PRIVATIZATION &
CONTRACTING OUT

The cost of providing an education for our children continually increases, as does pressure to improve student
achievement. As public education officials attempt to please constituents with improved student scores, school
districts search for ways to get enhanced efficiency and quality within existing revenue. Some districts, especially in
other states, are exploring privatization and/or contracting-out services, particularly those that provide non-educa-
tional support.

In school year 1999-2000, public education in Washington state cost taxpayers $7,947,426,562, or $8,266 per
student. Of that amount, instructional program costs were $4,565 per student (or 69.4 percent), leaving $3,701 per

student for support and other services.'
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Since the public school system’s primary purpose is
to provide a quality education for students, the ques-
tion arises as to whether or not the ancillary services

required to bring instruc-

tion to the classroom can

Could privatizing be more cfficiently and
economically provided an-

some of these other way. Could privatiz-
services resultin ing some of these services
bei result in more money be-

MOre money being ing dedicated directly to
dedicated directly to the education of our chil-
the education of our dfenl-; L
. alancing the schoo
children’> budget can bf an ominous

task, and the industrious,

intelligent administrator
must look at all areas to find efficiencies. Previous re-
search, such as that provided by the Reason Public Policy
Institute and the Mackinac Center for Public Policy, con-
clude that efficiencies and quality can be gained through
contractual arrangements with private providers.

Reason Foundation lists seven reasons privatization
may be advantageous. It can

* save money

* increase flexibility

* improve service quality

* increase efficiency and innovation

e allow policymakers to steer rather than row

e streamline bureaucracy

* improve maintenance

Obviously, every situation is different and must be
carefully analyzed, but some contracting-out/
privatization opportunities to consider include account-
ing, janitorial services, building maintenance and man-
agement, computer systems design and maintenance,
data processing, printing, transportation, at-risk educa-
tion and food services.

The largest obstacle to contracting-out or privatiz-
ing services in our public education system seems to be
the usually unspoken sentiment that, in addition to ac-
complishing the weighty task of educating our young,
our K-12 system must also create many jobs for adults
within its own closed system. This dual expectation sets
up an obvious conflict for the best use of limited funds.

For the purposes of this document, “privatization”
refers to transferring to a private source the task of pro-
viding a service that could be, or is normally, provided
by district employees. “Contracting-out” means district

employees compete with the private sector to provide
contracted services or goods.

Included are examples of successful and unsuccess-
ful privatization and contracting-out efforts of other dis-
tricts around the country. It is hoped that examination
of these other districts will reveal best practices that might
be implemented here in Washington state.

Overview of privatization and
contracting-out in Washington

Responses to a recent survey by Evergreen Freedom
Foundation of Washington state school districts (see
survey at end of chapter)® reveal districts hold diverse
approaches as to what services can/should be contracted-
out or privatized and how the process should be imple-
mented. While some districts choose to provide most
services directly from in-house resources, others, espe-
cially small districts, find it necessary to look outside
their walls for provision.

Sometimes a district may look to its Educational
Service District (ESD) or to another school district for
a service it cannot directly provide. The ESD or neigh-
boring school district may be able to provide services
from its in-house resources, or it may contract-out.

The contracting survey sent to Washington state
school districts did not include services provided by an
ESD or OSPI (Office of Superintendent of Public In-
struction) since these services are still provided from
within the public school system. Excluding ESD- and
OSPI-provided services, however, does not take into
account the possibility that an ESD or OSPI may use a
private contractor to provide resources to the school
district. The survey instrument used to procure infor-
mation for this study was not designed in a way to di-
rectly identify these indirect privatization efforts.

That said, information provided to us by school
districts and the OSPI indicate that both entities con-
tract-out for some services, making privatization a prac-
tice at all levels of our state’s educational system.

Most districts contract-out when special skills are
required, such as providing legal services or therapy for
special education students. North Thurston School Dis-
trict Chief Financial Officer Shawn Lewis expressed it
this way: “We generally utilize these contracts when: (a)
jobs require specialized skills where it would be too costly
to train our current staff to perform the service, or (b)
peaks in workload would otherwise require us to incur
overtime or to purchase additional equipment to per-
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form the service.” Implicit in this statement is the pre-
vailing thought that most districts would rather have
services covered by their own staff than to contract-out
for services. Only the largest districts, however, can jus-
tify having such specialized individuals on staff.

