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EXECUTIVE SUMMARY 

Privatization in Massachusetts: Getting Results offers an in-depth look at general 
privatization issues and considerations, the results of specific privatization initiatives 
undertaken by the Weld-Cellucci administration, and a response to many of the arguments 
of privatization opponents. The following are some of the major issues discussed in this 
report: 

• Privatization has already saved Massachusetts taxpayers over S273 million. From the 
management of state buildings to the procurement and delivery of pharmaceuticals to 
hospital consolidations, the taxpayers of the Commonwealth have benefited from real 
savings in the operation of their government. 

• Th~ decision to privatize now comes only after a rigorous review and cost comparison 
analysis; this review includes a privatization checklist that is standard for every 
agency, and is the result of the lessons learned from early privatization efforts. 

• Individual privatization initiatives have provided benefits beyond the actual dollars 
saved, including increases in the quantity, timeliness, and quality of services provided. 
This report highlights eight case studies of privatization and their benefits, including: 

-- prison health care contract saves S8 million and resulted in national accreditation 
of 112 of the institutions - the first time any institution has been accredited 

-- S60 million operating, S160 million capital costs saved through facility 
consolidation in human services. Underutilized hospitals closed; 2,000 community 
beds and 5,000 private sector jobs created 

skating rinks open longer hours, some year-round; no increase in fees 

services in Essex County improved, costs cut $2.1 million from privatization of 
highway maintenance; overtime costs down 

-- S180 million of federal revenue realized as a result of privatizing Department of 
Social Services (DSS) revenue maximization project. 

• Privatization is not about public versus private - it is about monopoly versus 
competition. In fact, the administration actively encourages public employees to 
engage in the competitive process and to compete for "privatized" state government 
functions. In recent contracts awarded by the Massachusetts Highway Department, 
three of the seven districts will be turned over to state employees who submitted 
competitive bids. 
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• Privatization is not a partisan issue, except in Massachusetts. Privatization has been 
pursued by Democrats and Republicans alike and has become the new buzzword of the 
Democratic administration in Washington to reinvent government. 

• Many opponents of privatization are simply misleading the public. For example, some 
leading opponents often cite that contracts receive on average only 1.7 responses, 
thereby mitigating the supposed benefits of competition. This figure is drawn from a 
study of Department of Menta! Health (DMH) contracts only published seven years 
ago. During the Weld Administration, agencies received on average 4 bids per 
contract. In some instances as many as 54 bids were received when the privatization 
initiative was broken up into its component parts. 

• Through the Administration's policy of redeployment, the state minimizes potential job 
losses to state employees. In fact, it aggressively seeks to ensure full employment of 
those affected by privatization initiatives. For example, consider the privatizations 
completed by the Department of Mental Health, the Department of Menta! 
Retardation, and the Department of Public Health in fiscal year 1993. Of 1,241 
employees at risk by the initiatives, only 39 were left unemployed. 

• The MBTA's planned privatization of bus routes, like similar privatization initiatives in 
other parts of the country, will result in neither a reduction of services nor fare 
increases. This is because fares and service standards will be prescribed by the MBT A 
and not the contractor. Despite their knowledge of this, the Carmen's Union (at 
MBTA employees expense) has launched an extensive misinformation campaign to 
rally support for its efforts to stop privatization. This report outlines the realities 
versus the union claims surrounding this privatization initiative. 

• If the MBT A could achieve the average cost of similar systems, through the 
introduction of competition into the system, $45.7 million annually would be available 
for other purposes - including the expansion and improvement of services. This 
potential has been strongly demonstrated in a number of other areas of the country 
where similar public transportation initiatives have taken place. 

• While crafted to look like responsible regulation of privatization, the Pacheco bill is in 
fact designed to eliminate the use of competition to provide government services at a 
reasonable price. Among other things, it requires the cost of competitive bids to be 
artificially inflated, and the cost of services provided by state employees to be 
artificia//y deflated. 

2 EXECUIlVE SUMMARY 



1. INTRODUCTION 

Shoniy after taking office, Governor William Weld and Lieutenant Governor Paul 
Cellucci called on state managers to privatize functions wherever it would save money or 
improve services. 

After successfully privatizing services in health care, highway maintenance, child 
support collections, and many other areas, the Executive Office for Administration and 
Finance has developed standardized criteria for evaluating privatization opportunities and 
maximizing the probability of success. 

Section 2 describes the criteria the Weld-Cellucci administration has adopted for 
evaluating promising privatization opportunities and suggests how imperfect privatization 
conditions can be mitigated. A cost comparison worksheet used to compare in-house and 
private provision is presented. This uniform "make or buy" analysis incorporates many 
useful suggestions made by employee unions, legislators, and others concerned about the 
impact of privatization on the existing state workforce. 

Section 3 recommends how service specification and performance standards are 
established for private providers. 

Section 4 describes the tools the administration has developed to guide 
implementation. The "privatization checklist" captures the "best demonstrated practice" 
of early privatization initiatives, helps agency managers benefit from the lessons learned, 
and assures the administration that every subsequent privatization is a model practice-
responsibly implemented and fully defensible. 

Sections 5 through 12 highlight eight diverse privatization initiatives that are already 
producing striking results. 

Lastly, section 13 reviews the most frequent charges made against privatization and 
corrects the misinformation these charges reflect. 
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2. EVALUATING PRIVATIZATION INITIATIVES 

Which activities of government are suited to privatization? 

Somewhere at sometime, virtually every function of government-from the 
construction of roads to social welfare programs to industry regulation-has been 
performed by the private sector. But privatization is not always the best strategy for 
improving a function that government performs today. 

"DIE IDEAL CONDmONS FOR PRIvATIZATION 

An agency must first consider to what extent the following conditions conducive to 
privatization exist. 

o Competitive Marketplace 

• Is the service readily available in the private marketplace? 

• Are there multiple potential providers to ensure competition? 

• Is the initial investment so large that potential providers will be discouraged from 
competing? If the commitment is large, it may take years to recoup the initial 
investment. Is the state willing and able to make a long-term commitment to a single 
vendor? 

• Would privatization create a monopoly? Monopolies e1iminate competition and may, 
thereby, increase costs. 

.. Potential for Savings 

• For the current quality and quantity of service, will costs to the state decrease if the 
service is privatized? 

• Will costs be shifted to service recipients? If the state expenditures are reduced 
because the private company increases fees psid by users, savings cannot be attributed 
to more cost-efficient service delivery. 

• Does the service under consideration involve significant start-up costs or future capital 
expenditure? If so, capitalizing the venture with private investment may reduce capital 
expenditure. 

• Does the service involve seasonal, intermittent, or unpredictable workload or demand? 
It may be more economical to purchase services as needed rather than to sustsin in
house capacity sufficient to meet peak demand. 
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e Promise of Enhanced Quality or Responsiveness 

• Is there reason to believe that a private business can offer increased quality, consumer 
satisfaction, or responsiveness for the same cost? 

• Are there time constraints that favor private provision of service? The budget process 
may be too slow to react to changing demand. 

• Is the service highly technical or specialized in nature? If so, private specialty firms 
may be able to outperform state genera1ists. 

• Does the service involve an area of rapid technical or programmatic innovation? 
Again, private specialists are often better positioned to keep pace. 

e Satisfactory Assurance of Government Control and Accountability 

• Is the service to be privatized readily measurable in terms of quantity, quality, and 
desired performance? 

• How important is agency control over the delivery of services? 

• Does the government agency have the capacity to maintain oversight of the privatized 
service? What is the agency's capacity to write and administer contracts? 

• Is the service of short or long duration? Longer term projects require greater 
oversight and present a greater probability that changing circumstances will result in 
deviations from the original plan. 

e Minimal Risk 

• How great is the chance that the private firm will fail to provide the service? 

• How great is the risk that providers will reduce or stop services iflosses occur? 

• If the service is interrupted or discontinued, what will be the consequences to the 
public and government? 

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

• Will the private firm or government bear the risk of cost overruns? 

CD No Insurmountable Legal, Political, or Practical Barriers 

• Will the public, users ofthe service, interest groups, or elected officials be highly 
resistant to changes in the provision of this service? 

• Are there serious problems with in-house operations? Resistance to change is typically 
lower when a governmental program is known to be troubled. 

• Is the service to be privatized a new or existing service? Privatization of a new service 
is easier, because there is no one with a vested interest in continuing in-house 
operation. 
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• Does privatization jeopardize client confidentiality, public access, or impartiality 
toward clients? 

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

• Will population groups be neglected if a private firm provides the service? 

• Is privatization compatible with law, federal funding guidelines, and legislative intent? 

• Does the function to be privatized involve a perceived core responsibility-policy
making, adjudication, law enforcement, or reguJation--of government? 

.. Minimal Adverse Employee Impact 

• Is privatization compatible with collective bargaining agreements? 

• Will the net impact on government employees be positive or negative? Employees 
may be hired by the private firm, transfer, receive training, be promoted, or lose their 
jobs. 

• Will diversity of workforce be maintained or enhanced? 

MITIGATING IMPERFECT CONDmONS 

Of course, every potential privatization project will lack some of the ideal conditions. 
The next step in evaluating a promising privatization opportunity is to determine the 
options for improving these conditions and for maximizing the project's prospects for 
success. 

o To Preserve and Promote Competition 

• Permit in-house program managers and public employees to compete for the work on 
a level playing field. 

• If the project is too big to attract numerous bidders, break it down into several smaJIer, 
more attractive, components or aJlow smaJler firms to share responsibility in a joint 
venture. 

• Contract with multiple vendors to ensure ongoing competition and avoid excessive 
dependence on a single contractor. 

• When services are not readily available in the private market, maintain an in-house 
capacity to perform a portion of the work in order to provide direct competition to 
private vendors. 

• When private contractors are expected to make a substantial up-front investment, 
write a longer term contract to ensure the contractor's recovery of capital. 
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e To Ensure That Potential Savings Are Realized and Maximized 

• Build cost controls and cost containment incentives into contracts. 

• Compare proposals with an eye toward innovative cost savings strategies. 

e To Ensure Quality and Responsiveness 

• Develop reliable measures of service quality where they do not already exist. 

• Strengthen in-house capacity to monitor quality. 

• Build quality controls and incentives into contracts. 

• Write contracts that require periodic performance reporting and provide for immediate 
termination in the event of unsatisfactory vendor performance. 

• Run pilot projects to test how well the private sector can perform the service. 

o To Ensure Accountability and Control 

• Write detailed contract specifications. 

• Require contractors to maintain records and file periodic reports that permit easy 
oversight. 

• Build in-house contract drafting, management, and evaluation capacity . 

., To Reduce Risk 

• Conduct pilot project before full-scale privatization is undertaken. 

• Require contractor to make periodic reports designed to give early warning of 
developments that could imperil service continuity. 

• Consider retaining ownership of critical capital facilities and equipment. 

• Develop an emergency plan to deal with service interruption/discontinuation. 

• Temporarily maintain capacity to perform the service in-house in the event of service 
interruption. 

• Maintain a list of alternate suppliers available on short notice. 

• Require a performance bond. 

• Phase-in privatization slowly, until it is certain that contractors are capable and 
reliable. 

• Include in contract cost adjustments for inflation and unexpected increases in 
workload. 

• Require contractor to bear or share the risk of cost overruns. 
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CD To Overcome Legal and Political Barriers 

• Sponsor remedialiegisiation. 

• Involve affected interest groups in the decision-making process. 

• Target services that government is not providing satisfactorily. 

• Target new services that are not currently provided by state employees. 

• To Soften the Adverse Impact on Employees 

• Enable public employees to compete for the work on a level playing field. 

• Develop a personnel redeployment plan, including a requirement that private firms 
interview displaced employees. 

• Allow employees to transfer to other duties within the agency. 

• Offer employees an early retirement option. 

• Provide job placement and retraining to affected employees. 

• Ensure protections for minority employees, particularly where privatization is 
proposed in programs where workforce is predominately minority. 

COMPARING COSTS 

The final-and most important-step in evaluating privatization options is to conduct a 
preliminary cost comparison between privatized and in-house operation. The comparison 
must be fair and accurate. Obviously, it is not enough merely to consider the cost of the 
contract itself; for government will spend money to prepare the request for proposals and 
the contract and to monitor the vendor. Figuring out how much it costs to deliver services 
in-house can also be difficult. While direct costs are generally clear, it is harder to 
determine how much overhead and administrative expense can be saved from 
privatization. Capital investment that obviated by privatization must also be considered. 

There is no "cookbook" approach to comparative cost studies. The specific situation 
will dictate what assumptions, costs, and level of detail are needed for a thorough analysis. 

Retained Costs 

Even if a function is transferred to an outside contractor, the Commonwealth will 
continue to incur certain costs. Consider the case of displaced public employees. If the 
privatization plan calls for these employees to be laid off; then their wages represent real 
savings. It: on the other hand, the plan is to transfer employees to other roles within the 
agency, the savings are less clear. If displaced employees are to be transferred to vacant 
positions for which the agency has hiring authority and budgeted funding, then the savings 
are real. It: on the other hand, the plan is to retain displaced workers in positions that 
would otherwise be left vacant, no real savings are realized. 
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Time Frame 

The cost comparison should be conducted using a time span that reflects the long-term 
nature of the decision to privatize state work. Switching back and forth from private 
contractor to in-house provider is seldom desirable since it is costly and can compromise 
provider accountability and continuity of service. Moreover, long-term commitments are 
often necessary to attract potential bidders and ensure a reliable revenue stream for the 
recovery of the contractor's investment. 

Amortization of Start-Up Costs and Capital Investments 

Beyond the direct costs related to performing the work to be privatized, the vendor 
will probably incur costs related to bidding, start-up, and most importantly, to capitalizing 
the new venture, which it will expect to recover over the term of the contract. These 
costs include bid preparation, contract development, personnel recruitment and training, 
and any capital outlay. 

In preparing the cost comparison, these costs should generally be amortized using the 
straight-line method over the term of the contract. Costs associated with the start-up of a 
project should be spread over the expected life of the project or, if the project is expected 
to continue indefinitely, over 3, 5, or 10 years, as seems most appropriate under the 
circumstances. The cost of acquiring assets should be amortized over the useful life of the 
asset. 

