
]Report m:o 

A Limited Review of the Rankin County Board of Education's 
Purchase of Fire and Extended Coverage Insurance 

July 21, 1992 

#288 

The Rankin County School District purchased fire and extended coverage 
insurance on April 22, 1992, for an annual premium of $42,949. Although the 
school district's purchase of such insurance was exempt from state purchasing 
laws, the board's evaluation of bids received was flawed. 

The school district determined the bid submitted by Great American 
Insurance Company to be the "lowest and best" because, although the bid was not 
the lowest monetarily, the district considered evaluation criteria not contained in 
the formal request for proposals. If state purchasing laws had been applicable to 
the school district's purchase of insurance, the district's evaluation process 
would have violated state purchasing laws. 

PEER recommends that the Legislature amend state purchasing laws 
(MISS. CODE ANN. Section 31-7-13 [1972]) by deleting the exemption which allows 
governing authorities to purchase fire, automobile, casualty, and liability 
insurance without first receiving sealed, competitive bids. 
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PEER: THE MISSISSIPPI LEGISLATURE'S OVERSIGHT AGENCY 

The Mississippi Legislature created the Joint Legislative Committee on 
Performance Evaluation and Expenditure Review (PEER Committee) by 
statute in 1973. A standing joint committee, the PEER Committee is 
composed of five members of the House of Representatives appointed by the 
Speaker and five members of the Senate appointed by the Lieutenant 
Governor. Appointments are made for four-year terms with one Senator 
and one Representative appointed from each of the U. S. Congressional 
Districts. Committee officers are elected by the membership with officers 
alternating annually between the two houses. All Committee actions by 
statute require a majority vote of three Representatives and three Senators 
voting in the affirmative. 

An extension of the Mississippi Legislature's constitutional prerogative 
to conduct examinations and investigations, PEER is authorized by law to 
review any entity, including contractors supported in whole or in part by 
public funds, and to address any issues which may require legislative 
action. PEER has statutory access to all state and local records and has 
subpoena power to compel testimony or the production of documents. 

As an integral part of the Legislature, PEER provides a variety of 
services, including program evaluations, economy and efficiency reviews, 
financial audits, limited scope evaluations, fiscal notes, special 
investigations, briefings to individual legislators, testimony, and other 
governmental research and assistance. The Committee identifies 
inefficiency or ineffectiveness or a failure to accomplish legislative 
objectives, and makes recommendations for redefinition, redirection, 
redistribution and/or restructuring of Mississippi government. As directed 
by and subject to the prior approval of the PEER Committee, the 
Committee's professional staff executes audit and evaluation projects 
obtaining information and developing options for consideration by the 
Committee. The PEER Committee releases reports to the Legislature, 
Governor, Lieutenant Governor, and agency examined. 

The Committee assigns top priority to written requests from individual 
legislators and legislative committees. The Committee also considers 
PEER staff proposals and written requests from state officials and others. 
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A Limited Review of the Rankin County Board of Education's 
Purchase of Fire and Ext.ended Coverage Insurance 

INTRODUCTION 

Authority 

At its May 26, 1992, meeting, the PEER Committee began a review of 
the Rankin County Board of Education's awarding of a fire and extended 
coverage insurance bid. The Committee acted in accordance with MISS. 
CODE ANN. Section 5-3-57 (1972). 

Scope and Purpose 

In response to a legislative request, PEER sought to determine the 
criteria utilized by the Rankin County Board of Education to select the 
successful insurance bidder. 

Methodology 

In performing this review, PEER analyzed the following records of 
the Rankin County Board of Education relative to the insurance bid: 

• request for proposal (RFP) specifications;

• bid tabulation sheet;

• board's criteria for selecting the successful insurance bidder;
and,

• board minutes awarding the insurance bid.

Background 

The February 19 and 26, 1992, editions of the Rankin County News 
included advertisements for sealed bids for fire and extended coverage 
insurance on Rankin County Board of Education buildings and personal 
property. (See Appendix A, page 11, for proof of publication.) The board 
received and opened on April 21, 1992, four sealed bids from three 
insurance agents. The bid amounts ranged from a low of $35,792 annually 
to a high of $53,145 annually. (See Exhibit 1, page 2, for the board's bid 
tabulation sheet.) Following the bid opening, the board's insurance 
consultant, Shappley Harris, evaluated the bids and concluded that 
Wellington 



FIRE & CASUAi. TY lll!ISUL T AIITS 
7 L\Kl:LANO CIRCLE • sum 300 
JACl(Sllff, MS. 39216 
(601) 361-4396

AGENCY > 

CARRIER 

BASIC PREMIUM 

THEFT 

EARTHQUAKE 

TOTAL ANNUAL 

PREMIUM 

1991 STATEMElil DF YALIIES 

$ 

$ 

$ 

$ 

TOTAL PROPERTY YALUES $ 40,169,880.00 

CO-INSURANCE FACTOR 9Gi 

INSURANCE AMOUNT ! 36,152,892.00

EXHIBIT! 