A few school districts choose to contract-out or
privatize larger delivery items, such as food services, stu-
dent transportation, or school maintenance. Informa-
tion obtained from OSPI indicates that only 46 of the
state’s 296 school districts (15.5 percent) contract-out
all or part of their food services. Fifteen school districts
in Washington state (5 percent) contract-out for stu-
dent transportation, in contrast to the national percent-
age of 30 to 40 percent of school districts.

Of school districts responding to EFF’s privatization
survey, 74.5 percent contract-out for at least one non-
instructional service (not including a few districts that
rely on their ESDs for provision of at least one service).
Many smaller districts indicated they have joined with
other school districts and public entities in local coop-
eratives to provide services that the district would oth-
erwise be unable to manage.

Examples from around the country

School districts from around the country have
turned to private companies for many goods and ser-
vices in hopes of saving money and improving quality.
Money saved by privatization may then be spent on class-
room instruction. In 1994, a Reason Foundation study
noted that more than10 percent of school districts con-
tracted with private companies for custodial services,
and more than 20 percent contracted for food services
and pupil transportation.? Privatizing pupil transporta-
tion has increased by an additional10 to 20 percent over
the last seven years.

Examples of privatization from school districts in
other areas of the country show the potential benefits to
our state school system if privatization and contracting-
out are seriously implemented.

Tennessee

Memphis City Schools (MCS) first contracted for
regular bus service in 1972. Parents and other members
of the public were concerned about quality of service.
Drivers worried about maintaining their jobs. Concerns
quickly subsided when it became evident that service
was not degraded and most drivers retained their jobs.
The district uses periodic surveys to measure the level
of service provided by the contractor, but because sur-
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veys are not used prior to contracting-out the service,
there is no baseline from which to measure overall im-
provement.*

After 30 years of privatized regular bus service and
the recent addition of transportation for special educa-
tion students, MCS, parents, the public, and bus driv-
ers are satisfied with the privatized service.

MCS contracts-out about 80 percent of its school
security (including guard service for special events, af-
ter-hours building security and routine patrols) through
a competitive bidding process. For other security ser-
vices, the district finds it can achieve greater quality and
cost reduction by hand selecting in-house guards. Us-
ing this mix, MCS meets its security needs while ob-
taining greater efficiency.

MCS also contracts-out management of mainte-
nance and custodial services. When the current contrac-
tor won the bid in 1993, no employee lost his/her job.
The principal aims of the contract are better utilization
of the district’s limited resources, improved productiv-
ity and morale, and superior training for employees.
Progress toward achieving these goals is measured
through surveys completed by school principals.

MCS realized cash savings from the maintenance
management contract during its first year and made that
savings part of its baseline for subsequent budgets, add-
ing in an annual cost-of-living adjustment. Money saved
in these contracting-out services is spent on building
repair and maintenance.

Quality is an enormous part of the decision regard-
ing whether to contract-

out for goods and services.

MCS operates on the prin- Concerns quickly
ciple thflt quality includes subsided whenit
responsiveness by the con- )

tractor to the needs and became evident that
de;ires of the customer. service was not
When a contractor per-

ceives he or she has a mo- dfegraded and most.
nopoly on providing the drivers retained their
service, the level of quality jobs.

may decrease. MCS seeks

to preserve cost savings
and quality by soliciting
active competition and including strong language in its
contracts.



Michigan
Privatization continues to change the face of educa-
tion in Michigan schools. More than 170 charter schools
operate throughout the state, thus increasing the com-
petition to attract and re-
tain students. Schools are

scrambling to make bud-
gets efficient so that a

“The important thing

iS ensurlng that every greater portion of their
ible doll budgets will be available
PoSsIble dollar goes for classroom instruction.
into classrooms. .. Districts throughout the

state have contracted-out
or privatized food ser-
vices, transportation,

not into ensuring that
the school district

remainsthejobs building and grounds
machine of first maintenance, information
technology, and many ad-

resort.” ministrative services.

