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Members of the Legislative Audit Committee:

This report contains the results of a performance audit of the privatization of state services. 
This audit was conducted pursuant to Section 2-3-103 et. seq. C.R.S. which authorizes the State 
Auditor to conduct performance audits as directed by the Legislative Audit Committee. This 
report presents our findings, conclusions, and recommendations and the responses of the 
Governor’s Commission on Privatization.
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REPORT SUMMARY
STATE OF COLORADO 
OFFICE OF STATE AUDITOR
TIMOTHY M. O’BRIEN 
State Auditor

PERFORMANCE AUDIT 
PRIVATIZATION 
JANUARY 1989

This audit was conducted pursuant to Section 2-3-103 et. seq. C.R.S. which authorizes the State 
Auditor to conduct performance audits as directed by the Legislative Audit Committee. The pur
pose of this report is to present our analysis, findings, and recommendations regarding the privatiza
tion of state services. This audit was conducted according to generally accepted governmental 
auditing standards for economy, efficiency, and program results audits. Data for the audit were col
lected between August 1988 and December 1988.

Our review of privatization focused on the following topics:

• Definitions of privatization

• Perceived advantages and disadvantages of privatization

• Limits to privatization in Colorado

• Factors that contribute to the success or failure of the privatization

• Criteria and decision making processes used to decide whether to privatize

• Services that have been privatized by other states and Colorado

• Services that Colorado state agencies might consider privatizing

These topics and others are summarized in the following pages.

BACKGROUND

Government has two basic functions which are to make public policy decisions and decide who 
will carry-out these public policy decisions. Privatization is concerned with whether the govern
ment or the private sector should deliver a public service. Privatization means the provision of public 
sector services through the private sector.

Privatization takes many forms, such as franchises, contracts, vouchers, and deregulation. The 
most common form is contracting. Colorado state agencies, excluding colleges and universities, 
reported they had contracted with private agencies for about $760,510,861 in services during Fis
cal Year 1988. This pattern of contracting with the private sector has a long history in Colorado.

For further information on this report, contact the Auditor's Office at (303) 866-2051. 
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Contracting is likely to continue at all levels of government, as governments face decreasing 
revenues, slow economies, and political pressure to decrease their size.

OPINIONS DIFFER ON THE ADVANTAGES AND DISADVANTAGES OF 
PRIVATIZING

Our review of the literature on privatization found that opinions differ on the advantages and dis
advantages of privatizing. There is little evidence that can be relied upon to judge if privatization 
is positive or negative. For example, critics argue that privatizing a service is more expensive while 
proponents argue that it saves money. Proponents argue that privatizing improves the quality of ser
vices delivered, while opponents argue that quality goes down. We found that the support for either 
side was generally based on anecdotal evidence. Privatization is not a panacea for improving the 
effectiveness or efficiency of government service delivery.

Whether or not the agency decides to privatize a service, reviewing for privatization is an oppor
tunity for government to determine what it costs to provide services. This self review also can help 
agencies incorporate better management skills into their operations.

Privatization is not a cure all for the problems with government. There are some situations where 
it is appropriate and others where it is not. The appropriateness of privatization should be judged 
on a case-by-case basis.

IMPLEMENTING PRIVATIZATION

Public services are privatized for both ideological and practical reasons. This report proposes a 
practical process that agencies can use to determine whether to privatize a service. We call this 
process developing a "privatization profile." This process is begun when the agency asks a series 
of questions on the following nine privatization criteria:

* Market Strength * Political Resistance * Risk

* Cost Efficiency * Quality of Service * Control

* Legal Barriers * Impact on Employees * Resources

Each of these criteria is rated using scales, ranging from total government to total private sector 
provision of services. All of the scales are then compiled on a profile summary chart. This chart al
lows the agency to review all of the strengths and weaknesses of privatizing. The agency then decides 
if any of the weaknesses can be overcome, for example, through contract provisions. If the service 
looks promising for privatization, the agency moves on to step two, which is a detailed cost analysis. 
This analysis provides the agency with a comprehensive picture of the costs of privatizing a ser
vice.
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We recommend all agencies of Colorado state government use a systematic and well docu
mented process, such as the Privatization Profile, when deciding whether to privatize a public 
service.

Governor’s Commission on Privatization Response:
The Commission agrees that there should be a systematic and well documented process of 
evaluation for deciding whether it is appropriate to privatize a service; the Commission also 
agrees that such a review should be the first step of a two-stage process. The second step - 
- detailed cost comparisons - would be done only after the first reviews have identified a 
service as appropriate for privatization. While the Privatization Profile represents a useful 
first step, the Commission agrees that it is only one among many approaches.

POTENTIAL FOR MORE PRIVATIZATION

Our review of privatization in other states found that other states have privatized some services 
that might be considered in Colorado. These potential services for privatization are identified in Ap
pendix G. Some examples are: issuing motor vehicle licenses, managing state hospitals, and making 
property assessments. Additional research would be necessary before an agency could judge if it 
would be feasible to privatize these services. The Legislature should consider taking action to define 
and formalize a privatization process.

We recommend the Legislature consider developing a privatization law which defines 
Legislative intent for privatization. The law should consider requiring state agencies to use 
systematic and well-documented procedures when reviewing for possible privatization. The 
law should require the Governor’s Commission on Privatization to report its activities to the 
Legislative Business Affairs and Labor Committees. The Commission should review existing 
laws and determine if they need to be changed to smooth transitions to privatization.

Governor’s Commission on Privatization Response:

Since adequate authority to encourage state agencies to review for privatization already ex
ists in both the budgetary process and the executive order process, statutory authority would 
be unnecessary.

The Commission reports directly to the Governor. It is appropriate for the Governor to share 
the Commission’s reports with the Legislature or to provide reports of his own, but it is in
consistent with the separation of powers to require an Executive Commission to report direct
ly to the Legislature.

It would be more appropriate to require a review of the existing laws to be conducted as one 
factor in the evaluation process. It is not clear that the cost of a comprehensive review should 
be incurred at this point.
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Governor’s Commission Additional Comment:

In its work to date, the Commission has identified some other policy issues associated with 
privatization beyond the criteria identified above. Naturally, not all of the issues discussed 
in the Auditor’s report have been discussed by the Commission, nor have all issues discussed 
by the Commission been recognized in the Auditor’s report. But the Commission feels that 
at least two issues which they have discussed are important enough that they should be com
mended to the Auditor for any future discussions or evaluations which might be undertaken. 
In its report to the Governor, the Commission expressed concern that the state have ade
quate staff and management capacity to support procurement, RFP development, contract 
management, and the like; the Commission also raised the question of whether current 
statutes and regulations might be adequate to address problems of potential conflicts of in
terest The Commission does not have enough data to determine whether the state’s inter
ests are adequately protected in these areas; however, the Commission does wish to raise 
these questions in time for there to be some evaluation by interested parties.
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OVERVIEW OF 
PRIVATIZATION

CHAPTER I

Privatization is a 
question of who 
should deliver a 
public service.

Background
Colorado has experienced recent interest in and debate over the line 
between public and private delivery of services. This report provides 
an overview of this and other issues related to the delivery of public 
services. The report also outlines a strategy for making decisions 
about who should deliver services. In order to grasp the issues, it is 
important to understand the basic functions of government

Government performs two inherent functions. It decides:

• What is public policy. Public policy includes making 
decisions on what services to provide, how much services 
to provide, and who will receive the services.

• Who will carry-out the public policy. Government 
decides whether it or the private sector will deliver the 
public services.

The government decision to provide a service is a public policy 
decision. The services government decides to provide are called 
public services. This report does not address the issue of what ser
vices government should provide. This report does address the issue 
of whether the government or private sector should deliver the ser
vice.

What is Privatization?
There are several ways to define privatization. In our judgment, 
privatization means the provision of public sector services through 
the private sector.
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Contracting is the most 
common form of 
privatization.

Privatization in State of Colorado

There are two key points to understanding privatization. First, the 
definition of privatization is limited to those services traditionally 
performed by government that are being turned over to the private 
sector, it does not include services the government does not now 
provide. Second, privatizing delivery of a service does not necessari
ly stop the need to provide a service. When the government decides 
to use the private sector to provide a service, it does not always give 
up its responsibility to ensure that the service is provided. However, 
there are two forms of privatization, service shedding and sale of as
sets, in which the government decides to discontinue a service.

Forms of Privatization
Privatization takes many forms. The most common form of privatiza
tion is contracting with the private sector. This is because contract
ing allows the government to maintain more control over the delivery 
of the service than the other forms of privatization. The forms of 
privatization are: (See Appendix A for expanded definitions and ex
amples.)

• Contracts - Government contracts with the private sector to 
provide a public service.

• Service Shedding - Government turns over every aspect of 
a public service to the private sector, including whether the 
service will continue at all.

• Sale of Assets - Government sells its assets, such as proper
ty, to the private sector.

• Franchises - Government grants authority to a private sec
tor firm to provide a service.

• Vouchers - Government issues coupons or tickets for 
clients to purchase goods or services from the private sec
tor.

• Leases- Government pays the private sector for the use of 
equipment or facilities.

• Subsidies/Grants - Government pays private firms to help 
cover the costs of providing services.

• Partnerships - Government and the private sector form a 
working relationship to provide a public service.
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• Deregulation - Government removes its regulations from a 
service. It then encourages private or no regulation of the 
service.

Privatization experts identify other forms of privatization, such as 
using volunteers to provide public services, or coordinating the 
delivery of services, relying on the private sector for assistance in 
providing a public service, or private firms loaning personnel or 
resources to government. Finally, some experts consider private 
donations a form of privatization.

Why Privatize?
Authorities give a variety of reasons for why services are privatized. 
These reasons are classified as either ideological or practical. The 
ideological reasons used by people for deciding to privatize are:

• The smaller the government the better.

• Privatization will result in lower taxes and will stimulate 
the economy.

• The belief that government agencies are less efficient 
economically, than are private firms which are dominated 
by the profit motive.

• Government managers do not manage as well as private 
sector managers.

• Government agencies are monopolies with no incentive to 
perform well.

• Government should not provide services that are available 
in the private sector.

• Government agencies are incapable of efficient operation, 
because they respond to the demand for political outputs 
rather than economic outputs.

Most practical reasons for privatizing have to do with reducing the 
costs of providing public services. Practical reasons tend to be more 
easily measured. The practical reasons used by people for deciding 
to privatize are:
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• Lowering the cost of providing services. Proponents 
believe that the private sector can provide public services 
at a lower cost than government agencies.

• Improving the quality of services. Some people believe that 
the private sector can provide higher quality services than 
government.

• Improving the operations of government. Some people 
believe that the competition introduced by privatization 
forces public agencies to provide services more efficiently 
and effectively.

• Adjusting for limited resources. Government agencies may 
not have staff or resources to provide a service. Some ser
vices require expertise that is difficult to get or maintain 
within government agencies.

• Filling needs for short-term projects. Some projects do not 
produce enough work for government to hire full-time per
manent staff.

History of Privatization
"Privatization" is a new term, however, private provision of public 
services has occurred for decades. Before the last half of the 19th cen
tury, the private sector provided public services, such as fire protec
tion, and trash collection. In the late 19th and early 20th centuries 
public attitudes toward the private sector changed. The public wanted 
more services from government. Public concern about private sector 
corruption also lead to the expansion of government in service 
delivery.

The trend in government expansion continued until negative public 
attitudes toward government and budget problems began to surface. 
Governments came under strong public pressure to save money. 
Governments found it necessary to deliver services more effectively 
and efficiently. Government turned to private sector in hopes to ac
complish this.

In recent years, increased privatization of government activities has 
emerged as a trend at all levels of government. Interest in privatiza
tion has grown because:

• Tax revenues have not increased at the same pace as 
government expenditures.
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Privatization has been 
present for decades.

• Some people view government as less efficient than the 
private sector.

• A slow economy has increased the private sector’s interest 
in new markets, previously served by governments.

• The public assets are in such poor condition that some 
governments have turned to the private sector for financ
ing and construction.