BID TABULATION SHEET, FIRE AND EXTENDED 
COVER.AGE INSURANCE BIDS, RANKIN COUNTY 

SCHOOL DISTRICT, APRIL 1992 

GOBDON 

A.I.G.

53,145.00 

INC. 

INC. 

53,145.00 

RAlll(IM COUNTY BOARO OF EDUCATIOII 

PIJSL!C INSTITUTIONAL PROPERTY INSUIWICE BID 

APRIL 11, 1!192 

WELLINGTON IIELLINGTON SEALS GAIN/NATIONWIDE 

G. AMERICAN TRAVELERS NORTHBROOK 

$ 37,418.00 $ 40,513.00 $ 35,792.00 $ NO BID 

$ 3,904.00 $ INC. $ INC. $ 

$ ·1,627.00 $ INC. $ INC. $ 

$ * 42,949.00 $ 40,513.00 $ ** 35,792.00 $ 

MISSISSIPPI STATE RATINS'BUREAU 
BI.A/lffi AVERAGE RATES 

MAY !, 1992 

BASIC RATE $ .491 PER HUNDRED X $36,152,892 • $177,510.70 

IHC. THEFT $ .060 PER HUNDRED X $36,152,892 • $ 21,691.74 

EARTHQUAKE $ .031 PER HUNDRED X $36,152,892 • $ U,107.40 

MSRS PRENIUM $ .582 PER HUNDRED • $110,409.84

' 3 YEAR PREJIIUM GUARANTEE 

" AGENCY NOT LOCATED iITHIN 
CHOOL DISTRICT 



Associates' bid for Great American Insurance Company was "lowest and 
best." Harris told the Rankin County Board of Education that the $42,949 
guaranteed annual premium contained in the Great American bid was the 
board's "most prudent option." During its April 22, 1992, meeting, the 
board accepted Harris's recommendation and awarded the school district's 
fire and extended coverage insurance contract to Wellington Associates. 
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FINDINGS 

Based on information provided by the board's insurance consultant, 
PEER concludes that although the Rankin County Board of Education's 
purchase of insurance was exempt from state purchasing laws, the board's 
evaluation of bids received was flawed. 

Although state purchasing laws do not require governing autho1ities to 
receive sealed, competitive bids for the purchase of insurance, the Rankin 
County Board of Education chose to do so for its recent purchase of fire and 
extended coverage insurance. 

MISS. CODE ANN. Section 31-7-13 (1972) establishes purchasing bid 
requirements for state agencies and governing authorities. Subsection (m) 
(xiii) of Section 31-7-13 exempts from bid requirements "purchases of
contracts for fire insurance, automobile insurance, casualty insurance and
liability insurance by governing authorities." Therefore, the Rankin
County Board of Education, as well as all other school districts within the
state, is not required to receive sealed, competitive bids for the purchase of
insurance.

Despite being exempt from state bidding requirements, the Rankin 
County Board of Education has established a practice of soliciting sealed 
bids for the purchase of insurance. The board's open bidding practice 
involves the use of a request for proposal (RFP), classified advertisement, 
receipt of sealed bids, and evaluation of the bids by the board's insurance 
consultant. All of these elements are consistent with those required by state 
purchasing laws for competitive bidding. 

According to the board's insurance consultant, the board has 
solicited sealed insurance bids since 1984 and has reportedly experienced 
approximately $739,925 in insurance cost avoidance over the last five policy 
years. (PEER did not verify the accuracy of the district's cost avoidance 
claims because such was not within the scope of this review.) (See 
Appendix B, page 12, for the Rankin County School District's explanation of 
the board's bid award.) 

The Rankin County Board of Education based its award of the fire and 
extended coverage insurance contract on evaluation cdteria not contained 
in the request for proposal. 

On April 22, 1992, the Rankin County Board of Education awarded its 
fire and extended coverage contract to Wellington Associates for Great 
American Insurance Company. Based on documents provided to PEER, 
the board's award decision appears to have been based on evaluation 
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criteria (guaranteed premium and physical location of an insurance 
agency) not contained in the request for proposal. 

Guaranteed Premium 

As illustrated in Exhibit 1, page 2, the board's bid tabulation sheet 
shows that the insurance agency selected by the board, Wellington 
Associates, did not submit the lowest bid amount to the board. Of the four 
bids submitted, two others, Travelers and Northbrook, contained lower 
annual premiums than the Wellington Associates bid. According to the 
board's insurance consultant, the Wellington Associates bid for Great 
American Insurance Company was the lowest and best because it 
contained a three-year unconditional, guaranteed premium rate. (See 
Exhibit 2, page 6.) 

