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Members of the Legislative Audit Committee:

This report contains the results of our follow-up of our 1989 performance audit of 
Privatization in Colorado State Government. This audit was conducted pursuant to Section 2-3- 
103, C.R.S., which authorizes the State Auditor to conduct financial and performance audits of 
state agencies.

This report presents our findings, conclusions, and recommendations and the responses of the 
Governor’s Office.
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FEBRUARY 1993

Authority, Purpose, and Scope

In 1989 the State Auditor’s Office conducted an audit of Privatization in Colorado state 
government. The audit identified total dollar value of services privatized between Fiscal Years 
1986 and 1989. It also identified the types of services privatized by state agencies. In 1992 the 
State Auditor’s Office conducted a follow-up of its 1989 audit. This follow-up audit was 
conducted under the authority of Section 2-3-103, et seq., C.R.S. This statute authorizes the State 
Auditor to conduct financial and performance audits of state agencies.

We conducted this follow-up audit according to generally accepted auditing standards. We 
gathered the information in this report through interviews, document review, survey of state 
agencies, and analysis of original and previously collected data. Fieldwork was conducted 
between August and November 1992.

The purposes of this report are to update information regarding the amount of privatization of 
state services in Colorado state government and to provide the results of the State Auditor’s 
Office follow-up of the previous two audit recommendations. Our comments and findings are 
discussed below.

Privatization in Colorado State Government

We found that the dollar value of state services privatized has increased based on self-reported 
data provided by state agencies. Our review and analysis of data reported by state agencies 
shows the following:

• The use of private sector service providers increased by 89 percent from Fiscal Year 
1986 to 1992. In 1986 Colorado state agencies (excluding colleges and universities) 
reported they had contracts with private firms for about $670 million. In 1992 the value 
had increased to $1,267 billion.

• Privatization grew faster than state expenditures between Fiscal Years 1986 and 
1992. In 1986 privatized services (excluding higher education) made up 24 percent of 
total state expenditures of $2,739 billion. In 1992 they made up 26 percent of total state 
expenditures of $4,965 billion. Thus the proportion of services privatized increased by 
about 8 percent between Fiscal Years 1986 and 1992.

For further information on this report, contact the Auditor's Office at (303) 866-2051.
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Including higher education, 28 cents of every state dollar was spent for privatized 
services in Fiscal Year 1992. In total, 28 percent of actual expenditures went to 
purchase services from private sector providers. Of the privatized expenditures, state 
agencies spent about three quarters and higher education institutions spent about a quarter.

Most privatization occurs in four agencies. Of the $1,621 billion of privatization 
reported by state agencies and higher education institutions in Fiscal Year 1992, 88 
percent was attributed to four agencies: Department of Social Services, Department of 
Transportation, University of Colorado System (including University Hospital), and 
Department of Institutions.

A large percentage of some Department’s budgets are privatized. The Department 
of Transportation expended $327 million or 62 percent of its total expenditures for 
privatized services in Fiscal Year 1992. The Department of Social Services expended 
$642 million or 43 percent during the same period.

Health services show the greatest dollar amount of services privatized. In 1992 
contracting for health services was the greatest dollar amount and the most commonly 
privatized service for all state agencies, including higher education.

Privatized services at other higher education institutions increased 36 percent 
between Fiscal Years 1991 and 1992. The University of Colorado system reported 
$329,962 million of privatized services. All other higher education institutions reported 
about $24,377 million of privatized services for the same period.

Follow-Up of the 1989 Audit Recommendations

In 1989 the State Auditor’s Office made two audit recommendations to the Governor’s 
Commission on Privatization. We found that the Governor’s Office implemented these 
recommendations. It issued an Executive Order which provided criteria for undertaking 
privatization reviews by all state agencies. Also on July 10, 1989, the Office of State Planning 
and Budgeting issued Cost Comparison Guidelines for Potential Contracting of Services. The 
Department of Personnel adopted these two actions into Personnel’s Procedures on November 
8, 1989.

The Governor’s Commission on Privatization stopped meeting formally in April 1990 because 
of the successful lawsuits initiated by the Colorado Association of Public Employees. These 
lawsuits put a halt to continuing or furthering privatization of state services by state agencies. 
In addition, the terms for all 13 Commission members expired in May 1992.
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In 1992 we found that:

Legal barriers exist to continue or expand privatization initiatives in Colorado.

State agencies are not using a formal, systematic decision-making privatization process. 
Also, they are not collecting data on privatized services.

We discuss these areas of concern in more detail below.

Legal Barriers to Privatization

Since 1990 four successful lawsuits have affected the future of privatization in Colorado. The 
most successful one took place in June 1992 (CAPE v. Department of Personnel). A Denver 
District Court held unconstitutional rules established by the Executive Director of Personnel 
regarding contract services. This decision removed state agencies’ authority previously used to 
privatize state services. As a result, the decision stopped all privatization initiatives and efforts 
in Colorado state government.