Inkster school district
has actually contracted-

—Detroit Free Press

out management of all its

schools to a private education management firm. De-
troit Public Schools District, the tenth-largest school
district in the United States and dubbed an “unwieldy
monster” by the Detroit Free Press, has recently taken
measures to streamline operations. It began by privatiz-
ing information technology at an expected savings of
$10 million over the five-year term of the contract.’

Mt. Pleasant Schools privatized its food service man-
agement and saved the district $113,000, during the
first year of the contract.®

But privatization and contracting out is not always
a bed of roses in Michigan. An article by the Mackinac
Center for Public Policy pointed out that “privatization
is just like anything else: it doesn’t work well unless it is
handled correctly.”” The administrator must hold the
contractor accountable to perform agreed-upon terms
during the life of the contract. Without this account-
ability, profit-driven contractors might be tempted to
cut corners, providing the district with an unsafe ser-
vice. For example, a recent Dezroit Free Press survey re-
vealed school buses owned by private companies in
selected Michigan counties have passed the state safety
inspection less often than those of the public-sector
school buses in the same area.?

In many instances, privatization and contracting-
out services has had good success in bringing efficien-
cies to public education. But it has not been without a

struggle. In Arvon Township, Michigan, the school board
unanimously favored a contracting-out plan touted to
save the district 30 percent on the cost of some non-
instructional services. However, the union put up so
much opposition publicly and personally against the
effort that one board member called a special meeting
to rescind his yes vote following a series of threats against
his person and business.’

Another clash between school administrators and
union workers occurred in June of this year when150
Detroit public school workers and their supporters
mourned over the potential loss of their jobs through
privatization. A union representative claimed that 3,000
jobs could be lost due to the privatization effort, a num-
ber proponents said was grossly exaggerated. A Dezroit
Free Press editorial on the matter stated, “Privatizing
school support services is not an answer unto itself, but
the district owes it to taxpayers and students to seek the
most efficient blend of inside and outside operations.
The important thing is ensuring that every possible dollar
goes into classrooms and other activities that benefit chil-
dren, not into ensuring that the school district remains
the jobs machine of first resort. ™

lllinois
In 1999, the Illinois Association of School Business
Officials, the Illinois Institute for Rural Affairs, and the
Illinois Center for Competitive Government conducted
a “comprehensive survey of contracting support services
in nearly 500 Illinois school districts.” Reason Public
Policy Institute (RPPI) included some of the key find-
ings in Privatization 2001, its fifteenthannual report on
privatization. Key findings cited by RPPI were:
*  Certain services can only be provided by
contracting
*  Roughly 25 percent of school districts plan to
increase privatization
*  Contracting impacts few employees; and
*  Rural districts have more difficulty attracting
service providers'!

Maryland

In 1992, Baltimore contracted with a school man-
agement firm based in Minnesota to operate nine in-
ner-city schools for five years. Education Alternatives,
Inc. (EAI) promised to raise standard test scores as part
of their contractual obligation. Critics were quick to
point out that this goal was not achieved in the first two
years. EAI did, however, significantly lower the number
of students eligible for “learning disabled” classification,
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thus including a new student population in the stan-
dard testing pool—a group not included in the two pre-
vious years. Further, even with these former “learning
disabled” students included in the testing, the schools
operated by EAI actually showed a greater increase in
test scores than other schools in Baltimore."

The city canceled EAI’s contract on November 20,
1995 and the press coverage pronounced doom for EAI
and private management of public schools. What went
mostly undiscussed in the press reports is that EAI had
rejected an ultimatum issued to them by city officials
that the company accept $7 million less a year, or 16
percent of its $44 million-a-year contract, to help Balti-
more close a deficit in its municipal budget."

Rhode Island

In 1995, school districts in Rhode Island began re-
placing their self-operated food services plans with con-
tracts with food service management companies. Initially,
the state traded an $11 million annual food program
appropriation for a less than $200,000 program.' Not
only did the change save state dollars, but students tired
of “macaroni surprise” and “hash-on-a-bun” type offer-
ings began buying food . . . and eating it. Today 29 of
Rhode Island’s 36 school districts contract with food
service management companies.'

