=
AFSCME

We Make America Happen

Privatization of Public Services and Assets:
Taxpayers Beware!

Proponents of privatization claim that the private sector can do a better job at a cheaper price.
But experience shows that privatization often leads to increased costs for the public and reduced

accountability to taxpayers.

Count All the Costs

Contracts must be monitored, and the cost of monitoring contracts must be added to the total
price tag. Governments often fail to consider contract monitoring compliance costs, which can add
as much as 25 percent to the total, according to an estimate from the Government Finance Officers
Association.! In addition to the cost of monitoring contracts, jurisdictions often have to train and
supervise contractor personnel. When public equipment and facilities are used, their cost should
also be included in the costs of the contracted service. The Government Accountability Office found
that the way agencies and privatization consultants estimate and report contract costs can make cost
savings appear greater than what is actually realized.?

Examples:

* In 2010, the Scottsdale, Arizona, Public Works Department explored privatization options of its solid waste
and trash collection services at the request of its City Council. “When monitoring and oversight costs were
included, the city concluded that employing city workers to pick up household trash was as cheap or
cheaper than any other method for Scottsdale residents,” wrote Peter Downs in The Commercial Appeal.
Rick Pence, Scottsdale’s director of solid waste management, stated, “We’ve tracked our costs since the
1970s. We’re in the service business and we know we have to compete with companies in the private sector
that do this for a living. They have their advantages, but we don’t have to make a profit and pay a CEO $8

million a year.”

* Edouard R. Quatrevaux, inspector general of the city of New Orleans, released a report in 2010 that said city
oversight of the trash collection contracts was so lacking that it was impossible to determine if the city was
paying contractors the proper amount. Quatrevaux also found that the city had not verified that contractors
had the proper insurance and/or procedures to indemnify the city for any damages they caused, subjecting
the city to possible financial exposure. After auditing a contract for trash collection, Quatrevaux’s office
found that New Orleans could have saved $3 million a year by simply monitoring the contracts.*

* State audits in Ohio found that state agencies and many local governments engaged in “casually
administered” contracts with “lax controls.” From 2000-2003, 116 state audits found that contactors

misspent $97.7 million tax dollars.’
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Read the Fine Print

Private corporations are very good at writing contracts that shift all risk to the taxpayer and
keep any rewards for the company. Once a public service is outsourced or asset is privatized,
taxpayers have little recourse if a contract was drawn up poorly or the drafters failed to anticipate all
contingencies. Because some contracts are written for extended periods, the public can be locked into
bad deals for generations. For Examples:

* In September 2008, Indiana was required to reimburse the private Indiana Toll Road operator
$447,000 for tolls that were waived for people being evacuated during a severe flood. This
requirement in the contract forced the state to pay money to a private contractor in order to ensure the
public’s safety.

* In 2008, the private contractors that operated the Northwest Parkway in Denver, Colorado, objected to
improvements to a local street. The 99-year privatization contract allowed the private company to prevent
improvements on city-owned and maintained roads, since the improvements “might hurt the parkway
financially,” by providing an alternative route for travelers, thus potentially reducing toll revenue.’

Pay Attention to the Bottom Line

Contractors do. And the bottom line for them is that they’re accountable to their owners and
shareholders, not the public. Private companies’ primary objective is to make a profit, which can mean
cutting corners to reduce costs, jeopardizing services and vital public assets. Or they may “low-ball” a
bid to get a contract, then jack up their price over time. Service failures and cost escalation have prompted
many cities and states to insource services previously privatized. According to a recent survey, more than
60 percent of local governments insourced privatized services due to a decline in service quality.®

Examples:

* Only two years into a contract with IBM to provide benefit eligibility service, Indiana canceled the
$1.34 billion contract in 2009. For two years, families failed to receive benefits for which they
qualified, including food stamps, health coverage, and cash assistance.” Among the tales: One
woman with hearing problems and other disabilities reportedly was dropped because she couldn’t
complete a telephone interview. Another lost Medicaid, food stamps and transportation because she
missed an appointment while hospitalized.'°

* New Albany, Indiana, insourced the operation of its wastewater treatment and sewer
maintenance in January 2013, saving taxpayers more than $300,000 annually. The mayor stated:
“We will not only save taxpayer money, but we will also eliminate the outsourcing of these good-
paying jobs to an outside company.” !
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* When private companies bid on garbage collection and fleet maintenance in Yuma, Arizona, in
2001, officials found that the cost estimates were much more expensive than current costs. In
fact, residents would have paid twice as much to the private companies as they currently pay
for the same city services.'?

* In 2010, Gary, Indiana, canceled its 10-year contract with United Water after inspectors found
that the company had violated regulations; filed inadequate monitoring reports; and failed to meet
mandated deadlines. By canceling the contract and bringing water service back in-house, the city
expects costs to decrease from $16 million to $8 million a year."

* A Pennsylvania study in 2012 found the state could save $78 million by insourcing school bus
services.'*
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