Subsequent to the board's April 21 bid opening, representatives of the 
Travelers and Northbrook bids attempted to submit premium rate 
guarantees for their bids. The board's insurance consultant rejected their 
rate guarantees because the deadline had passed for receipt of sealed bids 
and the board had already opened the bids. In the insurance consultant's 
opinion, it would have been improper for the board to have accepted 
information which altered sealed bids after such bids had been opened. He 
noted that such a practice would, in essence, nullify the competitive bid 
process. 

The board's request for proposals, which contains specifications for 
the fire and extended coverage insurance, informs potential bidders that 
the board's insurance policy period will be three years with annual 
installments preferred. (See Appendix C, page 14, for the board's RFP.) 
The board's insurance consultant acknowledged to PEER that the RFP does 
not specifically require bidders to submit a premium rate guaranteed for 
three years. A representative of Wellington Associates told PEER that he 
voluntarily offered a guaranteed rate in an effort to make his bid more 
competitive. 

Although the Rankin County Board of Education is exempt from the 
provisions of MISS. CODE ANN. Section 31-7-13 (d) (1972) for the purchase of 
insurance, the section states that "no agency or governing authority shall 
accept a bid based on items not included in the specifications." As 
acknowledged by the board's insurance consultant, he determined the 
Wellington Associates bid to be lowest and best primarily because of its 
guaranteed premium, even though the board's specifications did not 
require bidders to submit a guaranteed rate. The consultant's evaluation of 
the insurance bid would have violated Section 31-7-13 (d) had the board not 
been exempt from this provision. In effect, the board's insurance 
consultant placed the Wellington Associates bid at an unfair advantage 
because the board's decision to award the contract to Wellington Associates 
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EXHIBIT2 

INSURANCE CONSULTANT'S EXPLANATION TO BOARD 

OF RANKIN COUNTY SCHOOL DISTRICT AWARD 

SHAPPLEY HARRIS CIC 

CHT'".O NSVV,NCE CO!Jl'&l.OQ 
(60JJ J.62-4396 

April 22, 1992 

or. Mike Vinson 

Rankin County School District 
1220 Apple Park Place 
Brandon, MS. 39042 

RE: PROPERTY INSURANCE BIDS 
. . 

Dear Dr. Vinson: 

l U\KEU\ND CIRCLE. S1 

JACKSON. t 

N'\X{60!j.; 

Three agents submitted bids on our property insurance. A copy of 
the bid spread is enclosed. The bid submitted by the Wellington 
Agency was judged lowest and best. 

The Mississippi State Rating Bureau 
is $210,409.84 per year. The Great 
Wellington Agency, of $42,949.00 is 
offers a three year rate guarantee. 
insure a discounted premium for the 

Advisory rate for your risk 
American bid, through the 
80% off the Bureau rate and 

The rate guarantee will 
next three years. 

The Travelers and the Northbrook both came back after the bid 
opening and offered a three year guarantee. The.Northbrook 
guarantee was conditional upon an annual loss ratio of 50% or 
less. I did not consider these offers as they were tendered 
after the sealed bid opening. 

As late as 1985, fire losses at the Brandon High School and the 
Stevens Cafeteria made it difficult for us to secure any bids. 
The majority of our property is clas�ified as unprotected. 

The property insurance market has been a buyers market for the 
past several years. We cannot reasonably expect or predict this 
pricing to continue. In my opinion, a three year unconditional 
rate is our most prudent option. 

Sincerely, 

J;7,,,,,r/ H-
shappley Harris 
Consultant 

CC: Board of Educ�tion 
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was based on criteria not contained in the RFP--i.e., a guaranteed 
premium. 

Even though the Rankin County Board of Education is exempt from 
state purchasing laws for the purchase of insurance, the board's open 
bidding practice implies to potential bidders that the board will adhere to 
the same competitive elements as those required by law. According to the 
State Purchasing Director, the Rankin County Board of Education should 
not have based an award decision on evaluation criteria not contained in 
the specifications. The State Purchasing Director told PEER that the board 
should have rejected all bids, restructured the specifications to require or 
allow the submission of guaranteed premiums, and readvertised the 
insurance contract. 

Location of the Insurance Agency 

In response to its RFP, the Rankin County Board of Education 
received its lowest bid from Seal & Smith Insurance Agency, which is 
located in Picayune, Mississippi. The board's insurance consultant told 
PEER that a representative of the Seal agency was "cold canvassing" and 
called the district to determine whether the Rankin County Board of 
Education planned to bid its insurance. In response to the call, the district 
sent the Seal agency representative an RFP. 