Legislative guidance out of this difficulty is needed for two reasons. First, one successful lawsuit 
points to the lack of formal legislative guidance. In the Department of Personnel lawsuit, the 
court concluded that the State’s Personnel Rules were insufficient regulatory guidance to justify 
additional personal service contracts. Second, lawsuit issues emphasize a need to ensure that 
privatization is not in conflict with state laws and the Constitution. In the lawsuits the courts 
have concluded that state-classified employees are protected from dismissal without cause under 
the civil service system. Furthermore, the merit selection and promotion process of the system 
protects state interests by preventing political patronage.

Staff from the executive branch (Office of State Planning and Budgeting, Department of 
Personnel, and the Attorney General’s Office) and the legislative office (Joint Budget 
Committee) state that more formal guidance is needed. We support these offices in the belief 
that legislative guidance on privatization would decrease the legal barriers towards continuing or 
expanding privatization of government services. We recommend that, if the General Assembly 
wishes to allow privatization as an option for state agencies to provide state services, it 
consider developing statutory guidance which addresses the civil service issues found in the 
privatization lawsuits. It should also consider referring a Constitutional Amendment of 
Section 13 of Article XII to the voters to affirm the State’s right to allow privatization of 
government services.
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Few State Agencies Have Adopted a Privatization Process

In 1989 we recommended that all agencies of Colorado state government use a systematic and 
well-documented process, such as the Privatization Profile, when deciding whether to privatize 
a public service.

We found in our 1992 follow-up audit that most have not done so. If the trend toward 
privatization continues and the statutory question is resolved, the need for a sound privatization 
process is even more important. The Governor’s Office should ensure that state agencies adopt 
a well-documented and systematic privatization process such as the Privatization Profile, 
developed by the State Auditor’s Office, or some similar instrument. We recommend that, if 
privatization continues to be an option for state agencies, the Governor’s Office ensure that 
state agencies use a systematic and well-documented process when deciding whether to 
privatize a public service. It should also collect data on privatized services to determine 
dollar value and benefits achieved, such as cost-savings, higher quality services, and shorter 
implementation time.

Office of State Planning and Budgeting Response:

a. Partially agree. The Governor’s Office supports enactment of HB 93-1212, which 
requires a systematic and well-documented process. However, primary 
responsibility for ensuring that the process is observed will be placed in the 
Department of Personnel under this legislation. The Governor’s Office does agree 
that one central office ought to have responsibility for ensuring that some 
systematic process is used to ensure that agency decisions are comparable and 
made according to the same criteria; however, it supports legislation which would 
place that responsibility in the Department of Personnel, rather than the 
Governor’s Office.

b. Agree. The Office of State Planning and Budgeting should be responsible for 
compiling and publishing such information on a regular basis. The Office would 
base such compilation on data provided to the Department of Personnel as a part 
of the process required under HB 93-1212.



RECOMMENDATION LOCATOR

Rec. Page 
No. No. Recommendation Summary

Agency 
Addressed

Agency 
Response

Implementation 
Date

1 28 Consider developing statutory guidance 
and referring a Constitutional 
Amendment of Section 13 of Article XII 
to the voters to allow privatization as an 
option for state agencies.

General Assembly

2 30 a. Ensure that state agencies use a 
systematic and well-documented 
privatization process.

Office of State
Planning and 

Budgeting

a. Partially 
agree

Contingent on 
Recommendation 

No. 1

b. Collect data on privatized services to 
determine dollar value and benefits 
achieved.

b. Agree

-5-
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Overview of Privatization

Chapter 1

Background
In 1989 the State Auditor’s Office reported that the two basic functions of 
government are to decide:

• What public policy is. This includes making decisions on what and 
how much service to provide and who will receive it.

• Who will implement 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.

Privatization Takes Place When Public Sector 
Services Are Provided by the Private Sector
At its most general level, privatization means the provision of public services 
through the private sector. Privatization can take many forms. The forms of 
privatization are:

Contracts - Government contracts 
with the private sector to provide a 
public service. Contracting with the 
private sector is the most common form 
of privatization. It allows the 
government to maintain more control
over the delivery of the service than the other forms of privatization.

Contracting with the 
private sector is the 
most common form of 
privatization .

Service Shedding - Government turns over every aspect of a public 
service to the private sector, including whether the service will 
continue at all.
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Sale of Assets - Government sells its assets, such as property, to the 
private sector.

Franchises - Government grants authority to a private sector firm to 
provide a service and charge appropriate fees for the service.

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

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.

• Deregulation - Government removes its regulations from provision of 
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, 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.

Reasons for Privatizing

The most practical 
reason for privatizing 
is to reduce costs.

Authorities give a variety of reasons for why 
services are privatized. The most practical reasons 
for privatizing have to do with reducing the costs 
of providing services. Specifically, the reasons for 
privatizing are:

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.
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• 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 services 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 permanent staff.