Washington state school districts

Transportation

The average cost per pupil for student transporta-
tion in Washington for the1999-2000 school year was
$262.63. The range goes from a low of $62.32 per stu-
dent at Kalama School District to a high of $5,651.52
per student at Star, the smallest school district in the
state.'® For the 15 school districts that have partially or
completely privatized student transportation, the price
ranged from $184 to $574 per student for an average
cost of $356 per student.'® See Zable PC-1.

On its face, some of the districts that contract-out
student transportation appear to be paying higher costs
because the totals exceed state averages. In reality, these
15 districts are saving money through privatizing stu-
dent transportation because of unique circumstances
faced by each. For example, because of Star’s small and
rural nature, the district probably would not realize sub-
stantial savings if it chose to privatize its student trans-
portation. Because Kalama School District’s students are
geographically compact, it already experiences low costs
which would probably increase if the district were to

privatize transportation. But if experiences in other states
are an indication, other districts might well enjoy sav-
ings over their current transportation costs through
privatization.

Nine Mile Falls School District

Nine Mile Falls School District began contracting-
out student transportation prior to 1980. While they
have no prior data from which to compare before and
after costs, a conversation with the district’s Director of
Business, Floyd Smith, revealed the key elements that
clinched their decision about student transportation sys-
tems:

School district transportation funding is provided by
the state based upon the straight-line distance from the school
to the student pickup point. A river runs through it—the
Nine Mile Falls School District, that is, limiting access
from side to side and increasing actual transportation
mileage. The cost per student for transportation is driven
up, forcing the under-funded district to subsidize its
straight-line state funding by $140,000.

Due to the high cost of buying new buses, districts ex-
perience tremendous maintenance costs for school buses com-
pared to that of a private contractor. Due to its geography,
the Nine Mile Falls District is already cash strapped for
transportation funding and has no money to put into a
sinking fund for bus replacement and repair. Nine Mile
Falls School District’s transportation contract provides
that the district will

get new buses every _ .
five years, giving the Pupil Transportation
district safer, more District Cost Per Pupil
reliable equipment. Adna $373
Privatized trans- Battle Ground $340
portation removes Colville $326
school district concerns Everett $237
about transportation Hockinson $388
personnel issues. From Newport $545
a management per- Nine Mile Falls $317
spective, officials at Riverside $574
Nine Mile Falls | Rochester $491
School District are Seattle $544
no longer responsible Spokane $184
for transportation Steilacoom $368
personnel issues. The Tacoma $292
contractor provides U $442
staff training and ad- Vashon Island $328
dresses personnel | Average $356

Table PC-1: Source: Superintendent of
Public Instruction
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grievances for transportation staff, freeing school dis-
trict officials to address other school district issues.

Floyd Smith explained, however, that once a dis-
trict privatizes student transportation, it virtually locks
itself in to continually contracting-out the service. If a
district wants to return from privatized transportation
to providing the service in-house, the cost of acquiring
new buses would make it all but impossible. This de-
pendence makes it imperative that competition to pro-
vide the service be available, otherwise the district is
placed in the tenuous position of bowing to the demands
of a monopoly.

Lake Washington School District

When Lake Washington High School changed its
daily start time, school officials needed more buses to
transport students. Normally, the district’s buses pro-
vided service to high school students first, followed by
junior high and then elementary students. The change
in start time for the high school conflicted with trans-
portation for junior high students. The district began
purchasing passes for eligible Lake Washington High
School students to ride to school on King County Tran-
sit. This allowed the district to avoid incurring the cost
of adding buses and staff to its operation. It also keeps
its transportation cost per pupil to just 92 cents over the
state average.

Food Services

In school year 1999-2000, Washington state school
districts spent an average $222 per pupil to provide food
services. Small school districts often lack buying power
and are presented with the unique problem of being
unable to provide food service on a cost-effective basis.

White Pass School District

White Pass School District could not afford to pro-
vide food service prior to contracting with a private com-
pany. School district employee Tina Barnes says the
district provided food service to all 813 students in its
four schools for a per pupil cost of $310.93 during the
1998-99 school year.

Coupeville School District

Like White Pass, Coupeville School District’s food
service program had been out of operation for 15 years
prior to contracting-out the service. The district now
provides food service to its students, through its con-
tractor, at a cost of $208.80 per pupil.

