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EXECUTIVE SUMMARY

As public demand grows for increased performance,
contractually managed prisons and related operations
around the world are efficiently and effectively ad-
dressing the needs of government for professional cor-
rectional services. This summary provides an overview
of the factors described in the full report that should be
weighed when a governmental entity considers priva-
tizing a prison or major prison function. In the U.S,,
some 34 states and the federal government are contract-
ing for correctional services with private companies.'

In addition, the United Kingdom has an official policy
which states that all new prisons will be commissioned
from the private sector. Australia, Canada (Province of
Ontario), New Zealand, South Africa, Germany, France,
Japan, Israel, Brazil, and Netherlands are among the
other countries that have, in recent years, chosen to
open or have made plans to open new private prisons
in the not too distant future.”

Public Policy Issues

Performance Oriented Government

The goal of performance oriented government is

to spend ever scarce resources on the products and
services that will provide the best quality in the most
cost effective manner.> Whether the product or ser-
vice is providing health care or food service in vari-
ous institutional settings, or prison construction and
management in general, some elected officials are
attempting to balance government budgets without
cutting services or raising taxes through the use of the
techniques described in this report.

Contracting for Prisons—A Viable Strategy
Contractually managed prisons across the country
have saved government time and costs between 5-20
percent per year for a project over the life of 4-10 year
contracts through their construction and operation.*
Such savings are obtained through careful contracting,
consistent monitoring, and a willingness of govern-
ment to work with private corporations as a true
partner. Working with a private partner:

* Enables the government to contract for specific
services and outcomes. Government pays the
private corporation when the outcomes are met
and can assess penalties for not operating in a
manner consistent with the contract.

* Creates an atmosphere of healthy competition

between the private and public sector. Public
employees are now competing not only based
on skill and ability, but also based on how cost
effective they can become. The private sector is
also challenged to demonstrate “best value.”

Initial Issues to Consider

The most important issues include the implementa-
tion of systems that increase in accountability and a
focus on quality, cost savings, and outcomes. Other
issues include the following:

Legal Issues

There are rules in all jurisdictions which determine
whether a governmental agency can contract with a
private company for government services. The first
step in working toward a formal partnership with a
private company is to ensure the country, province,
state, or local government has the legal right to incar-
cerate prisoners in a contractually managed prison. In
addition, labor contracts may need to be addressed.

Develop Enabling Legislation

Many states and provinces have developed specific
enabling legislation in order to guide development
and use of private prisons built and managed within
their sphere of control. In most cases, the legislation

is designed in partnership with those who have a
stake in the development of the correctional facility
(e.g., state and local governmental leaders, as well as
community and business leaders). In some cases, such
as in Ohio, legislation was written after the contrac-
tually managed prison was constructed to improve
understanding of the how state and local governments
should function with the prison managers (i.e., state
or local governmental partners would have oversight
and monitoring responsibilities.)®

Transfer of Risk

Something that is very important to the success of a
Public-Private Partnership (PPP) is limiting exposure
to the government agency through a transfer of risk.
This can probably best be accomplished by consult-
ing an insurance broker from the province, state, or
local area. The broker needs knowledge of insurance
availability for the project and location. It is important
to learn, based on actual experience, what liability lim-
its in the geographic region exist and are possible to
procure.
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Risk Control

Inherent risks that cannot be transferred must be
understood and evaluated. These risks include politi-
cal risk (i.e., stability), and economic risk such as
high inflation. Another way to improve performance
and limit problem potential is the use of established
and recognized performance standards and outcome
based measures. (See the MTC Institute publication
Measuring Success: Improving the Effectiveness of
Correctional Facilities at http:/ /www.mtctrains.com/
institute /publications/MeasuringSuccess.pdf.)

Financial Considerations

Cost control demands tend to be the issue that likely
prompts elected officials to consider a PPP. In the
United States (U.S.), elected bodies have generally im-
posed some threshold of savings that must be attained
in order to justify the solicitation and contracting for
service. In some cases, such as Michigan and Ohio, the
cost savings have been set at a minimum of five per-
cent. It should be noted that when dealing with multi-
million dollar contracts, even one percent represents
huge potential savings.

The common approach to PPP in the United Kingdom
(UK) is the willingness to let the private sector finance
the capital debt and for the contract to be between
25-30 years. The process for addressing the demand
for beds follows more of a design, finance, build, and
operate (DFBO) process whereby funding is provided
by the government. These operational contracts are
generally 10 years in length.