• Some people want to decrease the size of government 
payrolls.

The federal government has shown interest in privatization for 
decades. In 1955, the Eisenhower Administration approved a policy 
that the federal government will not provide a service or product for 
its own use if the it is available from private enterprise. In 1966, the 
Office of Management and Budget also adopted a policy to rely on 
the use of private goods and services. In 1987, President Reagan 
authorized the President’s Commission on Privatization. This Com
mission made sweeping recommendations on privatizing various 
federal services, such as the mail service and urban transportation.

History of Privatization in 
Colorado
Current interest in privatization found in other states also is present 
in Colorado. Some of the recent Colorado laws concerning privatiza
tion include:

• Senate Bill 164 (1988) - requires that the Regional 
Transportation District turn over at least 20 percent of its 
services to private firms.

• House Bill 1009 (1988) - prohibits state agencies from 
competing with private enterprises. State agencies cannot 
engage in "the manufacturing, processing, sale, offering for 
sale, rental, leasing, delivery, dispensing, distributing, or 
advertising of goods or services to the public which are also 
offered by private enterprise unless specifically authorized 
by law." This law established the Private Enterprise Review 
Board to hear complaints about unfair competition between 
the public and private sectors.
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The Legislature has 
been active in 
promoting 
privatization.

• House Bill 1194 (1988) - allows the state to enter into 
agreements for the acquisition of privately funded correc
tional facilities.

• Senate Bill 247 (1987) - authorizes the establishment of 
public highway authorities to help finance, construct, 
operate, or maintain a portion of a beltway or other 
transportation improvements in the metropolitan region. 
This bill helped establish the E-470 and W-470 highway 
projects.

• Senate Bill 114 (1986) - authorizes Las Animas and Huer
fano counties to enter into necessary contracts with a 
private sector firm for the provision and operation of a jail.

• House Bill 1452 (1981) - authorizes counties to enter into 
lease-purchase agreements for the financing of jails and 
other public buildings or equipment.

The Joint Budget Committee and General Assembly have also been 
involved in privatization. For example the 1981 Long Bill authorized 
the Department of Administration to contract for 25 percent of the 
security and custodial services used in the Capitol Complex. The 
1989 Long Bill includes the following footnotes which promote 
privatization:

• Each department is to include in its budget submission to 
the Joint Budget Committee recommendations on services 
that can be contracted with the private sector at a cost 
savings to the state in Fiscal Year 1989-90.

• It is the intent of the General Assembly that the Department 
of Corrections issue requests for proposals to privatize all 
or part of its operations in the areas of food service, 
transportation, management of minimum security centers, 
and other areas the Department finds suitable for privatiza
tion. It is the intent of the General Assembly that the 
Department will also explore contracts with privately 
developed and operated correctional facilities.

• It is the intent of the General Assembly to pursue privatiza
tion of juvenile correctional facilities on an experimental 
basis. The Department shall contract, for one year only, for 
25 beds to house juvenile offenders.
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The Governor has 
taken steps to 
encourage 
privatization.

11

In addition to these and other legislative initiatives, the Executive 
Branch has privatized certain services. Recent examples of privatiza
tion include:

• Maintenance of the State Capitol Complex. The Depart
ment of Administration contracts for janitorial services for 
selected buildings in the capitol complex.

• Laundry services at the Colorado State Hospital in Pueblo. 
The State Hospital contracts for laundry services at the 
Pueblo facility.

• The Judicial Department contracts for court appointed 
attorneys and reported it saves about $250,000 per year.

• The Department of Labor and Employment stopped its 
boiler inspections and reported it saves about $186,000per 
year. However, it also reported that some inspection dead
lines are missed.

More detailed descriptions of the other services currently privatized 
and opportunities for further privatization appear in Appendices D 
andF.

In 1988, the Governor issued an Executive Order which established 
the Governor’s Commission on Privatization. This Commission’s 
main purpose is to review information from state agencies and make 
privatization recommendations to the Governor. The Commission 
reports semi-annually to the Governor. Besides the activities of the 
Commission, the Colorado State Manager’s Association has 
developed a policy statement which supports privatization "... where 
a clear benefit exists for the state, where the function to be privatized 
lies clearly outside of the function of government or unnecessarily 
competes with private enterprise and where important conditions are 
met."
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ADVANTAGES/
DISADVANTAGES AND
FEATURES OF SUCCESSFUL 
PRIVATIZATION

CHAPTER II

Proponents assert 
privatization’s main 
advantage is lower 
costs.

Proponents and critics believe privatization has advantages and dis
advantages. Expert opinion and research on privatization is sharply 
divided. Depending on one’s perspective, an advantage to one 
person can be a disadvantage to another person. The following sec
tions identify some of the perceived advantages and disadvantages 
found in the literature. Strategies for reducing the disadvantages of 
privatization follow them.

Perceived Advantages of 
Privatization
Proponents believe the main advantage of privatizing is lower costs. 
In addition to lower cost, some of the major perceived advantages of 
privatization are:

• Project completion times may be reduced.

• Private and public sectors share risks, such as cost over
runs.

• Experimental or temporary programs can be arranged 
with the private sector.

• It offers new options for financing expensive construction 
projects.
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Privatization reviews 
encourage agencies to 
look at efficiency.

• It provides services that are not available from government, 
because agencies do not always have the expertise or 
resources to provide a service.

• It provides increased quality of service and lower cost. The 
private sector pays less for employee benefits, has less ab
senteeism, fewer holidays, and thus saves taxpayers 
money. In addition, privatization results in more jobs in the 
private sector.

• Businesses have the opportunity to expand into areas 
operated and controlled by government. In addition, busi
nesses may receive tax breaks for providing public ser
vices.

• The private sector does not have to follow restrictive 
government procedures and purchasing regulations.

Privatization Adds Competition 
To Government
In addition to the previous advantages, another advantage of con
sidering privatization is that it encourages government agencies to 
review how efficiently they are conducting business and delivering 
services. By forcing close examination of the costs of services, the 
prospect of privatization develops improved financial analyses of 
public agencies. This is helpful, even if the agency’s decision is not 
to privatize a service.

The key to efficient public services is not always replacing govern
ment agencies with private firms, but rather having them compete 
against the private sector. The competition introduced by the private 
sector motivates public agencies to lower costs and sometimes im
prove the quality of services. Examples of how this principle

works are:

• Westminster, Colorado contracted out half of its street 
cleaning operations to the private sector. It is now compar
ing the costs of services delivered by city workers with the 
costs of private contractors.



Report of The State Auditor 15

• Phoenix, Arizona reduced trash collection costs by forcing 
its sanitation department to compete against the private sec
tor. City workers have out-bid the private sector and have 
won the contract to provide services.

Agency managers should look for ways to deliver public services as 
cheaply and effectively as possible. Privatization reviews help 
managers make informed decisions about public service delivery.

Perceived Disadvantages of 
Privatization

Some experts believe 
privatization has 
disadvantages 
including a lowering of 
the quality of services.

Critics believe the main disadvantages are higher costs and lower 
quality of service. Critics argue that contracting out is more expen
sive than government delivery of services because of corruption, un
employment payments to laid off employees, lack of competition, the 
low marginal cost of expanding government, and in the case of 
cost-plus-fixed fee contracts, no incentive for cost savings. In addi
tion, government provides services at a lower cost because it doesn’t 
have to: make a profit, pay taxes, and carry as much liability in
surance as private firms. Critics also believe:

• Government loses some of its control over service 
delivery which affects the quality of services.

• Private firms are more likely to interrupt services because 
of declines in profits or labor strikes.

• Government already has considerable capital investment 
If a service is privatized, the benefits of owning equipment 
and facilities may be lost.

• There is less accountability to the public.

• Private firms are less willing than government to 
provide emergency or more services without additional 
payment.

• Fraud and corruption may result.

• Certain population groups may be neglected. The 
private firms may avoid clients who may be expensive 
to serve.
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Steps can be taken to 
reduce the disadvan
tages of privatizing.

• Some government employees lose their jobs or their 
careers are disrupted by privatization.

• Affirmative Action and other civil service policies are 
weakened.

• Morale and productivity among government workers 
may decline.

Because there are no direct benefits of privatization for public 
employees, they are likely to resist efforts to privatize their jobs. Cur
rently, the state has lawsuits concerning the effect of privatization on 
public employees.

Strategies for Reducing the
Perceived Disadvantages of 
Privatization
Agencies can reduce the disadvantages of privatizing a service by 
taking certain steps. Agencies can reduce many of the negative 
aspects of privatizing through the contracting process. Careful con
tract development, purchasing, and oversight procedures may 
reduce the disadvantages of privatizing a service. These strategies 
and others are included in the Privatization Profile Form in Appen
dix B. Specifically, agencies can:

• Write contracts that maintain government control over ser
vices, such as including reporting, monitoring, and ter
mination provisions in the contract.

• Use risk reduction strategies, such as requiring a perfor
mance bond for failure to follow contract provisions. 
Another risk reduction strategy is to retain ownership and 
buy-back rights to facilities and equipment

• Contract with several providers to ensure competition and 
protect against the interruption of service.

• Require that the contractor hire staff from the affected 
agency.

• Require that private firms pay prevailing wages and 
follow civil services policies, such as Affirmative Action 
guidelines.
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Contract monitoring 
and good cost esti
mates are important to 
success.

The Legislature Might Consider Reducing The
Negative Effects Of Privatization On Employees

If the Legislature judges the effects of privatization on state 
employees as important, the Legislature may want to consider chang
ing state laws. For example, the Legislature might:

• Make benefit revisions which make it easier for displaced 
staff to receive state retirement and health benefits. Cur
rently, displaced employees can continue health benefits 
for 18 months, if they pay the entire cost of the coverage. 
They can also continue participating in PERA, however, 
the state stops its contribution with the employee’s last 
paycheck.

• Provide displaced employees with early retirement 
options.

• Give severance pay to displaced employees.

Characteristics of Successful and 
Failed Privatization
Given the wide variety of opinions on the advantages and disad

vantages above, judging the success or failure of a privatized service 
is difficult. One person may view a privatized service as successful 
because it saved money. Another person may define it as unsuccess
ful because it resulted in a loss of control over the service. Although 
opinions differ, studies show that certain factors contribute to 
success or failure of privatization. These factors include:

• The existence of multiple private providers improves the 
chances of successful privatization. Competition among 
providers encourages efficiency and effectiveness.

• A thorough contract monitoring system improves the 
chances for success.

• The chances for success improve if the agency can 
specify exactly what it wants from the private sector 
and anticipate problems. Agencies that can easily measure 
what they want from the contractor are more likely to suc
ceed with privatization.
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Privatization is not a 
panacea for govern
ment inefficiency 
and should be on a 
case-by-case basis.

• Agencies must accurately estimate the full costs of provid
ing a service. Hidden costs for the agency or provider may 
result in unrealistic contract bids and contract failure.

• Agency executives must be open to the idea of 
privatization.

• The less complex the service being privatized, the more 
likely are its chances for success. For example, privatizing 
the entire Department of Health would be less likely to suc
ceed due to the Department’s large range of activities. In 
contrast, privatizing a food service operation in a state 
building would be less complex and have a greater chance 
for success.

Summary
This chapter shows that privatization is perceived as having many ad
vantages and disadvantages. Proponents and critics disagree on how 
to view privatization. Regardless of one’s perspective, one point that 
experts agree on is that privatization should not be seen as a solution 
for all of the problems of government. Experts also agree that 
privatization is not always appropriate for some government services. 
In addition, experts suggest privatization should be reviewed on a 
case-by-case basis because each situation is unique.

The decision to privatize a public service can be very complex. Al
though the decision to privatize can be complex, a systematic and 
well-documented process can improve the chances for successful 
privatization. The next chapter provides a strategy to review for 
privatization which will increase the chances for success.
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IMPLEMENTING
PRIVATIZATION

CHAPTER III

We propose a two step 
process to assess likely 
candidate programs 
for privatization.

