses and/or office building names or descriptions. The building identification
number that DHRM uses to identify buildings and employee locations is self-generated and
unrelated to the asset identification number that Risk Management and DFCM use. There does
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not appear to be any coordination between DHRM and the other data sources regarding
tracking owned and leased buildings used by state agencies.

Potentially Misclassified Buildings Complicate Data Comparisons and Limit the Ability to
Complete a Comprehensive Review of Office Space. While DFCM and Risk Management, two
divisions of the same state agency (the Department of Administrative Services), only share 195
office buildings in their separate databases (see areas E and F), part of the discrepancy may be
due to misclassified buildings. For example, an additional 269 buildings match in both
databases; however, these buildings are classified as “office” buildings in Risk Management’s
database and “miscellaneous” in DFCM’s database. While it appears that many of the buildings
classified as “miscellaneous” by DFCM may in fact be office buildings, the actual function of
these buildings is unclear.

We are concerned that no state entity has an accurate inventory of office buildings.
Notwithstanding potentially misclassified buildings, DFCM still has 70 office buildings that are
not in Risk Management’s database (see areas B and C), while Risk Management has 328
buildings for which DFCM does not account (see areas D and G, less 269), assuming all 269
“miscellaneous” buildings in DFCM’s database that are classified as office buildings by Risk
Management are indeed office buildings. Improved coordination between these two divisions
will help to ensure that all state-owned and state-leased buildings are identified and used
efficiently.

Incomplete Databases Hinder DFCM'’s Ability
To Accomplish its Obligations and Mission

Among other duties, the State Administrative Services Code requires that DFCM:

e “supervise and control the allocation of space... to the various departments,
commissions, institutions, and agencies in all buildings or space owned, leased, or rented
by or to the state...

e acquire... and hold title to, in the name of the division, all real property, buildings,
fixtures, or appurtenances owned by the state or any of its agencies...

e collect and maintain all deeds, abstracts of title, and all other documents evidencing title
to or interest in property belonging to the state or any of its departments...”

Therefore, DFCM bears a responsibility of keeping an accurate database of buildings owned and
leased by the state. Collaborating with other state entities that use relevant information about
buildings, such as Risk Management and DHRM, will increase the accuracy and reliability of
DFCM’s database. Additionally, increased collaboration will further help Risk Management and
DHRM to accomplish their agency objectives relative to the use of buildings.

Figure 1.1 identifies 482 office buildings found in area G that are unaccounted for by both
DHRM and DFCM. Upon closer analysis, it appears that many of the office buildings in this area
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are, in fact, used by the agencies. This could mean that either DFCM does not have record of
many of these office buildings in their own building inventory or DFCM misclassified office
buildings. Regardless of the reason, we are concerned that DFCM does not have an accurate

office building inventory.

Since DFCM is responsible for negotiating leases and maintaining most buildings owned and
leased by the state, they should have an accurate inventory of office buildings used by state
agencies. However, DFCM’s database is incomplete and inaccurate. The potential effects of
office buildings being accurately or inaccurately accounted for in each of the areas in Figure 1.1
are varied. Figure 1.2 shows potential effect of existing or non-existing office buildings in each

of the areas.

Potential Negative Effects of Inaccurate Accounting of Office Buildings.

Figure 1.2

owned and state-leased office buildings.

None of the three data sources provide an accurate accounting of state-

Area Source

A DHRM only
B DHRM/DFCM
C DFCM only
DHRM/Risk
D
Management
E DHRM/DFCM/Risk
Management
DFCM/Risk
F
Management

Risk Management
only

Potential Negative Effect if Office

Building Does Exist

Uninsured office building and
contents; DFCM did not procure
lease on and/or is not maintaining
existing office building

Uninsured office building and
contents

Uninsured office building and
contents; DHRM not aware of
accurate employee location
DFCM did not procure lease on
and/or is not maintaining existing
office building

N/A (Ideal location)

DHRM not aware of employees’
location

DHRM not aware of employees’
location; DFCM did not procure
lease on and/or is not maintaining
existing office building

Potential Negative Effect if Office
Building Does NOT Exist

DHRM not aware of accurate
employee location

DFCM has an inaccurate office
building inventory; DHRM not
aware of accurate employee
location

DFCM has an inaccurate office
building inventory

Agency insures building not in use;
DHRM not aware of accurate
employee location

DFCM has an inaccurate office
building inventory; Agency insures
building not in use; DHRM not
aware of accurate employee
location

DFCM has an inaccurate office
building inventory; Agency insures
building not in use

Agency insures building not in use

Source: OSA Analysis
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If DFCM, Risk Management, and DHRM used the same inventory tracking system, all office
buildings would fall into area E. However, only 54 of all office buildings reported fall into this
category, though the state likely uses more than 250 buildings.2 Inconsistencies found in the
data may further undermine the public’s confidence in the state’s ability to track some of its
most valuable assets. Therefore, we recommend that DFCM, Risk Management, and DHRM
collaborate to accurately account for state buildings and employee locations.