Cheaper Is Not Always Better

Correctional Contracting for services need to adopt
“best-value” selection criteria. “Best-value” is rooted
in the simple concept of value—selecting firms to pro-
vide services or projects based on qualifications and
technical merits, not just on lowest cost—as long as
the price is the true value of what is promised. Con-
tracts must include performance measures and build
in the level of quality, cost savings, and outcomes
expected. Governments are becoming better shoppers,
and realize that the best value is not always the cheap-
est. The more complex the privatization process is,

the more important it is to have a best-value selection
criterion.

The Bottom Line

A comprehensive review of the research literature
regarding contractually managed prisons by the
Reason Foundation examined 28 research reports that

compared cost data for private prisons to government-
operated facilities. Of those studies, 22 (79 percent)
found significant budget savings, conservatively esti-
mated to be between 5 and 15 percent, due to privati-
zation.®

Road Blocks Which Impede Progress

Political Considerations

In general, public officials have a genuine commit-
ment to public service. They have a desire to serve
the public interest by providing solutions to problems
faced by government. Oftentimes, changing the status
quo can be an uphill challenge, with some elected
officials and government managers invested in how
things have always been done. As is the case in choos-
ing any service or product, it is important to obtain
information from companies operating prisons to
become an informed consumer.

Organized Groups

There are ad hoc and organized groups in every state
or province who will lobby diligently and consistently
against contracting any government service or func-
tion, and prison construction and operation is certain-
ly not exempt from such objections.

Practitioner Considerations

Communication Is Critical to Successful Public-
Private Partnership

PPPs communication is generally driven by public
policy and politics. In developing a strategy, “every-
one” should be involved, including experts in policy,
finance, process, construction, and operations; and
most importantly, both public and private partners.’”
In addition, stakeholders from all sides of the issue
should have the opportunity to discuss their funda-
mental beliefs (i.e., opinions and emotions of the vot-
ers).

Standards for Incarceration

Guiding principles, goals, and standards have been
written by correctional leaders in the U.S. as well as in
other countries. Managers subscribe to these guide-
lines in order to run safe, secure, and professional
institutions.

The Contractual Partnership
Once the decision to engage in a PPP has been made,
a solicitation for services is the best way to determine
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whether this type of PPP will be beneficial for the state
or province. The solicitation must be specific and must
tell all prospective bidders the entire ramification of
work desired, the length of the contract, and what part
the government will play in this partnership.

Statement of Work

The most important part of a Request for Proposal
(RFP) is the statement of work. The state or province
must ask for the services it needs in as detailed a man-
ner as possible. This includes having the state or prov-
ince specify the outcomes expected from the prospec-
tive bidders, as well as defining how outcomes will be
measured and how managers would be incented to
ensure there are no failures or omissions.

The Contract

In some instances, a contract is already included in
the RFP, and the bidders must accept it as part of their
bid. In other cases, the RFP is incorporated by refer-
ence and becomes the essential part contract. Both ap-
proaches, described in further detail later in the report

have issues, which must be addressed by all parties
before and after a contract is signed.

Monitoring

Monitoring is the backbone of a PPP contract. Instanc-
es where contracts don’t meet performance expecta-
tions can often be attributed to little or ineffective
monitoring.

Conclusion

One of the best ways to improve efficiency, save
money, and increase the value of services purchased
is through competition within government. Savings
attributed to this competition have been documented
and are worth consideration by governmental officials
who are interested in maximizing the use of scarce
resources, improving the quality of service, and estab-
lishing a competitive environment which is account-
able and dedicated to continuous improvement.
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INTRODUCTION

Around the world, contractually managed prisons

and related operations are efficiently and effectively
addressing the needs of government for professional
correctional services. In the U.S., some 34 states and

the federal government are contracting for correctional
services with private companies.! Furthermore, the
United Kingdom has an official policy that all new pris-
ons would be commissioned from the private sector. In
addition, Australia, Canada (Province of Ontario), New
Zealand, South Africa, Germany, France, Japan, Israel,
Brazil, and Netherlands, to name a few, have all opened
in recent years or will open new private prisons in the
not too distant future.

This publication provides information about the factors
that should be weighed when a governmental agency
considers privatizing a prison or major prison function.
Instituting a competitive government program elevates
certain impediments that must be addressed, but deliv-
ers the ability to spend ever scarce resources on prod-
ucts and services which provide the best value in the
most cost effective manner.