The decision to privatize a public service can be a simple or very 
complex process. A systematic process can improve the chances for 
success and reduce chances of failure when the issues are complex. 
There are a variety of approaches that agencies can use in deciding 
whether to privatize a service. We believe the best approach is one 
that considers several factors and relies heavily on objective criteria. 
This chapter outlines a two step process: step one the development 
of a privatization profile and step two a detailed cost analysis. This 
process focuses on contracting because it is the most common form 
of privatizing, but can be used for other forms of privatizing.

Step One of Privatization Review 
Process
The Privatization Profile provides an agency with an overall picture 
of the potential for privatizing a public service. An agency uses the 
profile to answer a series of questions on criteria related to privatiza
tion. The following summary chart shows the criteria used in the 
profile. These criteria were developed from expert opinion and our 
survey of Colorado state agencies. The form that agencies use to 
develop a profile along with details on criteria are located in Appen
dix B.

Summary of Privatization Criteria

Market Strength

Market strength is the commercial characteristics of the service. 
For example, are private providers presently available or inter
ested in delivering the service?
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Political Resistance

Political resistance is the amount of opposition to changing the 
service provider. This resistance can come from the public, the 
provider of the service, users of the service, interest groups, or 
elected officials.

Cost Efficiency

Cost efficiency is the expected cost of services, assuming no 
change in quality of service.

Quality of Service

This is the expected effect privatization will have on the quality 
of service provided.

Impact on Employees

Impact on employees is the effect that privatization will have on 
government employees.

Legal Barriers

Legal barriers refers to the effect any laws have on the privatiza
tion decision.

Risk

Risk is the degree to which privatization of a service increases 
government exposure to hazards.

Resources

Resources is the efficient and effective use of existing govern
ment assets.

Control

Control is the government’s ability to oversee the service, once it 
has been privatized.
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The agency rates each of the criteria shown in this chart using the 
provided scales. Each scale shows values of +1 to +3 for pro-private 
sector provision and -1 to -3 for pro-government provision of the ser
vice. Each criterion may have several facts to consider, but the agen
cy determines a single rating taking into consideration all the facts. 
The agency marks the scale according to the rating. The agency then 
writes a rationale for this rating. The following is an example of how 
the "Cost Efficiency" scale is used.

If privatization will result in cost savings, the agency would mark the 
scale to the right (pro-private sector) side. If the agency estimates that 
no savings would result, it would mark the scale in the middle. If the 
agency estimates that costs would be higher, it would mark the scale 
to the left. The actual numerical score (e.g. -3, +2, +1) is a matter of 
degree, and thus requires judgment.

After the agency rates each criterion in this manner, it summarizes 
the ratings on the Privatization Profile Summary Form. The follow
ing exhibit provides an example of the form.
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The profile pro
vides an overall 
picture of the 
potential for 
privatizing.

The agency then draws a line connecting all of the ratings on the 
Profile.

When the agency reviews the Profile, it can see the privatization 
potential of the service being analyzed. If the line on the Privatiza
tion Profile rests in the right half of the chart, the service is probab
ly a good candidate for privatization. However, if the line rests in the 
left half of the chart, the service is probably not a good candidate for 
privatization. Some lines will show mixed ratings, where some of the 
criteria are pro-privatization and others are not. When this occurs, the 
agency can determine if the pro-government ratings should and could 
be overcome. There are ways to overcome or minimize the negative 
impacts of privatizing. These ways are discussed in detail for each 
criterion in Appendix B. A couple of examples of these ways are:

• An agency might overcome a problem with employee dis
placement through job transfers or training.

• An agency might overcome the risk of service interruption 
by requiring contract performance bonds.

If the pro-government ratings cannot be overcome, the agency then 
should judge whether they are important enough to stop the privatiza
tion review.
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To understand the process the following examples of a good and poor 
candidate for privatization are presented. These examples are based 
on hypothetical facts.

Example One - Janitorial Services
An agency decided whether it should privatize some of its janitorial 
services using the Privatization Profile. The agency reached the fol
lowing conclusions:

Market Strength It believed there was a strong market for 
janitorial services. Multiple vendors were able 
and willing to perform this service. The service 
was not complex or large. The agency therefore 
rated the market strength criterion a +3.

Political 
Resistance

Cost Efficiency

Quality of 
Service

Impact on 
Employees

The agency rated political resistance to 
privatization of janitorial service low because 
elected officials supported the idea. People had 
complained about the poor condition of the 
facilities. The agency rated the political resis
tance criterion a +3.

The agency found the proposed cost of private 
provision of janitorial services was 20 percent 
lower than current costs. The agency decided 
that this was a major savings and rated the cost 
efficiency criterion a +3.

The agency determined the quality of service 
was easily measured and controlled. The ex
pected result from privatization was improved 
quality of service. The agency rated a +3 for the 
quality of service criterion.

It judged the impact on employees as negative 
because all but one worker would lose their jobs. 
It rated the criterion a -3.

Legal Barriers Legal barriers did not exist for privatization of 
janitorial services. The agency rated this 
criterion a +3.
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Risk

Resources

Control

The agency judged the risk of contractor non
performance low because it could obtain a back
up agreement with other providers to deliver the 
service. It rated the risk criterion at +2.

The agency found that dollar resources were bet
ter used by the private sector. Although the agen
cy had janitorial equipment on order, it rated the 
services a +1 on resources. It gave this rating be
cause this equipment could be sold to the new 
contractor in exchange for the cost of the first 
few months of service.

The agency felt it could easily write a tight and 
clear contract with explicit expectations and 
manage the contractor’s performance by retain
ing one custodial supervisor. It rated janitorial 
services a +3 on the control criterion.

The agency placed the scares on the Privatization Profile Summary 
Form. The following exhibit shows the Profile results. The agency 
decided janitorial work was a good candidate for privatization be
cause most criteria were on the pro-private sector side. The one ex
ception was the impact on employees rating. It might be able to 
address this problem by offering employees early retirement and 
transfers.

PROFILE RESULTS FOR JANITORIAL 
SERVICES
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Example Two - Operation Of A Social 
Program
An agency decided to review the potential for privatizing the opera
tion of one of its social programs using the Privatization Profile. The 
agency decided that it wanted to privatize to reduce its costs of operat
ing this program. It also wanted to provide better services to clients.

Market Strength Regarding market strength, the agency judged 
the operating of a social program a large and 
complex task. The agency found that a limited 
number of vendors existed and rated the market 
strength a +1.

Political 
Resistance

Cost Efficiency

Quality of 
Service

Impact on 
Employees

Legal Barriers

Risk

The agency decided the political resistance to 
privatizing was high. Special interest groups op
posed to the privatizing the program, but most 
of the legislature supported the idea. The agen
cy rated political resistance a -2.

It also expected moderate savings from privatiz
ing the social program and rated cost efficiency 
a +2.

The agency decided the quality of service was 
measurable and controllable. It rated the quality 
of service criterion a +3.

It could not find new jobs or training for 
employees. It rated the affect of privatization on 
employees a -2.

The agency decided the legal barriers were high 
because new and controversial laws needed to 
be passed. It rated the legal barrier criterion 
a-3.

The agency also knew that if program services 
were interrupted, clients would sue the agency. 
The state would be liable for the costs resulting 
from client lawsuits. Agency attorneys believed 
the liability to the state might increase if the 
program was privatized. It rated the risk criterion 
a-2.
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Resources The agency expected future capital expenditures 
for the social program to be high. Privatization 
would reduce the need for the government to 
build and operate new facilities to house the 
program. Given the state’s poor economy, the 
agency determined that the state would not have 
capital construction funds to build new facilities. 
It rated the resource criterion a +2.

Control The agency thought it would lose some control 
of program operations and rated the control 
criterion a -2.

The agency placed the scores on the Privatization Profile Summary 
Form. The following exhibit shows the Profile results. Based on the 
profile, the agency concluded that the operation of this social program 
was a poor candidate for privatization. Most criteria were on the pro- 
government sector side. The agency could not adequately address 
many of the problems. The agency decided to drop the idea of 
privatizing the social program.
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STEP TWO OF PRIVATIZATION. 
REVIEW PROCESS: THE DETAILED- 
COST ANALYSIS

Detailed cost analysis 
identifies hidden costs 
and prevents mistakes.

If the profile favors privatization, the agency should then proceed to 
step two of the process. This step is the detailed cost analysis. Detailed 
cost analysis involves determining the cost difference between 
government provision and contracting out Detailed cost analysis is 
important because:

• Often there are hidden costs to privatizing. These hidden 
costs could result in unrealistic decisions by agencies and 
contractors. These decisions might have to be reversed in 
the future. For example, if all of the costs are unknown, an 
agency may incorrectly estimate what it costs to provide a 
service.

• An agency may incorrectly continue to provide a service 
that could be provided cheaper by the private sector. Or, 
the agency may incorrectly contract for a service that it 
could provide cheaper than the private sector.
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There are several ways to estimate costs of service delivery. This 
report recommends a way to calculate and compare costs.

The first step in the cost analysis is for the agency to determine what 
it costs government to provide the service. The agency identifies the 
service delivery costs taking into consideration, such elements as 
salaries and benefits of personnel, material, and equipment costs. The 
agency then identifies the contracting cost by taking into considera
tion cost factors, such as contract fees, contract development and 
monitoring. Contracting costs include the cost of the contract itself 
and any other on-going expenditures by the agency. Appendix C 
provides more detail on identifying and estimating costs.

The agency then compares it’s cost to the contract cost Agency 
management should try to identify the characteristics that cause 
government to have higher or lower costs. If a government has higher 
cost can the agency overcome those characteristics and decrease the 
cost?

The Privatization Profile Should 
be Used to Make Decisions
Privatization of public services should involve an objective and sys
tematic decision making process. Sometimes the decision to privatize 
a public service is unclear and difficult The decision making process 
described in this chapter is one way to systematically review the 
potential for privatization. It has the following strengths, it:

• Encourages discussion on the pros and cons of privatiza
tion.

• Encourages the agency to explore ways to overcome 
problems.

• Gives the agency an overall view (profile) on the strengths 
and weaknesses of the proposed privatization.

• Standardizes some of the procedures used to evaluate ser
vices for privatization.

• Expands to include other considerations.

• Requires that agencies support decisions with facts by 
having the them write-out the rationale for each rating.
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• Can be used on a case-by-case basis.

We believe a rigorous adherence to this or a similar process will con
tribute to successful reviews for privatization and more rational and 
less emotional decisions. Agencies should use the profile for those 
services that it is now providing, not for services already contracted 
out or privatized.

Recommendation No.1
All agencies of Colorado state government should use a systematic 
and well documented process, such as the Privatization Profile, when 
deciding whether to privatize public services.

Governor’s Commission On 
Privatization Response:
The Commission agrees that there should be a sys
tematic and well documented process of evaluation for 
deciding whether it is appropriate to privatize a service; 
the Commission also agrees that such a review should 
be the first step of a two-stage process. The second step 
should be detailed cost comparisons which would be 
done only after the first reviews have identified a ser
vice as appropriate for privatization. However, the Com
mission has adopted an approach different from the 
privatization profile in its policy guidelines. The Com
mission has developed five policy measures which 
would exclude certain services from review for 
privatization. These criteria are as follows:

a. "A core function of government, including policy 
making or enforcement functions, exercise of dis
cretionary authority or police powers, and/or 
routine use of or access to confidential informa
tion.”

b. "Services which are not readily available from the 
private sector, including private not-for-profit or
ganizations.”

c. "Services which cannot be efficiently measured as 
to cost, quality, process, and outcomes."
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d. "Services to whose privatization there are current
ly legal barriers which cannot readily be 
modified."

e. "Services whose privatization would adversely af
fect existing state employees, unless there are 
means available to mitigate those effects."

The Commission believes that services should be 
reviewed according to these criteria prior to the use of 
the Privatization Profile or other similar review. Only if 
a service appears to be a likely candidate for privatiza
tion following such a review should a detailed cost com
parison be conducted. The Commission feels that such 
a procedure would focus the effort of detailed cost
 benefit analysis onto those areas where it is most likely 
to yield signficiant results.

