
A Blueprint for Privatization
And Competition

Competition

Is a Hot

Topic In

Management

Circles

John McGillicuddy

realization—now called competition in government cir-

cles—has come into favor as a result of citizens' and

elected officials' looking for more efficient ways of provid-

ing public services. Mecklenburg County, North Carolina,

has been contracting and privatizing services for years.

Only recently, however, did Mecklenburg take a system-

atic and comprehensive approach to privatization.

Using input from county commissioners, citizens, and

employees, the county has unveiled a set of specific guide-

lines with which to chart its privatization course. The jour-

ney toward this milestone has been lengthy, and it has re-

quired the cooperation of many people. But due

diligence has paid off by providing each Mecklenburg

County government department with a blueprint for

identifying and evaluating privatization opportunities.

The guidelines serve as a how-to manual for considering

and implementing privatization.

Getting the Go-Ahead

Mecklenburg's philosophy is to provide its customers with

high-quality services at the lowest reasonable cost. The

county's privatization policy consists of these principles:

• All services provided that are available from multiple

private vendors are candidates for privatization/com-

petition.

• Competition is the driving force that provides reason-

able assurance that customer needs will be met in an
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efficient and cost-effective manner.
• Each privatization recommenda-

tion should include an assessment
of the effect on employees, plus
recommendations for handling
human resources issues. Efforts
should be made to minimize the
impact of privatization on current
employees.

* (lost computations for perfor-
mance by Mecklenburg County
and by its private contractors
should be carefully evaluated to en-
sure true comparisons.

Hased on this policy, it was rea-
soned that competition was the best
way to meet expectations. After re-
ceiving recommendations from a
seven-member citizen committee
whose members the Mecklenburg
Board of County Commissioners had
appointed, the board authorized the
creation of a core team of county em-
ployees to develop a systematic ap-
proach to privatization. The core
tram includes representatives from
(he departments of budget and re-
source management, buildings and
grounds, county attorney's office, en-
gineering, f inance, human re-
sources, and internal audit.

Guidelines arising from the core
team's work were the results of a de-
liberate, multiyear process. Guide-
lines recommend that departments
follow four steps in considering pri-
vatization as an alternative system for
delivering government products and
services:

Step 1. Evaluating the current service
delivery system.

Step 2. Developing a competitive scr-
v i c e d e l i v e r y p l an and
timetable.

Step 3. Determining the tost of pro-
viding services.

Step 4. Determining how to contract
for services.

Again, competition is the driving
force behind the privatization pro-
cess. Efficiency and customer satisfac-

tion are clearly established as impor-
tant values. Whether the private or
the public sector is selected to pro-
vide a service, competition is identi-
fied as a means of improving perfor-
mance and enhancing customer
satisfaction.

Decision Factor*
As part of the guidelines developed,
the core team included nine factors
to consider in looking at privatiza-
tion:

1. Political resistance. Amount of op-
position to change, as demon-
strated by current service recipi-
ents, elected officials, citizens,
and/or other interested parties.

2. Service quality. Expected impact
on the eifectiveness, timeliness,
and quality characteristics of the
service.

3. Employee impact. Effect on public
employees.

4. Legal barriers. Impacts that any
laws, statutes, or ordinances may
have on a decision to privatize.

5. Control. Government's ability to
exercise ultimate control over the
service.

6. Market strengths. Characteristics
of the service that may interest
one of the organizations in provid-
ing the service.

7. Resources. Efficient and effective
use of government assets.

H. (lost efficiency. Expected cost of
privatization, assuming no change
in quality or quantity.

U. Risk. Degree to which privatiza-
tion exposes the government to
addit ional hazards, including
legal and financial risks and the
potential (or corruption and/or
service disruption.

Each of these nine decision fac-
tors applies to the four steps listed
earlier. As a department director fol-
lows these steps to a decision, the
nine factors pose questions that elicit
responses in favor cither of in-house

service delivery or of privatization.
The tally of all decision-factor ques-
tions results in a total score that indi-
cates a preference for a delivery op-
tion (refer to Figure 1 for a summary
scoring form).

Not all nine factors need to carry
the same weight in the decision-mak-
ing process. In fact, the scoring of
each of the nine decision factors al-
lows for various weights to be ap-
plied, thereby prioritizing the nine
factors. Weighting would allow, for
instance, service quality to have a
greater impact on the decision than,
say, effect on employees. Or vice
versa.

If all this sounds complicated, it
doesn't have to be. The nine deci-
sion factors give rise to such simple
questions as: Is the mode of service
mandated by law? Is the service new
or existing? Is the service currently
having problems with in-house deliv-
ery? Will quality increase, decrease,
or stay the same as a result of privati-
zation? Each particular response to
every question warrants a score that
is clearly identified as in favor of ei-
ther in-house delivery or privatiza-
tion. A simple tally of scores at the
end results in the final decision.