Successful outcomes have resulted in more and more
government leaders raising expectations for corrections
and using new approaches. Whether the product or
service is providing health care, substance abuse treat-
ment, or food service in various institutional settings,
or prison construction and management, many govern-
ment leaders are headed in the competitive direction
for the reasons set forth in this policy study.

money. PPPs enable government to contract for specific
services (e.g., prison operations, health care, education,
substance abuse treatment, food service, and mainte-
nance) and specific outcomes. In these partnerships,
government typically derives higher levels of perfor-
mance, by requiring established outcomes be met.

Terminology such as “public-private partnerships”
“outsourcing”, “privatization” or “competitive sourc-
ing” are occasionally used to describe private company
involvement in the provision of services for govern-
ment. A competitive environment is the best option to
ensure perpetual performance improvements as well as
efficiency, programming, and outcome oriented opera-
tion of correctional facilities. This approach will likely
provide even greater transparency and accountability,
bringing about holistic change to the culture of correc-
tions management.

In every state or province there are groups, both ad
hoc and organized, which are typically supported by
unions, who will lobby diligently and consistently
against contracting facility management or operations,
service or function to anyone other than a govern-
ment employee. They may even promote the notion
that profits are not allowable on government contracts.
Changes in the direction of government to establish a
cost competitive and performance-based approach take
strong and purposeful leaders with a willingness to
communicate this to the public.

Finally, this report provides a contract oriented check-
list and information on successful cost models to help

In the absence of competition, the corrections systems feel only limited pressure to make changes.

Some elected officials are looking for alternatives to
‘business as usual” and understand that PPPs can be

a tool to help address the complex issues. They seek
out information, the kind provided in this report,
when they find that services provided by government
workers are so costly and ineffective that other ways of
doing business must be explored in order to stretch the
budget or to complete the projects they have promised
their constituents.

PPPs create competition between the private and public
sector, resulting in a performance oriented atmosphere.

In a competitive environment, all staff understand they

need to find ways to improve performance and save

elected officials and governments with the strategies,
research, and details of how to implement a successful
PPP to arrive at a more efficient and effective prison or
prison function.

PUBLIC POLICY ISSUES

Performance Oriented Government

Performance oriented government is the concerted
effort on the part of responsible government manag-
ers to spend their ever scarce resources on products
and services which provide the best quality in the
most cost effective manner.*> Whether the product or

MTC INSTITUTE 5




Contracting Prison Operations:
A Plan to Improve Performance

service is providing health care or food service in vari-
ous institutional settings, or prison construction and
management, some elected officials are attempting to
balance government budgets without cutting services
or raising taxes through the use of the techniques
described in this report.

Medicaid, education, welfare and prisons continu-
ally vie for the lion’s share of budgets in many states.
In most instances, costs of government services are
increasing faster than the revenues. The budgets for
most state correctional agencies either rival or surpass
all other human service agencies. As an example, in
the Michigan 2004-5 budget, the Department of Cor-
rections spent more than $1.7 billion from the state’s
general fund, or more than 20 percent of the state’s
general fund revenues, to incarcerate 49,000 prison-
ers and pay 19,000 employees.® Each dollar spent on
prison management is one dollar less for K-12 educa-
tion, higher education, medical treatment, or child
welfare.

Kevin Flynn, in the Rocky Mountain News on October
19, 2005, reported that, “Colorado’s prison population
has more than doubled in 10 years....Twenty years
ago, running the state prison system took 2.8 percent
of the state general fund. This year, it’s taking 8.6
percent of that pie.”’

The dilemma of how to spend tax dollars most ef-
fectively was the impetus in Arizona several years ago
behind the establishment of the Governor’s Office of
Excellence in Government. A competitive government
environment is a management tool which enables the
state agencies to better meet the needs of their custom-
ers by lowering costs, improving service, and ulti-
mately re-focusing the state on those few services that
only the government can provide.'