Conversion Costs 

The privatizing agency often incurs one-time conversion costs, including competitive 
procurement and contract development, recruiting and training contract management 
personnel, developing new systems to monitor vendors, and costs attributable to employee 
displacement, such as out-placement services, retraining, unemployment liability, 
continued health insurance coverage, benefits buy-outs, and early retirement. They may 
also include the cost of maintaining parallel state operations until the private vendor's 
capabilities have been satisfactorily demonstrated. As in the case of contractors' initial 
investment and start-up costs, these conversion costs should be amortized over the life of 
the project. 

Sale of Surplus Property 

Converting from public to private delivery of service may enable the government 
agency to sell assets formerly used for in-house operations. These one-time revenues 
offset the one-time costs of conversion and should also be amortized over the life of the 
project. 

Contract Administration 

The costs to the state associated with managing contracts with private providers must 
also be considered. These costs include contract officer and support staff wages and 
benefits and may include supplies, travel, office equipment, occupancy costs, data 
processing expenses, and the like. 
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Contractor Support 

It is commonplace, especially when government operations are transferred to the 
private sector, for the agency to lend the private contractor existing program facilities, 
equipment and, under special circumstances, state staff. It is also common for a procuring 
state agency to retain responsibility for certain aspects of a contracted service or to 
provide certain support services such as data processing or technical assistance. In these 
cases, it is important to account for the costs the Commonwealth continues to incur on the 
vendor's behalf in calculating the cost of contracting out. 

Indirect Costs 

In addition to the direct costs of service delivery, both state agencies and private 
contractors incur indirect costs-such as occupancy costs, employee payroll taxes and 
fringe benefits, and general administrative expenses-that must be included in any cost 
comparison. It would be misleading to prepare a cost comparison that based estimates of 
in-house costs solely on those costs included in the agency's own budget, without regard 
to departmental and administration-wide overhead and interdepartmental charges. 

Incidental Costs 

There are a number of incidental costs incurred by private contractors which, because 
they are seldom incurred by in-house operations, are easily overlooked when preparing an 
estimate of contractor costs: 

• Performance Bonds • Liability Insurance 
• Audit Expenses • LegalFees 

• Interest 

Table 1 reproduces the administration's initial cost comparison worksheet 
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TYPE OF COST 
ANNUAL COSTS 

TABLE I. COST COMPARISON WORKSHEET 
PAGE 1 

IN-HousE COST EsTIMATE 

Contract Administration 
Salaries and W~ ...... · .... ii .. · .. · .. ii .......... · ........ ·.i .f •• · .. · ••• • ••. ··.r.· ••.••• ·i i •• 

.. 

Supplies <i 
....... ···}i{ Travel 

~ipment i·.. . .. {i. 
•• Occupancy >.. .it·· 

Data Processing .i 
Other ........ 

Contractor SUPpOrt 
Use of Space 
Other 
Indirect Costs 
Departmental Overhead $ 

Administration-wide Overhead $ 
Corporate Overhead 
Group Insurana:/Fringe $ 
Payroll Taxes $ 
Occupancy $ 
Operatin& Costs 
Salaries and Wages $ 
Supplies $ 

Equipment $ 

Raw Materials $ 

Other: $ 
$ 
$ 

Incidental Costs 
Perfonnance Bond 

..... 
... 

-

Liability InsuJance $ 
Audit $ 
Data Processing $ 
Interest $ 
Other: $ 

Annual Amortization of S 
Subtotal of PaRe 2 
Allowance for Profit 
Total $ 

COST OF CONl1lAC1ING Our 

$ 
$ 
$ 
$ 
$ 
$ 
$ 

$ 
$ 

$ 
$ 
$ 
$ 

$ 
$ 
$ 
$ 
$ 
$ 
$ 

$ 
$ 
$ 
$ 
$ 
$ 

S 

$ 

$ 
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TABLE 1. CqSTCOMPARISONWORKSHEET 
PAGE 2 

TYPE OF COST IN-HouSE COST EsTIMATE 
ONE-TIME COSTS 

Conversion Costs 
Competitive Procurement 

I · ••.••••• i................................ . ....................... ....•.... ·i ........ · ... · < Contnu:t Develooment 
PCI'SOIIIId Recruitment ;) 

... \ ............•...•..••....... } •.•• i» .\ . 
Staff Training ..•..... 

.i 

M Svstem Development > .. i 

Out-Placement 1< 
.. / 

, ' 

I Unemployment Liability. 
COBRA I 

Benefits Buvout 
Parallel Ooerations 
Start Up 
Bid Preparation .. ····ii ... 

Contract Develooment . 

PersoDDel Recruitment $ 
StaffT ' , $ 

'onS Develooment $ 
Capital $ 
Sale of Surplus Property ( ) 

Subtotal to Pale 1 $ 
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COST OF CONTRACTING 

$ 
$ 
$ 
$ 
$ 
$ 
$ 
$ 
$ 
S -- . - ----

' . 
-

$ 
$ 
$ 
$ 
$ 
$ 
( 

$ 



3. SETIING SERVICE SPECIFICATIONS 
AND PERFORMANCE STANDARDS 

If the preliminary evaluation indicates that the potential benefits of privatization 
outweigh its estimated costs, the agency's next step is to establish service specifications 
and performance standards for the project. These specifications and standards are at the 
heart of the request for proposals (RFP), the contract and, later, contract monitoring and 
performance evaluation. 

Service specifications and performance standards should have the following attributes. 

o Clear and Specific 

If an agency cannot describe exactly what is needed, it cannot expect a private 
contractor or partner to provide it. 

8 Goal Oriented 

While the success of a private venture relies on clarity of purpose, it is also important 
to leave businesses the room to manage. Too much specificity, especially around 
operational details, may lock private contractors into poor practices. 

A common privatization mistake is to transfer, in the form of service specifications, all 
the expenditure controls, employment policies, record-keeping requirements, and other 
red tape that hamstring in-house operations. If we recreate private providers in the image 
of a government bureaucracy, we cannot expect them to perform any better. 

The focus of performance specifications and standards, whenever possible, should be 
on desired outcomes, not internal operations. 

e Measurable 

It is not enough to say what one wants, one must also be able to determine what one is 
getting. Performance specifications should, whenever possible, be quantifiable. The 
quality and even the quantity of many services-especially human services--government 
provides may be inherently difficult to measure. Yet without such standards we cannot 
distinguish superior from mediocre performance. 

e Realistic 

Service specifications and performance standards should be ambitious, so as to get the 
most from limited resources, but not unrea1istic. It is difficult to gauge what is realistic to 
expect from a private contractor without first analyzing existing in-house provision. Poor 
in-house performance may be attributable to agency management, organizational, or 
resource deficiencies that privatization alone will not address. 
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4. PRIVATIZATION CHECKLIST 

The Executive Office for Administration and Finance developed a privatization manual 
for agency heads, including a "privatization checklist." The checklist covers such topics as 
minority business participation in bidding, workforce transition, public employee bidding, 
affirmative action, conflict of interest disclosures, and comparisons of fully allocated 
public versus private costs. This tool both helps agency managers benefit from the lessons 
learned from early privatization initiatives and assures the administration that every new 
privatization initiative is a model practice-responsibly implemented and fully defensible. 
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PRIvATIZATION CHECKLIST 

A NUNoRITYBus~SSPARTIC~ATION 

I. Outreach. Has your agency, in conjunction with the State Office of 0 Affinnative Action, conducted an outreach program, in advance of issuing the 
RFP, to identifY minority firms that might bid? 

I a. Have you considered hiring a consulting firm with this expertise to 0 identifY such firms? 

2. Dissemination. So as to provide minority firms with the time needed to 0 develop their capacity to prepare a qualified bid, has your agency, in conjunction 
with the State Office of Affinnative Action, disseminated information at least six 
months before the RFP's issuance through newspaper advertising in the minority 
community and other channels about the upcoming opportunity to bid? 

2a. In so doing, have you informed minority firms of the services the -
state's Small Business Development Centers (SBDCs) can provide in ....; 

developing their business capabilities? 

3. SOMWBA ~ertifi"ation. 

3 a. Have you informed potential minority bidders that are sole 0 proprietorships of SOMWBA's fast track certification for such firms? 

3b. In consideration of SOMWBA's certification backlog, has your 0 secretariat considered coUaborating with SOMWBA to ensure that 
minority- or women-owned firms that have not yet obtained certification 
can bid as MBEs? 

4. Preference in Award. Does your RFP stipulate that additional points will be 0 awarded to bidders certified by SOMWBA as minority- (MBEs) or women-
owned businesses (WBEs)? 

4a. Does your RFP stipulate that majority firms will be awarded 0 additional points if they have executed with one or more minority finns 
(MBEs) a joint venture agreement stipulating their respective service and 
mentoring responsibilities? 

5. Subcontracting Requirements. Does your RFP require that the contractor ;] 
award at least 5 percent of subcontracted business to MBE firms? 

Sa. Have you considered setting this percentage requirement higher? 0 
5b. Have you considered awarding additional points to bidders who ~ 

exceed this subcontracting requirement? ..J 
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~ 
~~ 

B. AFFIRMATIVE ACTION 

6. Affinn,tive Action Plan. Do you require that every bidder, as part of the 
prequa1ification process, submit an affirmative action plan approved by your 
agency18 

6a. Workforce Composition. Do you require a target for workforce 
composition? 

a Required by statute. 

c. WORKFORCE TRANSmON 

7. Transition Plan. Do you require that every bidder submit a plan detailing 
how existing state personnel will be affected by the contract award? 

7a. Does the contractor's transition plan stipulate that all existing state 
employees will be interviewed for employment by the contractor or its 
subcontractors? 

7b. Is the contractor required to give first consideration to state 
employees, i. e., preference to state employees with equivalent skills? 

7c. Alternatively, does the RFP require that the contractor employ the 
existing state workforce? 

7d. Does the contractor's transition plan provide for a 9O-day grace 
period, during which the contractor's human resources staff and your 
agency's affirmative action staff will jointly address any job performance 
issues that arise regarding individual employees? 

7e. Does your state agency's plan devise strategies that attempt to 
absorb displaced employees within your agency andlor within other state 
agencies? 

7f. Is the contractor's ability to discharge former state employees during 
the transition period restricted to "just cause, • as defined in the vendor's 
personnel policies? 

7 g. Does the plan ensure that displaced state employees receive, in 
conjunction with the Department of Employment and Training, job 
information and counseling, including in-services on resume writing, 
filling out job applications, and interviewing skills? 

Th. Have you indicated in the RFP that you will award extra points to 
vendors who agree to raise the wages of low-income state employees? 

7i. Does th~ provide for tracking the disposition of all state 
employees ed by the privatization? 
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D. QUALITY AsSURANCE 

8. Has your agency, in conjunction with the State Office of Affirmative Action, 
developed appropriate indicators for measuring and tracking, over time, the 
selected vendor's performance? 

0 

8a. Do these indicators include employee retention factors, consumer 
satisfaction, and financial savings? 0 

E. PUBLIC EMPLOYEE PARTICIPATION IN BIDDING 

9. Invitation. Does the RFP include an explicit invitation for public employees 0 to submit proposals? 

10. Office of Competitive Bidding. Has your agency developed a mechanism, 0 such as the Office of Competitive Bidding created by agreement between the 
Department of Mental Health and various state employee unions, to assist state 
employees in the preparation of viable proposals? 

F. CONFLICT OF INTEREST PROVISIONS 

II. Disclosure. Does the RFP require disclosure of payments to any third 
parties in connection with obtaining the contract? 0 

II a. Does the RFP require the bidder to disclose any existing or past 0 public contracts in Massachusetts? 

lib. Does the RFP require the bidder to provide tax compliance 0 certifications? 

Ilc. Does the RFP require the bidder to discloSe terminations and other 0 legal contests to previously contracted services? 

12. Revolving Door. Are agency staifinvolved with the procurement apprised 
that they are prohibited from seeking employment with the successful vendor for 0 
a period of 5 years, per Executive Order 346?-

13. Related Party Transactions. Are the vendor officials prohibited from 
participating in the procurement of any supplies or services, such as .from a 
subcontractor, in which such officials have or their immediate family members 

0 

have a financial interest? 

a Required by statute. 
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G. COST COMPARISON 

14. In-HonK Estimate. Has the agency prepared a detailed estimate of the 
costs of providing or retaining the service in-house? 0 

14a. Operating Costs. Does this estimate of annual costs include all 0 operating costs, including salaries and wages, supplies, equipment, raw 
materials, and all other costs? 

14b. Indirect Costs. Does this estimate of annual costs include all 0 indirect costs, including departmental overhead, statewide overhead, 
group insurance/fringe, payroll taxes, and occupancy expense? 

14c. Incidental Costs. Does this estimate of annual costs include all 0 incidental costs, including liability insurance, audit expenses, and data 
processing expenses? 

14d. One-Time Start-up Costs. Does this estimate of annual costs 0 include amortized one-time expenses, include personnel recruitment and 
staff training expenses, and capital outlay? 

15. Cost of Contracting Out. Has the agency rigorously estimated the costs of 
contracting out, including incremental in-house costs associated with 0 
privatizing? 

ISa. Contract Administration. Does this estimate include all contract 0 administration expenses, including salaries and wages, supplies, travel, 
equipment, occupancy, data processing, and other expenses? 

ISb. Contractor SuPPOrt. Does this estimate include all contractor 0 support expenses, including the use of space? 

ISc. Operating Costs. Does this estimate include all operating costs, 
including salaries and wages, supplies, equipment, raw materials, and 
other expenses? 

0 

ISd. Indirect Costs. Does this estimate of annual costs include all 0 indirect costs, including departmental overhead, statewide overhead, 
group insuranceIftinge, payroll taxes, and occupancy expense? 

ISe. Incidental Costs. Does this estimate of annual costs include all 0 incidental costs, including liability insurance, audit expenses, and data 
processing expenses? 

ISf. One-Time Conversion Costs. Does this estimate of annual costs 0 include amortized one-time conversion costs, including competitive 
procurement, contract development, personnel recruitment, staff training, 
monitoring system development, out-placement, retraining, 
unemployment liability, COBRA, benefits buyout, and parallel operations 
expenses? 
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15g. One-Time Start-up Costs. Does this estimate of annual costs 
include arnonized one-time costs for start-up, including bid preparation, 
contract development, personnel recruitment, staff training, capital 
outlay, and any proceeds from the sale of surplus property? 

