
































































































































CONTRACTING

employee leave benefits, disposing of unused
equipment, and unemployment expense if the
work is done by staff and former employees who
don't remain with the contractor.

Along with cost comparison analysis, state
officials must also decide cost savings size and
when the savings must be realized. The Oregon
guidelines suggest use of a reasonable break-
even point of no more than three biennia in
deciding if contracting is cost effective.

Employee Union Relations

Contracting is often viewed by government
employee union leaders as ‘“‘union busting”
The American Federation of State, County and
Municipal Employees (AFSCME), for example,
has led fights against privatization efforts at
all levels of government. In Oregon, as in
several other states, state agencies may not be
able to contract out state work without
employee union approval. The contracting pro-
cess provided in the contract between the state
and the Oregon Public Employes Union
(OPEU) is as follows:

* A state agency considering contracting
work must conduct a formal feasibility study
to determine the potential cost and benefits.

* The agency must notify the union within
one week of its decision to do the study and in-
dicate job classifications and work areas
affected.

* OPEU must be given 30 days notice before
an agency issues bids if contracting the work
will displace bargaining unit workers.

* The agency must also tell the union the
results of the feasibility study such as assump-
tions used, cost detail, projected cost savings,
and expected quality changes, if any.

* OPEU may submit an alternative pro-
posal, such as a productivity improvement pro-
gram, during the 30 day notice period.

® The union proposal must be put into effect
if it shows greater cost savings and quality
improvements.

* The agency and OPEU are required to
discuss the effect of contracting the work on
bargaining unit workers if any full time bar-
gaining union employee will lose their job.

* Once an agency decides to contract the
work, it must either require the contractor to
hire displaced workers or place the employees
elsewhere in state government.

® Workers hired by the contractor must be
paid the same rate of pay for at least six months
subject only to “just cause” terminations.
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* The agency will provide workers hired by
the contractor with health and dental insur-
ance coverage through the Bargaining Unit
Benefits Board for six months.

Incentives for Privatization and
Contracting

In an effort to reduce employee resistance and
give incentives to federal employees to par-
ticipate in privatization initiatives, the Presi-
dent’s Council on Management Improvement
established the Privatization Concerns Task
Group. The task Group in July of 1986 releas-
ed a report, “Employee Incentives for Privatiza-
tion.” Many of the suggested incentives can be
considered by state government. The following
is a summary of selected policy options under
five approaches taken from the report.

¢ Employee-owned business. Agencies would
encourage employees to privatize commercial
activities by converting them to employee-
owned businesses, by transferring the capital
assets of the government activity to the em-
ployee-owned businesses or by providing em-
ployee-owned businesses with services to
organize and create businesses.

* Pay and benefit policy revisions. Revise the
retirement and severance pay systems to allow
displaced employees to continue to be eligible
for Civil Service Retirement System benefits.
The approach would return to employees pay-
ments made by their employing agencies to the
Civil Service Retirement Trust Fund, or pro-
vide inflation protection to employees who elect
to remain eligible for retirement, or give sev-
erance pay to employees, or provide employees
the option of early retirement.

* Job placement and retraining. Employ
displaced workers in the private sector by
instituting outside hiring restrictions, by using
savings from contracting to retrain workers for
jobs in other government agencies, by placing
displaced workers with training vouchers or
stipends to help transition to new occupations,
or by soliciting private sector and contractor’s
assistance in finding jobs for displaced workers.

* Employee and organized incentives. In-
dividuals and agencies would receive monetary
rewards for their efforts to privatize by tying
performance appraisal, incentive bonuses and
other forms of recognition to progress toward
privatization. Employees would be given a
share of the savings from privatization ac-
tivities, or agencies could be allowed to retain
a percentage of their savings in a revolving
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fund for further privatization.

* Contractor purchase of functions. Agencies
could raise funds to pay for displaced employees
by selling commercial functions to private
businesses.

The Prospects

Privatization is a multi-dimensional issue
and presents new challenges to state policy-
makers.

First, in the next few years privatization will
be examined more closely than ever before as
a cost-saving and productivity improvement ap-
proach to meet growing demands in state and
local services. Yet no one should claim that
privatization is a panacea for inefficient gov-
ernment management or that privatization is
inherently superior to government services,
The cost effectiveness of privatization may be
highly situational.

Second, although several forms of privatiza-
tion are available, contracting is likely to be
more widely used than other forms. It is
interesting to see how extensively states will
make use of the private sector in providing
other state services currently performed by
government employees. Obviously, not every
state function can be easily contracted. Certain
functions, such as maintaining bank data and
tax records, might not easily be contracted to
private firms for the reasons of security and
confidentiality. Defining such inherent govern-
ment functions that should not be contracted
and those commercial functions that can be
performed by the private sector may be a
challenging task.

Third, privatization might not be successfully
implemented unless existing institutional and
administrative hurdles are cleared. Agency
managers’ orientations are also important.
Decentralized government authority in con-
tracting government services, the intran-
sigence of government agencies, application of
the Davis-Bacon Act (which requires the con-
tractor to pay prevailing labor wages), and
unrealistic cost comparison procedures can im-
pede privatization.

And, fourth, the success or failure of pri-
vatization depends on the public and private
sectors. For state policymakers and adminis-
trators, a thorough pre-analysis of contracting
opportunities, a carefully prepared Request-for-
Proposal, and a well-devised contract adminis-
tration, monitoring and performance evalua-
tion are essential for successful privatization.

For successful contracting, the private sector
must have qualified and capable providers who
can compete with each other in the labor
market, who can provide prescribed goods or
services without interruptions or mismanage-
ment, and who will reject fraud, bribery, kick-
backs, pay-offs and other illegal actions that
state managers and employee unions are con-
cerned about. The public and private sectors
together can improve government manage-
ment and delivery of state services through
privatization.
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FUNCTIONS AND RESPONSIBILITIES—Continued
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