History of Privatization in Colorado

The Governor 
established a 
Commission on 
Privatization in 1989.

In 1988 the Governor issued an Executive Order 
(BO 18 88) which established the Governor’s 
Commission on Privatization. It consisted of two 
legislators, six members from the private sector, 
two members representing employee organizations, 
and the executive directors of the Departments of 

Personnel and Administration as well as the Office of State Planning and 
Budgeting (OSPB). OSPB provided staff support to the Commission. The general 
duties of the Governor’s Commission included:

Establishing criteria to evaluate whether goods or services should be 
provided to state government by the private sector.

Receiving proposals from any business which desired to provide a 
good or service to the State; evaluating the proposal based on the 
criteria established by the Commission; and making recommendations 
to the governor and affected state agencies whether the good or service 
should be bid.

Evaluating and making a recommendation on inquiries from any state 
agency which desired to have a determination of whether a good or 
service should be bid.

Reporting to the Governor at least on a semi-annual basis, commencing 
July 1, 1988, on its activities and any recommendations concerning the 
procurement of goods or services from the private sector which has 
been provided by government. The Commission was to advise the 
Governor on general privatization policies and to suggest whether
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According to the Office of State Planning and Budgeting (OSPB), the Commission 
provided the minutes of its meetings to the Governor on a regular basis. These 
minutes show privatization action taken by the Commission. In addition, three 
members of the Commission are cabinet staff. They informally updated the 
Governor on privatization actions at cabinet meetings.

However, based on recent information from the OSPB staff, the Governor’s 
Commission on Privatization is no longer meeting. The last formal meeting of the 
Commission was in April 1990. They say this is because of the Commission’s 
interpretation of the successful lawsuits initiated by state employees and the 
State’s employees’ union, the Colorado Association of Public Employees (CAPE).

They believed that court decisions would halt 
privatization efforts in the State. The first lawsuit 
was filed in 1985. Since then, another eight 
lawsuits have successfully challenged further 
privatization by state agencies. In addition, the 
terms for all 13 Commission members expired in 
May 1992.

Lawsuits have 
successfully challenged 
further privatization by 
state agencies.

Also, the General Assembly passed some bills to grant some state agencies the 
authority to privatize a service. The table on the following page shows bills 
passed between 1987 and 1992. With the Legislature passing these bills and with 
the Governor encouraging state agencies to privatize services through the 
Privatization Commission, state services privatized have steadily increased since 
1986. Chapter 2 provides privatization data showing the increase of privatized 
services in Colorado between Fiscal Year 1986 and 1992. However, during the 
same period, other factors were at work to slow the progress of privatization in 
Colorado state government. In Chapter 3, we identify four successful lawsuits that 
have temporarily put a hold on continuing or furthering privatization in Colorado.
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Colorado General Assembly Bills

Bill Number
Year 

Passed Purpose

H.B. 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.

H.B. 1194 1988 Allows the State to enter into agreements for the acquisition of 
privately funded correctional facilities.

H.B. 1009 1988 Prohibits state agencies from competing with private enterprises.

S.B. 164 1988 Requires the Regional Transportation District to turn over at least 20 
percent of its services to private firms.

H.B. 1143 1989 Authorized the reorganization of University Hospital by the Board of 
Regents of the University of Colorado. This was the Legislature’s first 
attempt to privatize University Hospital. The Legislature passed a 
second bill, Senate Bill 225, during its 1991 session to address and 
remedy the constitutional defects which the Supreme Court found in 
House Bill 1143.

H.B. 1174 1991 Grants authority to the state librarian to contract for the furnishing of 
radio reading services for the benefit of those who cannot otherwise use 
printed materials.

H.B. 1009 1991 Defines "cost" as related to the Division of Central Services for the 
purposes of determining whether the Division is competitive with the 
private sector and provides that state agencies are to be notified by the 
Division that services may be obtained from the private sector.

H.B. 1280 1992 Reduces the appropriation to the Division of Worker’s Compensation 
by $50,000 and provides $50,000 for Legislative Council to contract 
out an independent study of the Subsequent Injury Fund.
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Privatization in Colorado State 
Government

Chapter 2

Background

Colorado has 
been more active 
in privatization 
than other states.

In a recent analysis, the Council of State Governments 
concluded that Colorado has been more active in 
privatization than other states. In the Colorado State 
Auditor’s Office 1989 report on Privatization in 
Colorado State Government, we reported that state 
agencies, excluding colleges and universities, had 
contracted with private agencies for about $670 million 

in services during Fiscal Year 1986.

Privatization Is Increasing

The dollar value 
of privatization 
increased over 
time.

The use of privatization is increasing, based on self
-reported data provided by state agencies. Not only has the 
dollar value of privatization increased over time, but the 
percentage of state revenues spent on privatized services 
has also increased. In 1992 our review of data reported 
shows the following.