0 

16. Contract Approval. Has the Executive Office for Administration and 
Finance given its tina1 approval to your agency's request for proposals? 0 

H. IMPLEMENTATION 

17. Media Strategy. Has the agency developed a detailed media strategy to 
explain the initiative, including meetings with local editorial boards? 0 

IS. Communitv Leaders. Has the agency met with community leaders and 0 constituency groups to build support for the program and counter 
misinformation? 

16. Legislative Strategy. Has the agency, in conjunction with A&F, met with 
area legislators to explain the program, address concerns, and respond to 0 
objections? 
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5. PRISON HEALTH CARE 

In 1991, Massachusetts had the highest costs in the nation for prison health care-$43 
million for 10,000 inmates. There were no cost controls, no means for central 
accountability, no controls on malpractice claims, and no standards of care for assessing 
how well services were being delivered. Since privatization, expenses are down and 
quality of care is up: Health care costs have been reduced from $4,300 to S2,6oo per 
inmate per year, and in recognition of attainment of national standards for care, half of the 
facilities were accredited for the first time. Total savings to the Commonwealth: S8 
million annually. 

BEFORE PRIVATIZATION 

• Massachusetts had the highest prison health care costs in the nation-S4,300 per 
inmate. 

• None of the prisons met national standards for health care services. 

• In the absence of health care standards, quality of care could only be measured by 
malpractice claims, inmate illnesses, and deaths. 

• Accountability was diffused through a workforce of contracted and state employees. 

• Over 100 inmates were transported every day to outside hospitals, raising costs and 
security concerns. 

AFrER PRIVATIZATION 

• Annual savings ofS8 million have been reali:r.ed, and expenses for state employee 
benefits reduced. 

• Ten of the 20 state prisons now meet National Commission on Correctional Health 
Care accreditation standards, and the remainder are expected to be accredited by 
November 1993. 

• A single vendor is now explicitly accountable for all prison health care services. The 
contract specifies penalties for the vendor'S failure to obtain national accreditation in 
all facilities. With the vendor held responsible for all malpractice awards and legal 
costs, the state is shielded from liability. 

• Outside trips now average lOOper week-one-seventh the previous rate-improving 
security and reducing personnel and transportation costs. 

20 PRlsoN HEALm: CARE 



6. HOSPITAL CONSOLIDATION 

In January 1991, when Governor William Weld took office, the Massachusetts Health 
and Human Services (HHS) budget was growing at a rapid rate. The Governor's Special 
Commission on Hospital Consolidation was charged with evaluating the consolidation and 
restructuring ofHHS facilities. In June 1991, the Special Commission recommended that 
nine state hospitaIs in the departments of mental health, mental retardation, and public 
health be closed over a three-year period. To date, eight of the nine hospitals have been 
closed. The administration is planning to close three additional state facilities this year. 

BEFORE PIuv ATIZATION 

• In both the public and private sectors, there were simply too many individual health 
care institutions and too many empty beds. 

• The Commonwealth's public hospital system, built to accommodate more than 35,000 
individuals, in 1991 cared for fewer than 6,200 clients. 

• Contributing to the reduction in institutional admissions were the provision of effective 
treatments on an outpatient or home care basis, the application of new technologies 
and drug treatments, the advocacy of community placements for persons with 
disabilities, the development of community-based programs and services, and the 
growth of managed care programs. 

• Facilities are very expensive to operate and maintain. 

AFTER CONSOLIDATION AND PRIVATIZATION 

• Net operating savings for the Commonwealth as a result offacility closings total 
approximately $60 million to date, and capital expenditures avoided exceed $140 
million. 

• Resources have been allocated away from high-cost, institutional settings and toward 
more cost-effective and clinically appropriate community-based settings. 

• Over 2,000 new community residential placements and associated community support 
programs have been developed. 

• Nursing homes were able to absorb two-thirds of the patients from the closed public 
health hospitals. 

• Savings have made possible increased investment in Early Intervention, WIC, AIDS 
Education and Treatment, Family Planning, mammography for the uninsured, and 
other prevention programs. 
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• HHS has successfully redeployed and outplaced the affected state hospital workforce. 
A majority of employees were hired by the private vendors while others elected early 

retirement. 

• An estimated 5,000 new private sector jobs have been created in community-based 

settings. 

• In conjunction with state employee unions, the Department of Mental Health set up an 
Office of Competitive Bidding to assist state employees in bidding on contracted 

work. 
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7. RECREATIONAL FACILITIES 

By 1991, the skating rinks run by the Department ofEnvironmentai Management 
(OEM) had become difficult to manage and were often running at a deficit for the 
Commonwealth. As a result, OEM decided to issue an RFP for their management. 

BEFORE PRIvATIZATION 

• Because of state budgeting restrictions, state rink managers often ran out of utility 
funds. 

• Poor maintenance scheduling resulted in frequent shut downs. 

• The public sought extended rink hours and a longer season. 

• State rink persoMel moved to parks and pools in the spring and summer, forcing the 
closing of arenas. 

• State rules and regulations constrained the state managers' operation of the rinks. 

• Rinks were open only an average of six to eight months a year. 

AFrER PRIvATIZATION 

• 12 of the 18 skating rinks are now privately managed, though owned by the 
Commonwealth and monitored by OEM. Of the remaining 4,3 are managed by 
municipalities and one by a state college. 

• Skating seasons and hours have been extended-with no increase in user fees except 
for one facility managed by a municipality. Rinks are now open 10 to II months a 
year. 

• Hockey and figure skating tournaments, attracted by private rink management, have 
improved local economies, with hotels, restaurants, and shops all benefiting from 
increased business. 

• Facility improvements and better maintenance are apparent. Private operators have 
invested thousands of dollars in new equipment, including scoreboards, better lighting, 
and parking lot improvements. 
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8. HIGHWAY MAINTENANCE 

In September 1992, the Massachusetts Inghway Department (MHO) contracted with 
a Massachusetts-based company to provide comprehensive highway maintenance and 
drawbridge operation in Essex County. Because of the success of this pilot project, MHO 
has contracted for highway maintenance services in two additional districts. 

BEFORE PRIvATIZATION 

• Roads were poorly swept, bridges never washed, grass cut only once a year, catch 
basins often full of debris, potholes unrepaired, and signs obscured or inadequate. 

• One foreman was employed for every 2.15 laborers. 

• Ovenime costs were very high-a foreman made as much as $40,000 in overtime. 

• Sixty-five percent of MHO vehicles were beyond their useful life, and 12 percent were 
inoperable . 

AfTERPRIv ATIZATION 

• Savings from the first year of the contract: $2 million in direct operating costs, $1 
million in reaUocated equipment, and $1.5 million in reallocated personnel. 

• Services in Essex County include 139 hours of bridge washing (none prior to 
privatization), 4 grass cuttings (compared to 1), additional roadway sweepings, 
guardrail maintenance and repair, 620 replaced signs, and increased catch basin 
cleanings. 

• Maintenance overtime costs were down by $252,000 from last year. 

• In Essex County, no state employee is out of a job as a result of the privatization. 
Eighty-three affected employees were either transferred to fill vacancies in other aress 
or now participate in transition, monitoring, or emergency services. 

• The state employee union was offered the opportunity to compete with the private 
vendors. Their proposals were recently accepted in three of seven service aress in 
eastern and southeastern Massachusetts. 
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9. HOUSING 

The Home Advantage program forged a pannership of public, quasi-public, and 
private groups (including local nonprofit housing agencies, banks, and real estate firms). 
The program turns existing housing, much of it in disrepair, into decent and affordable 
homes for low- and moderate-income families. Financing is provided at below-market 
rates through panicipating lenders. 

BEFORE PRIvATIZATION 

• Properties taken over by lending institutions and regulatory agencies, including the 
Federal National Mortgage Association (Fannie Mae), were in disrepair and often not 
in compliance with the Commonwealth's health and safety codes and lead paint laws. 

• Purchasing the properties and paying for rehab work was difficult because the 
appraised value of the older homes was often less than the amount owed (due to the 
declining market), de-leading was costly (but added no value to the property), and 
repair work to bring property up to code was expensive. 

AFTER PRIvATIZATION 

• Income-eligible first-time home buyers can purchase the properties at a discounted 
price, which includes the cost of rehabilitation. Financing is provided through 
panicipating lenders; loans are at below-market rates and require only a 5 percent 
down payment. Fannie Mae offers secondary financing (up to $6,000 at 0 percent 
interest for a 7 -year term) to qualified buyera to help defray costs. 

• Low- and moderate-income families can now afford to become homeowners. 

• Properties that were a blight on the community are now rehabilitated and occupied by 
proud homeowners. Previously non-productive real estate is once again generating 
tax revenues. 

• Fannie Mae has adopted the program as a model for other states. 
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10. CHll..D SUPPORT ENFORCEMENT 

Since 1987, the Child Support Enforcement Agency (CSE) has used the extensive 
database of the Department of Revenue (DOR) to combat r'1ild support delinquency in the 
Commonwealth. CSE is able to use the same methods for .:ollecting child support that 
DOR uses to collect taxes, including garnishing paychecks and imposing liens on bank 
accounts and property. CSE has also begun to tap the technology and expertise of the 
private sector by contracting with a private vendor to process payments, and with private 
collections agencies to pursue the most delinquent cases. Collections have increased and 
welfare dependency has been reduced. A "Ten Most Wanted" program has been 
established that publicizes child support delinquency. 

BEFORE PRIvATIZATION 

• A large caseload was marked by a low (42 percent) percentage of paying cases. 

• The state's manual processing methods were inadequate to handle the increasing 
caseload. 

• CSE had insufficient staff and resources to track down the most delinquent cases, 
many of whom had left the state. 

• The computer system was also outdated and system failures caused backlogs that were 
difficult to make up within the constraints of public employee work schedules. 

AFTER PRIvATIZATION 

• A private company was contracted to process child support payments, using state-of
the-art automation equipment to record and deposit payments. 

• More flexible work schedules enabled the vendor to adapt staffing to the workload. 

• Private firms have also been contracted to collect some S60 million in past due 
payments. The vendor receives a percentage of the money collected and all collection 
costs are passed on to the non-<:ustodia1 parent. 

• The Ten Most Wanted program, implemented in April 1992, has pictured child 
support delinquents-each owing more than SI0,OOO-on "Wanted" posters 
nationwide. To date, 16 delinquents have been found on the basis of tips from the 
public and prosecuted. 

• The prosecution of high-profile delinquents has reinforced the message that society 
does not tolerate parents who abandon their children. 
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11. CHILD WELFARE REVENUE 
MANAGEMENT AND MAxIMIzATION 

By fiscal year 1993, revenue collections for the Department of Social Services (DSS) 
from federal and non-state sources had leveled off at SI20 million to Sl3 0 million 
annually, yet a special commission appointed by the Governor found that as much as 5200 
million was available to the agency from outside sources. DSS's annual cost to generate 
these revenues was approximately S5 million, using a combination of in-house staff and 
consulting services. Through privatization, DSS expects to increase its annual level of 
revenue generation by at least 40 percent (from 5125 million to S1S0 million per year) and 
reduce its per-dollar cost of revenue generation by 30 percent (from an average of 4.0 
cents to 2.S cents per doUar). In other words, through privatization of its revenue 
management operation, DSS will realize approximately 555 million more annually for the 
Commonwealth at virtually no additional cost. These additional revenues will be used to 
boost the department's preventive service, adoption, foster care, and other ongoing child 
welfare programs, as well as to fund new initiatives such as DSS's family-based services 
program. Total gain to the Commonwealth: At least 525 million annually, plus 
significantly improved child welfare service programs. 

BEFORE PIuv ATIZATION 

• DSS's revenue management operation was severely constrained in its ability to 
automate systems, add or redeploy human resources in response to changing needs, 
and train staff members about new revenue issues and federal regulations. 

• DSS's revenue management operation was unable to capture as much as 575 million 
annually in funding from the federal government and other non-state sources. 

• DSS's fixed cost for revenue generation was approximately 52 million per year, and its 
lowest ever annual per-dollar cost was 4.0 cents. 

• In the late SOs, DSS had been forced to cut back on preventive service and other low
costJhigh return child welfare programs as a result of reductions in funding for 
programs from Commonwealth sources. 

AFTER PRIvATIZATION 

• Through automation to be established entirely at the expense ofDSS's revenue vendor, 
aU data processing constraints faced by DSS's former revenue management operation 
have been eliminated. 
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• Because of innovative incentives built into the revenue vendor's contract, the 
likelihood is that DS S will realize $180 million net in non-state revenues in fiscal year 
1994 (a 44 percent increase) and at least S200 million net in non-state revenues in 
fiscal year 1995 (a 60 percent increase). 

• Because of innovative performance penalties incorporated into the revenue vendor's 
contract, DSS will pay virtually nothing if the vendor fails to bring in less than S120 
million in non-state revenues per year. 

• Through privatization, DSS has eliminated all fixed costs related to its revenue 
generation and reduced its projected annua1 per-do\lar cost to less than 2.8 cents. 

• No DSS employee lost her or his job as a result of this privatization. As a result of 
requirements incorporated into the request for proposals, all employees who formerly 
staffed this function have either been retrained and redeployed within DSS or been 
hired by DSS's revenue vendor at higher salaries than they were earning previously. 
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12. HOUSEKEEPING AND DIETARY SERVICES 

In 1992, the Department of Menta! Retardation (DMR) began an extensive evaluation 
of institutional dietary and housekeeping services. The study focused on 5 facilities 
serving over 1,600 consumers with mental retardation. The Commonwealth was spending 
$9.7 million per year at the facilities for housekeeping and cleaning and $13.5 million for 
dietary and food services. More than 725 state employees were involved in the provision 
of these services. 

In FY94, contracts for both dietary and housekeeping services were awarded to three 
companies. The cost of these contracts for FY94 is $5.3 million for housekeeping and 
$7.75 million for dietary services. A conservative estimate of savings to the 
Commonwealth for FY94 is $10 million. Privatization has resulted in substantial 
improvements in cleanliness, sanitation, and quality of food at DMR's facilities. 

Savings from privatization will ensure that D MR can continue to provide quality 
services to individuals with mental retardation and to reach many more not yet served. 

BEFORE PRIvATIZATION 

• DMR's facilities provided housekeeping and dietary services at excessively high costs 
and marginal quality. 

• The department's ability to respond to consumer needs was constrained by lack of 
technical knowledge in food services and housekeeping. 

• Initial analysis indicated as much as $10 million annually could be saved by contracting 
out these services. Existing state services cost as much as 50 percent more than 
equivalent services in the private sector. 