Any significant work associated
with the process should occur before
the nine decision factors are used.
Because each decision factor is re-
lated to one or more specific steps,
d e p a r t m e n t s f i r s t must move
through the four steps to reach a
comprehensive and informed deci-
sion. Moving through those steps be-
gins with evaluating current service
dcliveiy.

Evaluating Service Delivery
To compete effectively with other po-
tential bidders, departments are in-
structed first to define the current
level of service and to pinpoint areas
that need improvement. This assess-
ment component has four parts:

1. Definition of the mission and ser-
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Figure 1 . Nine Decision Factors: A Summary Scoring Form
After all of the decision factors have been scored, summarize the results by using the summary scoring form
below, which provides a visual analysis of the pros and cons of privatization versus those of in-house service deliv-
ery. It will indicate whether most scores fall on the left side of the form (indicating that the service is a good can-
didate for in-house delivery) or on the right side (indicating that the service is a good candidate for privati/.a-
tion).

By assigning weights to the decision factors, this analysis can be taken a step further. Assign each factor a
weight or priority, using "1" for the factors that are less important and "2" for those that are more important. Cal-
culate the final scores by multiplying the weighting factors and the individual scores. (Remember that a positive
multiplied by a negative equals a negative.)

Service/Activity:

Decision
Factor

Customer Satisfaction

Service Quality

Employee Impact

Political Resistance

Legal Barriers

Market Strength

Risk

Control

Resources

Cost Efficiency

Summary Scoring Form, with Weighting Factors

In Favor of In Favor of
In-House Delivery Contract Delivery Weight

-3 -2 -1

-3 -2 -1

-3 -2 -1

-3 -2 -1

-3 -2 -1

-3 -2 -1

-3 -2 -1

-3 -2 -1

-3 -2 -1

-3 -2 -1

Sum Total of All

+ 1 +2 +3

+ 1 +2+3

+ 1 +2 +3

+ 1 +2 +3

+ 1 +2 +3

+ 1 +2 +3

+ 1 +2 +3

+1 +2 +3

+ 1 +2+3

+ 1 +2+3

Weighted Scores

Weight
Score

vices of the program, including
goals and constraints.
I d e n t i f i c a t i o n ol t h e se rv ice ;
providers—in-house and con-
tracted personnel—that currently
deliver services.
Def ini t ion of communica t ions
c h a n n e l s , both i n t e r n a l and
external.

4. Ident i f icat ion of the customer for
each service.

A second component of evaluat-
ing service delivery involves develop-
ing outcome measures. For a depart-
ment to hold itself or a contracted
service provider accountable for ser-
vice delivery, performance targets

must be i d e n t i f i e d . These targets
must be measurable. Performance
can be d e f i n e d bv using the answers
to the following questions:

Did we do the right things.-1

Did we do them in the r ight way?
Did we do them for the right amount
of monev?
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Eve ry p e r f o r m a n c e measure
should ultimately support the depart-
ment's mission. As an example, con-
sider a hypothetical tax collection
program. Mission: Make certain that
the county has all of its tax money
when needed. Goal: Collect at least
97 percent of all taxes within four
months of the due date. Outcome
measures: Percentage of tax pay-
ments received; percentage of tax
p a y m e n t s rece ived w i t h i n four
months of the due date.

Some services may current ly be
measured by such indicators as the
number of permits processed each
day or the number of maps repro-
duced and sold in a month. These
are not performance measures; they
are measures of services and products
delivered. Truer performance mea-
sures would be the average cost to
process a permit, or the waiting time
fo r the reproduction of a map, as-
suming that the customer values the
cost of producing a permit or obtain-
ing a map immediately on request.

A final component of evaluating
service delivery is opting for funda-
mental organizational change. Such
change should be focused on the core-
processes of the department or ser-
vice, not merely on the functions. The
results can be. improved customer sat-
isfaction and cost reductions. Again,
al l levels of employees should be in-
volved in the redesign process.

A number of factors will i n f luence
redesign, including the impact on
the qua l i tv of services cu r ren t ly deliv-
ered, t he cost r equ i r emen t s f o r
change, legal restrictions, available
technology, impact on employees,
and poli t ical response to the pro-
posed change.

Developing a Competitive
Plan
The process of evaluating current
service delivery will go a long way to-
ward identifying potential areas in
which privatization should be consid-
ered. In fact, five of the nine decision

factors are linked to this evaluation.
Using this analysis of current service
delivery, a decision can be made to
put together a competitive service
delivery plan and timetable. Building
this plan should entail focusing on
several questions:

• Can the scope of work be clearly
defined?