Competition in government has been cited by Geof-
frey Segal, Director of Government Reform, Reason
Foundation," and David Osborne as one of the ways
to save money and increase value of the product or
service purchased.!? James Blumstein and Mark Cohen
also posit that competition in government caused by
the mere presence of private prisons in a state will
eventually generate cost savings in the public prisons
as public managers emulate the conservative fiscal
processes adopted by the private corporation.'®

In a February 2005 report entitled Priority Colorado, the
Reason Foundation and the Independence Institute

think tank urged the state of Colorado to increase
contracting with private companies as a cost saving
measure. “As a rule of thumb, competition can typi-
cally lower costs 15-30 percent while maintaining or
improving service levels—and that is key to the chal-
lenges Colorado faces,” the report said.™

Decisions need to be made based on the facts and the
value of competition on all aspects of government.
When the government competes, efficiencies are
found and programs and costs improve. While many
have done so already, why then haven’t more govern-
ment leaders jumped on the performance driven PPP
bandwagon? What are some of the pitfalls a state will
face when the decision to privatize has been placed on
the legislative agenda, and what can a state do to find
the most cost effective path in building and operating
prisons? These questions and others are addressed in
this policy study.

Contracting for Prisons—A Viable Strategy
Contractually managed prisons save money—both
the building and the operation of prisons across the
country have saved government time and between 5-
20 percent per year for the project over the life of 4-10
year contracts.® A report from the Allegheny Institute
found that Delaware County in Pennsylvania had a
total savings from private construction, private man-
agement, and debt service of $64 million over seven
years." Such savings require careful contracting, con-
sistent monitoring, and a willingness of government
to work with private corporations as a true partner.
Working with a private partner:

e Enables the government to contract for specific
services and outcomes. Government pays the pri-
vate corporation when the outcomes are met and
can assess penalties for not operating in a manner
consistent with the contract.

* Creates an atmosphere of healthy competition
between the private and public sector. Public
employees are now competing not only based
on skill and ability, but also based on how cost
effective they can become. The private sector is
also challenged to demonstrate “best value.”

Initial Issues to Consider

Legal Issues

Whether you call PPP “outsourcing”, “privatization”
or “competitive sourcing”, there are rules in all juris-
dictions which determine whether a governmental
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agency can contract with a private company. The first
step in working toward a formal partnership with a
private company is to ensure the country, province,
state, or local government has the legal right to incar-
cerate prisoners in a contractually managed prison. In
addition, labor contracts may need to be addressed.

The government has the sole responsibility to deter-
mine whether an individual has violated a law, and

if so what the penalty should be. However, there has
been no intrinsic legal requirement, at least in the
American Constitution, which states that penalties
such as prison terms must be served in a public jail or
prison, and not in a contractually operated prison.

Areview of U.S. state statutes reveals that some states
have permissive language concerning PPPs, some
states have explicit reservations concerning such
partnerships, and in many states there is no legislation
either enabling or prohibiting such action. In some
instances, the chief legal authority in the governmen-
tal entity (e.g., Attorney General) can be called upon
to issue a legal opinion regarding PPPs.

A study completed by the Fraternal Order of Police
showed no legislation either enabling privatization
or forbidding it in Australia, Netherlands Antilles,
New Zealand, Scotland, and South Africa.'* England,
where public-private prison projects exist, and Israel,
who just recently awarded a contractually operated
prison project, have legislation which permits such
contracts.”

While governmental entities have enacted some
restrictions on PPPs for incarceration, such as forbid-
ding the private corporation from releasing or pardon-
ing an inmate, only some heavily unionized states
even entertain legislation that would prohibit PPP al-
together. Most elected officials are open to PPPs as an
opportunity to improve the efficiency of government
and more effectively direct the flow of tax revenues.

Development of Enabling [egislation

Many states and provinces have developed specific
enabling legislation in order to guide development
and use of contract prisons built and managed within
their sphere of control. In most cases, the legislation
is designed in partnership with those who have a
stake in the development of the correctional facility
(e.g., state and local governmental leaders, as well as
community and business leaders). In some cases, such
as in Ohio, legislation was written after the contrac-

tually managed prison was constructed to improve
understanding of the how state and local governments
should function with the prison managers (i.e., state
or local governmental partners would have oversight
and monitoring responsibilities).’

Legislation can clarify a number of important ele-
ments of prison operations and guide the effective
implementation of contracting for success. The most
critical elements would include but not be limited to
such components as:

e Establish agency responsibilities;

e provide solicitation guidance (i.e., best value)
and methods for the selection of contract part-
ners, including the prioritization of selection
factors;

¢ direct the use of professional standards and out-
comes with reporting and accreditation require-
ments;

¢ determine an evaluation process and the factors
that determine success;

e determine, in partnership with stakeholders, a
cost savings model and thresholds;

e provide direction on the monitoring of all
prisons;

¢ provide liability protection thresholds;
¢ guide facility acquisition guidelines; and

® set parameters of the financial terms and length
of contract.