• A contract for housekeeping services at the F erna1d School in place for 10 years had 
won high praise from consumers, families, and administrators for its quality and cost 
efficiency and its superiority to state-provided services. A similar switch to contracted 
food services in 1992 at the Fernald School yielded enhancements in quality and 
service and significant savings to the Commonwealth. 

AFTER PRIVATIZATION 

• The vendors' group purchasing power, modem equipment, and modem management 
practices will save an estimated $10 million annually. 

• Although 725 state positions were e1iminated, the vendors collectively had 455 
positions available to displaced state employees. Through an aggressive human 
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resource effort, other displaced employees were reassigned to other positions in DMR 
and other health and human services agencies. Other retired or chose not to be 
redeployed working for the private vendors. 

• DMR successfully complied with Affinnative Action and the Americans for Disabilities 
Act and encouraged women- and minority-owned businesses to participate in the 
bidding. 

• One of the successful bidders was a nonprofit Massachusetts-based company 
nationaUy recognized for its high percentage of physically challenged and 
developmentally disabled employees. 

• Specific performance criteria leave no doubt what services are expected and how they 
will be delivered. The RFP incorporated server of contract and quality monitoring 
provisions. 

• Initial quality measures confirm that the initiative is producing excellent services, and 
savings projections are on target. 

30 HOUSEKEEPING AND DnrrARY SERVICES 



--------------------......... .. 
13. PRIvATIZATION IN MAsSACHUSEITS: 

ANSWERING THE CRITICS 

Criticism of privatization in Massachusetts often reflects misinfonnation. To set the 
record straight, consider the following objections-and the facts: 

OBJECTIONS TO PRIvATIZATION 

• 1. THE PUBLIC OPPOSES PRIVATIZATION. 

On the contrary, the public strongly supports it. 

A poll of Massachusetts residents 
conducted this year by the Becker Institute 
found that 53 percent approved of "proposals 
to tum over or privatize more state agencies to 
for-profit contractors," while 39 percent 
disapproved. 1 The favorable results are most 
notable in that the question suggested that 
entire functions of state agencies would be 
privatized, and that the contractors would be 
for-profit operators. In actuality, of course, 
most privatization initiatives in Massachusetts 
encompass only portions of agencies' 
operations and are often awarded to nonprofit 
firms. 

FIGURE I. MASSACHUSElTS' RESIDENTS 
SUPPORT FOR PRIV ATIZA nON 

Approve-53% 

Disapprove-39% 

In September 1993, these findings were confirmed by a second poll commissioned by 
the Boston Globe, which found that 45 percent of Massachusetts voters surveyed 
supported privatization, while 33 percent opposed it.l 

• 2. PRIvATIZATION IS A PARTISAN INITIATIVE. 

Actually, privatization has been pursued by Republicans and Democrats alike at the 
federal, state, and local levels. 

President Clinton has embraced the recommendations of Vice President Gore's 
National Perfonnance Review, where privatization plays a central role in "Creating a 
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Government That Works Better and Costs Less," as the report is titled. The report lauds 
"governments that subject public organizations to market dynamics, stimulate the creation 
of private enterprises, or spin otfpublic enterprises to the private sector. To get the best 
value for the taxpayer's dollars, the federal government needs to use these options more 
often. "3 (See sidebar.) 

PRIVATIZATION AND TIlE 
CLINTON ADMINISTRATION 

"We know from experience that monopolies do not 
serve customers well. It is an odd fact of American 
life that we attack monopolies harshly when they are 
businesses, but embrace them warmly when they are 
public institutions. In recent years, as fiscal pressures 
have forced governments at all levels to streamline 
their operations, this attitude has begun to break 
down. Governments have begun to contract services 
competitively; school districts have begun to give their 
customers a choice; public managers have begun to 
ask their customers what they want. 

This trend will not be reversed. The quality revolution 
sweeping through American businesses--and now 
penetrating the public sector-has brought the issue of 
customer service front and center. Some federal 
agencies have already begun to respond: the IRS, the 
Social Security Administration, and others. But there 
is much, much more to be done. By creating competi
tion between public organizations, contracting services 
out to private organizations, listening to our custom
ers, and embracing market incentives wherever ap
propriate, we can transform the quality of services 
delivered to the American people." 

--Vice President AI Gore, Creating a Government that 
Worlu Bener and Costs Less, Report of the National 
Performance Review 

The National Governors' 
Association reports that aliSO 
states are involved with 
privatization initiatives. 
Governor Cuomo (D-New 
York) is exploiting privatization 
to streamline the Office of 
General Services. Gov. 
Richards (0-Texas) is a leader 
in the privatization of prisons. 

Governor Schaefer (0-
Maryland) charged a task force 
with analyzing functions of 
state government "which may 
be performed more efficiently 
and economically by the private 
sector." The task force 
concluded that "privatization 
should be a routine process 
whereby public managers think 
first of the feasibility of using 
the private sector as a means to 
provide government services" 
and recommended adopting a 
statewide privatization policy. 
Over 50 state activities were 
highlighted as areas for further 

privatization analysis. The Baltimore Public Schools contracted with the consortium of 
Education Alternatives, Inc., KPMG Peat Marwick, and Johnson Controls World Service 
to manage eight elementary schools and one middle school. 

In Florida under Gov. Chiles, a franchise was awarded in Orlando to the lowest bidder 
for a high-speed rail system connecting the airport with Oisneyworld. The state of 
Virginia, under Gov. Wtlder, entered into a contract with Toll Road Corporation of 
Virginia for a 14-mile highway extension connecting Dulles airport with Loudon County. 

Local governments have also turned to privatization to reduce costs and improve 
quality. Indianapolis Mayor Stephen Goldsmith has quickly earned a reputation as one of 
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the nation's most innovative mayors. By launching some 23 privatization initiatives-from 
pothole repair to printing--Goldsmith has aggressively streamIined city government to 
provide better services without raising taxes. 

And, of course, privatization began in Massachusetts many years before Gov. Weld 
took office. The state has long contracted with the private sector for a vast range of 
functions, including human services. 

• 3. PRIvATIZATION IS 
UNION BUSTING AND TIlE 
WELD ADMINISTRATION IS 
HOSTILE TO STATE 
EMPLOYEES. 

When Gov. Weld took office, he inherited 
a fiscal crisis. Despite two consecutive billion 
doUar tax increases, the state was facing a 
$1. 8 billion deficit. The state was on credit 
watch and the legislature was deadlocked. 

The administration's responsibility was
and remains-to downsize and streamline state 
government while preserving or improving 
the quality of essential services. 

In the lean 90s, the managers of state 
government must be as hard-headed as the 
executives of a corporation. They can no 
more afford to pay above-market prices for 
services than a corporation can afford to carry 
a profligate division. 

Common sense teUs us that the best way 
to find out if something could be done better 
or less expensively is to ask someone else 
what they would charge to do it. 

" ... My criticisms of state government 
are not directed at the men and women 
who serve in its ranks. The problem is 
not state employees; the problem is a 
system which dissipates their talents 
and frustrates their ingenuity-a system 
loath to incorporate competition and 
customer choice in steering us toward 
prosperity. 

I want to employ both, so that private 
industry can employ more of our 
citizens. It only stands to reason that 
when policy makers have but a single 
source from which to "buy" services, 
they become victims of the bureaucratic 
monopoly. So we can wind up with 
welfare department caseworkers having 
the wrong skills to train and place 
people in jobs. We can wind up with 
public works departments having no 
incentive to hold costs down through 
competition with private deliverers. 
Such monopolies are not only the least 
efficient means of delivering vital 
services. They are also the least 
socially conscientious. In protecting 
inefficiency and resisting change, they 
forget their ultimate obligation to their 
ultimate consumers." 

--From Gov. William Weld's inaugural 
remarks, 3 January 1991 

Too often, onerous work rules set forth in public sector coUective bargaining 
agreements lock in inefficiencies and thwart· the efforts of both employees and their 
managers to provide a service at a competitive price. For example, many contracts specifY 
that one kind of employee can only perform one type of task--requiring two employees 
when one could have done the job. Before highway maintenance was privatized, work 
rules required that highway maintenance personnel be given 10 days notice to report to a 
different district work site. In the event of an emergency, work rules required that 
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personnel first report to their district office, only to be then told to tum around and drive 
to the emergency site. This charade would continue daily for the duration of the 
assignment. If a dead animal was spotted on the road, the worker would have to first call 
the district foreman. For merely receiving the call, the foreman was paid for two hours. 
He could then remove the animal (for another minimum of two hours pay) or call on 
another employee to do so (for two hours minimum pay). Drawbridge operators, who are 
for the most part idle, were asked to repaint their deteriorating stations. But that was a 
painter's job; and painters receive higher pay, so operators refused and threatened to file a 
grievance if required to paint. A private vendor, free of these absurd rules, can deploy 
human resources more efficiently and provide the service at much less expense. The 
employee need be no less well compensated, and the work will likely be more satisfying. 

The Weld-Cellucci administration is hostile to these work rules and the backward 
practices such constraints enforce, not to unions or to their membership. Our bottom line 
is cost and quality of services. Whether a service is performed by a private vendor, 
whether that vendor is unionized or not, or whether a service formerly performed by a 
private vendor is now performed in-house, the bottom line is the cost and quality of 
services attained. 

It is also the administration's responsibility to see that employees transferred to private 
vendors are appropriately compensated. Often, this will mean wages and benefits that are 
comparable to state positions. In some instances, where the absence of cc.mpetition has 
for many years insulated the public sector from competitive practices, this will require an 
uncomfortable adjustment to reality, as wages or benefits fall to market levels. Until 
September 1993, employees paid only 10 percent of their health costs; the current 
contribution is 15 percent. For the Weld administration, continuing to pay above market 
rates is not a responsible use of taxpayer funds. 

In 1993, the administration distilled the "best practices" of agencies' early privatization 
initiatives. The result is a comprehensive approach to personnel redeployment that is fair 
and caring, not callous. The disposition of every state employee affected by privatization 
is carefully tracked, and the agency and vendor collaborate to address personnel issues. 

In recent privatizations, most employees have been absorbed by the private vendor, 
and the administration has worked diligently to minimize unemployment (see number 15). 

In some cases, the union advised employees, in the name of solidarity, not to take jobs 
offered to them by the private contractor. As a result of the administration's involvement, 
all pharmacists affected by the recent privatization of the state's pharmaceutical 
distribution services accepted positions with the new vendor. But in the recent 
privatization of housekeeping and food services at the Department of Menta! Retardation, 
the state employee union, AFSCME Local 202, successfully discouraged some 245 
employees from taking jobs with the contracted vendor-even though wages were matched 
by the private employer. 
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• 4. IMPROPRIETIES PLAGUE TIlE ADMINISTRATION'S 
PRIVATIZATION INmATIVES. 

Critics of privatization and the state's purchase of service system often allege abuses-
from "overpaid" executives to misuse of public funds-but rarely name the finns involved 
or otherwise substantiate their claims. One is led to conclude that the entire purchase of 
service system is rife with abuse. 

But specific vendors are rarely identified. 
Of some 1,400 human service providers with 
contracts representing $ 1 .25 billion, 8 firms 
have been the subject of recent scrutiny. 4 

Anyone familiar with state government knows 
that the incidence of abuse in public provision 
is at least as frequent. 

Many charges are entirely unsubstantiated 
(no vendors are named), or they do not in fact 

FIGURE 2. &BCEN[ FINDINGS OF ABUSES 
AMONG STATE'S 1400 HUMAN SERVICE 

PROVIDERS 

Violators: 8 Providers 

represent problems. The compensation of Other Providers 
some executives of private providers has been 
called excessive. But a salary of $70,000 is 
hardly exorbitant for someone responsible for running a $5 million or $25 million 
organization (and is the market rate). In addition, the focus of the state should be on the 
quality of care provided and its net cost-on outcomes, not inputs-not on the provider's 
internal compensation structure. Moreover, the average salary of provider directors is 
$50,209.~ Similarly, that some private human service managers have entered public 
service in their field, or that others have left public service for private sector positions, is 
not in and of itself "abuse," it is salutary. It is also unavoidable in Massachusetts., as in 
other states where social service providers receive most of their funding from the state and 
where the state contracts for the majority of its social services with the private sector. 

The vast majority of the state's private providers deserve the public's trust, but further 
effort is needed to weed out the few exceptions. As a Boston Herald report concluded, 
"some of the harshest critics of Weld's plans to further privatize human services concede 
that private agencies are often capable of providing better services than state facilities. "6 

And the Herald editorialized the following day that, despite the problems their reporter 
highlighted, " ... privatization works. When done right, public services are better, and the 
price is better. "7 

Provider violations are nonetheless of serious concern. To prevent such abuses: 

o The administration convened a purchase of service (POS) task force to recommend 
improvements to the POS system (see table I). The task force's draft report was 
broadly circulated and hundreds of responses led to further refinements to its 
recommendations. These recommendations will be incorporated into the 
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Executive Office for Administration and Finance's overall procurement refonns this 
fall . 

• Gov. Weld and Secretary of Health and Human Services Charlie Baker took action 
against four firms highlighted in the BO~',on Herald report-the Crystal Spring 
Schoo~ Integrated Services Associates. -{abilitation Assistance Corp., and Center 
for Humanistic Change, Inc.--tenninating the contracts, withdrawing patients, or 
requiring an overhaul of management or business practices. The measures taken 
against the Center for Humanistic Change, Inc. preceded the series. Where 
appropriate, providers were also referred to the U.S. Attorney's Office and to the 
Massachusetts Attorney General's Office. 
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TABLE 1: PuRCHASE OF SERVICE TASK FORCE RECOMMENDATIONSa 

CONCERN ACTION 
Related Patty TranS!lC'tjou, • Require all contnu:tiJJg corporations to disclose any 
Possible OYeIbilling related party relatiooships through a signed certification as 

a ism: for 
• Require all members of a contracting corporation's 
senior management and board of directors to disclose all 
financial interests relating to the corporation, its affiliates, 
or any of its staff. b 

Quality of Care, • Require all contnu:tiJJg corporations to perfonn a 
Consumer SatisDu:tion standard self~uation that is subjec:t to review and 

includes measures of consumer satisfaction. 
Stability • For designated critical services, in the event of 

premature contract tennination by either party, require 
corporation to lease associated facility and specialized 
equipment to replacement provider for 24 months. 
• Introduce legislation providing for receivership of 
provider corporations; receivership would permit Health 
and Human Services (HHS) to petition the court to impose 
changes in governance and executive ement. 