The criteria suggested in the Privatization Profile are 
somewhat different than what the Commission has 
developed. Specifically, the following outlines some of 
the more important similarities and differences.

Market Strength: The Commission concurs that this is 
an important criterion.

Political Resistance: This primarily has to do with the 
success of implementation, rather than being a policy 
issue for measuring appropriateness.

Cost Efficiency: This should only be considered after 
the initial review is completed to determine appropriate
ness; otherwise it runs the risk of being largely duplica
tive.

Quality of Service: The Commission addresses these 
issues through several of its criteria which attempt to 
focus on different components of service quality.

Impact on Employees: This is consistent with the 
Commission’s views.

Legal Barriers: This is also consistent with Commis
sion views.
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Risk: Much of what is here should more appropriately 
be considered during the cost analysis following a 
decision to consider a service for privatization.

Resources: Same comment as Risk.

Control: Consistent with several Commission criteria, 
though it expands on them in some useful ways.

In general, the Commission feels that the proposed 
Privatization Profile offers a useful first attempt to 
develop some brief measures for evaluation. However, 
the proposed Profile should be more clearly held out as 
only one of several possible approaches. The Profile as 
it is presented has some limitations. It attempts to 
provide an objective measure of subjective judgement, 
and thus gives the impression of generating more quan
titative measures than the data is susceptible of provid
ing. Development of the proposed COFRS system could 
generate a more appropriate approach to measurement 
It appears that the authors of the report recognize that 
the Profile is one among many tools available to those 
making such evaluations; if that is the case, then the 
Profile might more usefully be relegated to an appendix. 
The Commission feels that devoting so much space to 
the Profile detracts from the report’s goal, which is to 
identify important privatization issues.
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PRIVATIZATION IN 
COLORADO AND OTHER 
STATES

CHAPTER IV

EXTENT OF PRIVATIZATION 
IN COLORADO
The most common form of privatization in Colorado is contracting. 
Colorado agencies have extensive contracts with the private sector. 
The following exhibit shows the total state expenditures, excluding 
colleges and universities, and amount of state services contracted 
with the private sector. The exhibit on the following page shows the 
reported amount of contracts for the 20 state departments of the Ex
ecutive Branch, Legislature, and Judicial Branch for three fiscal 
years.

State agencies con
tracted for about $761 
million in 1988.

The exhibit shows that in Fiscal Year 1987-88, state agencies 
reported they awarded about $760,510,861 in contracts with the 
private sector This represents about 19 percent of the State’s expen
ditures. This also represents a one percent increase in contracting 
compared to Fiscal Year 1986.
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PRIVATE SECTOR CONTRACTS AS A PERCENT OF STATE 
EXPENDITURES (FISCAL YEAR 1986 TO 1988)

Fiscal Year 1986 Fiscal Year 1987

( Total Expanditures • $3,783.430,000 )
(Total Expanditures • $3,515,635,000 )

Fiscal Year 1988

( Total Expanditures ■ #3,950,666,000 )

SOURCE: State Auditor’s analysis of State Controller and state agency questionnaire
data.

NOTES: a. Total expenditures excludes colleges, universities, and unemployment 
compensation.

b. Unaudited figures reported by state agencies. These figures exclude 
the purchases of goods.
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Some departments engage extensively in service contracts with the 
private sector while others do minimal contracting. Some of the agen
cies that do a large amount of contracting include:

• The Department of Highways which reportedly contracted 
for $259,634,115 worth of services in Fiscal Year 1988.

There are many 
examples of privatiza
tion in Colorado and 
further initiatives are 
being considered.

• The Department of Social Services which reportedly con
tracted for $348,118,333 for social service programs in Fis
cal Year 1988. This amount represents about 45 percent of 
all state contracts with the private sector.

• The Department of Institutions which contracted for 
$85,118,651 worth of services in Fiscal Year 1988.

Other agencies have done little contracting. The following exhibit 
(on page 36), shows the dollar amount of contracts with the private 
sector that state agencies reported to the State Auditor’s Office from 
Fiscal Year 1986 to 1988.

WHAT HAS BEEN PRIVATIZED IN 
COLORADO STATE GOVERNMENT?
We asked state agencies to identify examples of recent privatization 
in Colorado state government. For example, the Department of Labor 
and Employment has shed it boiler inspection service. Another ex
ample is the Department of Administration which contracts for a 
variety of services including custodial, printing, and building 
security. Some of the kinds of services that are often privatized in
clude:

• Administrative support

• Technical assistance

• Construction

• Maintenance and repair

• Printing

• Medical

• Training

• Social services

A more detailed list of services that agencies report they have 
privatized since 1986 is in Appendix D.
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REPORTED DOLLAR AMOUNTS OF CONTRACTING BY AGENCIES a* 
Fiscal Years 1986 Through 1988

FISCAL YEARS

SOURCE: State Auditor survey of state agencies.
NOTES: a. Dollar amounts for the contracts are unaudited.

b. Amount excludes contracts made by colleges and universities 
universities.
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During our survey, agencies were asked to identify services they were 
planning to privatize or were considering for possible privatization. 
Appendix E lists the planned efforts at privatization. For example, 
the Department of Corrections is planning to privatize medical ser
vices provided to inmates. In addition, the Department of Regulatory 
Agencies is planning to deregulate some telecommunications ac
tivities. Agencies reported some of the planned privatization may 
save money.

Other states have 
privatized a variety 
of public services.

New opportunities 
exist for privatiza
tion in Colorado.

PRIVATIZATION IN OTHER STATES
Other states have privatized a number of public services. We asked 
all governors to identify what services their states had privatized. 
Thirty-four state’s governors responded and provided examples of 
privatization.

A wide variety of services have been privatized in other states. For 
example, Sears Roebuck issues motor vehicle licenses in New Jer
sey, and private firms provide dispute resolution in California. Some 
states, such as Virginia, North Carolina, and California operate high
ways which are joint state and private sector projects. Although a 
wide variety of services have been privatized, some public services 
are more likely than others to be privatized. The Services which are 
the most frequently privatized are:

• Janitorial

• Data processing

• Technical consulting

• Construction

• Printing

• Facility management

The chart in Appendix F lists some of the public services that the 
states and privatization reports say were privatized. The chart is only 
a sample of what has been privatized. This is because states respond
ing did not identify all of their privatized services.

OPPORTUNITIES FOR 
PRIVATIZATION IN COLORADO
Despite the extent of privatization present in Colorado state govern
ment, we believe that other opportunities for privatization exist Our 
review of the activities by other states found many services which



Privatization in Colorado State Government38

have not been privatized in Colorado. We have compiled a listing of 
services privatized by other states. This list is organized by depart
ment and included here in Appendix F. We know that many of these 
services are already partially or completely privatized in Colorado, 
and have noted this in the listing. We believe that agencies should 
review the opportunities listed in Appendix F for privatization. These 
potentials for privatization are only some of the possibilities, as others 
may exist

Even if privatization does not result from these analyses, the review 
of the methods and costs of service delivery will lead to better govern
ment

LIMITS TO PRIVATIZATION IN 
COLORADO
The opportunities for privatization previously mentioned are bound 
by some general limitations. The following factors limit privatization 
in Colorado. These factors are administrative, legal, or come from 
the private sector. Although these limits exist now, some of them can 
be overcome.

Administrative Limits To Privatization

Administrative limits to privatization include:

• Agency directors are reluctant sometimes to privatize ser
vices.

• Some agencies have limited contract management 
capability. They would need to develop their capacity to 
write, assess, and monitor contracts. In addition, some have 
difficulty identifying specifically what services, in terms of 
quantity or quality the private sector might provide.

• Public employees sometimes resist the idea and hamper the 
review process. Privatization threatens some employees 
because of their fear of job loss, cuts in pay, or other nega
tive effects.

• Some government agencies do not track the cost of provid
ing services. Most state agencies do not manage their ser
vices using the same cost accounting principles used by the 
private sector. Some of these cost accounting problems
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may be addressed by the Colorado Financial Reporting
System (COFRS) being developed.

• Tradition limits privatization. Agencies get accustomed to 
providing services the same way. As a result, they do not 
think of new ways to deliver services.

Some people believe that the state’s contract bidding process repre
sents a barrier to privatization. They believe that state agencies must 
always take the lowest bid. They feel the competitive bidding process 
does not consider important factors besides cost, such as the firm’s 
experience and ability to perform. This is not true. The bidding 
process allows agencies to place emphasis on whatever factors they 
choose. The purchasing rules do not force agencies to take the lowest 
bid.

Some services should 
be excluded from 
privatization.

Our survey of state agencies found that all respondents thought that 
some of their services should not be considered for privatization. The 
most frequently mentioned services that agencies believed should not 
be considered were regulatory services. Agencies’ staff thought that 
government regulates more objectively than the private sector. Other 
services that staffs thought should be excluded from privatization are 
those involving client confidentiality, and policy development. 
Agencies also mentioned that situations where there might be a con
flict of interest should be excluded.

Legal Limits To Privatization

State laws place some limits on privatization. Specific laws that af
fect privatization are:

Some state laws limit 
privatization.

• Article XI, Sections (1) and (2) of the State Constitution 
limit the state’s ability to make grants or donations, become 
an owner in a company or corporation, and form legal 
partnerships with the private sector.

• Personnel rules, regulations, and statutes may limit 
privatization. Currently, the courts are deciding whether 
contracting for public services undermines constitutional 
(Article XII) civil service provisions.

• Article V, Section (25) of the State Constitution prohibits 
special legislation which grants exclusive privileges, im
munity, or franchise to a specific corporation, association, 
or individual.
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The courts are now hearing cases regarding the legal limits to 
privatization. We contacted the Colorado Attorney General’s Office 
and it identified numerous legal questions related to privatization. 
These questions are presented in Appendix G. It is likely, that legal 
challenges to privatization will continue in the immediate future. 
These challenges will continue, even though the state has a long his
tory of contracting with the private sector.

Private Sector Limits To Privatization

There are also limits to privatization which come from the private 
sector. These include:

• Private sector providers are not always available or willing 
to provide public services.

• Private sector firms want to avoid the state’s purchasing
process.

• The 1986 Federal Tax Reform Act changed some of the tax 
incentives for private firms to invest in large public con
struction projects.

MORE LEGISLATIVE GUIDANCE IS 
NEEDED IN COLORADO
The Governor’s Commission on Privatization is a start for reviewing 
the privatization process in Colorado. The thirteen member Commis
sion is appointed by the Governor and has members from the private 
sector, executive directors from three state agencies, employee or
ganizations, and the Legislature. The Commission started meeting 
about once a month in 1988 and needs some time to get established. 
Its charge is to:

• Establish criteria to evaluate whether goods or services 
should be provided to state government by the private sec
tor.

• Evaluate proposals from the private sector to provide goods 
or services and make recommendations to the Governor.

• Evaluate proposals from state agencies on whether goods 
or services should be bid.
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The Legislature has 
an oversight role and 
changes in laws 
might be considered 
to increase this role.

• Report semi-annually to the Governor on its activities and
recommendations concerning the procurement of goods or
services from the private sector.

The Commission makes recommendations to the Governor, it has no 
power to encourage agencies to consider privatization. If an agency 
does not want to review a service for privatization, the Commission 
can do very little.

The Legislature also has a role to play in assessing privatization. Cur
rently, no statute articulates overall state policy on privatization. The 
Legislature has not provided guidance to the Executive Branch on 
what its intent for privatization might be. For example, should execu
tive agencies exclude some activities and consider others?

In addition, the Legislature should play its usual oversight role. A 
body of elected officials should review the privatization efforts of the 
Governor’s Commission and various state agencies. The House and 
Senate Committees on Business Affairs and Labor are good can
didates for oversight of the state’s progress at privatization. For ex
ample, these Committees might receive and review annual reports on 
privatization from the Governor’s Commission on Privatization. The 
Commission is already responsible for reporting to the Governor 
twice a year. This would help the Legislature perform its oversight 
role while the Executive branch would continue to be the primary ex
ecutor of public policy.