As illustrated in Exhibit 1, page 2, the board's bid tabulation sheet 
notes that the Seal agency is not located within the Rankin County School 
District. The original draft of the board's April 22, 1992, minutes notes that 
the Seal agency is located outside the school district and that the board 
"previously had stated that no agency located outside Rankin County would 
be considered." (The official version of the April 22 minutes contains no 
reference to the Seal agency being located outside of Rankin County. See 
Exhibit 3, page 8.) 

According to the staff of the Rankin County Superintendent of 
Education, the board at one time had a policy which prevented insurance 
companies located outside of the school district from receiving insurance 
contracts. The board currently does not have such a policy formally 
recorded in its minutes. The board's insurance consultant told PEER that 
the district preferred conducting business with local insurance agents 
because of their general stability and ability to provide service quickly. 
However, the board did not state in its RFP that bidders were required to be 
located within the Rankin County School District. 

Based on documents provided to PEER, it is apparent that the location 
of the Seal agency, the lowest bidder, was of some concern to the board and 
could have affected the board's decision not to award the contract to the 
agency. The board's insurance consultant strongly contends that the 
location of the Seal agency was not a factor in the board's award decision. 
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The consultant told PEER that the Seal agency's after-the-fact, conditional 
premium rate guarantee was the primary reason the agency did not receive 
the board's insurance contract. 
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RECOMMENDATION 

The Legislature should amend MISS. CODE ANN. Section 31-7-13 
(1972) by deleting from state purchasing laws the exemption for governing 
authorities' purchase of contracts for fire insurance, automobile 
insurance, casualty insurance and liability insurance. Section 31-7-13 
should be amended to require governing authorities to utilize competitive 
bids for the purchase of such insurance coverage. (See Appendix D, page 
32, for draft legislation.) All state purchasing provisions, such as classified 
advertisements, written specifications, and bid evaluation criteria, should 
also apply to governing authorities' purchase of insurance coverage. 
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APPENDIXB 

RANKIN COUNTY SCHOOL DISTRICT'S EXPLANATION TO 

PEER OF BOARD'S BID AWARD 

SHAPPLEY HARRIS CIC 

CERTlflEO INSURANCE COUNSHOR 

(601} 362-4396 

June 8, 1992 

Mr. John Turcott 
PEER Committee 
P.O. Box 1204 
Jackson, MS. 39215 

RE: RANKIN COUNTY BOARD OF EDUCATION - INSURANCE BIDS 

Per your committee's request, I am enclosing documents relating 
to property insurance bids for the Rankin School District. As 
you know, insurance is considered a personal service and is 
exempt from the State Bid and Purchase laws. The Legislature 
placed insurance under the Bid and Purchase law in 1�85, and 
repealed this Act in 1986. 

Although Rankin is not required to seek proposals, the Rankin 
Board of Education has solicited sealed bids since 1984. Through 
the sealed bid process, we have saved the School District 
$739,925 over the last five policy years. The Mississippi State 
Rating Bureau advisory premium for this period was $958,845 and 
Rankin paid $218,920. Most school districts and other public 
entities use the Bureau rates. 

The Rankin School District is way ahead of most other public 
entities in the professional manner in which they obtain property 
insurance coverage. Most public entities split their coverage 
among all the agents in the County or School District who use the 
Mississippi State Rating Bureau published rates. I am enclosing 
recent bids spreads on Simpson County Schools and Adams County 
Board of Supervisors. These entities have not previously bid 
their insurance. Through the sealed bid process, both entities 
saved 50% over what they were paying. This is fairly typical of 
the savings generated by competitive bidding over the split 
agency concept. 
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Insurance is a commodity that may not always be available. While 
open bidding has proved it can reduce cost, many public entities 
may not enjoy long term savings. Open bidding, without profes­
sional help, can jeopardize their ability to obtain coverage 
over a sustained period. Many carriers refuse to participate in 
a low bid situatio�. Rankin has enjoyed low rates for the last 
few years due to its excellent loss ratio. Rankin has not always 
been so fortunate. After two fire losses in 1984 and 1985 no 
carrier was willing to write this risk. We had to rely on our 
local agents getting together and splitting the risk. This fact 
weighed heavily on my decision to accept a three year rate guar­
antee. 

My recommendation to the School Board was to accept the bid 
offering a three year rate guarantee. The low bid submitted by 
Mr. Seals did not have this provision. Mr. Seals tried to have 
this provision inserted after the bid opening. I informed him 
that we do not change bids after they are opened. 

Please contact me if you have any further questions. 

Sincerely, 

Shappley Harris 
Risk Manager 

CC: Dr. Mike Vinson 
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