Oversight • Require each HHS agency to designate, train, and 
evaluate a central staff to review and monitor mandatory 
submission materials and i "problem" providers. 
• Require all providers to file a copy of annual Public 
Charities Report with their principal purchasing 

• Create a permanent interagency, interdisciplinary review 
committee to promptly resolve all "conditionally 
prequalified" provider statuses and investigate any 
"problem" providers, with authority to terminate state 
funding to a provider agency if provider does not comply 
with corrective plans. 

Conflict of Interest, • Conduct mandato~ training sessions for all HHS 
Revolving Door agencies' and providers' senior managers on conflict of 

interest laws and the "revolving door" executive order. 
Standards • Promulgate a statement of basic standards and 

principles and require certification of compliance. 

a Short-term recommendations. The task force has also forwarded long-tenn recommendations. 
b Requirement would apply only to provider corporations for whom POS funding comprises more 
than 50 percent of corporation's total funding. 

.. Two months before the series ran, Lt. Gov. Cellucci signed an Executive Order to 
close a loophole in the state's conflict ofinterest laws and prevent further instances 
of "revolving door" abuses. The Executive Order prohibits private contractors 
from hiring state employees who are involved in preparing, negotiating, or 
supervising privatization contracts for the Commonwealth. 
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G The Division of Purchased Services (DPS) has also acted to strengthen the POS 
system, as shown: 

TABLE 2: DMSION OF PuRCHASED SERVICES: 
RECENT ACTIONS 

GoAL ACTION 
Improve Providers' Administrative • DPS coocluded Iarge-scale training of providers and 
and Financ:ial Controls their CP As on stn:ngthening administrative and 

financial controls. 
Strengtben Providers' • The Office of the Attorney General bas conducted 
Board of Directors special informational sessions and publisbed 

guidelines; DPS continues to conduct training sessions 
and requires boards to review and approve certified 
finaucial documents submitted to the state. 

Prevent Charging of • DPS bas clarified to providers and their CP As all 
Non-Reimbursable Costs non-reimbursable costs. 
Regulate Related Party Transactions • DPS requires six levels of disclosure throughout the 

con : process. 
Strengthen Program Monitoring, • Executive Office of Health and Human Services bas 
Evaluation, and Quality Assurance worked with its agencies to encourage expanded 

monitoring and quality assurance systems, beginning 
with DMH and DMR. 

Most of the problems the Herald highlights refer to situations that arose before 
the Division of Purchased Services was put in place and charged with working 
with purchasing agencies and provider organizations. The policies and 
procedures it has already put in place--uniform certified audit mechanisms, 
uniform bid cycles and standards, limitations on reimbursements-specifically 
address these problems . 

., Finally, in May 1993, the Executive Office for Administration and Finance 
developed a "privatization checklist" for use by every agency undertaking 
privatization. The checklist includes many guidelines for the design of requests for 
proposals, contracts, and monitoring systems to prevent abuses and to ensure that 
every privatization is fully defensible (see section 4.) 
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• 5 . PRIvATIZATION PROPONENTS ARGUE lHAT COMPETITION 
RESULTS IN LOWER COSTS. Bur MOST OF 1HE ADMINISTRATION'S 
PRIVATIZATION INIT1ATIVES RECEIVED ONLY ONE OR 1WO BIDS. 

Simply not true. This charge was advanced last year by the Beacon Hill Institute 
polemic Privatization of Human Services: Panacea or Placebo?' This "report,OI which 
has since been widely discredited but whose most extravagant claims are often resurrected 
by privatization opponents, focused on the work of the Governor's Facility Consolidation 
Commission. 

The Institute claimed that most contracts "received on average only 1.7 responses. 01' 
But this figure is drawn from a study of Department of Menta! Health (DMH) contracts 
only, and in citing the study, Beacon Hill Institute neglects to mention that the study was 
published in 1986--the data are now seven years old. During the Weld administration, 
DMH received on average more than 7 bids per contract. 10 

In fact, a current analysis of privatization initiatives reveals that the average number of 
responsive bids is 3.9. The number offirms responding to the RFP is higher still. 

TABLE 3. NUMBER OF BIDS REcEIVED FOR REcENT PRIvATIZATION lNmATIVES 

PRIVATIZATION INmATIVE AND CONTRACT START DATES NUMBER OF 
BIDS 

Skating Rinks Central Mass, 4 Rinks (February 1992) 3 
Dietary Servic:es Fernald School, DMR (Seutember 1992) 2 
Ho ing Servic:es Fernald School DMR (September 1992) 3 
Skating Rinks, 14 Rinks (October 1992) 48 

Highway MainteDaDce and Essex Countv (October 1992) 9b 

Revenue Generation. of Social Services (March 1993) 2C 

P DMR DPH, and DMH (July 1993) 7d 
Dietary Se"';~ Public Hosoitals DPH (July 1993) 3" 
Dietarv Services DMR (August 1993) 2 
H DMR (August 1993) 3 
Highway MainteDaDce and n,."..,.,w;on, Eastern Seaboard (October 1993) Sf 
Average Number of Bids 3.9 

a An average of3.86 bids was received for each of the 14 contracts. A total of 54 bids was 
received. 
b Includes one union bid. 
c Two teams of finns submitted bids, each team consisting of four different firms, for a total of 8 
participating finns. 
Q Three finalists were identified from the 7 entries. 
e Four bids were received for Shattuck, 3 for Tewksbury, and 3 for Massachusetts Hospital. 
f An average of 5.2 bids was received for each of 9 contracts. A total of 47 public and private 
sector bids was received. 
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But even when only one bid is received in a response to a request for proposals, that 
bid spells the difference between public monopoly and market competition. Unless an 
outside vendor competes for the contract, the public monopoly provider will continue to 
operate without incentives to improve quality or reduce costs. The taxpayer must accept 
the service-whether primary education or road maintenance-at whatever level of cost and 
quality the provider offers. Is the taxpayer receiving a fair product at a fair price? There 
is little way of knowing. But with just one bid, the tables are turned. The press for 
improvement-for better quality, for lower costs-is launched. 

Perhaps a better measure still of the degree of competition that privatization attains is 
attendance at pre-bid conferences. Every attending finn may ultimately submit a bid, or 
some firms may conclude that their proposals would not prevail or that their capabilities 
are not as good a fit to the agency's specific needs as their competitor's. Nonetheless, 
many providers and many minds have scrutinized the RFP, and the state has benefited 
from the competition that this represents. 

For example, some five vendors with four representatives each attended the pre-bid 
conference for the privatization offood services at the Department of Mental Retardation. 
At the pre-bid conference for the provision offood services at Mel Bridgewater, four 
major vendors were represented. Two minority business enterprise (MBE) firms also 
participated. 

• 6. DESPlTElHEADMINISTRATION'S CLAIMS, PRIVATIZATION 
DOESN'T SAVE lHE TAXPAYER MONEY. 

In fact, privatization has already saved Massachusetts taxpayers over $273 million (see 
table 4). And the savings continue to grow. As importantly, privatization has resulted in 
service improvements: more clients served, reduced backlog, and better quality. 
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TABLE 4. EsTIMATED COST SAVINGS FROM PRIvATIZATION 
($000) 

lNmATIVE START DATE ANNUAL ELAPsED 
SAVINGS- MON1HSb 

ADMJNJS"mATION & FINANCE 
of State T 'on Building Iuly 1992 1000 14 

Mi cs Services Ausrust 1992 288 15 
PrOCUJ"Clllalt aud 

. ofPbamw:euticais Iuly 1992 3,OOOC 16 
Fleet Vehicle Repair aDd Maintenance-Phase 1 Iuly 1991 46 27 
Fleet Vehicle Repair aDd Maintenance-Phase 2 October 1993 150 1 
Child Support Payment Processing September 130 14 

1992 
Collection of Past Due Amounts Ianuarv 1993 200 11 

HEALnr & HUMAN SERVICES 
Hospital Consolidation aDd Community August 1991- 11,356 20 
Placements (DPH) March 1992 
Hospital Consolidation aDd Community Ongoing 25,362 -
Placements (DMH) 
Hospital Consolidation and Community Ongoing - -
Placements (DMR) 
Hospital Consolidation and Closure, August 1991- - -
Capital Avoidance March 1992 
Managed Mental Health Care April 1992 26,000 16 
and Substance Abuse Services 
Accounts Receivable Collections for Medicaid Before Ianuary 3,000 -
(DPW) 1991 
Institutional Food Services (DMR) Ausrust 1993 5,600 3 
institutional Food Services (DPH) August 1993 1,000 3 
Institutional Services (DMR) Ausrust 1993 4,000 3 

Institutional ~ Services (DPH) Ausrust 1993 961 3 
Institutional T. Services ffiMH\ October 1992 647 13 
Institutional Pharmaceutical Services (EOHHS) AuRUst 1993 800 3 
Partnership Clinics Iulv 1991 6,500 28 
Revenue Collection (DSS) Iulv 1993 25,000 4 

PUBuc SAFETY 
Prison Health Care Ianuarv 1992 3459 22 
Prison Food Service August 1992 313 15 

SAVINGS 
TO DATE-

1 166 
360 

3000 
107 
13 
163 

200 

18,926 

25,362 

6,000 

143, ()()()d 

33,000 

1,400 

1400 
250 

1000 
240 
701 
200 

15,167 
8,333 

6342 
391 
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'TRANSPORTATION & CONSTRUCTION 
Highway Maintenanc:e, Essex County September 4,500" 14 4,78~ 

1992 
Highway Maintenanc:e, Eastern Seaboard November 19,OOOC 0 0 

1993 
COMMUNITIES & DEVELOPMENT 

Utility Conservation, Public Housing I - 5,000 I 0 I 0 
CONSUMER AFFAIRS 

Lemon Law Arbitration - I 310 - I -
ENVIRONMENTAL AFFAIRS 

Skating Rink Management, Phase 1 February 1992 237 21 415 
3d 72f 

Skating Rink Management, Phase 2 December 712 11 652 
1992 202f 2021 

Skating Rink Management, Phase 3 October 1993 119 1 10 
(44)f (4) 

Zoos August 1992 525 15 656 
TOTAL 273,5( 

a The represents the annual savings that the privativltion, once fuUy implemented., is expected to realize. 
In some cases, savings to date exceed proratal annual savings because ofbetter than expected pcrforman< 
or ooe-time gains. 
b As of 1 November 1993. 
c One-time savings. 
d S143 million in deflected capital expense. 
e Savings and value of additional services. 
f Additional revenue/( expense). 

Additional privatization initiatives planned for fiscal year 1994 will save the 
Commonwealth still more money. 

The consolidation of state hospitals and the relocation of many patients to more 
clinically appropriate community-based Settings are among the administration's largest 
privatization endeavors. These facilities were operating in aggregate at only 18 percent of 
capacity when Gov. Weld took office, an extraordinary waste of public fimds. ll Consider 
the documented savings from closing just one facility, the state school in Belchertown. All 
296 clients elected community-based p1acements. The average cost per patient at 
Belchertown exceeded SI00,OOO. The average placement cost in community settings is 
S79,000.12 Annual savings from just this one facility: S6,216,000. 

Costs at the Dever State School have run still higher. At an annual cost of as much as 
S125,000 per patient, the Dever is the most expensive state-run facility in the United 
States. At S438/day, Massachusetts had the highest per diem rates in the country for the 
care of people with mental retardation. The result was that 90"10 of individuals with 
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mental retardation in the state were not being served. Consolidation and privatization 
reallocate resources and ensure that people in need of services are no longer denied them. 

The hospital and consolidation and privatization program has also deflected $143 
million in capital improvements that these facilities would have required to remain 
operable. 

MIs PERCEPTIONS 

• 7. THE WELD-CELLUCCI ADMINISTRATION IS BIASED IN 
FAVOR OF 1HE PRIVATE SECTOR AND AGAINST 1HE PUBLIC 
SECTOR. 

Governor Weld has repeatedly stated that privatization is not about public versus 
private-it is about monopoly versus competition in the provision of state services. 

In 1990, the Massachusetts Highway Department contracted with consulting finns for 
nearly 80 percent of its design projects. But in-house engineers could get the work done 
faster. By 1992, statfengineers were responsible for 72 percent of the department's 
projects. 

But the best evidence is the recent contracts awarded by the department for highway 
maintenance. Three of the seven districts will be turned over to state employees who 
submitted competitive bids. 

Three other districts will be maintained by the private vendor that successfully 
maintained the Essex County highways last 
year. The seventh district will be maintained 
by another private vendor. The public and 
private bids for the seven districts together 
total $11.3 million; the work done is these 
districts last year cost $30 million. In 
highway maintenance, competition between 
service providers-public and private--is 
working to lower costs and improve services. 

"It. is better for the public to procure at 
the common market whatever the mar
ket can supply: because there it is by 
competition kept up in its quality, and 
reduced to its minimum price." 

-Thomas Jefferson 

The administration is committed to expanding state employee participation in 
privatization initiatives. For instance, the Department of Mental Health (DMH) has 
formed an Office of Competitive Bidding in conjunction with two state unions to prepare 
and submit bids for mental health services in response to requests for proposals (RFPs) for 
DMH services and to operate such programs as they are awarded. The office, an 
autonomous unit funded by the department, has already won a contract for the operation 
of a psychiatric day treatment center at the Solomon Carter Fuller Mental Health Center. 13 
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And competition works both ways. At the Department of Revenue's Child Support 
Enforcement Division, check processing was contracted to a private vendor, but was 
brought in-house when private costs exceeded new in-house estimates. 

EQUITY CONSIDERATIONS 

• 8. PRIvATIZATIONFURTIlERDESTABILIZES ECONOMICALLY 
MARGINAL NEIGHBORHOODS. 

Privatization need not have any negative impact on the community, and the 
administration works to ensure that it does not. 

In January of this year, Roxbury received two economic shocks. First, the Stride-Rite 
Corporation announced it was closing its distribution center. Then Digital Corporation 
announced the bad news about its Cross Town assembly operation. Plant closings are 
always devastating, but in economically marginal neighborhoods the impact is 
compounded. 

When the word spread that the administration was considering privatizing the Shattuck 
Hospital's food service operation, many feared it would mean the loss of more jobs. If the 
private vendor were unable to absorb this work force, Shattuck's food service workers 
were at risk of joining Roxbury's permanently unemployed. 