• How will affected employees be in-
volved in service redesign and in
the development of the privatiza-
tion/competition proposal?

• What provision (most likely in the
existing human resources policies)
will be made to assist displaced em-
ployees?

• How will the transition to a differ-
ent service provider' be handled?

• How will the contract be adminis-
tered?

• How will performance and compli-
ance be monitored?

• Will any portion of the service be
kept in-house?

• What is the contingency plan if the
contractor defaults?

Depar tments t h a t regular ly en-
gage in such local government pro-
cesses as requests fo r i n fo rma t ion
(RFls) should have l i t t le trouble in
d e t e r m i n i n g the a v a i l a b i l i t y and
qualifications of alternative service
providers. However, those depart-
ments unfamiliar with this type of
process are urged to seek the assis-
tance of the purchasing department.
The consol idated C h a r l o t t e - M e c k -
lenburg Purchas ing D e p a r t m e n t
helps depar tments in developing l i s t s
of potential service providers.

Among o ther resources, depar t -
ments can use the librarv of the' Na-
t ional Ins t i tu t e of Government Pur-
chasing, which provides listings of
vendor's available for a p a r t i c u l a r
service.

Determining Costs
Among the many considerations in
making the pr ivat i / .a t ion/compet i -

Have
money left
over after
the next
budget cut.
Maintain your trucks through
full-service NationaLease facili-
ties, and save significantly over
captive shops.
For information about mainte-
nance agreements or full ser-
vice leases on new or existing
equipment, contact Bob Bowes
at1-800-SAY-NTLS.
FAX 1-708-953-0040

NationaLease
One South 450 Summit Avenue

Oakbrook Terrace, IL60181
s—>| NationaLease s->|LJREENDHOP

Environmentally Safe Shops
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QUALITY
T H R O U G H
S E L E C T I O N
For over 20 years, Stanard &•
Associates has helped fire
departments to select and pro-
mote only the most qualified
individuals. Our content valid,
job-related tests allow you to
identify candidates with the basic
skills, knowledge, and ability to
meet the rigorous demands of the
fireservice industry.

Let us help you identify
quality candidates through the
use of our:
• National Firelighter Selection

Test (NFST)
• National Firelighter Selection

Test/Emergency Medical
Services (NFST-EMS)

• Physical Ability Tests
• Job Analysis
• Customized Examinations
• Personality Evaluations
Our Programs meet all Federal
and A.D.A. Guidelines.
HELPING YOU SELECT THE BEST

& Associates, Inc.
309 W. Washington St.
Suite WOO
Chicago, IL 60606
1-800-367-6919

Figure 2. Determining Costs

Determine Total
Cost of In-House
Service Delivery

Total Direct Costs
Total Indirect Costs

Determine Total
Cost to

Contract

Contractor Costs
Contract Administration Costs
Conversion Costs
Unavoidable Cost
Asset Disposals

Determine
Cost

Savings

Obtain
Cost

Certifications

In-House Service Delivery
Total Cost to Contract
Cost Savings

lion decision, cost is a major one. An
informed decision can be made only
wi th accurate assessments both of iu-
house a n d of con t r ac t ed service
costs. D e t e r m i n i n g the to t a l in-honse
costs of service delivery must involve
d e t e r m i n i n g : the direct costs, t he
share ol the depa r tmen t ' s indirect
costs t h a t pel t a i n s to the specific ser-
vice, and the share of'cotmtv-wide in-
direct costs t h a t pertains to the spe-
c i f i c service (see Figure 2 ) .

Direct costs are salaries and wages
for a l l s t a f f involved in performing
t h e serv ice . P ro jec ted sa l a ry and
wage.' increases also should be consid-
ered. Other compensation, includ-
i n g b e n e f i t s , o v e r t i m e pa}1, and
longevity pay, must be factored in.
Addit ional direct costs include sup-
plies and mater ia ls , rent/lease of

b u i l d i n g and equipment , mainte-
nance and repair of equipment, and
depreciation of assets.

C.onnty-wide indirect costs include1

c e n t r a l service support t h a t i nd i -
r e c t l y c o n t r i b u t e s to t he service
being analy/ed, such as the1 cost of f i -
nance1 , personnel, budgets and inter-
nal a u d i t . D e p a r t m e n t a l i n d i r e c t
costs are any costs incurred by the1

depar tment for performing or sup-
port ing the service being analv/ed.
For example, the department direc-
tor 's salary is not included as a direct
cost ol the 1 service but would be1 allo-
cated as an indirect cost.