The Legislature may also want to consider revising some of the laws 
to encourage privatization. As noted in Chapter II, changes in state 
laws might be worth considering if the effects of privatization are 
judged important. Changes in state laws to promote privatization and 
reduce the effects on employees requires additional study. The 
Governor’s Commission could play a leadership role in exploring 
new legislation.

Recommendation No. 2
The Legislature should consider developing a privatization law 
which defines legislative intent for privatization. The law should:

a. Require state agencies to use systematic and well-docu
mented procedures when reviewing for possible privatiza
tion.
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b. Consider giving the Governor’s Commission on Privatiza
tion statutory authority to encourage state agencies to 
review for privatization.

c. Require that the Governor’s Commission on Privatization 
report on its activities to the Legislative Business Affairs 
and Labor Committees.

d. Require that the Governor’s Commission on Privatization 
review existing laws and determine if the negative effects 
of privatization should be reduced. If laws need to be 
changed, propose new legislation to the Legislature.

Governor’s Commission On 
Privatization Response:
In general, the Commission feels that it is premature 
to suggest a privatization statute. The area is chang
ing rapidly, and a statute would represent an attempt 
to codify a policy which is still evolving. More im
portantly, privatization is simply a management tool, 
one among many to promote more productive and ef
ficient use of state resources. By selecting out 
privatization for statutory treatment, the legislature 
would in effect be mandating one management ap
proach at the expense of others.

The Commission wishes to offer the following 
specific reactions to the proposed privatization law.

a. The Commission agrees that "systematic and well 
documented procedures when reviewing" should 
be used by all agencies. Development of such pro
cedures is an appropriate duty of the Office of 
State Planning and Budgeting.

b. Adequate authority to encourage state agencies to 
review for privatization already exists in both the 
budgetary process and the executive order 
process. Statutory authority would be unneces
sary. The legislature could, if it chose, encourage 
the Governor to provide more specific guidance 
to the agencies or the Commission.
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c. The Commission reports directly to the Governor. 
It is appropriate for the Governor to share the 
Commission’s reports with the Legislature or to 
provide reports of his own, but it is inconsistent 
with the separation of powers to require an Execu
tive Commission to report directly to the legisla
ture. The Commission already includes legislative 
members, and they could certainly provide such 
reporting as the legislature might require.

d. It would be more appropriate to require a review 
of the existing laws to be conducted as one factor 
in the evaluation process. It is not clear that the 
cost of a comprehensive review should be in
curred at this point
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APPENDIX A

FORMS OF PRIVATIZATION

Contracts - The government contracts with a private-sector firm to provide a specific service, such 
as street sweeping or computer programming. The government is responsible for the service, even 
though the private sector provides the service. Contracting for services is the most common form 
of privatization.

Load/Service Shedding - Government turns over every aspect of a public service to the private 
sector, including ownership, control, and service delivery. The government reduces the level of ser
vice or stops providing a service so the private sector can assume the service. With service shed
ding, the government is no longer financially responsible for the service, yet may continue to have 
a regulatory role. The sale of state lands, and sale of public utilities are examples of load shedding. 

Sale of Assets - The government sells its assets to the private sector. Sale of assets shifts govern
ment functions and ownership to the private sector. An example is a government that sells surplus 
property or equipment to the private sector.

Franchises - A private firm is given governmental authority to provide a service. The users of the 
service pay the firm, according to government guidelines. This form of privatization gives monopo
ly privileges to a private firm to provide a service in a given geographical area. Examples include 
vehicle emissions inspection programs, vehicle towing, and public utilities.

Vouchers - The government subsidizes the public in getting certain services provided by private 
firms, such as low-cost housing, food stamps, Medicaid services, and educational programs. The 
government issues coupons or tickets for clients to purchase goods or services from the private-sec
tor.

Leasing - A way for governments to have the use of certain goods or services without having to 
own them. Examples are the government leasing vehicles or office space.

Subsidies/Grants - Governments give subsidies to private firms to reduce the costs of providing 
public services. Examples would include government price supports for wheat and educational 
grants.

Partnerships - Government forms a working relationship with the private sector to provide a ser
vice. The government conducts projects in cooperation with private firms relying on both private 
and public funds. An example are highways that are built with both private and public funds.

Deregulation - The government removes its regulations from the service it previously regulated in 
favor of self or no regulation of the service.

A-1





APPENDIX B

PRIVATIZATION PROFILE FORM

PART A.

INSTRUCTIONS

The Privatization Profile provides an agency with an overall picture of a public service’s potential 
for privatization. To get this overall picture, an agency uses this form to answer a series of ques
tions on criteria related to privatization.

STEP1

The first step is to rate each of the following criteria on the provided scales. The first scale begins 
on page b-3 of this form. Each scale shows values from +3 to -3. The higher and more positive the 
number, the greater the potential for privatization for the service. Each criterion may have several 
facts to consider, but the agency determines one rating for all facts. A mark is placed on the scale 
corresponding to the rating. Once a criterion has been rated, a rationale for this rating must be writ
ten.

STEP 2

After all criteria have been rated, the ratings should be transferred to the Privatization Profile Sum
mary Form on the last page (B-21), of this form. A line should be drawn on the summary which 
connects all of the ratings. The form is designed so that any ratings on the right side of the scale are 
pro-private sector provision and those to the left are pro-government provision. For example:
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STEP 3

The profile can then be reviewed for privatization potential. If the line on the Privatization Profile 
Summary Form rests in the right half of the chart, the service may be a good candidate for privatiza
tion. If the line rests in the left half of the chart, the service may not be a good candidate for privatiza
tion, Some lines will show mixed ratings, where some of the criteria are pro-privatization and others 
are pro-government. When this occurs, the next step is to determine if the pro-government ratings 
should and could be overcome. Ways to overcome problem criteria are listed below each criterion. 
If the pro-government ratings cannot be overcome, judgement must be made whether they are im
portant enough to stop the privatization review. Pro-government ratings can sometimes be overrid
den if other criteria strongly favor privatization. The service may still be a good candidate for 
privatization.

STEP 4

If the profile shows that the service is a good candidate for privatization, the agency then proceeds 
to the detailed cost analysis. The detailed cost analysis is found in Appendix C.
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PRIVATIZATION PROFILE FORM

MARKET STRENGTH

Definition: Market strength is the commercial characteristics of the service. Is the private sector 
able and interested in delivering the service.

ABILITY AND AVAILABILITY OF PROVIDERS

• Does the private sector provide the service?

• Can the private sector provide the service?

• Are there multiple providers? Multiple vendors ensures competition and fair 
contract prices. Having multiple vendors is favorable to successful privatization. If 
multiple vendors exist, this shows there is market strength on the pro-privatization 
side of the scale. The lack of multiple vendors is not always fatal to privatization, 
if other compelling criteria exist.

• Is the financial commitment so large, that providers will not want to deliver the 
service? If the commitment is too large, it may not be easy for private firms to 
provide a service. This is because it may take many years to recoup the initial 
investment and the state may not want to commit a certain provider for that long of 
period. However, if a long-term commitment is possible, the negative effect of large 
initial investments can be overcome.

• Would privatization result in a monopoly situation? Monopolies eliminate 
competition and may increase costs because they can unfairly raise the price of 
services. However, some monopolies are helpful because they are more efficient 
If a monopoly is not desirable for the service, and the potential for a monopoly 
exists, this would support the government side of the scale.

COMPLEXITY AND DURATION OF SERVICE

• Is the service or services being considered complex or relatively simple? Usually 
privatization succeeds with less complex services. For example, the entire Depart-

(Continued on Back)
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ment of Health is complex and would not be a good candidate for total privatization. 
A food service is less complex and may therefore may be a good candidate for 
privatization. If the service is very complex, this may support the government side 
of the scale.

• Is the service short-term or long-term? The shorter the duration of a project the more 
successful the privatization. For example, emergency repairs are short duration and 
may be good candidates for privatization. In contrast, oversight of the state’s 
Medicaid Program is a longer duration project and may not be as good of a candidate 
for privatization.

MITIGATION SUGGESTIONS IF PRIVATIZATION IS DESIRED

If the scale is tipped away from privatization, here are some strategies that should be considered to 
mitigate the problems:

• Share the responsibility of provision of the service among providers or between the 
government agency and the private firm.

• Expand the number of private providers to decrease the chance of a monopoly 
forming.

• Write contracts to ensure multiple vendors and competition exists.

• Determine if long-term contracts can be written to facilitate recoveries of 
investments for contractors.

• Break down the size of the service into smaller projects. In high risk services, pilot 
contracts, can be desirable before full-scale privatization is attempted.

Write the rationale for the criterion’s rating in the following space:
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PRIVATIZATION PROFILE FORM

POLITICAL RESISTANCE

Definition: Political resistance is the amount of opposition to change in who provides the service. 
This resistance can come from the public, users of the service, interest groups, or public officials.

• Would the public, users of the service, interest groups, or elected officials be highly 
resistant to changes in provision of this service? Some services delivered by 
government may have problems and therefore be good candidates for privatization. 
These problem services may have low resistance to change. Likewise, some 
government services may have high political support People want the government 
to provide the service. This may indicate high political resistance to change. If there 
is low political resistance to change, this may support privatization.

• Is the service a new or existing one? Privatization of a new service is easier than an 
existing service.

MITIGATION SUGGESTIONS IF PRIVATIZATION IS DESIRED

If the scale is tipped away from privatization, here are some strategies that should be considered to 
mitigate the problems:

• Reduce resistance by designing compromises in contracts or agreements.

• Re-schedule implementation until a better time of year or date to avoid the 
resistance.

• Focus on privatizing new and emerging services.

• Focus on services that government is not satisfactorily providing.

• Involve various groups in the decision making process.

(See Back)
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Write the rationale for the criterion’s rating in the following space:
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PRIVATIZATION PROFILE FORM

COST EFFICIENCY

Definition: Cost efficiency is the expected cost of services, assuming no change in the level or 
quality of service.

• Assuming that the quality and level of service remains the same, will costs decrease 
or increase if the service is privatized?

• Will the savings from privatizing lower government expenditures and cost of the 
service to the clients? The agency might report a savings on its budget, but the public 
might have to pay a fee to the private company. This fee in effect reduces any savings 
the public might receive. If the privatization reduces both the government’s and the 
public’s cost, this supports privatization.

Note: A detailed cost analysis must be completed if the profile indicates this is a 
good privatization candidate. A detailed cost analysis form has been developed for 
this purpose.

MITIGATION SUGGESTIONS IF PRIVATIZATION IS DESIRED

If the scale is tipped away from privatization, some strategies that should be considered to mitigate 
the problem are to:

• Build controls over cost into contracts or agreements through incentives for 
reducing costs.

• Review bid or contract specifications and determine if changes would result in lower 
costs to provide the service.

(See Back)
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PRIVATIZATION PROFILE FORM

QUALITY OF SERVICE

Definition: Quality of service is the expected effect privatization will have on the effectiveness, 
timeliness, thoroughness etc. of the service provided. Privatization should not decrease the quality 
of service, but should match or exceed the present quality.

• Will the overall quality of the service likely increase or decrease with privatization?

• Does privatization threaten preservation of client confidentiality, or impartiality 
toward clients?

• Will privatization compromise public trust, confidence, safety, or welfare?

• Will certain targeted population groups likely be neglected, if a private firm 
provides the service?

• Will accountability and responsiveness to the legislative branch, government 
agency, or consumer of service likely increase or decrease?

• Can the service objectives be well defined and easily measured? If yes, this may 
support the private side of the scale.

Note: Some minimal reduction in services offered or service quality might be 
acceptable, if outweighed by other criteria, such as dollar savings.

MITIGATION SUGGESTIONS IF PRIVATIZATION IS DESIRED

If the scale is tipped away from privatization, here are some strategies that should be considered to 
mitigate the problems:

• The agency can place more emphasis on oversight for quality control.

• If good measures of the quality of services are not available, the agency might be 
able to develop them.