The State Office of Affirmative Action analyzed the likely economic impact of 
privatization for this community of color. How many people-and specifically, how many 
people of color-would be affected? Under what circumstances should privatization 
proceed? If the operation were privatized, how would continued employment for people 
of color be ensured? The facility should not proceed if it would result in the further 
destabilization of the Roxbury-Dorchester-Mattapan area. 

How many people-and specifically, how many people of color-would be affected? 
Under what circumstances should privatization proceed? If the operation were privatized, 
how would continued employment for people of color be ensured? 

Fifty-five individuals were found to be at risk of job loss from the privatization, as 
shown in table 5 (facing page). Further research found 36, or 66 percent, of the hospital's 
food service staff to be people of color, as shown in table 6. 
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TABLE 5. LEMuEL SHATIUCKHoSPITALPRIvATIZATION INITIATIVE: 
PROTECTED GRoup EMPLOYMENT IMPACT 

PosmON NUMBER AVERAGE PROTEC1ED AVERAGE 
Tm.E OF EMPLoYEES WEEKLy GROUP WEEKLy 

SALARy EMPLoYEESa SALARY 
Facility Service 33 303.05 27 303.76 
Worker I and II 
DiniDgRoom 2 368.60 2 368.60 
AtteDdant 
Food Supervisor 4 482.03 3 509.96 
I & II 
Cook 10 432.11 9 434.38 
I & II 
Word Processor I 736.57 I 736.57 
I 
Dietician 4 460.98 4 460.98 
I & II 
Storekeeper I 459.84 I 459.84 
I 
Total 55 364.13 47 370.60 

a Includes certified Vietnam-era veterans, minorities, women, and the disabled. 

TABLE 6. LEMuEL SHATIUCK HOSPITAL PRIvATIZATION INITIATIVE: 
PEOPLE OF COLOR EMPLOYMENT IMPACTI 

PosmON BLACKS 
Number %b 

Facility Service 21 64 
Worker I and II 
DiniDgRoom I 50 
Attendant 
Food Supervisor I 25 
I & II 
Cook 3 30 
I & II 
Word Processor 0 0 
I 
Dietician 0 0 
I & II 
Storekeeper I 100 
I 
Total 27 49%C 

a No Native Americaus were employed. 
b Percentage of employees in position title. 
c Percentage of total employees. 

HIsPANICS 
Number %. 

3 9 

0 0 

0 0 

3 30 

I 100 

0 0 

0 0 

7 13%C 

AsIANS 
Number 

0 

I 

0 

0 

0 

I 

0 

2 

% 

-
50 

0 

0 

0 

25 

0 

4%C 

ANsWERlNGTIm CRmcs 45 



But the Shattuck was also targeted for program expansion, with a projected increase 
in capacity of233 beds. The ultimate impact of privatization would be determined by the 
occupancy rate the expanded facility attained: 

TABLE 7. LEMUEL SHATIUCK HOSPITAL: 
ACTUAL AND PROJECTED CAPACITY AND OcCUPANCY 

1-~~ ________ -I-___ J~UL~Y~I~~2 __ ~ __ ~JIDffi~~1~99~3~ __ ~ __ ~FY~~~ __ ~ 
Capacity 410 - 643 643 
o 308 508 557 
Occ:upancy 15% 19% 81"10 

Along with the addition of 200 on-site patients through the course ofFY93 came the 
need for 215 new support staff. Privatization would proceed, but the question remained 
how the two privatization objectives-a lower-cost, higher -quality operation and continued 
employment for the Shattuck's food service staff-could best be achieved. The solution 
was staff redeployment. 

Redeployment is expressl,' designed to minimize job losses during privatization-to 
make privatization employee- . ~ndly. First, the administration created an incentive for the 
private vendor to hire state en;r;ioyees. Second, the state's affirmative action policies were 
extended to include all former state employees who elected to transfer to the vendor for 
the term of the contract. Finally, employees who were unable to identitY an appropriate 
opportunity with the new vendor were assisted in finding another position with the state. 

The redeployment policy proved successful. Of the 55 food and facility service 
employees at risk, the selected vendor hired 54. One employee elected to remain with the 
state. No staff members lost their jobs-in fact, the restructured facility will create 
additional employment opportunities. With the Shattuck privatization initiative, the 
administration reduced costs and improved qua1ity-while maintaining its commitment to 
Roxbury and communities of color. 



• 9. PRIvATIZATION DISPROPORTIONATELY AFFECTS 
PEOPLE OF COLOR. 

Not the case. The 
administration monitors 
carefully the impact of any 
privatization to ensure that 
there is no disproportionate 
impact on people of color. 

Consider the results of the 
recently completed 
privatization initiatives in 
Health and Human Services. 
One thousand two hundred 
fony-one employees were at 
risk. People of color held 246 
of those positions. After 
resignations and retirements, 
843 employees were available 

FIGURE 3. REcENT HEALm & HUMAN SERVICES 
PRIvATIZATIONS: PRIvATIZATION 

AND PEoPLE OF COLOR 

Minority Employe .. 

AI Employe •• 

Pre-Redeployment 

Redeployed 

for redeployment. illtimately, no people of color became unemployed as a result of 
these initiatives (see figure 3). All 246 employees were hired by the vendor or remained 
within state government . 

• 10. SMALL MINORTIY- AND WOMEN-QWNED FIRMS DON'T 
HAVE A CHANCE OF WINNING CONTRACTS WHEN COMPETING 
WITH LARGER MAJORTIY-QWNED CONTRACTORS. 

The state's minority- and women-owned businesses comprise a vibrant but still 
developing economic base. The administration is committed to promoting this 
community's development. The key is to actively identify firms with the skills to fulfill 
contract obligations and to aid others in developing their capacity to successfully compete. 

The Weld-Cellucci administration recognizes that minority- and women-owned firms 
face hurdles in doing business with the state. To assist firms in overcoming these hurdles, 
the administration has in 1993 taken five actions. 

o To educate majority bidders about their opportunities for profitable collaboration 
with minority- and women-owned firms, the State Office of Affirmative Action 
now routinely participates in privatization pre-bid conferences throughout the 
administration. The message to the contractor community: Doing business with 
minority- and women-owned businesses makes good economic sense. 
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• Changes to the bid awarding process by the Executive Office for Administration 
and Finance create an incentive for majority-owned firms to seek out viable 
minority- and women-owned businesses. Five additional points are awarded to 
bidders that include participation of targeted firms in their proposals-whether 
through subcontracting, joint venturing, or other collaborations. The result: a 
win-win for both majority and minority firms. 

• The State Office of Affirmative Action, in conjunction with the privatizing agency, 
conducts a thorough review of the RFP to identifY opportunities for participation 
by minority- and women-owned businesses. Opportunities are then matched to 
companies within the targeted community that are certified (or are eligible for 
certification) by the State Office of Minority Women Business Administration, the 
New England Minority Purchasing Council, or similar organizations. Firms are 
contacted and encouraged to attend the pre-bid conference. Majority-owned 
companies are also provided with the names and capabilities of all the identified 
firms. The outreach goal: full participation in the administration's privatization 
opportunities. 

• To further the long-term growth of participation of minority- and women-owned 
firms in privatization initiatives, the State Office of Affirmative Action offers 
management consulting services to any such finn pursuing a privatization contract. 
Developing firms' management capabilities early on to fit the requirements of a 
specific privatization initiative can make the critical difference when it comes time 
to bid 

• Earlier and broader notice of upcoming privatization opportunities will further 
increase participation by minority- and women-owned firms, which may need the 
additional time to prepare competitive proposals. 

As the state furthers its partnership with the private sector, the Weld-Cellucci 
administration will continue to seek out new approaches to ensuring participation by 
minority- and women-owned businesses in state contracting. 
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THE PACHECO BILL 

• 11. THE PACHECO Bll..L IS A RESPONSmLE EFFORT TO 
REGULATE PRIVATIZATION. 

While crafted to look like 
responsible regulation of privatization, 
the Pacheco bill is in fact designed to 
eliminate the use of competition to 
provide government services at a 
reasonable price. 

For example, the bill requires: 

• the cost of competitive bids to 
be artificially inflated, and 

• the cost of services provided 
by state employees to be 
artificially deflated 

Having rigged the bid prices, the 
bill then makes price the only basis for 
decision by mandating that 
competitive bids can be accepted only 
if their artificially increased prices are 
lower than the artificially decreased 
prices of existing state provision. As 
a result, privatization initiatives that 
would cost the same as present 
provision but would: 

• reduce backlog 
• improve the quality of service 

would all be prohibited by the bill. 

GoVERNOR WElD 
ON TIlE ANTI-PRIvATIZATION Bn.L 

". . . This bill is a huge barrier to change, and 
preserves nothing but the status quo. To dis
pense with any diplomatic niceties, this legisla
tion is little more than a State Employee 
Preservation Act. It puts preserving jobs for 
state workers ahead of cost-efficient, quality 
services for the people of this state. The secret 
agenda of this bill is plain and simple: to pro
tect state jobs by erecting insurmountable 
procedural barriers to privatization. 

The title of this bill, An Act Providing for the 
Delivery of State Services in a Fiscally 
Responsible Marmer, is one of the more mis
leading lines I've heard on Beacon Hill in two 
years. This bill would actually waste millions 
of dollars by increasing administrative costs 
and negating potential savings-while the 
privatization initiatives we have implemented 
already have saved taxpayers almost S 100 
million." 

-Gov. William Weld, testifying before the 
Joint Committee on State Administration 

• increase the number of clients served 
• boost non-tax revenues to the state 

And even if a proposed privatization should qualify under these rules, a new board 
dominated by the state auditor is entitled to arbitrarily rule that it is not in the "public 
interest. "14 Providing the auditor with final say on whether or not to admit competition in 
the delivery of state services is an unprecedented intrusion of the Governor's executive 
authority. That no similar provision exists in any of the dozens of regulatory laws on the 
books reveals that the real purpose of the Pacheco bill is to preserve the public monopoly 
and eliminate competition in the delivery of state services. 
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The Pacheco bill puts preserving jobs for state workers ahead of cost-eflicient, quality 
services for taxpayers and program beneficiaries . 

• 12. THE PACHECO B!LL WOULD CREATE A LEVEL PLAYING 
FIELD FOR PUBLIC EMPLOYEES AND PRIVATE VENDORS 
COMPETING TO PROVIDE SERVICES. 

This is simply not the case. The Pacheco bill artificially tilts the playing field against 
competition and in favor of the status quo-private bids are priced under a worst-case 
scenario, and the present cost of provision by state employees is "priced" under an entirely 
artificial scenario. 

RESPONSmLE LEGISLATIoN? 

"Unfortunately, this legislation has 
nothing to do with making sure tax
payers are getting a square deal. 

Instead it cynically aims to stop privati
zation cold. It stacks the deck in the 
bidding process in favor of state em
ployees. It burdens businesses with so 
much paperwork, as well as salary and 
health requirements, that few would 
have any interest in taking on the 
job .... 

One public employee union last week 
showed what a farce this bill is: "Hold 
signs to show suppon to STOP 
PRIVATIZATION, " urged a union 
flyer advertising a rally with Sen. 
Pacheco. 

We urge taxpayers to force their repre
sentatives to represent the public, and 
not the special interests." 

--Editorial, Lawrence Eagle Tribune, 
20 September 1993. 

Private sector bidders are not allowed to 
prepare their bids as they would for any 
commercial transaction, reflecting the actual 
salary expenses they incur in the marketplace 
currently and pay their employees. Rather, 
under the bill, they must pay salaries 
determined by government bureaucrats to be 
"the average private sector wage" for each 
job level and responsibility (never mind 
whether meaningful figures can in fact be 
determined), and their bid must reflect such 
mandated costs. IS 

Similarly, the bidder must also provide 
not the health care benefits it currently 
provides its employees, but those the bill 
mandates. And finally, the percentage of the 
monthly premium borne by the employer for 
these benefits shall not be what the private 
firm actually pays but what the state pays for 
its employees. 16 

These "bids" are then compared not to the 
actual cost of in-house provision but to the 
projected cost were state workers to work 
more efficiently than they presently do. 

State employees could propose wage and work-rule changes that would lower their 
"cost estimate. " 
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No matter how fanciful these improvements, if the resulting "estimate" were lower 
than the private bids, the law would require that the work remain in-house. And once 
privatization was thus prohibited, the union would be under no obligation to honor the 
employee's proposed changes in work rulesl Since they would violate master contracts 
affecting many other state employees, the union surely would not agree to them. In this 
way, state employees would not be held accountable for their proposal, unlike private 
bidders. I7 The end result of this exercise: Private provision, at lower costs, would be 
blocked, and the work would remain in-house with no gains in efficiency. 

Competitive bids, but not in-house costs, must be inflated under the bill by the 
imagined rental value of state equipment used to deliver services, which would make sense 
ifthe equipment were owned by the employee unions rather than the state. IS In addition, 
the price of competitive bids must be increased to account for lost taxes if any of the work 
is done out of state, but in-house costs are not increased by the value of corporate income 
taxes lost by having the work done in the public sector. 19 In these and various other 
ways, the Pacheco bill rigs the bidding process to guarantee that public employees need 
not compete on price or quality in order to keep their jobs. 

• 13. THE PACHECO BILL IS BASED ON ANALOGOUS FEDERAL 
POllCY DATING BACK TO THE EISENHOWER ADMINISTRATION. 

The Pacheco bill purports to be modeled on OMB Circular A-76, the federal 
privatization policy. The bill incorporates, after substantial distortion, certain aspects of 
A-76. 

FEDERAL PIuv ATlZATION POLICY 

"In the process of governing, the 
Government should not compete with 
its citizens. The competitive enterprise 
system, characterized by individual 
freedom and initiative, is the primary 
source of national economic strength. 
In recognition of this principle, it has 
been and continues to be the general 
policy of the Government to rely on 
commercial sources to supply the 
products and services the Government 
needs.'" 

--From U. S. Office of Management 
and Budget Circular A-76 

A close inspection of these superficial 
similarities reveals a distinct bias in the 
Pacheco bill in favor of using public 
employees that is contrary to the letter 
and spirit of the federal policy (see 
sidebar). 