Lake Washington School District

Lake Washington School District has been contract-
ing-out its food service for several decades. The district
is currently paying an average of $184.79 per pupil for
food service.

Toledo School District

When Toledo School District privatized its food
service program in 1998, it faced normal employee fears
regarding job security. These fears subsided when all
district employees were retained. This is not an excep-
tion to the rule; in many cases a school district contract
to privatize food services contains a stipulation that all
existing employees be retained with no erosion of salary
or benefits. Comparing year-end reports from the 1997-
98 school year to those of the 1999-2000 school year
demonstrates Toledo School District saved about $6,000.

Many school districts contract out only for the
management of their food services programs. Food
preparers and servers remain school district employees
and the contracting company provides both training to
workers and the purchasing power of a large company.
Savings in food service costs are passed on to the school
district, leaving it with a better-trained workforce, in-
creased food quality with greater selection, and more
money to dedicate to instruction-related programs.

When a district first contracts-out food service man-
agement, it may experience an implementation gap.
Extra time may be required for the district and the man-
agement service to work out the most efficient way of
working together.

When Bridgeport School District contracted-out for
the management of its food service program, it initially
experienced this implementation gap, but after the first
year, the district realized an increase in food quality and
a savings of more than $4,000 over the previous year’s
costs.

Energy consumption

Bellingham School District has found it can save
money by contracting out energy consumption moni-
toring. The district noted on its contracting survey that
“the energy consumption monitoring has validated sav-
ings realized from capital improvement and has identi-
fied problem areas where savings were not realized.” It
has reduced its energy consumption bills by $146,000
annually. Considering the rapidly increasing energy rates
over the last year, this is remarkable and worth modeling.
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Contracting model

Privatizing and contracting-out services can be eco-
nomically advantageous, but simply finding a contrac-
tor, signing a contract, and going on with business does
not guarantee success. Unprepared school districts have
experienced the pitfalls that privatization and contract-
ing-out potentially hold.

To help school districts avoid these traps, the Rea-
son Foundation hosted a Making Schools Work confer-
ence on implementing competitive contracting for
school services. In a presentation on assessing the feasi-
bility of privatizing or contracting-out a service, Gail
Ostler, a certified public accountant with many years of
financial management experience, noted, “if you really
do the up-front planning, the rest of the RFP [request
for proposal] kind of falls into place, and it really pro-
vides you a good foundation for making decisions... .
The lesson that I've learned over the years is that the
better prepared you are, the more homework you do up
front, the better chance you have that your venture will
be a success.”"® She provided seven questions planners
should answer to ensure a sound basis upon which to
make a decision whether to privatize a school service:

1. Why is a function or activity being consid-
ered?

2. What specifically are the measurable goals
and objectives to be achieved through con-
tracting?

3. Is there competition in the market or are
there a limited number that can provide this
service?

4. What are the costs of performing the function
internally, both one time and operating,
associated with contracting?

5. Are there any laws or labor agreements that
limit or prohibit the authority to contract for
this function?

6. If contracting is to be pursued, what are the
specific actions that need to be taken, and by
when do they need to be accomplished to
assure a successful transition?

7. What support can I realistically expect from
the school board and from the community?

Union officials adamantly oppose any form of
privatization or contracting-out, even though few, if any,
jobs are lost in privatization efforts. (Employees may
retain their jobs, but through a non-union company.)
No job loss or pay reductions were noted in the Wash-
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ington state school district contracting survey. When
districts write the RFP for a complete service contract,
they usually include the

stipulation that all existing
employees must be pro-
tected. (Prospective con-
tractors should review a

Competition is
necessary inorder to
successfully privatize

aservice.

copy of the bargaining con-
tract the district has negoti-
ated with the union.)

One might ask how
contracting-out saves the
district money when all employees are retained at their
current pay either by the district or by the incoming
contractor? Often, current employees know best how to
do the job and just need to be free from excess manage-
ment and unnecessarily restrictive practices. Savings may
be found in other benefits the contractor brings, such as
increased purchasing power and quality staff training.
The resulting team of better-trained employees reduces
the need to hire outside expertise to handle difficult prob-
lems and creates increased efficiency in day-to-day work.
Also, the private contractor need not maintain long-
range, artificial hiring quotas (number of employees).