For all state agencies, including higher education:

• Twenty-eight cents of every state dollar is spent for a privatized 
service. Total actual expenditures for the State were $5.887 billion 
during Fiscal Year 1992. Of this amount, $1.621 billion went to 
purchase services from private sector providers.

• Of the $1.621 billion privatization reported by state agencies and 
higher education institutions, four agencies made up 88 percent for 
Fiscal Year 1992. These agencies are the Department of Social 
Services, 40 percent; the Department of Transportation, 20 percent; 
the Department of Institutions, 8 percent; and the University of 
Colorado System, 20 percent.
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• Health services show the greatest dollar amount of services privatized. 
We determined that higher education institutions and state agencies 
are contracting primarily for health services with the private sector.

For higher education institutions only:

• Most privatization in higher education occurred in the University of 
Colorado (CU) system. The CU system reported $329,962 million of 
privatized services, or 93 percent of all privatization in higher 
education. This includes the University Hospital, which the General 
Assembly privatized in 1991. Total expenditures for the Hospital in 
Fiscal Year 1992 were $180 million. This makes up over half of all 
services privatized at CU.

The exhibits on the following pages show privatization data for executive, 
legislative, and judicial branch agencies. We also provide privatization data on 
these agencies and higher education institutions. Moreover, we provide data on 
the types of services privatized in state government.
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The Use of Private Sector Service Providers 
Increased From Fiscal Years 1986 to 1992
In our 1989 report on Privatization in Colorado State Government, Colorado state 
agencies (excluding colleges and universities) reported they had contracts with 
private firms for about $670 million in 1986. By 1992 the value of contracts 
reported by these agencies had increased to $1.267 billion. This represents an 89 
percent increase in privatization over this period. The exhibit below shows the 
dollar value of privatization reported from all branches of state government 
(executive, legislative, and judicial branch agencies). Appendix A provides a 
summary of all privatization in Colorado state government by department.

PRIVATIZATION OF STATE SERVICES 
EXECUTIVE, LEGISLATIVE, AND JUDICIAL BRANCHES 

(EXCLUDES HIGHER EDUCATION INSTITUTIONS) 
FISCAL YEARS 1986 ■ 1992

Source: SAO Survey of State Agencies, October 1992.
Notes: 1) Data not available for higher education institutions for Fiscal Year 1986.

2) Data reported for Fiscal Years 1986, 1987, and 1988 include updates and corrections.
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Privatization Grew Faster Than State 
Expenditures Between Fiscal Years 1986 and 1992
To determine the relative growth of privatization since our 1989 report, we 
calculated the portion of total expenditures privatized and compared these amounts 
to total state expenditures.

The exhibit below shows that in Fiscal Year 1986 state government reported 
privatized services of $670 million out of $2.739 billion in total expenditures, or 
24 percent privatized. By Fiscal Year 1992 privatization by these same agencies 
increased to $1.267 billion out of $4.965 billon in total expenditures, or 26 percent 
privatized. The dollar value of services privatized has steadily increased since 
1986. However, for the same period, total state expenditures have also increased. 
As a result, the proportion of services privatized increased by about 8 percent 
between Fiscal Years 1986 and 1992.

PRIVATIZATION OF STATE SERVICES 
EXECUTIVE, LEGISLATIVE, AND JUDICIAL BRANCHES 

(EXCLUDES HIGHER EDUCATION INSTITUTIONS) 
FISCAL YEARS 1986 AND 1992

1986 1992

Source: SAO Survey of State Agencies, October 1992.
Notes: 1) Dollars in Millions.

2) Data not available for higher education institutions in Fiscal Year 1986.
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Including Higher Education Institutions, Twenty- 
Eight Cents of Every State Dollar Was Spent for 
Privatized Services in Fiscal Year 1992
Total actual expenditures for the state of Colorado, including higher education 
institutions, were $5.887 billion during Fiscal Year 1992. In total, 28 percent of 
actual expenditures ($1.621 billion) went to purchase services from private sector 
providers. Of the privatized expenditures, state agencies spent about three quarters 
and higher education institutions spent about a quarter, as shown in the exhibit 
below.

PRIVATIZATION IN COLORADO STATE GOVERNMENT 
EXECUTIVE, LEGISLATIVE, JUDICIAL, AND HIGHER EDUCATION 

FISCAL YEAR 1992

Privatized Expenditures 
All State Expenditures 

Privatized/Nonprivatized

Source: SAO Survey of State Agencies, October 1992.
Note: State agencies include executive, legislative, and judicial agencies.
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Most Privatization Occurs in Four Agencies
Of the $1.621 billion of privatization reported by state agencies and higher 
education institutions in Fiscal Year 1992, 88 percent was attributed to four 
agencies: the Department of Social Services, the Department of Transportation, 
the University of Colorado system (including University Hospital), and the 
Department of Institutions. The following exhibit shows the four agencies.