(Continued on Back)

B-9



• Write contracts or agreements which ensure acceptable quality levels and allow for 
immediate termination of contracts for poor performance. For example, periodically 
ask clients for the ratings on the contractor’s performance.

• Build in incentives to providers for quality of service.

• Run pilot projects to determine how well the contractor is able to provide services.

• Require that private firms be bonded to ensure adequate performance.

Write the rationale for the criterion’s rating in the following space:
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PRIVATIZATION PROFILE FORM

IMPACT ON EMPLOYEES

Definition: Impact on employees is the effect that privatization will have on government 
employees.

• Will the net effect of privatization on government employees be positive or 
negative? Employees may lose their jobs, transfer, receive training, be promoted, 
or employed with a private firm. The more negative the effect on employees, the 
more the government side of the scale is supported.

• How many employees are affected by the privatization? The fewer number of 
employees affected, the more the private side is supported.

• Will civil service policies, such as Affirmative Action, be weakened if a private 
firm provides the service?

MITIGATION SUGGESTIONS IF PRIVATIZATION IS DESIRED

If the scale is tipped away from privatization, here are some strategies that should be considered to 
mitigate the problems:

• Provide job transfers into other employment opportunities.

• Provisions can be written into contracts that ensure that some civil service policies, 
such as Affirmative Action and due process, are carried out by the provider.

• Include a provision in the contract to ensure the private firms hire the displaced 
employees.

• Focus on new services that are not currently provided by government agencies.

• Extend retirement and health benefits coverage to displaced employees.

• Provide employees with early retirement options.

• Provide job placement and training to employees.

(See Back)

B-11



Write the rationale for the criterion’s rating in the following space:
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PRIVATIZATION PROFILE FORM

LEGAL BARRIERS

Definition: Legal barriers refer to the effect any laws have on the privatization decision.

• Are there any laws that mandate who should actually provide the service 
(government vs. private providers)? If the government must provide the service, 
this is supportive of government delivery of the service.

• Do laws have to change to allow the private sector to provide the service? If yes, 
are there many and highly difficult changes?

• Are there interrelationships with other programs, prescribed by law, that inhibit or 
prohibit privatization? If yes, this may be a barrier to privatization.

• Are there federal grant restrictions that interfere with privatization? If yes, are they 
high or low barriers to privatization?

• Is the privatization compatible with legislative intent?

MITIGATION SUGGESTIONS IF PRIVATIZATION IS DESIRED

If the scale is tipped away from privatization, the legal limits may relate to only small portions of 
a service. If so, these portions of the service might be separated from the privatized portion. If laws 
need to be changed, assess the difficulty of doing so. Is the legislative climate conducive to sup
porting change? Are there sponsors willing to support needed legislation?

(See Back)
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Write the rationale for the criterion’s rating in the following space:
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PRIVATIZATION PROFILE FORM

RISK

Definition: Risk is the degree to which privatization of a service increases government exposure 
to hazards.

• How great is the chance that the private firm may fail to provide the service? If the 
risk is low, this is supportive of the private side of the scale.

• If the service is interrupted or stopped, will the consequences to the public and 
government be major or minor? For example, are threats to public safety or 
substantial disruption possible.

• Is there a risk that providers will reduce or stop services if financial losses occur?

• Does the financial risk from lawsuits from disgruntled users of the service increase 
or decrease?

• Does the risk of corruption or abuse increase with privatization?

• Does government benefit from sharing some of the risks with the private sector?

• Does the private firm or government have responsibility for cost overruns? If the 
private sector has some of the responsibility for dealing with cost overruns, this 
supports the private side of the scale.

MITIGATION SUGGESTIONS IF PRIVATIZATION IS DESIRED

If the scale is tipped away from privatization, here are some strategies that should be considered to 
mitigate the problems:

• Write contract provisions to reduce the risk of service interruption, such as reporting 
requirements.

• Maintain ownership of capital equipment

• Develop an emergency plan to deal with interruption of service.

(Continued on Back)
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• Rent critical equipment and facilities to the private company.

• Maintain a list of alternative providers.

• Require the contractor to be bonded.

• Slowly phase in privatization until it is certain that contractors are capable and 
reliable.

• Include cost adjustments into the contract for inflation and increased service 
requirements.

Write the rationale for the criterion’s rating in the following space:
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PRIVATIZATION PROFILE FORM

RESOURCES

Definition: Resources refers to the efficient and effective use of existing government assets.

Administrative goals and objectives often include efficient use of their resources. Sometimes public 
administrators use privatization because it is more flexible or efficient than government delivery of 
services.

• Does the private sector have expertise that is not easy to develop or maintain in the 
government agency? Government agencies may not have the personnel and 
expertise that exists in the private sector. In addition, because of budget limitations, 
it is impossible for a government agency to maintain this expertise. If current agency 
personnel lack expertise or are unavailable, this supports the private side of the 
scale.

• Are there any time constraints that favor or impede privatization? The budget 
process may be too slow to react to crises. Privatization may be helpful where the 
service occurs sporadically during the year.

• Does the private sector possess needed equipment or facilities not currently owned 
by government?

• Are there any resource advantages government has over the private sector?

• Will privatization extend or reduce project completion dates?

MITIGATION SUGGESTIONS IF PRIVATIZATION IS DESIRED

If the scale is tipped away from privatization, here are some strategies that should be considered to 
mitigate the problems:

• In cases where the government has substantial equipment and facilities, either sell 
or rent these resources.

(Continued on Back)
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• Lease purchase agreements might be used so that the public agency eventually takes 
ownership of the resources.

• Resources might be shared among agencies for greater efficiency. For example, can 
agencies share a privately provided printing service and save money?

• Better planning by the agency may help to avoid resource inefficiencies.

Write the rationale for the criterion’s rating in the following space:
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PRIVATIZATION PROFILE FORM

CONTROL

Definition: Control is the government’s ability to oversee the provision of the service.

• How important is it for the agency to control the delivery of services? If it is less 
important, this supports the private side of the scale.

• Does the government agency have the ability to establish and maintain control 
mechanisms over the privatized service? What is the agency’s ability to write and 
manage contracts? Can the agency adequately oversee the delivery of services, if 
those services are provided by a private firm? If adequate control can be maintained, 
this supports the private side of the scale.

• Is the quantity and quality of service easy to measure and control? Some government 
services are difficult to measure. Some qualitative factors can be hard to measure 
and thereby control. If the service’s quantity and quality are easy to measure, this 
is supportive of the private side of the scale.

MITIGATION SUGGESTIONS IF PRIVATIZATION IS DESIRED

If the scale is tipped away from privatization, here are some strategies that should be considered to 
mitigate the problems:

• Write more detail into the contract to ensure control.

• Require that the contractor maintain records that allow easy oversight.

• Teach contract writing, management, and evaluation skills to existing employees.

(See Back)
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Write the rationale for the criterion’s rating in the following space:
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PRIVATIZATION PROFILE SUMMARY FORM
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APPENDIX C

DETAILED COST ANALYSIS FORM

INSTRUCTIONS:

There are three steps in the detailed cost analysis.

STEP 1.

Calculate the total government provision cost using PART 1 of this form.

Total Contracting Cost = ______________

STEP 2.

Calculate the total contracting cost using PART 2 of the form.

Total Contracting Cost = ______________

STEP 3.

Calculate the difference between the costs of STEP 1. and STEP 2.

Difference between STEP 1. and STEP 2. = ______________

Instructions are provided for each part. The forms contain various cost factors used in determining 
an annual dollar cost of providing the service. The list of cost factors covers a broad range of issues 
that should be considered. These issues may not relate to all privatization candidates. Determining 
a dollar value for some issues may be difficult.

The result of these three steps is an annual dollar amount. The process results in an annual expected 
decrease or increase in cost. Agency management should try to identify the characteristics that cause 
government to have higher or lower costs. If a government has higher cost, can the agency over
come those characteristics and decrease the cost?
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DETAILED COST ANALYSIS
PART 1

Governmental Provision Costs

COSTS OF GOVERNMENT PERFORMING THE SERVICE FOR THE CURRENT OR 
PROJECTED LEVEL OF SERVICE

This part contains a series of cost factors. Some privatization candidates may have cost factors that 
are not listed here. These additional cost factors can be added at the bottom.

Consider each applicable cost factor and place the estimated cost, in dollars, in the space provided. 
Add all amounts for cost factors and place the total at the bottom of this form. Transfer this amount 
to the space provided at STEP 1.

COST FACTORS AMOUNT

Salaries of department personnel (Including: taxes, unemployment
insurance, PERA, and other fringe benefits) _________________

Service and supplies; fuel, maintenance, etc. (operating cost) _________________

Equipment (capital outlay) _________________

Equipment (interest cost) ________________

Operation and maintenance of buildings _________________

Cost of premiums paid for liability and fire insurance or claims paid
in a self-insurance program _________________

Allocated administrative costs _________________

Allocated overhead cost of other executive and staff agencies _________________

Management/supervision/oversight (similar to contract oversight) _________________

Other cost factors _________________

Total Government Provision Cost = 
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DETAILED COST ANALYSIS 
PART 2

Contracting Costs

This form contains a series of cost factors. The cost factors are grouped in four broad categories:

Start-up Costs
Primary Costs

Contract Oversight Costs 
Contractor Support Costs

Some privatization candidates may have cost factors not listed here. Add these additional cost fac
tors where appropriate.

The first step is to consider each applicable cost factor and place an estimated cost, in dollars, in the 
space provided. Determine a total for each category and place at the bottom of this form. Then add 
all categories to determine total contracting costs. Transfer this amount to the space provided at 
STEP 2 (page C-1).

START-UP COSTS

To spread out (amortize) the start-up costs over time, divide each estimated cost by the number of 
years you chose and place this amount in the space provided.

COST FACTORS AMOUNT

Request for proposal; development, and implementation _________________

Contract development _________________

Bid preparation _________________

Bid selection _________________

Contract monitoring system development _________________

Unemployment benefits liability for displaced workers _________________

Leave benefits buy-out; severance pay, and accrued liabilities for dis
placed workers _________________

Disposing of unused equipment write-off depreciation, under-utiliza- _________________
tion of space
(Note: There may be benefits or gains, if sold, if so, subtract rather

than add this amount.)

Transition costs, such as duplication of effort _________________

Other cost factors _________________

Total Start-up Cost =
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CONTRACT SUPPORT COSTS

COST FACTORS AMOUNT

Space provided _________________

Equipment provided _________________

Other cost factors _________________

Total Contractor Support Cost = 

SUMMARY OF CONTRACTING COSTS

Place the totals for each category in the following spaces. Then add the amounts to obtain the total 
contracting cost.

Total start-up cost = _________________

Total primary cost = _________________

Total contract oversight cost = _________________

Total contractor support = _________________

Other cost factors = _________________

TOTAL CONTRACTING COSTS = ________________

SOURCE: Adaptation of cost analysis by Savas, Oregon Department of General Services, 
and Colorado State Auditor’s Office.
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REPORTED PRIVATIZATION BY STATE AGENCY
Fiscal Years 1986 to 1988

APPENDIX D

DEPARTMENT OF ADMINISTRATION
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DEPARTMENT OF AGRICULTURE
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DEPARTMENT OF CORRECTIONS
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DEPARTMENT OF EDUCATION

OTHER PRIVATIZATION
Colorado Career Information System 

(Service Shedding)

RESULTS
Savings of $25,000 annually
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DEPARTMENT OF HEALTH
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DEPARTMENT OF INSTITUTIONS

JUDICIAL DEPARTMENT
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DEPARTMENT OF LABOR AND EMPLOYMENT

DEPARTMENT OF LAW
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DEPARTMENT OF LOCAL AFFAIRS

DEPARTMENT OF MILITARY AFFAIRS

DEPARTMENT OF NATURAL RESOURCES
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DEPARTMENT OF PERSONNEL

DEPARTMENT OF PUBLIC SAFETY

DEPARTMENT OF SOCIAL SERVICES
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DEPARTMENT OF STATE

DEPARTMENT OF REGULATORY AGENCIES
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DEPARTMENT OF REVENUE

D-13

DEPARTMENT OF TREASURY





APPENDIX E

REPORTED PLANNED PRIVATIZATION BY STATE AGENCIES

Agency/ Service Planned
Form of 

Privatization Expected Benefits

Department of Administration

Administration/State Buildings - 
Brokerage of Denver area lease 
management services

Contract Better service

Administration/telecommunications Partnership Cost avoidance

Digital Data Communications Partnership Cost avoidance

Department of Agriculture

Maintenance agreement for nursery 
licensing system

Contract Not reported

Update exams and study materials for 
insect control and other services

Contract Not reported

Department of Corrections

Medical services Contract Not reported

Inmate transportation Contract Not reported

Department of Health

Engineering services at Superfund 
sites

Contract Estimated savings are $175,000 
per year and avoid hiring state 
staff.