The State of Oklahoma has a thorough enabling
statute which not only includes requirements for the
state contracting with private corporations, but also
requirements for private corporations who build
prisons in Oklahoma for non-Oklahoma inmates. The
Oklahoma Department of Corrections (DOC) Web site
has extensive information not only on legislation but
also on cost comparisons which show that the pris-
ons operated by private corporations operate more
economically than do public facilities.'® The Oklahoma
cost model is also cited as providing an “...exemplary
analysis of overhead costs...”"

Transfer of Risk

Something that is very important to the success of a
PPP is limiting exposure to the government agency
through a transfer of risk. This can probably best be
accomplished by consulting an insurance broker from
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the province, state, or local area. The broker needs a
knowledge of insurance availability for the project
and location. It is important to learn, based on actual
experience, what liability limits exist in the geographic
region and are possible to procure.

Another critical element of a successful initiative is a
method to assure performance of one or more of the
partners and their subcontractors. This usually takes
the form of a Performance Bond. In some interna-
tional communities, governments may wish to allow
an irrevocable letter of credit from a bank for such
protection. However, a letter of credit “typically does
not guarantee sufficient funds to complete the project;
administer contract completion; or assure that right-
ful claims by subcontractors, suppliers and laborers
will be paid.”? Often a Performance Bond of up to 25
percent of the annual contract value will provide ad-
equate protection without the extra costs of a greater
percentage, excluding construction contracts where a
100 percent bond is typically desired.

Risk Control

Inherent risks that cannot be transferred must be un-
derstood and evaluated. These risks include political
risk (i.e., stability), and economic risk such as high in-
flation. In some locations (e.g., Arizona), departments
of corrections have contractually insulated themselves
from liability exposure for most issues excluding those

are also sharing medical costs above a set threshold or
accepting costs above a preset threshold. This effec-
tively addresses the risk associated with catastrophic
health problems. An entity can also mitigate medical
risk through the use of professional standards such as
those employed by the National Commission on Cor-
rectional Healthcare (NCCHC at http:/ /www.ncchc.
org/) or the Joint Commission on Accreditation of
Health Care Organizations (JCAHO at http:/ /www.
jcaho.org/). It is important to review for inclusion the
standards of care and medical protocols and the devel-
opment of a specific formulary for physicians to use
when writing prescriptions for pharmaceuticals.

In the final analysis, it is inevitable that there will be
those items that can not be completely controlled.
Partners must be aware and evaluate these, planning
accordingly to address them.

Financial Considerations

Cost control demands tend to be the issue that likely
prompts elected officials to consider a PPP. In a recent
book entitled Measuring Prison Performance: Privatiza-
tion and Accountability, discusses fundamental issues
related to cost comparisons asking, “How many tax-
payer dollars are currently spent?” and “How many
taxpayer dollars would be devoted when the services
are provided through a contract?” “If an alternative
scenario appears to be less expensive than the status

“Best Value” means a value determined by objective criteria that may include, but is not limited to,
experience, functions, features, life cycle costs, price, and other criteria deemed appropriate by the
agency.??

where a court finds fault with agency policy. Another
way to improve performance and limit problem po-
tential is the use of performance standards. The MTC
Institute published a report? that provides a roadmap
for establishing a formal structure of accountability
through firmly recognized outcomes. The American
Correctional Association (ACA) and the Association
of State Correctional Administrators (ASCA) have also
been developing performance/outcome standards. All
should be reviewed for applicability and inclusion.

quo (and of acceptable quality), the money saved
could be returned to citizens for other uses.”?

The common approach to PPP in the United Kingdom
(UK) is the willingness to let the private sector finance
the capital debt and for the contract to be between
25-30 years. Their process for addressing the demand
for beds typically have followed a design, finance,
build, and operate (DFBO) process whereby funding
is provided by the state. These operational contracts
are generally 10 years in length.

Several other risk control strategies are dependent

on the jurisdiction and legal requirements. Properly
developed contracts generally include indemnity and
hold-harmless clauses. Some government agencies

Abenefit of a private finance initiative in the UK is
the due diligence on the contract by a second or third
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party (e.g., the banks and the construction partner).
This allows for greater protection of the funding
stream which will always protect the debt payment
from performance failures. The initiative can then be
backed up by parent company guarantees that are
often based on 150 to 250 percent of the annual operat-
ing revenues.