These results are consistent with contracting in other states. In their study of state 
government privatization in 1992, a research company determined the agencies 
which most frequently contract out services are health, higher education, and 
mental health.

USE OF PRIVATIZATION BY STATE AGENCIES 
EXECUTIVE, LEGISLATIVE, JUDICIAL AND HIGHER EDUCATION 

FISCAL YEAR 1992

CU System 
20%

DOSS

DOT
20%

Source: SAO Survey of State Agencies, October 1992.
Note: Department of Social Services (DOSS), University of Colorado System (CU System), Department of 

Transportation (DOT), Department of Institutions (DOI), Department of Health (DOH), Department of 
Corrections (DOC).
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A Large Percentage of Some Departments’
Budgets Are Privatized
The four major users of privatization in Colorado state government devote a large 
portion of their budgets to pay private contractors. The following exhibit shows 
the total expenditures for each of the four major users of privatization and the 
portion of their expenditures which were privatized in Fiscal Year 1992. For 
example, the Department of Transportation expended $327 million or 62 percent 
of its total expenditures for privatized services in Fiscal Year 1992. The 
Department of Social Services expended $642 million or 43 percent of its total 
expenditures for the same time period.

MAJOR USERS OF PRIVATIZATION
EXECUTIVE, LEGISLATIVE, JUDICIAL AND HIGHER EDUCATION 

FISCAL YEAR 1992
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Health Services Show the Greatest Dollar 
Amount of Services Privatized
We compiled the data by types of services to determine the types of 
activities privatized in state government. As shown in exhibit below, 
contracting for health services was the greatest dollar amount and the most 
commonly privatized service for all state agencies, including higher 
education. Appendix C shows a table of services privatized by category 
for Fiscal Year 1992.

Construction, community placements, and building maintenance were the 
other major categories of privatization in the executive, legislative, and 
judicial branches. Building maintenance, educational consultants, and 
construction were the other major types of privatization in higher education 
institutions.

TYPES OF PRIVATIZED SERVICES 
EXECUTIVE, LEGISLATIVE, JUDICIAL, AND HIGHER EDUCATION 

FISCAL YEAR 1992

Source: SAO Survey of State Agencies, October 1992.
Notes: 1) State agencies include executive, legislative, and judicial agencies.

2) Community Placements: Primarily housing purchased by the Department of Institutions.
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Privatized Services at Other Higher Education
Institutions Increased 36 Percent Between Fiscal
Years 1991 and 1992
All other higher education institutions reported about $24.377 million of 
privatized services during Fiscal Year 1992, as shown in the exhibit below. The 
State Board of Agriculture reported $11.130 and $15.091 million for Fiscal Years 
1991 and 1992, respectively. This represents a 36 percent increase.

The exhibit does not include the University of Colorado system which reported 
$329.962 million of privatized services. It reported 93 percent of all privatization 
in higher education for Fiscal Year 1992.

PRIVATIZATION IN HIGHER EDUCATION
(Excluding CU System)

FISCAL YEARS 1991 AND 1992

(Dollars in Thousands)

Source: SAO Survey of State Agencies, October 1992.
Notes: State Board of Agriculture (Ag Board); State Colleges and Universities (State); State Board of 

Community Colleges and Occupational Education (SBCCOE); Colorado School of Mines (Mines); 
University of Northern Colorado (UNC); Auraria Board (Auraria).
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Implementation Status of 1989
Audit Recommendations

Chapter 3

Background
In 1989 the Colorado State Auditor’s Office conducted a performance review of 
the privatization of state services in Colorado. 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 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

We made two audit recommendations to the Governor’s Commission on 
Privatization in our 1989 report. We recommended that the General Assembly 
consider developing a privatization law which defines legislative intent for 
privatization. This law would have considered requiring state agencies to use 
systematic and well-documented procedures when reviewing for possible 
privatization. It would have required the Governor’s Commission on Privatization 
to report its activities to the Legislative Business Affairs and Labor Committees. 
We recommended that the Commission review existing laws and determine if they 
needed to be changed to smooth transitions to privatization. We also 
recommended that all agencies of Colorado state government use a systematic and 
well-documented process when deciding whether to privatize a public service.
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Status of 1989 Recommendations

State Personnel 
Department procedures 
were invalidated by a 
series of court cases.

The General Assembly has 
not adopted a comprehensive 
privatization bill.

As part of our 1992 review, we asked the Office of State Planning and Budgeting, 
which served as staff to the Commission, to provide information on the status of 
the two recommendations. According to the Office of State Planning and 
Budgeting, the Governor’s Office initiated the following actions:

• On February 24, 1989, the Governor issued Executive Order DO 109 
89. This order provided criteria for undertaking privatization reviews 
by all state agencies.

• On July 10, 1989, the Office of State Planning and Budgeting issued 
Cost Comparison Guidelines for Potential Contracting of Services.