State Entities Do not Appear to Properly Insure Leased Office Space

Many of the office buildings found in areas B and C of Figure 1.1 were no longer listed in Risk
Management’s inventory because, according to Risk Management, they are terminated leases.
Further analysis showed that many of these buildings are still being leased and used by state
agencies. When a building is leased by the state, rather than owned, Risk Management
generally insures the contents of the buildings as well as accidental liability, but it does not
insure the building itself.

A Driver License Division (DLD) leased office building in Logan demonstrates our concern. This
building’s asset identification number is identified only in DFCM’s database. Though Risk
Management’s database includes a DLD office in Logan, this building has a different asset
identification number and does not include an address, which makes it appear to be a different
building.

The Department of Public Safety, which oversees DLD operations, also claims it currently uses
the building identified in DFCM’s database. Assuming Risk Management and DHRM are not
aware of this building, it is not insured nor does DHRM know that state employees are located
at this site. We are concerned that this building, which welcomes citizens each day, is not
properly insured for accidental liability, nor are the building’s contents insured. The state,
however, would still likely bear compensatory obligations should a legitimate accidental claim
be filed.

The lack of coordination between state entities that bear a responsibility to account for the
accurate location of state buildings and employees presents unnecessary risks to the state. In
order to reduce this liability to the state, we recommend that DFCM, Risk Management, and
DHRM coordinate efforts to account for all office buildings. This effort should include regular
updates as building needs change.

’ Due to discrepancies in each of the buildings databases, we were not able to determine the exact number of
office buildings used by state agencies. Recommendations of this finding suggest that DFCM , Risk Management,
and DHRM should coordinate efforts to identify all owned and leased buildings.
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Risk Management Should Pro-Rate Annual
Insurance Premiums When Necessary

While it appears that the existence of some of the office buildings located in area G reflects an
error/deficiency in DFCM and DHRM databases, there may be some buildings in Risk
Management’s records that are no longer in use, even though state entities continue to pay
insurance premiums. Risk Management conducts an annual survey of agencies to update their
building inventory records and insurance premium calculations. If Risk Management learns
about a new building after September 1, the state entity does not pay the premium until July of
the next year because Risk Management does not pro-rate the annual premium. Similarly,
state entities must inform Risk Management about buildings no longer in use by the time of the
annual survey in July to avoid paying the annual premium.

In order to more accurately insure buildings, we recommend that Risk Management prorate
annual insurance premiums for buildings that begin operation after July 1.

DHRM Does Not Know the Physical Location of Some State Employees

Due to insufficient coordination with state agencies, DHRM does not accurately account for the
physical location of employees. Though tracking office buildings is not necessarily a required
DHRM duty, it may be necessary to locate individual employees, especially in an emergency
situation. Additionally, employee counts would be necessary to conduct a thorough review of
space utilization of state buildings. Without an accurate employee count in each building, it is
unclear whether state entities are appropriately using allocated office space. Coordination with
DFCM and Risk Management may enable DHRM to further comply with its statutorily-defined
duty of “render[ing] assistance to state agencies in performing their missions.”

Additionally, DHRM does not always identify an employee’s physical location when an
employee moves to a different office building, nor does DHRM remove office buildings no
longer used in a timely manner. This causes confusion about where an employee is actually
working and how many employees are present at any given location. As a result, DHRM'’s
database is inaccurate and incomplete. Coordination with DFCM and Risk Management will
help DHRM to identify the location of employees.
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Recommendations

1. We recommend that the Division of Facilities Construction and Management establish
and maintain an accurate inventory of state-owned and state-leased buildings.

2. We recommend that the Division of Facilities Construction and Management coordinate
with the Division of Risk Management and the Department of Human Resource
Management to ensure that they account for all owned and leased office buildings that
they oversee.

3. We recommend that the Division of Risk Management prorate annual insurance
premiums for buildings that begin operation after July 1.
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A Multi-State Agency Office Building

Finding 2 Would Reduce Leases by $4.6 Million

Twelve leases for office space in Salt Lake County could potentially be consolidated into a state-
owned building, reducing annual lease costs by almost $5 million. While leasing office space
may be beneficial for an agency whose needs may change over a short-term time horizon, the
state may benefit from housing agencies with more stable needs in state-owned buildings.
Figure 2.1 lists the 12 leases that could potentially be consolidated in a multi-agency state office
building.

The State Could Reduce State Agency Housing Costs by Consolidating
Figure 2.1 12 Leases. Each of these leases will likely require an office space in Salt
Lake City for the foreseeable future.

Building Function Square Feet  Annual Lease*
Health IT Development Salt Lake City 25,000 $20