The federal policy explicitly favors 
privatization of current services and 
requires privatization of new services, 
while the Pacheco bill would have a 
chilling effect on competition and 
participation by private firms in the 
provision of public goods and services. 
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• The Senator's original bill wQUld have prohibited privatization unless a department 
proves in advance that it costs at least 10 percent less than existing in-house 
provision. OMB A-76 also calls for a 10 percent "conversion" factor, which OMB 
acknowledges "is a built in bias for the status quo." The Senator's bill took this 
mcaest bias and enlarged upon it, erecting an all but insurmountable barrier to 
pri'. ..!tization. Whereas the federal factor is applied only to "best practice" in-house 
personnel costs, his original bill would apply the 10 percent factor to the total cost 
of contracting out. Moreover, the bill required the factor to be applied not to the 
vendor's bid, but to the total cost of contracting out, including the imputed costs of 
add-ons such as the 4-7 percent add-on for contract monitoring the bill imposes 
and the add-on for mandated health insurance coverage. 

• The Pacheco bill requires private vendors to provide employee health insurance 
benefits that are no less generous than state employee benefits. OMB A-76 has no 
comparable requirements. 

• The Pacheco bill compares vendor bids not to acruol in-house costs but to 
hypothetical "most efficient manner" that have not actually ever been obtained. 
More importantly, it then imposes no obligation to perform at these "most 
efficient" levels. In contrast, OMB A-76 requires program managers to conduct 
a study to determine whether in-house operations could be streamlined and 
empowers program managers to implement "best practice" reforms. 

• The federal guidelines include in the computation of personnel costs a number 
of indirect costs of using government employees that the Pacheco bill omits, 
including retirement costs; life insurance premiums; health insurance; 
miscellaneous fringe benefits such as worker's compensation, bonuses, and 
severance pay; unemployment insurance; and entitlements such as overtime and 
holiday pay. 

• The federal guidelines also add to the "in-house" bid the cost of materials 
provided to public employees but which will not be furnished to private 
contractors. Such materials are also marked up to reflect the overbead of 
government acquisition. The Senate version of the Pacheco bill does not take 
these costs into account in computing either in-house provision or state 
employees' bids. The federal guidelines further require that the costs of 
government employees reflect costs that are not normally budgeted for by 
government agencies since they are not direct program costs, but which private 
vendors must include in their bids. These include depreciation, rent, 
maintenance and repair, utilities, insurance, travel and other costs. Finally, the 
federal guidelines require that in-house estimates include certain overhead 
expenses that the Office of Management and Budget have found are obviated 
when services are contracted out. 
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The Pacheco bill cynically borrows the trappings of the federal bill, but OMB A-76 
seeks to promote competition and private provision, while the Pacheco bill seeks to 
eliminate it. 

How nm PACHECO Bn WOUID THwART INNOVATION 
IN STAlE MANAGEMENT 

Working within the Department of Revenue, far away from the primary targets of 
privatization or Senator Pacheco, the Child Support Enforcement agency (CSE) 
plays a critical role in enforcing parental obligations and ensuring the economic 
viability of more than 234,000 Massachusetts families, many of whom rely on child 
support for basic necessities. Of the $207 million in support collected in 1992, $70 
million offset state AFDC payments. 

The task of tracking down and collecting from "deadbeat dads" is not an easy one. 
Although CSE's 1992 efforts seem successful, barely one-half the amount due each 
month was collected, and at year end 70,000 non-custodial parents had balances that 
were long past due. Collecting from these parents was simply beyond the agency's 
capabilities. 

Now let's imagine an inspired CSE administrator faced with this daunting task and 
limited resources finds a viable means to expand the agency's efforts. She becomes 
aware of other organizations in the collections business-private companies that 
collect overdue telephone and cable TV bills among others. These collection finns 
even round up overdue taxes. Eureka! She can contract with a private agency to 
pursue the hard core delinquents and let her staff concentrate on more pliable 
accounts. She devises a plan to pay the collection firm commission on the money it 
collects and make the "deadbeat dads· foot the bill. Her plan adds nothing to the 
taxpayers' tab and restores a vital financial lifeline to struggling families. A shining 
example of public sector ingenuity! 

In January of 1993, exactly this scheme came to fruition as CSE contracted with 
two finns to assist in tracking down the most elusive "dads." In just a few months, 
these private finns have brought in more than $200,000 in child support payments 
that would otherwise have never been collected-at no cost to taxpayers. 

Now imagine the same process if the Pacheco bill had been enacted into law. First, 
our would-be innovative administrator must mandate to the prospective vendor 
what it shall pay for every position, which shall not be less than [the 1 "average 
private sector wage." What this wage might be or how we might determine it is 
anybody's guess. Didn't wage controls go out with Kruschev? At the very least, 
wage information from the private sector will have to be gathered for each job 
description, and the average wage calculated. This alone will take months to get 
from the Department of Employment and Training and the Division of Purchased 
Services, as the bill requires. 

Additional Pacheco provisions stipulate that the contractor ". . . pay not less than a 
percentage, comparable to the percentage paid by the Commonwealth for state 
employees, of the costs of health insurance .... " Many, if not most, capable firms 

(continued) 
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will back off: unable to match the unusually generous benefits of the state's health 
plan. She worries that most vendors, faced with forcibly revising their 
compensation and benefits structures for all their employees for the sake of one 
contract, will simply choose not to participate. 

She must now prepare an internal best-practice cost estimate for comparison with 
the contractor's price. But her private sector initiative is intended to augment CSE's 
efforts, not replace them. Yet she must devote hours of staff time to modeling a 
hypothetical division to compare to the private contractor's operation. She must 
accept her employees' claims for how they would perform the work-even if they 
haven't the experience and even though assumptions would require changes to their 
collective bargaining agreements, which she knows their union would never 
approve. 

Now assuming she navigates Pacheco to this point, she must confront a review 
board headed by the state auditor that can reject the contract if it is not ". . . in the 
public interest." A threatened constituency, political jockeying, or other similar 
considerations and the contract will never see the light of day. 

In the face of this--the micro management by the state of their affairs. the politics of 
the award, the burden of reporting requirements-she suspects :ew fu. . ~ll choose 
to prepare proposals at all. 

Fortunately, the Pacheco bill is not yet the Pacheco law. If the nays prevail, privati
zation initiatives like the one at CSE will continue to be an available means for 
making the best use of limited resources. If Senator Pacheco prevails, we can 
expect government as usual. Few potential innovators will choose to jump through 
the bureaucratic hoops this bill would raise. 

--David M. Christenson, program director, Pioneer Institute, adapted from Boston 
Herald, forthcoming 

• 14. 'fHEREISCURRENTLYNOGENERALORSPECIALLAW 
GOVERNING PRIVATIZATION OF STATE SERVICES. 

Not true. In fact, there are a great many laws and regulations governing privatization 
and the purchase of goods and services from the private sector. 

For example, the Massachusetts Conflict of Interest Law (General Laws, Chapter 
268A), which is policed and enforced by the State Ethics Commission, outlaws any 
actions that could cause a conflict between a public employee's private financial interests 
and public duties. The Massachusetts Financial Disclosure Law (General Laws, Chapter 
268B) requires elected and certain appointed state officials to file Statements of Financial 
Interests disclosing any financial interests or associations that might give rise to a conflict 
of interest, or the appearance of such a conflict. Finally, Governor Weld issued the 
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"revolving door" Executive Order 346 barring state employees from working for a private 
firm after negotiating a state contract with that firm. 

In addition to the foregoing, hundreds of pages of detailed procurement and 
contracting regulations have been issued by the Executive Office for Administration and 
Finance, the Department of Procurement and General Services, the Division of Capital 
Planning and Operations, the Division of Purchased Services, the Executive Office of 
Transportation and Construction, and the Executive Office of Health and Human Services. 
These regulations together enforce fairness, openness, procedural regularity, and integrity 
in contracting. Examples of such provisions include bidding and selection rules, 
affirmative action and minority contractor requirements, a prohibition on using contract 
funds for lobbying or political activity, and record-keeping requirements, and bidding and 
selection rules. 

PUBLIC EMPLOYEE CONCERNS 

• 15. EVERY PRIvATIZATION RESULTS IN PUBLIC EMPLOYEES 
LOSING lHEIR JOBS. 

Not the case. Through the administration's policy of redeployment, many state 
employees at risk of job loss as a result of privatization are hired by the vendor or are 
placed elsewhere in state government. 

The privatizing agency monitors the disposition of each employee, and the human 
resources staff of both the agency and the vendor coordinate the redeployment of 
employees from the state to the private sector vendor. Employees affected by layoffs 
receive out-placement services and job counseling. 

Consider privatizations completed by the Department ofMentai Health, the 
Department ofMentai Retardation, and the Department of Public Health in FY93. Of 
1,241 employees put at risk by the initiatives, only 39 were left unemployed: 
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TABLE 8. FY93 REALm AND HUMAN SERVICES PRIVATIZATION lNrnATIVES: 
DISPOSmON OF PERsoNNEL AT RIsK 

AGENCY STAFF VOLUNTARY TERMINATIONS REDEPLOYMENT ACnJAL OISPLA( 

ATRJSK DISPLACED % 
LAyofF& REsIGN REnRE VENDOR STATE 

OMH 258 59 0 0 18 174 7 4% 
OMR 795 247 0 53 242 221 32 4% 
OPH 188 23 1 15 123 38 0 0 

Total 1241 329 1 68 383 433 39'> 3% 

a "Layoff" is here the state's tenn for individuals who elected not to participate in redeployment. 
b Numbers do not exactly add because 15 employees first retired and then later decide to work for the vendor . 

• 16. PRIVATE PROVIDERS COST LESS BECAUSElHEYPAY1HEIR 
EMPLOYEES LOWER WAGES AND OFFER INFERIOR BENEFITS. 

This is an often repeated but false generalization. It is true that the wage structure of 
the private sector market and the public sector employment system are irreconcilable: one 
is subject to competition and market forces and the other is not. In some cases, the 
monopoly structure of public employment will have driven up compensation above market 
levels (especia11y as a result of the abuse of overtime) and privatization will inevitably 
result in an uncomfortable adjustment to market rates. 

But in many cases, employees eam the same--or even more-per hour from their new 
private employer. In the recent privatization initiatives highlighted in table 9, employees in 
five of seven jobs are receiving wages equal to or higher than what they had received from 
the state. And while it is true that the private sector often does not mateh the unusually 
high percentage of the health benefits premium paid by the state, the benefits provided by 
private contracts are comparable and sometimes superior. 

For instance, consider education benefits. State employees may only attend state-run 
schools, but state employees who accepted positions with HPI found that their new 
benefits package imposed no such restriction and extended to private colleges and 
universities of the employees' choosing. Their new employer was also prepared to pay for 
courses up front, rather than on successful completion, eliminating the employees' cash 
flow burden. Fmally, because HPI treats in-service profeasional development as an 
operating expense and builds in allotments for every staff member, employees no longer 
needed to compete for declining education dollars-in fact, every staff member is 
encouraged to further his or her education. 
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Consider the wages and benefits in several of the administration's most recent 
privatization initiatives: 

TABLE 9. WAGES AND BENEFITS BEFORE AND AFrER. PRIvATIZATION: 
REcENT INITIATIVES 

INmATIVE PosmON WAGES HEALnr BENEFITS 
& EMPLOYEE'S CONTRIBUTION 

Dietary (DPH) Dietary 
Persoonel 

Pharmacy Pbannacist 
(DMR, DMH) l&il 

Dietary & Dietaryl 
Housekeeping Housekeeping 
(DMR- Personnel 
Femald)ll 
Housekeeping 

=ing (DMR) 
Dietary (DMR) Dietary 

Persoonelc 

Prison Medicall LPNl&il 
Mental Health 
Services (DOC) 

RNil-IV 

a Marriott Corporation 
b FMN, Inc. 
e Canteen Corporation 

STATE VENDoR 
$349.78 $349.78 

$944.96 $944.96 

$359.75 $305.63 

$359.75 $337.50 

$359.75 $403.13 

$454.88 $507.38 

$732.75 $744.00 

STATE VENDoR STATE VENDoR 
Choice Single 15% 22-30% 
of plans plan, 

multiple 
options 

Choice Single 15% 35% 
of plans plan, 

multiple 
ootions 

Choice Choice 15% 10-15% 
of plans of plans 

and 
ootions 

Choice Single 15% 100% 
of plans plan 
Choice Choice 15% 12% 
of plans of plans 
Choice Choice 15% 0-50% 
of plans of plans 

and 
ootions 

Choice Choice 15% 0-50% 
of plans of plans 

and 
lootions 

In some cases, lower wages are partly responsible for privatization's savings. For 
instance, token collectors for the MBTA can earn $44,000, plainly far more than the 
private market would pay for this position. The administration finds no justification for 
paying a higher wage to a state employee than an equivalent employee would receive in 
the private market. 

But more frequently savings accrue from other areas--higher productivity, more 
flexible work rules and deployment of personnel, stronger management, the ability to 
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recruit and to reward exceptional employees and terminate ineffective ones, better capital 
equipment, fewer supervisors per employee, fewer layers of management, better 
technology, more innovative practices, a superior work culture, and many other strengths 
that private vendors may bring to the task. 

• 17. WHEN PUBUC EMPLOYEES ARE TRANSFERRED TO 
PRIVATE CONTRACTORS, TIlEY RISK TIlE LOSS OF HEALlH 
BENEmS AND PENSIONS. 

The administration works with the privatizing agency and with the contractor to 
ensure that transferred employees are immediately eligible for the vendor's benefits 
package (for uninterrupted health care coverage) and that pensions are smoothly 
transferred to the contractor's pension system. 

When a state employee accepts a job with the private vendor, his or her retirement 
funds are transferred to the vendor's pension system. As this is done within the IRS
specified time period, there is n04tax consequence to the employee. Furthennore, vendors 
have agreed to recognize the actual number of years that the employee has vested in the 
Commonwealth's system, so that there is no adverse effect on retirement eligibility. 

SPECIFIC INITIATIVES 

• 1 8. PRIVATIZATION OF mGHW AY MAINTENANCE IN EsSEX 
COUN1Y HAS RESULTED IN A DECLINE IN STANDARDS. 

On the contrary, privatization has dramatically improved highway conditions in Essex 
County. Prior to privatization, roads were infrequently swept, bridges unwashed, the 
grass cut but once a year, potholes wentunrepaired, and road signs were obscured. 
Maintenance was delayed or ignored, exacerbating the deterioration of infrastructure and 
reducing safety. 