According to OSPB staff, these two actions 
were largely incorporated into the Personnel 
Department’s Director’s Procedure P13-1-4, 
adopted November 8, 1989. However, staff 
state that these procedures were invalidated by 
a series of court cases. The most recent case,

CAPE v. Department of Personnel (June 1992), explicitly enjoined the State from 
following Personnel’s procedures.

Furthermore, staff state that the Legislature 
has considered several bills related to 
privatization, but none has been enacted 
since the 1989 audit report. The General 
Assembly has enacted some laws to

privatize some individual state services as shown in Chapter 1. However, it has 
not adopted a comprehensive bill covering all state services. During the 1992 
Session, the Joint State Affairs Committee carried a constitutional amendment 
(S.C.R. 92-1) and a statutory bill (H.B. 92-1001). The amendment lost on the 
third reading in the Senate and the bill lost on the third reading in the House. 
According to JBC staff, these two measures were designed to make privatization 
of state services legal.

Privatization in Colorado has continued to increase steadily since 1986. Some 
services have been privatized for a long time. For example, the Department of 
Transportation has historically privatized highway construction. Other state 
departments privatized some of their services based on the Governor’s 1989 
Executive Order. However, with the most recent court decision, some state 
agencies’ budgets may be directly impacted if they can no longer contract with the 
private sector.
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Our 1992 audit found that:

• Legal barriers exist to continue and to expand other privatization 
initiatives in Colorado.

• State agencies are not using a formal, systematic decision-making 
privatization process. Also, they are not collecting data on privatized 
services.

We discuss these areas of concern in more detail below.

Legal Barriers to Privatization
Since 1990 four successful lawsuits have affected the future of privatization in 
Colorado:

• CAPE v. Board of Regents of the University of Colorado (1990): 
The Supreme Court declared House Bill 1143 unconstitutional. This 
bill authorized the Board of Regents to transfer University Hospital to 
a private nonprofit corporation. The Legislature passed a second bill, 
Senate Bill 225, during its 1991 session. CAPE challenged the 
reorganization of University Hospital under this bill. In July 1992, 
CAPE and the Board of Regents reached an out-of-court settlement of 
the lawsuit. CAPE dropped their challenge to the hospital 
reorganization. In exchange, the Board of Regents agreed to allow 
CAPE access to its members at the hospital.

• Tising v. Personnel Board and University of Southern Colorado 
(1991): In June 1991 the Court of Appeals overturned a Personnel 
Board ruling and remanded it to them. The Personnel Board had 
found in favor of the University of Southern Colorado in attempting 
to contract for campus security.

• CAPE v. Department of Highways (1991): In April 1991 the 
Colorado Supreme Court overturned the authority of the Department 
of Highways to contract with private sector vendors for services 
previously performed by state employees.

• CAPE v. Department of Personnel (1992): In June 1992 a Denver 
District Court held unconstitutional rules established by the Executive 
Director of Personnel regarding contract services. This court ruling 
took away state agencies’ authority to continue or further 
privatization.
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Impact of Successful Lawsuits

Successful lawsuits impact 
state agencies adversely.

These successful lawsuits have impacted state 
agencies adversely. Specifically, one state 
agency had to rehire terminated employees. 
According to the Attorney General’s Office, the 
Department of Transportation rehired the 10 

FTE state employees that it had terminated. It may also need to request $82,000 
supplemental spending authority to retain these employees.

Some privatization 
personal service contracts 
are at risk.

More generally, some privatization personal 
service contracts are at risk. According to staff 
from the Joint Budget Committee (JBC), the 
Department of Personnel has let approximately 
400 personal service contracts worth $72 million 
in Fiscal Year 1993. These contracts may be 

remanded to the State. Thus the costs to the State may include payroll and 
benefit costs because of the increase in the number of state employees. 
Furthermore, state agencies are no longer pursuing privatization as an alternative 
to providing government services. JBC staff report that the Department of 
Corrections is terminating its food service operations contracts at the Denver 
Diagnostic and Limon Correctional Facilities on December 31, 1992. Thus, they 
state that the Department will have to add 30.6 FTE.

More Legislative Guidance Is Needed To Remove Legal Barriers

Staff from the Executive Branch and the Legislative Office state that more formal 
guidance is needed.

• Office of State Planning and Budgeting (OSPB): OSPB staff 
indicate that the state needs a legal basis to proceed with further 
privatization. According to them, all new contracts include a 
cancellation clause because their validity may be questioned.

• Joint Budget Committee (JBC): In November 1992 JBC staff 
identified contracting as an issue. They recommended to the JBC 
that:

The General Assembly should provide statutory guidelines for 
contracting out services so that the’ State could continue to use 
this method to provide government services at a lower cost. The 
General Assembly should also consider referring a constitutional
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amendment to the voters in 1994 to affirm the State’s right to 
contract out services under certain conditions.