Professional pharmacists, physicians, 
auditors, and lawyers

Contract Better technical assistance.

X-ray inspections Service
Shedding

Enables department to comply 
with law.
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APPENDIX F

PRIVATIZATION IN OTHER STATES AND POTENTIAL 
PRIVATIZATION IN COLORADO

DEPARTMENT OF ADMINISTRATION

SERVICE STATES THAT HAVE CONTRACTED

Facility or property management Maine, Tennessee, Ohio, Colorado contracts for some of 
these services.

Asbestos removal Maine, Colorado contracts for some of these services.

Custodial services Maine, Idaho, Nebraska, Louisiana South Dakota, Montana, 
Utah, Wisconsin, North Carolina, Oklahoma, Pennsylvania, 
Oregon, California, Connecticut, Alaska, Colorado con
tracts for some of these services.

Security Louisiana, West Virginia, Idaho, Connecticut, California, 
Tennessee, Colorado contracts for some of these services.

Claims examination in auto and 
property liability

Elevator maintenance

Wisconsin, Colorado contracts for some of these services.

Louisiana, South Carolina, Colorado contracts for this ser
vice.

Garbage/trash removal

Pest control

Nebraska, Louisiana, Colorado contracts for these services.

Nebraska, Colorado contracts for this service.

Parking lots

Leased space

State museum

Nebraska, Connecticut

South Dakota, Colorado contracts for some leased space.

South Carolina (State sold and leases back facility)

Snow removal South Dakota, Colorado contracts for some of these ser
vices.

Building/equipment inspections

Energy weatherization

Wisconsin, Colorado does not provide this service.

Wisconsin, Illinois, Colorado contracts for some of these 
services.

Printing services South Dakota, Montana, Illinois, Wisconsin, California, 
Colorado contracts for some of these services.
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SERVICE STATES THAT HAVE CONTRACTED

Architectural services Most states contract for services including California, Il
linois, Florida, Nevada, Colorado contracts for all of these 
services.

Computer maintenance Utah, Colorado contracts for all of these services.

Computer systems design Montana, Maine, Colorado contracts for some of these ser
vices.

Building construction Utah, Wisconsin, Illinois, Ohio, California, Colorado con
tracts for all of these services.

Building maintenance Tennessee, Colorado contracts for some of these services.

Technical consulting Florida, Michigan, Colorado contracts for some of these
services.

Engineering services California, Florida, Colorado contracts for some of these
services.

Mailroom Wisconsin, Colorado contracts for some of these services.

Telecommunications Wisconsin, West Virginia, Maine, Colorado contracts for
some of these services.

Data processing Most states contract for data processing services including
Alaska, Maine, California, Colorado contracts for some of 
these services.

Auditing Alaska, Wisconsin, Colorado contracts for some of these
services.

Accounting Alaska

Day care for state employees Maine, Colorado does not provide these services.

Planning California, Colorado does not provide these services.

Central drug warehouse Michigan, Colorado does not have a centralized drug
warehouse for all state agencies.

Keypunch Wisconsin, Colorado contracts for some of these services.

Employee benefits administration (Trust Funds) Wisconsin, Colorado contracts for some of these services,

Vehicle maintenance Wisconsin, Colorado contracts for some of these services.
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DEPARTMENT OF AGRICULTURE

SERVICE STATES THAT HAVE CONTRACTED

Testing and vacination of live
stock

Virginia, New Jersey, Colorado contracts for some of these 
services.

Research station Michigan, not applicable to Colorado.

Printing

Veterinarian services

Wisconsin, Colorado contracts for some of these services.

Wisconsin, Colorado contracts for some of these services.

Administrative support

Horse program

Future Farmers of America

New Jersey

Michigan (Grant)

Michigan (Grant)

Custodial Wisconsin, Colorado contracts for some of these services.

Accounting

Marketing to promote products/ 
advertising

Data processing/data manage
ment

New Jersey

Wisconsin, New Jersey, Colorado contracts for some of 
these services.

Wisconsin, New Jersey

Inspections

Testing

Building maintenance

New Jersey, Colorado contracts for some of these services.

New Jersey, Colorado contracts for some of these services.

New Jersey, Colorado contracts for some of these services.

DEPARTMENT OF CORRECTIONS

Food services Idaho, Connecticut

Prison construction and/or 
operations

Missouri, Florida, Pennsylvania, Kentucky, Texas, New 
Mexico, Maine, Tennessee, California, Minnesota 
(Lease/Contract), Colorado contracts for some of these ser
vices.

Detention facilities (Construction 
and or operations)

Transportation of prisoners

Work release centers

Arizona, Texas, California, Illinois, Tennessee, Minnesota

Maryland, Colorado contracts for some of these services.

Illinois, California, Florida, Tennessee, Colorado contracts 
for all of these services.

Community corrections Illinois, Wisconsin, Florida, California, New Jersey, 
Alaska, Colorado contracts for some of these services.
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SERVICE STATES THAT HAVE CONTRACTED

Reservation service provided to Arizona, Oklahoma (Partnership) 
private sector

Manufacturing for private sector Minnesota, Kansas (Partnership), Colorado is starting to do
data entry for the private sector.

Inmate hiring by private sector Mississippi, Missouri, Washington (Partnership)

Sale of correctional industry Utah (Partnership), Colorado sells surplus milk to the
products private sector.

Correctional industries Alaska, Florida, Oklahoma, Arizona, Mississippi, Kansas,
Washington, Utah

Surplus property auctions Utah

Surplus property sale Connecticut, California, Illinois, New York, Pennsylvania

Private jail operation/construc- Being considered in Arizona, California, Connecticut, In
diana, Kentucky, Maryland, New Jersey, Oklahoma, Mon
tana, New Mexico, Colorado has passed legislation that 
allows some counties to privatize jails.

Private jail construction Montana

Prison construction management Michigan, Colorado contracts for some of these services.

Parole services Illinois

Prison operation New Mexico

Pharmacy Michigan

Health/medical care (Partial care) Forty states including Michigan, West Virginia, New Jer
sey, Alaska, Illinois, Wisconsin, Florida, Colorado con
tracts for some of these services.

Health/mental care (All care) Alabama, Arkansas, Maryland, Delaware, South Carolina,
Colorado contracts for some of these services.

Trash removal Michigan, Colorado contracts for these services.

Prison industries markets Montana (Partnership)
products using private retailers

Laboratory Michigan, Colorado contracts for some of these services.

Alcohol and drug treatment Connecticut, Wisconsin, New Jersey, Colorado contracts
services for inmates for some of these services.

Inmate training Wisconsin, Colorado contracts for some of these services.
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STATES THAT HAVE CONTRACTEDSERVICE

Health services Wisconsin, Michigan, Colorado contracts for some of these 
services.

Clinical assistance Michigan

Employee training

Data management

Michigan

New Jersey

DEPARTMENT OF EDUCATION

SERVICE STATES THAT HAVE CONTRACTED

Transportation for deaf or blind 
schools

Utah, in Colorado local school districts provide this service.

Data processing

Test scoring/administration

Wisconsin, Colorado contracts for some of these services.

Wisconsin, New Jersey, Michigan, Colorado contracts for 
some of these services.

Special services for handicapping 
disorders

Delaware, in Colorado these services are provided by 
private residential facilities and Community Centered 
Boards.

Regional libraries

Public education (Potential)

Private teachers

New Jersey, Colorado already uses regional libraries.

Vermont, Minnesota, Connecticut (Vouchers)

Minnesota

Disability determinations 

Medical report typing

Loan servicing

Testing of teacher competency

On-line cataloging

Administrative support

State-wide data base for libraries

Michigan, in Colorado, done by local school districts.

Michigan, Colorado does not provide this service. 

Michigan, Colorado does not provide this service. 

Wisconsin, in Colorado, done by academic institutions. 

Wisconsin, Colorado does not provide this service. 

New Jersey

Wisconsin, Colorado does not provide this service.

Laundry services for school for 
deaf or blind

Wisconsin

Technical consulting

Printing

New Jersey, Colorado contracts for some of these services.

New Jersey, Colorado contracts for some of these services.
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GOVERNOR’S OFFICE

SERVICE STATES THAT HAVE CONTRACTED

Economic development data Wisconsin
processing

Economic development Wisconsin (Subsidy)

DEPARTMENT OF HEALTH

Air quality Maine, Colorado contracts for some of these services.

Drug and alcohol abuse treatment Delaware, New York, Iowa, Illinois, Idaho, Michigan, New
programs Jersey, Alaska, Colorado contracts for some of these ser

vices.

Environmental health (Includes New Jersey, Ohio 
hazard detection)

Lead poisoning New Jersey

AIDS program New Jersey, Colorado contracts for AIDS education.

Toxic waste cleanup New Jersey

Wastewater treatment Utah, South Carolina, Arizona, New Jersey, Tennessee,
California, Colorado allows contracts for this service.

Construction New Jersey, the Colorado Department of Health does not
construct its own facilities.

Food services Michigan

Laboratory Michigan, New Jersey, Colorado contracts for some of
these services.

Research New Jersey, Colorado contracts for some of these services.

Refugee health programs New Jersey

Auditing Michigan

Data encoding Michigan

Waste to energy facilities Connecticut, Colorado does not provide this service.

Resource recovery New Jersey, Colorado does not provide this service.

DEPARTMENT OF HIGHER EDUCATION

University bookstores Virginia

State stopped collecting default Wisconsin (Service shedding)
student loans for private sector

F-6



SERVICE STATES THAT HAVE CONTRACTED

University hospital leased to 
private sector

Program evaluations

Loan management

Food services

Kentucky (Lease)

New Jersey

New Jersey

Virginia

Bus service at state university 

Data management

Custodial services at state 
universities

North Carolina

New Jersey, Colorado contracts for some of these services.

North Carolina, Oregon

Academic grant programs

Educational opportunity grants

Educational conferences

New Jersey

New Jersey

New Jersey

DEPARTMENT OF HIGHWAYS

Road and bridge construction Most states contract for highway construction including 
Idaho, Montana, Utah, Wisconsin, Michigan, New Jersey, 
Connecticut, Colorado contracts for these services.

Grass mowing

Overlay projects (Resurfacing)

Wisconsin, North Carolina

New Mexico, Colorado contracts for some of these 
services.

Snow removal Wisconsin

Mass transportation project 

Highway design

Data entry

Inspection

Highway project toll road

District of Columbia, Virginia (Partnership)

New Jersey, Colorado contracts for some of these services.

Michigan

New Jersey

North Carolina, California, Texas, Virginia, Colorado’s 
E-470 and W-470 are authorized to be toll roads.

Private highway

Building maintenance 

Highway maintenance 

Highway sweeping 

Technical consultants

Virginia (Service shedding)

Michigan

New Jersey, Alaska, North Carolina, Utah

Washington

New Jersey, Colorado contracts for some of these services.
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SERVICE STATES THAT HAVE CONTRACTED

Mass transit-monorail Massachusetts (Potential subsidy)

Rest area maintenance North Carolina, Colorado contracts for some of these 
services.

Transportation design services

Custodial

California, Colorado contracts for some of these services.

North Carolina, Colorado contracts for some of these 
services.