What is also common in the UK market is that each
member of the consortium is likely to be an equal eq-
uity partner with the combined partnership assuming
10 percent of the debt. This provides a return on the
project to all partners and also allows the debt poten-
tially to be sold for up to 3-4 times its original value.
However, this approach may escalate the costs associ-
ated with these arrangements.

Given the savings that are required, studies of PFI
projects in the UK would suggest that the private sec-
tor can deliver savings to government in the region
of 50 percent of over the life of the DFBO project. This
includes construction, operations, and an improved
delivery time of projects.

In the U.S,, elected bodies have generally imposed
some threshold of savings that must be attained in
order to justify the solicitation and contracting for
service. In some cases, such as Michigan and Ohio,
the cost savings is set at a minimum of 5 percent. It
should be noted that when dealing with multi-million
dollar contracts, even one percent represents huge po-
tential savings. In the U.S. federal system, “A contract
award is made to the responsible bidder whose bid,
conforming to the Invitation For Bids, represents the
best value to the Bureau of Prisons, considering only
price and price-related factors specified in the Invita-
tion for Bids.”*

The decision to enter into a public-private venture to
build and manage or just manage a prison should be
based on the “best value.”

Cheaper Is Not Always Better

Correctional contracting for services needs to catch

up with best practices of privatization of other ser-
vices nationwide by adopting “best-value” selection
criteria. “Best-value” is rooted in the simple concept of
value—selecting firms to provide services or projects
based on qualifications and technical merits, not just
on lowest cost—as long as the price is the true value of
what is promised. Governments are becoming better
shoppers, and realize that the best value is not always

the cheapest. Simply selecting the cheapest alternative
assumes all other things are equal, which they rarely
are. The more complex the contracting process is, the
more important it is to have a best-value selection
criterion.

When the goal of contracting is a mix of cost savings
and other objectives, best-value procurements still
allow all factors to be weighed appropriately when
making the decision. Policy-makers now recognize
that with contracting they are often buying something
different from the services traditionally provided in-
house. Best-value selection allows these differences to
be properly weighed in context of desired outcomes.”

The simple computation of taking the per diem per
prisoner cost of running a public prison; subtracting 5-
7 percent (whatever is required by state or provincial
law) and telling the contractor, “This is the per diem
we will pay”, underestimates the indirect or unavoid-
able costs. These costs include such items as adminis-
trative costs, salaries of governmental employees who
monitor the contract, those who determine classifica-
tion and time computations, and those who hear pris-
oner disciplinary cases as well as costs associated with
debt service, land, buildings, and construction.

Examples of costs analyses from the Federal Bureau of
Prisons (e.g., Taft Correctional Institution) and others
organizations can be found in Appendix A. It can be
observed that the governmental entities have calcu-
lated cost comparisons using both direct and indirect
costs to truly compare private and public prison costs.
It has been recommended that “...Both agency and
commercial source cost analysis shall be based on

the same scope of work and the same level of perfor-
mance. A precise work statement with standards that
can be monitored shall be required.”*

Except in a few specific instances where identical pris-
ons were designated as publicly run and contracted
for comparison sake, it is a rare case where public
prison facilities and systems don’t undergo changes
in operations, classification of prisoners incarcer-
ated, and program offerings, many in the same fiscal
year. Any change in the aforementioned fagade of the
prison will change the per diem cost per prisoner in
the public prison and this is rarely calculated even at
the end of the fiscal year. Meanwhile, contractually
managed prisons are required to provide cell space at
a fixed price for the term of the contract for customer
specified classification of prisoners and also to provide
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programming even if the cost of such programming
increases, unless there are mechanisms for cost adjust-
ments.

In some instances, such as in Hawaii, the state has
determined that it would be in the state’s best inter-
est to provide the land where the new facility would
be built. In an August 16, 2006 article in The Garden
Isle, Lt. Governor James “Duke” Aiona called for PPPs
to provide traditional facilities to drug and alcohol
offenders. Included in the Lt. Governor’s message
regarding the importance of treatment and rehabilita-
tion was the idea that the state could provide land for
such facilities to be developed by private providers.
The Association of Private Correctional and Treatment
Organizations (APCTO) responded acknowledging
the fact that high land cost in the island state does
limit private development and suggesting to the Lt.
Governor that APCTO members would be willing to
explore a program such as the one he described.