• Attorney General’s Office (AG): AG staff believe that only 
constitutional or statutory changes will meet the legal requirements 
described by the courts. AG staff have stated that a statute is 
necessary simply to continue existing service contracting. AG staff 
also state, based upon the court decisions, that only a constitutional 
amendment can legally place civil service employment and 
privatization on a level playing field. That is, only the voters may 
authorize the use of significant additional privatization for functions 
commonly and historically performed by classified employees.

• Department of Personnel (DOP): DOP staff state that they have 
developed and implemented procedures to allow state agencies to 
contract with private providers. However, given their experience with 
the most recent court decision, which found these procedures to be 
unconstitutional, staff from the Department also believe that statutory 
and/or constitutional authority are necessary to clarify ground rules for 
further privatization by state agencies.

We support these offices in the belief that legislative guidance on privatization 
would decrease the legal barriers towards continuing or expanding privatization 
of government services.

Legislature Should Decide Whether Privatization Should Be an 
Option for State Agencies

There are two reasons why the Legislature should provide further guidance and 
authority regarding privatization:

• Some of the successful lawsuits point to the lack of formal 
legislative guidance. In the Department of Personnel lawsuit, the 
court concluded that the State’s Personnel Rules were insufficient 
regulatory guidance to justify additional personal service contracts. 
In the Department of Highways lawsuit, the Supreme Court concluded 
that, absent any guidance by either statutes or rules, the Department 
of Highways could not contract for the services.

• Lawsuit issues emphasize a need to ensure that privatization is not 
in conflict with state laws. Currently, the state Constitution (Civil 
Service Amendment, Article XII, Section 13. Personnel System of 
State - Merit System) places limits on continuing or expanding 
privatization. The courts have concluded that state classified
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employees are protected from dismissal without cause under the civil 
service system. Furthermore, the merit selection and promotion 
process of the system protects state interests by preventing political 
patronage.

Unless legislative guidance is provided, privatization of some public services is 
at risk in Colorado.

Since 1986 most state agencies have privatized state services, programs, or 
activities. Between Fiscal Years 1986 and 1992, as stated in an earlier chapter, 
privatization for all state agencies (including higher education) has increased from 
$670 milion to over $1.621 billion, or 142 percent. For Fiscal Year 1992 
privatization made up 28 percent of the total state budget.

According to the Council of State Governments, most states privatize to:

• Achieve cost-savings.

• Compensate for a lack of technical expertise among agency workers.

• Work on short-term projects.

• Supplement a work force that did not meet growing service demands.

• Meet deadlines under court orders.

Privatization may result in more 
efficient and effective services.

Thus, in the right circumstances, 
privatization may result in more 
efficient and effective services. We 
believe legislative guidance is needed to 

continue and to expand privatization, beyond what has been historically privatized, 
in Colorado. Also, we believe that legislative guidance should address the two 
civil service issues emphasized in successful lawsuits.

Recommendation No. 1:

If the General Assembly wishes to allow privatization as an option for state 
agencies to provide state services, it should consider:

a. Developing statutory guidance which addresses the civil service issues found 
in privatization lawsuits.
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b. Referring a Constitutional Amendment of Section 13 of Article XII to the 
voters to affirm the State’s right to allow privatization of government 
services.

Few State Agencies Have Adopted a Privatization 
Process

In 1989 we recommended that all 
agencies of Colorado state government 
use a systematic and well-documented 
process, such as the Privatization 

Profile, when deciding whether to privatize a public service. We found in our 
1992 follow-up audit that most have not done so.

Most agencies have not adopted 
a privatization process.

As part of our follow-up review, we asked state agencies to describe the process 
used when considering privatization. In 26 out of 36 state agencies (including 
higher education), or 72 percent they said they did not have such a process. The 
remaining 10 state agencies, or 28 percent, identified a process. For example, 
they identified the request for proposal (RFP) process through the Division of 
State Purchasing, the Governor’s Executive Order guidelines, OSPB cost
 comparisons guidelines, or the SAO Privatization Profile. (The State Auditor’s 
Office (SAO) Privatization Profile appears in Appendix D of this report).

The Governor’s Commission on Privatization developed criteria and a process for 
privatization review in 1989. Also, in July 1989, the Office of State Planning and 
Budgeting issued guidelines for contracting of services. However, few state 
agencies have adopted a privatization process as outlined in these documents.

Privatization Benefits Achieved in Colorado Are Unknown

The benefits of privatization by 
Colorado state agencies are unknown. 
Some state agencies identified in their 
survey questionnaire benefits for 

privatizing government services. One agency stated that it helps them to deliver 
services to user agencies and to the public. Another state agency stated that 
privatization has allowed it to provide needed services while keeping its overhead 
costs down. However, the actual savings achieved were not specifically identified.

Actual savings achieved from 
privatization are not known.
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Decisions To Privatize Should Be Based on Objective and 
Systematic Process

Although most executive and legislative agencies use some criteria for 
privatization decision making, most do not have a systematic process when 
deciding whether to privatize a public service. Furthermore, state policy-makers 
and administrators do not know the benefits of privatized services or whether costs 
are less than they would have been had the service been provided by the State.