Research New Jersey, Colorado contracts for some of these services.

Draw bridge operation

Road kill pickup

Rail service

North Carolina, Colorado does not provide this service.

Wisconsin

Connecticut (Subsidy)

DEPARTMENT OF INSTITUTIONS

Pharmacy services for clients in 
institutions

Virginia, Montana, Colorado contracts for some of these 
services.

Juvenile corrections
(Construction) 

Management of facilities

Tennessee, Colorado contracts for some of these services.

Florida, Michigan, Massachusetts, Oklahoma, Rhode Is
land, Tennessee, Washington, New Mexico, New Jersey, 
Pennsylvania, Texas, Utah, Arizona, California

Youth group homes

Services for youth

Utah, Colorado contracts for some of these services.

North Dakota, Montana, Florida, New Jersey, Colorado 
contracts for some of these services.

Case management of mentally ill 

Operation of juvenile facilities 

Developmentally disabled 
services

Delaware, Alaska, Colorado contracts for these services. 

Washington, Colorado contracts for some of these services. 

North Dakota, Ohio, Arizona, Illinois, Delaware, Connec
ticut, Colorado contracts for some of these services.

Custodial Ohio

Administrative services Ohio

Mental health care services Arizona, Illinois, Michigan, Kentucky, Delaware, Florida, 
Texas, New Jersey, Colorado contracts for some of these 
services.

Laundry services Wisconsin, Michigan, California, Colorado contracts for 
some of these services.
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SERVICE STATES THAT HAVE CONTRACTED

Food services at institutions West Virginia

Management of state hospitals 

Medical services at institutions

Florida

Iowa

JUDICIAL

Public defender services Wisconsin, Delaware

Expert witnesses 

Court reporting

New Jersey

Wisconsin, Illinois, New Jersey, Colorado contracts for 
some of these services.

Restitution centers Alaska

Administrative support

Program evaluation

Private attorneys

Civil court services (Alternative 
dispute resolution)

Minor (Misdemeanor) probation 
services

New Jersey

New Jersey

Wisconsin, New Jersey

California, New York

Florida

DEPARTMENT OF LABOR AND EMPLOYMENT

Job training Wisconsin, New Jersey, Massachusetts (Voucher), Illinois 
(Grants)

Professional development 

Medical consultants

New Jersey

New Jersey

Private workers’ compensation 
in-surance

Wisconsin, this service is partially privatized in Colorado.

Fair housing information/Inspec- 
tions

Wisconsin

Employment programs

Work release programs

Labor relations

Illinois

Illinois

Michigan

Some printing

Clerical services

Illinois

Wisconsin

Public relations Wisconsin
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SERVICE STATES THAT HAVE CONTRACTED

Custodial Wisconsin

Audio/visual equipment Wisconsin

DEPARTMENT OF LAW

Private attorneys Montana, Nevada, Colorado contracts for some of these 
services.

Attorney general services

Expert witnesses

Alabama

Michigan, New Jersey, Colorado contracts for some of 
these services.

Court reporters Michigan

LEGISLATURE

Auditing services for local 
governments

Auditing of state grants to local 
governments

Auditing of state agencies

Contracting for technical 
assistance

Wisconsin, in Colorado, local governments hire private 
firms to conduct local audits.

Wisconsin

Colorado contracts for some of these services.

Colorado contracts for some of these services.

Audit training Colorado contracts for some of these services.

DEPARTMENT OF LOCAL AFFAIRS

Tourism/advertising Wisconsin, New Jersey, Alaska, Colorado contracts for 
some of these services.

Visitor information centers North Carolina

Property assessments

Property assessment computer 
systems

Data management

Wisconsin (Service shedding)

Wisconsin

New Jersey, Colorado uses the Department of 
Administration’s computer system.

Telephone hot-line (Community
Affairs)

New Jersey, Colorado does not provide this service.
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DEPARTMENT OF MILITARY AFFAIRS

SERVICE STATES THAT HAVE CONTRACTED

Custodial Michigan, New Jersey

Snow removal Michigan

Building security New Jersey

DEPARTMENT OF NATURAL RESOURCES

Parks and recreation concessions Idaho, New Mexico, Tennessee, Delaware

Forest management Michigan

Technical assistance Michigan

Fish hatcheries Alaska

Solid waste to energy South Carolina, Connecticut

Park maintenance and manage- Utah, West Virginia, Alaska
ment

Trash collection Wisconsin

Park reservation system Utah, California

Park security Wisconsin

Data keypunch Michigan

Pesticide applicactions Wisconsin

Custodial Wisconsin

Construction Alaska, Colorado contracts for some of these services.

DEPARTMENT OF PERSONNEL

Personnel management Maine

Training (Specialized) Maine, Wisconsin, New Jersey, Colorado contracts for 
some of these services.

Arbitration New Jersey, Colorado does not offer this service.

Employee health and assistance Maine
programs

Administer written tests New Mexico, New Jersey, Illinois, Michigan

Legal reporting services Illinois, Michigan, Colorado contracts for these services.

Custodial New Jersey
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DEPARTMENT OF PUBLIC SAFETY

SERVICE

Printing

Data management

STATES THAT HAVE CONTRACTED

New Jersey, Colorado contracts for some of these services.

New Jersey, Colorado contracts for some of these services.

DEPARTMENT OF REGULATORY AGENCIES

Data processing management Michigan, New Jersey, Colorado contracts for some of 
these services.

Custodial Michigan

Communications maintenance Michigan

Police training

Vehicle maintenance

New Jersey

New Jersey

Micro-filming

Technical consultants

New Jersey

New Jersey

Weather information Wisconsin

F-12

Audits of motor carrier records Wisconsin

Insurance commissioner ad
ministrative

Wisconsin

Testing of insurance agents

Risk sharing plan

Actuarial services

Wisconsin

Wisconsin

Wisconsin, New Jersey, Colorado contracts for some of 
these services.

Property insurance

Purchase of some exams and 
exam administration

Wisconsin

Wisconsin, Michigan

Record retrieval Michigan

Medical board administration Michigan

Vehicle towing

Rail service

Connecticut (Franchise)

Connecticut (Subsidy)

Public utilities Connecticut (Franchise)

Motor carrier industry

Transportation deregulation

Florida, Kansas, Arizona, Maine, Wisconsin (Deregulation) 

Arizona



DEPARTMENT OF REVENUE

SERVICE STATES THAT HAVE CONTRACTED

Out of state tax collections Wisconsin

Emission controls Connecticut (Franchise), Wisconsin, In Colorado, licensed 
private vendors issue emission control stickers.

State liquor stores Iowa, Idaho (Service shedding), Colorado does not provide 
this service.

Liquor prices

Private collection agencies 

Inspection stations

Motor vehicle licensing

Tax collections

Kansas (Deregulation)

Oregon

New Jersey

New Jersey

Michigan

DEPARTMENT OF SOCIAL SERVICES

Refugee services

Computer services

Virginia, Colorado contracts for some of these services.

New Mexico, Michigan, Colorado contracts for some of 
these services.

Data management 

Pharmaceuticals

New Jersey

New Mexico, Pennsylvania

Pharmaceutical claims processing

Pharmaceuticals at state nursing 
homes

Pennsylvania

Delaware

Adoption programs

Congregate meals for the elderly

Physician services state nursing 
homes

Illinois

Delaware

Delaware

Food stamp issuance

Teen pregnancy prevention

Payment of medical claims

Health maintenance organiza
tions

Michigan

Illinois

Wisconsin, Delaware, California

Wisconsin

Audits New Jersey, Colorado contracts for some of these services.
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SERVICE STATES THAT HAVE CONTRACTED

Welfare services New Jersey

Infant mortality reduction Illinois

Day care Illinois, Maine, Massachusetts, New Jersey (Voucher)

Family planning services Delaware, Colorado contracts for some of services.

Childcare Michigan, California

Child welfare Michigan

Child and family care Texas

Foster care Illinois, Nevada

Occupational therapy at state 
nursing homes

Delaware

Medicaid services Illinois, Michigan, Connecticut, Colorado contracts for 
some of these services.

Services for disabled New Jersey

Food service at state capital South Dakota, Oklahoma, Colorado contracts for this ser
vice.

Food services Utah, Colorado contracts for these services.

Vocational rehabilitation ser
vices

Wisconsin, Colorado contracts for some of these services.

Custodial services Delaware

Family assistance management 
information systems

Florida

DEPARTMENT OF STATE

Micro-filming New Jersey

DEPARTMENT OF TREASURY

State treasury Wisconsin

Data management New Jersey

Technical consultants New Jersey

Custodial New Jersey

Automated collection system Michigan

Property management New Jersey
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APPENDIX G

LIST OF ATTORNEY GENERAL OFFICE’S QUESTIONS 
REGARDING PRIVATIZATION

Submitted by: CHARLES B. HOWE
Chief Deputy Attorney General 
Office of Colorado Attorney General

LEGAL ASPECTS AND ISSUES RELATED TO PRIVATIZATION

Privatization of governmental services is beset by a host 
of legal questions, most of which have not been addressed by the 
courts. Some of the questions having particular relevance to 
Colorado law which have not been resolved by the courts include 
the following:

-Would the privatization of a specific state activity 
involve any donation or grant to any corporation, public 
or private, or involve the state in becoming a partner, 
subscriber or co-owner of any company in contravention of 
Article XI, section 2 of the State Constitution?
-To what extent may the General Assembly privatize institu
tional programs in light of the constitutional requirement 
in Article VIII, Section 1 of the Colorado Constitution 
that "educational, reformatory and penal institutions, and 
those for the benefit of the insane, blind, deaf and mute, 
and such other institutions as the public good may 
require, shall be established and supported by the 
state"...?

-Would a particular privatized state activity violate the 
prohibition in Article V, Section 25 of the Colorado Con
stitution against special legislation granting to "any 
corporation, association or individual any special or 
exclusive privilege, immunity, or franchise whatever"...?

-Would privatization reduce or eliminate the state's tradi
tional immunity from certain types of lawsuits, or jeop
ardize the constitutionality of damage limits and proce
dures available only to government through the Governmen
tal Immunity Act (S 24-10-101, et seq., C.R.S.)?

-Would privatization increase or enhance the state's expo
sure to unlimited damage liability under the federal civil 
rights laws for "state action" through a profit motivated 
private contractor?
-Can the state constitutionally delegate (with or without
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guidelines) to private contractors the responsibility for 
making certain regulatory judgments or quasi-judicial 
decisions such as licensing, classification, transfer, 
discipline and parole?

-To what extent may the state contract out traditional 
activities and functions currently performed by state 
employees without contravening the civil service provi
sions contained in Article XII of the State Constitution?

-What will be the legal consequences or benefits to the 
state as a result of any contractual indemnification 
provisions between the state and its private contractor?
-What are the legal remedies for the state if a private 
contractor goes bankrupt or out of business?

Limited legal precedent exists from other jurisdictions 
covering these issues. There appears to be no precedent in Colo
rado. Because of the potential consequences involved in the out
come of many of the legal questions related to private prisons, 
the American Bar Association passed a resolution in February 1986 
recommending that "jurisdictions that are considering the 
privatization of prisons and jails not proceed ... until the com
plex constitutional, statutory, and contractual issues are satis
factorily developed and resolved." Whether particular 
privatization experiments would pass legal muster requires an 
analysis of the details of the contracted activity and the legal 
issues presented by the transition to a profit-motivated contrac
tor. What is clear is that to a very large degree the resolution 
of current legal uncertainty about the limits of privatization 
are closely allied to an evaluation of the policy questions 
related to cost effectiveness, state control or guidelines, and 
state contractual remedies.

Finally, it should be noted any privatization experimental 
projects or programs in Colorado must be accomplished through 
substantive legislation enacted by the General Assembly. Under 
established legal precedent privatization programs may not be 
provided by Long Bill headnote/footnote, but can be implemented 
only through a substantive law (Article V, Section 32, Colo. 
Const., Anderson v. Lamm, 195 Colo. 437, 579 P.2d 620 (1978).
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