Finally, detractors from PPPs rarely discuss indirect
benefits to the community and additional revenue
that a PPP brings to a state or province (e.g. property
and corporate taxes). The indirect benefits include the
economic spin off from the purchasing policies to buy
locally; contribute to the local charities, schools, and
sports associations; and general goodwill. In states
where private businesses are taxed on the value of
their property, this is a benefit that a public prison will
never give back to the state. In Michigan, the GEO
Corporation operating the Michigan Youth Correc-
tional Facility paid more than $1 million in total prop-
erty taxes each year of their contract to state and local
governments.® These benefits to the state are typically
never acknowledged by the anti-privatization lobbies.

The Bottom Line

A comprehensive review of the privatization litera-
ture by the Reason Foundation examined 28 research
reports that compared cost data for contractually man-
aged prisons to government-operated facilities. Of
those studies, 22 (79 percent) found significant budget
savings, conservatively estimated to be between 5 and
15 percent, due to privatization.”

Governmental agencies often maintain prison pro-
grams because the public is used to seeing and fund-
ing what has been and opposed to “what could be.”
It is typically through the private sector that govern-
ments can try innovative programs and can assess the
outcomes. Research and design that come from the

private sector can be implemented quickly in a PPP
and evaluated as delivered. The best of programs
can be assimilated into the public sector by emulating
what the private sector has developed.

ROAD BLOCKS WHICH IMPEDE PROGRESS

Political Considerations

In general, people who run for and are elected to pub-
lic office are those who have a sincere commitment to
public service. They seek to serve the public interest
by providing solutions to problems faced by govern-
ment. Often, changing the status quo is an uphill
challenge, with some elected officials and government
managers invested in how things have always been
done.

Public-Private Partnerships has tended to be a con-
troversial method of doing business. However, over
the years the operation of hospitals and schools, as
well as with other services (e.g., janitorial services in
public buildings, courier services, garbage pickup and
Just in Time ordering and delivery of office supplies
as opposed to state warehousing), officials have come
to understand that only a few services have to be
performed by government, enabling the redirection
of millions of dollars of taxpayer provided resources.
What began as a controversial move in state govern-
ment is now accepted as good fiscal practice.

It is important to obtain information from companies
operating prisons to become an informed consumer.
The good news is that there are experts from the busi-
ness community and successful operators of contract
prisons who are willing to provide testimony and to
assist elected officials in making informed decisions.
This information is usually sought out after officials
find that services provided by government workers
are so costly and ineffective that other ways of do-
ing business must be explored in order to stretch the
budget or to complete the projects they have promised
their constituents.

Legislators must also be aware that some government
employees, who are fearful of change, may openly
seek to dissuade legislators of this option or may work
to undermine efforts to seek cost effective PPPs.

With performance standards and outcomes as the
guide, elected officials who want a performance-ori-
ented government will listen objectively and seek
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creative ways in which to accomplish the greatest
good for the greatest number of constituents in the
most economical manner. In the past 20 years, many
PPPs have resulted in the construction and operation
of contractually managed prisons, saving millions in
tax dollars.

Organized Groups

In every state or province there are groups, both ad
hoc and organized, who will lobby diligently and con-
sistently against the contracting of any government
service or function. This is particularly true when the
government function is the construction or operation
of prisons.

Whether their agenda is protection of benefits and
jobs, a long held belief that a private company can not
constitutionally perform certain government func-
tions, or the fear that shareholder interests will trump
the interest of the state, these groups will rally against
contracting services and will publicize any fault or
failure of the private corporation, but not those occur-
ring in the publicly operated prisons.

In an opinion published March 12, 2006 in the Inland
Valley Daily Bulletin (Ontario, CA), Renford Reese,
Ph.D., associate professor in the Political Science De-
partment at Cal Poly Pomona University, related “The
California Correctional Peace Officers Association is
self-interested. The CCPOA is the primary engineer
behind California’s hyper-punitive corrections poli-
cies. No other entity is responsible for constructing

so many tough-on-crime policies. In fairness to the
CCPOA, it is in their interest to advocate incarceration
over drug treatment programs and punishment over
rehabilitation. From their perspective, it makes sense
to advocate for policies that maintain high recidivism
rates rather than reducing them. They preserve their
jobs and maintain an important function in society by
incarcerating individuals. From a big-picture perspec-
tive, however, society is not benefiting from their
selfish motives.”?