As already stated, competition is necessary in order
to successfully privatize a service. In the event a service
provider becomes the only resource available, the effi-
ciencies of a “well-oiled machine” tend to erode, mak-
ing the district pay more for the service. Before
contracting out for a service, the district should ensure
adequate competition exists in the private sector to pro-
vide the service.

Important Considerations

Each opportunity will present a different set of cir-
cumstances that must be considered individually. Key
questions to ask are:

* Is this a task or program suitable for a long-
term contract or does it need to be kept on a
short leash?

*  Can objective performance measures be
determined?

¢ If the contract needs to be monitored, will
contracting-out the service allow this to
occur? If so, how?

*  Can more than one firm provide the service
to ensure competition and to guarantee an
option should the first firm have trouble
completing the contract?



Conclusion

All research undertaken for this study indicates that
savings are available for school districts that choose to
privatize or contract-out for certain services. Privatization
and contracting-out often bring savings, higher quality
service, and greater efficiencies to the daily tasks associ-
ated with educating children in Washington public
schools. While several school districts have adopted this
avenue for providing service, many have not.

A non-competitive environment, no matter what
the cause, breeds complacency and inefficiency.
Privatization and contracting-out can and should result
in increased efficiency and improved quality as long as
competition prevails. District officials, local school board
members and state legislators must do their part in mak-
ing our schools a fruitful experience for our children—
an experience that prepares them in the best possible
way for the challenges that face them in the workplace
and in our communities.

Recommendations

»  Legislators must change laws (especially the
Spokane Community College law)'® zo allow
districts to privatize or contract-out whenever it is
beneficial to the goal of providing an excellent
education for students. School officials need not
“make” all the products; they can “buy” them.

»  School administrators should build bridges with
public employee unions by developing an incen-
tive program for areas that may be privatized or
contracted-out. Some contracts can stipulate that
private firms, if selected, must give current
employees first consideration. In other cases, this
provision would be counterproductive.

*  Publicize successes and failures so other districts
can benefit from the experience gained.

*  Develop a complete financial analysis of each
proposal. Assess all direct and indirect costs.

»  Appoint a Competetive Contracting Committee
(district-driven) to look for contracting-out and
privatization opportunities in each district.
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CONTRACTING SURVEY

1. Doesyour district contract out for any instructional or non-instructional services?
___YES ___Instructional ____Non-Instructional
__NO Please go to question 4.

2. If you answered “YES’ above, please indicate below which services you contract out.
SERVICE YEAR BEGAN WITH WHOM
____Administrative Services
___Management
___All
___ Other
__ Lega Services
___Heating, Ventilation, Air Conditioning
___Vehicle Maintenance
___ Printing
____Transportation
___Non-Special Ed Students
___ Special Ed Students
___Computer/Technology Services
___Food Services
___Management Only
____Entire Program
___Grounds Maintenance
___ Custodial Services
___Management Only
____Entire Program
___ Other (please describe)

3. What instructional services do you contract out?
___ Complete School Management
___ Special Education

___Al

___ Parts (please describe)

___Reading services
___Math services
___Instructional services not already listed

___FElectives (please describe)

___ Other

4. Do you plan to either begin or increase contracting in the future?
___Begin ___Increase
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5. Which areas are you considering contracting out and when?

If you have contracted out any services, please comment on some or all of the following questions.

6. Wastheinitial reception to contracting out favorable among affected personnel? If not, please describe
employees’ concerns.

7. Were affected personnel fearful of losing their jobs?

8. Wereall affected personnel able to keep their jobs? If not, what percentage changed jobs?

9. Has contracting out services improved the quality of service? How do you measure quality?

10. Has contracting out saved the district/program money? If so, how much?

11. If transportation was contracted out, did the district maintain ownership of the buses or did the private
company purchase them?
If the company purchased them, did the district realize cash for the transaction?

12. What problems, if any, have you encountered in any of the areas contracted out?

Other comments or additions:

Evergreen Freedom Foundation, PO Box 552, Olympia, WA 98507
(360) 956-3482, fax (360) 956-1874, effwa@effwa.org
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