Before privatization, an internal study of the highway department's labor force found 
that the department employed one foreman for every 2.5 laborers. For highway 
maintenance functions, one foreman was employed for every 1.6 workers. These ratios 
sent the department's labor costs skyrocketing and restricted flexibility in the assignment 
of work crews. By some accounts, the overtime earnings of a drawbridge operator on 
average equaled nearly 20 percent ofhis annual salary, and 30 percent for more 
experienced workers.lO 

After privatization, local residents report that road conditions have improved 
substantially. 
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Recently, opponents to further highway maintenance privatization have issued several 
new allegations, all false: 

TABLE 10. HrGHWAyMA!NTENANCEPIuvATIZATION: AsSERTIONS-AND REALITy 

CLAIM REAUrY 
Improvemeats in Essex County are lC • The contractor is responsible for 95 percent 
due to the remaining state work force. of routine maintenance. The department bas 

reduced staffby over 100 positions and 
withdrawn $1 million worth of c:quipment. 

Privatization is cheaper because the lC • The contractor is required to pay prevailing 
contractor, Middlesex Corporation, wage for all functions except drawbridge 
pays its workers less. operators. 

• Hourly wage for starting state laborer is 
$7.90; under prevailing wage, the rate is 
$23.90. 
• The contractor's drawbridge operators make 
the same as the state's operators ($8 to 
$ l2lhour). 

Bridge operators are inexperienced lC • Middlesex's operators have undergone 80 
and compromise public safety. hours of instruction and must be certified 

before operating a drawbridge. 
• No training standards existed for state 
drawbridge, rs. 

Highway sweeping was behind lC • Sweeping began after the sonw melted, one 
schedule. week after the contract's specified date. 

• Sweeping took longer due to past neglect. 
• The contract requires sweeping of the entire 
county to be completed in the same time it 
used to take to sweeo one-third of it. 

Contract monitoring is inadequate. lC • The conuac:t is mooitored more closely than 
any mainteuaDce worlt in the state. State 
workers perform the monitoring, and the 
contractor goes unpaid if standards are not 
met. 

Inadequate mainteDance of bridges is lC • Inadequate maintenance prior to 
leading to their deterioration. privatization and the resulting deterioration 

spurred privatization; demanding maintenance 
staDdards under the contract are being met. 
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• 19. THE QUALITY OF O\RE IN OUR PUBLIC HEAL 11:1 SYSTEM 
HAS DECLINED AS A RESULT OF PRIVATIZATION. 

In filet, the quality of care has improved. The evidence is not merely anecdotal. 

Consider three independent studies. 
QUALITY OF CARE 

"Over 80 percent of respondents rated 
the quality of care in the current facili
ties as excellent or good on a range of 
dimensions including nursing care, 
cleanliness, heating, privacy, and avail
ability of staff. . .. Patient representa
tives were impressed with the quality of 
the new facilities." 

--Gerontology Institute and Center of 
the University of Massachusetts 

The first study, by the Gerontology 
Institute and Center of the University of 
Massachusetts, was based on interviews with 
representatives of 194 of 318 patients 
transferred to new settings as a result of the 
closing of three public hospitals (Cushing, 
Lakeville, and Rutland Heights). This sample 
represents 61 percent of all patients. The 
overall perception of the transfer process was 
very positive; 85 percent judged that the 
process went smoothly. 21 

The study concludes, "Patient representatives reported that, on the whole, patients 
were receiving care comparable or improved in quality. Over 80 percent of respondents 
rated the quality of care in the current facilities as excellent or good on a range of 
dimensions including nursing care, cleanliness, 
heating, privacy, and availability of staff. 
When asked to compare the quality of the old 
and new facilities on a variety of dimensions, 
respondents tended either to rate the new 
facility as superior or to rate the two facilities 
as the same in their quality. . .. 0vera1l, 
patient representative reports indicate that the 
Department of Public Health was generally 
successful in transferring patients smoothlY in 
accordance with its plan. Patient 
representatives were impressed with the 
quality of the new facilities. "22 

FIGURE 4. EVALUATION BY PATIENTS' 
REPRESENTATIVES OF QuALITY OF CARE L 

NEW COMMUNITY SETl1NGS 

85% Goo, 
orExceUen 

On patient well-being, respondents assessed the impact of the move to be far more 
positive than negative: 46 percent judged the impact to be "very good" or "good," while 
only 24 percent rated it to be "bad" or "very bad." Respondents genera1ly reported no 
change in physical health, mental alertness, emotional well-being, or overa1l well-being.:!3 
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TABLE II. QUALITY DIMENSIONS OF NEW FACILITY 
(PERcENT RATED EXCELLENT OR GooD) 

DIMENSION CUSHING LAKEVILLE RUTLAND TOTAL 
Food 87 87 65 83 
Cleanliness 96 97 96 96 
Heating 94 82 100 93 
Odor & Ventilation 88 87 77 87 
Nursing Care 91 93 85 84 
Privacy 82 82 76 81 
Attentioa 81 93 85 84 
Availability of Staff 86 91 79 85 
Availability of Doctors 74 85 65 74 

Source: Amy Leventhal and Francis G. Caro, "Relocation of Public Hospital Patients: 
Perceptions of Patient Representatives," Gerontology lnsititute and Center, University of 
MassachusettslBoston, November 1992. 25. 

A later report by the Gerontology Institute assessed the overall hospital consolidation 
and privatization initiative. Based on extensive review of official documents on the 
relocation and 41 interviews with a broad range of individuals involved in or affected by 
the initiative, the report concluded, "The closure of the three public hospitals moved 
quickly and smoothly. Decisions were made with speed and credibility. Implementation 
was patient focused, sensitive, and clinically appropriate in accordance with the goals and 
criteria outlined by the Governor's Special Commission on Facility Consolidation. . .. The 
process benefited from strong management and effective staffwork ... , The success of 
the closure process was also attributable to balance in emphasis on quality of care and cost 
effectiveness. The Administration was careful to build its case on the need for greater 
emphasis on improVed community care and on equal or better care for patients as opposed 
to an emphasis only on cost savings. "24 

A third independent study reported similar 
findings for a fourth facility, the Belchertown 
State School (Department of Mental 
Retardation).2' This exhaustive evaluation by 
the Human Services Research Institute was 
conducted in the final phases of the facility's 
closing and the move of its patients to 
community placements. One hundred twenty
nine surveys were completed, including 36 by 
families of individuals presently living at 
Belchertown and 93 from families of 
individuals who lived at the facility but now 
reside in the community. None of the 
patients' families reported being "very 

"I don't think anything is gained by ex
changing war stories, but anyone who 
doubts that the care of the developmen
tally disabled has improved under 
privatization in Massachusetts only 
needs to look at the records of Judge 
Tauro's court and the consent decree 
when our service system was 100 per
cent state operated. The abuses were 
unmentionable . ., 

--Albert W. Bleau, Jr., Executive 
Director, Greater Lynn Mental Health 
and Retardation Association, Inc. 

dissatisfied" with where their relatives are now living; 89 percent reported being "very 
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satisfied" or "satisfied," and 9 percent were "neutral."26 Eighty-five percent offamilies 
perceived their relatives in community settings as "very happy" or "happy," 15 percent 
perceived them to be "neutral" and none perceived them to be "unhappy. "27 When 
families of patients now in community settings were asked to compare retrospectively the 
new residence to the residential program at Belchertown, 40 percent said they were 
"satisfied" with Belchertown, compared to 97 percent offamilies who were "satisfied" 
with the community residence. By contrast, 19 percent of the families reported being very 

FIGURE S. SATISFACTION OF BELCHERTOWN FAMlLms wrrn 
WHERE RELATIVES ARE Now LIVING 
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"dissatisfied" with 
Belchertown, while 
none was very 
"dissatisfied" with the 
community residence. 

A group calling 
itself the "Partnership 
for Quality Care" has 
opposed privatization. 
The group is a front for 
the unions that are 
pressing for the passage 
of the Pacheco anti
privatization bill. 



• 20. PRIVATIZATION OF PUBUC TRANSPORTATION WILL 
RESULT IN SERVICE curs AND INCREASED FARES. 

Entirely false. The MBTA's planned privatization of bus routes, like similar 
privatization initiatives around the country, will result in neither a reduction of service nor 
fare increases. 

The cannen's union has launched, at MBTA employees' expense, an extensive 
misinformation campaign to rally support for its efforts to stop privatization. The 
cannen's union has resorted to outright fabrications to frighten MBTA customers, as the 
foUowing table shows: 

TABLE 12. BUSPRlVATIZATION: UNIONCl.A.IMs-ANDREALrrY 

UNION CLAIM" REALrrY 
Fewer Trips JC • The current level of service will be specified 

in the RFP and required in the privatization 
contract-not left to the private bus company to 
detennine. 

• Cost savings resulting from competition will 
obviate other cost cutting measures, including 
reductions in MBTA services. 

Higber Fares JC • Fares will also be set by contract-not left to 
the to dctermiru:. 

Undependable Service JC • Service staDdards will also be set by 

• contract. For the operator to be Paid. buses 
must run on time. 
• Accountability for service quality will be 
greatly strengthened UDder privatization. not 
weakened ContractiDg allows for immediate 
peuaIties for failure to meet performance 
standards;· collective bargaining agreements 
and other employee protections prevatt 
employees for being held responsible for their 
oeit"ormance. 

Senior Citizen and Student Discounts JC • Contract will require all MBT A fare 
Discontinued discounts to be honored. 
MBTA Passes Not Honored JC • Contract will require MBTA passes to be 

honored on private buses just as on MBTA 
buses. 

a Source: "Save our Service," flyer, September 1993. 

Alarming the elderly with the specter of service cuts and higher fares is a particularly 
reprehensible tactic, especiaUy since the leadership of the cannen's union is aware t~ the 
MBTA has no such plans. The COMSIS final report to the MBTA, Bus Service Delrvery 
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System, which first proposed privatization of select bus routes, explicitly recommended 
that fares and service standards be prescribed by the MBT A, not the contractor.18 

Competition for the contract would lead to lower operating costs. The MBTA's 
average operating costs per revenue hour for bus operations is 30 percent higher than the 
average cost of the 26 largest transit agencies in the country with bus operations. Only 
Seattle has higher operating costs per hour (see figure 7). 

If the MBTA could obtain, through privatization and the competition it engenders, the 
average costs of similar systems, $45.7 million annually would be available for other 
purposes-including expanding and improving services.19 
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There is e:very 
reason to belie:ve such 
cost savings would 
result from 
privatization. 
Competitive contracting 
for bus service in the 
San Gabriel Valley of 
Los Angeles County 
resulted in long-term 
savings of between 24 
and 34 percent, based 
on fully allocated cost 
comparisons, with no 
evidence of 
deterioration of service. 

Ridership has increased as weJl, up 14 percent from what had been projected for the public 
operator.30 These results are by no means exceptional. A 1986 study commissioned by 
the Federal Transit Administration on contracting for public transit services surveyed some 
1,000 public transit agencies and analyzed in detail the results of 17 instances of 
competitive contracting. The repon found that "the estimates of cost savings from 
contracting ranged up to 50 percent, with a mean savings of29 percent.· When contracts 
involved over 25 vehicles on fixed routes, savings were found to be e:ven higher-a 42 
percent cost advantage over large public operators.31 
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14. CONCLUSION 

When Governor William Weld took office in January 1991, he called on his cabinet to 
privatize services wherever it would reduce costs or improve quality. 

From health care to recreational facilities, privatization is working in Massachusetts
not only saving more than $273 million for taxpayers but improving the quality of state 
services and increasing the number of clients served. Patients are receiving higher quality 
and more nutritious meals. Individuals formerly confined to state institutions are living in 
community settings offering more personal and clinically appropriate care. Communities 
now benefit from skating rinks open year round. Highways are better maintained, safer, 
and more attractive. 

Within human services, the often dramatic savings from these first initiatives have 
already made it possible for many individuals formerly denied services to receive care. 
And they have permitted the Commonwealth to expand its investment in prevention 
accounts, like AIDS education and prevention, family planning, breast cancer prevention, 
services for the homeless, and the Women, Infants and Children program. 

But most importantly, privatization has already begun to transform the culture of state 
government, infusing it with new attitudes and new possibilities. In the Massachusetts 
Highway Department, employees stepped forward with their own proposals for how work 
rules can be rewritten to improve services while lowering costs. Their enterprising spirit 
paid off: work that otherwise would have been contracted out to private firms remained 
in-house. In the Department of Mental Retardation, state employees successfully prepared 
a winning bid for the provision of psychiatric services at the Fuller Mental Health Center. 
In the Department of Revenue, child support payment processing was brought back in 
house when state employees proposed how to perform the work less expensively than the 
private contractor. 

For the Weld-Cellucci administration, privatization i"s not about public versus private
it's about monopoly versus competition. Entrepreneurial government is discovering what 
the private sector has known all along: When private vendors compete for the state's 
business, quality goes up and costs come down. 
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Child Support Enforcement 

Pamela Jonah, Director of Communications 
Child Support Enforcement Division 
141 Ponland Street, 10th Floor 
Cambridge, Massachusetts 02139 
617-727-4200 x227 

Child Welfare Revmue Management and Maximization 

John Dolan, Deputy Commissioner for Administration and Finance 
Department of Social Services 
24 Farnsworth Street 
Boston, Massachusetts 02210 
617-727-3171, x221 

Housekeeping and Dietary Services 

Frederick Misilo, Deputy Commissioner 
Department of Mental Retardation 
160 North Washington Street 
Boston, Massachusetts 02114 
617-727-5608 

For general information, contact: 

Shawni Littlehale 
Executive Office for Administration and Fmance 
State House, Room 373 
Boston, Massachusetts 02133 
(617) 727-2040 

Rachel Kemp, Director 
State Office of Affirmative Action 
One Ashburton Place, Room 301 
Boston, Massachusetts 02108 
(617) 727-7441 
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30 John O'Leary, ·Comparing Public and Private Bus TraDSit Services: A Study of the Los 
Angeles Footbill TraDSit Zoue," Reason FOllnclarim, July 1993. 
31 Ibid., 16. Roger F. Teal, GeaevieYe GiuliaDo, aod Edward K. Morlok, on bcbaIf of the Urban 
Tr.msportatim Administration. Department ofTnmsponatioo, "Public Transit Service 

Contraeting." March 1986. 
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