Determin ing the total cost of con-
t rac t ing a service may be just as de-
tailed a process. This cost would in-
clude the sum of the cont rac tor
costs, contract administration costs,
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conversion costs, unavoidable costs,
and an\' gains or losses from the sale
of capital assets.

As s t i p u l a t e d by M e c k l e n b u r g
( bounty ' s p r i v a t i z a t i o n / c o m p e t i t i o n
guidelines, an independent depart-
ment serves to certify the in-house
cos! estimates. The independent de-
p a r t m e n t receives a n d t e s t s t he
county proposal before competitive
submissions are made. This indepen-
dent review is built into the process
to ensure t h a t the coun ty proposal
has been fa i r ly presented.

Contracting for Services
Again, those departments f a m i l i a r
w i t h the bidding process l ikely have
I lie experience to c o n t r a c t w i th pri-
vate f irms. For those depar tments un-
f a m i l i a r w i t h c o n t r a c t i n g services.
M e c k l e n b u r g C o u n t y ' s p r i v a t i x a -
t i o n - ' c o m p e t i t i o n g u i d e l i n e s o f f e r
both specific steps to fo l low and ex-
amples of requests for proposals
( R F P s ) .

One ke\ e lement m t h e gu ide l i ne s
i s t h e c l a s s i f i c a t i o n of c o n t r a c t s .
Based upon t h e ivpe. d u r a t i o n , and
dollar value of a contract , various re-
q u i r e m e n t s exis t . For example , one-
t ime contracts of less than SI 0.000
should be handled i n l e r n a l l v bv t h e
department, wi th in fo rma t ion sent to
t h e a s s i s t a n t c o u n t v manage r or

v manager and in some in -
s tances to t h e board of co t inu com-
miss ioners . Anv c o n t r a c t w i t h a dol-
l a r va lue exceeding .SfiO.OOO. or a
m u l t i v e a r c o n t r a c t , should fo l low the
f o r m a l bid process e s t ab l i shed In
Mecklenburg ( i o u n l v .

Oil ie r f a c t o r s m u s t be1 considered
\ \ h e n c o n t r a c t i n g f o r s e r v i c e s .
Among t h e ' most i m p o r t a n t is devel-
oping" a t r a n s i t i o n p lan for imple-
m e n t i n g t h e 1 change, i n c l u d i n g pro-
cedure 's to ensure ' u n i n t e r r u p t e d
p r o v i s i o n of s e rv i ces , lo h a n d l e 1

changes in s t a l l i n g , and, if necessary
and aulhorix.ed. lo dispose' of public
f a c i l i t i e s and e q u i p m e n t . In most
cases, provisions also should be- made

to educate- customers about the1 new
service deliverv system.

F i n a l l y , t h e best way lo assure
qual i ty service is, f u s t , lo set reason-
able but expl ic i t pe r fo rmance stan-
dards in the contract and, second, to
moni tor t h a t performance closely. A
comprehensive moni to r ing system
consists of con t r ac to r reports, in-
spections, and citix.en feedback and
surveys.

Happy to Report

Mecklenburg County has privaiix.ed
$85.7 mill ion in services provided to
t h e communi ty , representing I f ) . 7
percent of i t s FY 1995-1996 budget.
Much of th i s pr ivat ixat ion occurred
before1 the development of the guide-
l ines described in t h i s a r t i c l e - . Wi th
resources c o n t i n u i n g to be- l i m i t e d ,
and ongoing pressure to keep taxes
a t a m i n i m u m , p r i v a t i x a t i o n w i l l
l ike ly remain a popular opt ion lor
del iver ing government services.

I he - existence of these gu ide - l ine ' s
w i l l provide Mecklenburg Countv ' s
d e p a r t m e n t s w i t h more- s t r u c t u r e d
o p p o r t u n i t i e s lo explore p r i v a l i x a -
lion as a service dcliverv option. I t
also w i l l a l low t h e - cou i i tv lo make-
better comparisons of t h e - value of i t s
delivcrv system against those- of t h e
private se-c tor.

To order
your

PM
subscription,

call
202/962-3675

QUALITY
T H R O U G H
S E L E C T I O N
For over 20 years, Stanard &•
Associates has helped large
and small departments to
select and promote thousands
of individuals with the basic
skills and personality charac-
teristics necessary for a
successful career in law
enforcement.

Let us help you identify
quality candidates through the
use of our:
• National Police Officer

Selection Test (POST)
• Customized Examinations
• Physical Ability Tests
• Job Analysis
• Personality Evaluations

Conducted By Licensed
Police Psychologists

Our Programs meet all Federal
and A.D.A. Guidelines.

HELPING YOU SELECT THE BEST

& Associates, Inc.
309 W. Washington St.
Suite WOO
Chicago. IL 60606
1-800-367-6919
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