State agencies may not be 
realizing expected cost-savings 
and other potential benefits of 
privatization.

In addition, state agencies may not be 
realizing expected cost savings and 
other potential benefits of privatization. 
Also, they may lack the expertise 
needed to evaluate services for 
privatization. As a result, they may 

miss opportunities to privatize some services or may inappropriately privatize 
others.

In 1989 we recommended that state agencies adopt an objective and systematic 
privatization process. Also in 1989 the Governor’s Executive Order provided 
criteria for undertaking privatization reviews by all state agencies. Furthermore, 
the OSPB issued guidelines for potential contracting of services. Yet in 1992, we 
found that few state agencies have adopted a systematic privatization process.

If the trend towards privatization continues and the statutory authority question is 
resolved, the need for a sound privatization process is even more important. Thus 
we recommend that the Governor’s Office ensure that state agencies adopt a well- 
documented and systematic privatization process. The Privatization Profile 
developed by the State Auditor’s Office or some similar instrument should be 
used.

Recommendation No. 2:

If privatization continues to be an option for state agencies, the Governor’s Office 
should ensure that state agencies:

a. Use a systematic and well-documented process, such as the Privatization 
Profile, when deciding whether to privatize a public service.
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b. Collect data on privatized services to determine dollar value and benefits 
achieved, such as cost-savings, higher quality services, and shorter 
implementation time.

Office of State Planning and Budgeting Response:

a. Partially agree. The Governor’s Office supports enactment of HB 
1212, which requires a systematic and well-documented process. 
However, primary responsibility for ensuring that the process is 
observed will be placed in the Department of Personnel under this 
legislation. The Governor’s Office does agree that one central office 
ought to have responsibility for ensuring that some systematic process 
is used to ensure that agency decisions are comparable and made 
according to the same criteria; however, it supports legislation which 
would place that responsibility in the Department of Personnel, rather 
than the Governor’s Office.

b. Agree. The Office of State Planning and Budgeting should be 
responsible for compiling, updating, and publishing such information 
on a regular basis. The Office would base such a compilation on data 
provided to the Department of Personnel as a part of the process 
required under HB 93-1212.
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PRIVATIZATION PROFILE FORM

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 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 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 over rid
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.
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PRIVATIZATION PROFILE FORM

MARKET STRENGTH

-3________ -2_________ .1_________ 0__________ ±1_________ ±2_________ ±3
Low Neutral High
(Pro-Government) (Pro-Private)

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)

D-4



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:



PRIVATIZATION PROFILE FORM

POLITICAL RESISTANCE

-3 -2 -1 .0 +1 +2 +3
High
(Pro-Government)

Neutral Low 
(Pro-Private)

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

-3________ -2_________ -1_________ 0__________ +1__________+2_________ +3
Higher Costs Neutral High Savings
(Pro-Government) (Pro-Private)

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

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

QUALITY OF SERVICE

-3________ -2_________-1_________ 0__________ +1__________+2_________ +3

Decrease No Change Increase
(Pro-Government) (Pro-Private)

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.

• 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)
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• 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

-3________ -2_________ -1_________ 0__________ +1__________+2_________ +3

Negative Neutral Positive
(Pro-Government) (Pro-Private)

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

LEGAL BARRIERS

-3________ -2_________ -1_________ 0__________ +1_________ +2_________ +3
High Neutral Low
(Pro-Government) (Pro-Private)

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

-3________ -2_________ -1_________ 0__________ +1__________±2_________ +3
High Neutral Low
(Pro-Government) (Pro-Private)

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

-3 -2 -1 0 +1 +2 +3
Does Not Increase 
Efficient Use of Resources 

(Pro-Government)

Neutral Does Increase 
Efficient use of Resources 

(Pro-Private)

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

-3________ -2_________ -1_________ 0__________ +1__________+2_________ +3
High Neutral No
(Pro-Government) (Pro-Private)

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 far the criterion’s rating in the following space:
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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 Government Provision 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 
PART1 

Government 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 23).

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- _______________
don 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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PRIMARY CONTRACTING COSTS

COST FACTORS

Contract price (annual)
Allowance for cost over-runs (annual)

Affect on state revenues (For example, will the state stop collecting 
users fees?)
Estimated cost of the state losing any grants or subsidies, if applicable 
Other cost factors

Total Primary Contracting Cost =

CONTRACT OVERSIGHT COSTS

COST FACTORS

Salaries

Fringe Benefits

Service and supplies

Equipment (capital outlay)

Equipment (interest cost)

General operating costs

Operation and maintenance of buildings other cost factors

Total Contract Oversight Cost=

AMOUNT

AMOUNT
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CONTRACT SUPPORT COSTS

COST FACTORS

Space provided

Equipment provided

Other cost factors
Total Contractor Support Costs =

AMOUNT

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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