In Arizona for instance, the median wage for Cor-
rections Officers is $34,000 per year.” Arizona is a
non-unionized state. Median wages for Corrections
Officers in Michigan and Minnesota, both unionized
states, are $37,200 and $37,800 respectively.** However,
the biggest jump in union supported wage increases
for corrections officers can be found in California. In
2006, a top-scale rank-and-file correctional officer in
California currently is paid an annual base salary of

$71,496, which includes pension coverage, according
to the DPA. Health benefits and physical fitness, edu-
cation and seniority incentives can add $16,000 to the
overall officer compensation package.*!

In dollars and cents, the spread between unionized
wages and non-unionized wages may begin to explain
some of the fiscal problems of California and Michi-
gan.

Union contracts, with their tight delineation of job
specifications and requirements of “bid positions” and
“bid days off,” have circumscribed prison managers
from utilizing the workforce in the most cost effective
ways. Finally, defined benefit pensions along with
accelerating health care costs are sending state govern-
ments further into debt.

Other groups who typically bring pressure on state
governments to refrain from any contracting efforts
include anti-privatization organizations, community
justice initiatives, and victim rights groups and citi-
zens advisory committees.

PRACTITIONER CONSIDERATIONS

Communication Is Critical to Successful PPP

The communications strategy for a PPP tends to be
driven by public policy and politics. In developing

the strategy, “everyone” should be involved, includ-
ing experts in policy, finance, process, construction,
and operations; and most importantly, both public
and private partners.” Stakeholders from all sides of
the issue should have the opportunity to discuss their
fundamental beliefs (i.e., opinions and emotions of the
voters).

It is also clear that a communications plan should
take into account several vital components. The time
horizon on good public policy is generally longer that
the time horizon of the politician promoting it. As a
consequence, incremental steps should be developed
that lead to the outcome desired. The benefits of such
public policy also need to be laid out so as to counter
the more vocal stakeholder groups who may oppose
the project. Finally, the plan should identify the risks
of the public policy and lay the groundwork of risk
transfer to the entity best able to manage it.

In addition, it is vital that third party support and
validation be located. This requires many meetings
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and vetting of the public policy initiative. Ultimately,
securing supportive quotes from the local Mayor,
Commissioner, Chief of Police or other official is very
important in the early stages and with long-term
relationships that will sustain the project through the
tough times.

The strategy then should address the benefits to the
taxpayer of government partnering with the private
sector. It is important that the strategy take into ac-
count the need to be working with members of the
media to present the positives of the good public
policy plan before the opponents get their negative
messaging out.

Overall, constant communication with stakeholders
and media representatives keeps all involved abreast
of developments and diffuses efforts at negative por-
trayals of the policy initiative. Using notable public
figures to speak up for the policy gives it credibility
and substance, as well as local commitment which is
critical to short and long-term success.

Standards for Incarceration

Correctional leaders in the U.S., as well as in other
countries, have written guiding principles, goals,

and standards to which managers have subscribed in
order to run safe, secure, and professional institutions.
The American Correctional Association has published
written standards and has accredited institutions
which have fulfilled these standards.

In 2004, new standards were formulated for Austra-
lian correctional facilities and community corrections.
Unlike public prisons, where adhering to professional
standards is not a requirement for remaining open
and functioning, private contracts for institutional
management usually contain requirements that the
contractually operated prison receive accreditation
from either the International Organization of Stan-
dards (ISO) or the relevant standard bearer (e.g., ACA,
NCCHC, JCAHO, and Correctional Education As-
sociation) within two to three years of the initiation of
the contract.

All correctional facilities and assigned staff, public

or private, should be accountable to a standard set

of performance measures. This policy will enable the
identification of successful facilities and systems. If
the entity uses performance-based budgets, they can
provide incentives for positive results and fiscal sanc-
tions for poor performance, including replacement of

the warden and organizational entity who fail to meet
specified outcomes. Unfortunately, unions do not
desire and usually lobby against performance-based
operations.

The Contractual Partnership

Once the governmental entity has determined to
engage in a PPP, a solicitation for contracted services
is the best way to determine whether this type of
arrangement will be beneficial for the state or prov-
ince. The solicitation must be specific and must tell
all prospective bidders the entire ramification of work
desired, the length of the contract, and what part the
government will play in this partnership.

INDICATORS OF A SUCCESSFUL
CORRECTIONAL FACILITY

The MTC Institute published a report entitled Measur-
ing Success: Improving the Effectiveness of Correctional
Facilities.” The report provides a roadmap for establish-
ing a formal structure of accountability through firmly
recognized outcomes. The foundation of a successful
prison is described through four dimensions:

FOREMOST, a successful prison will keep each staff
and offender out of danger, while ensuring that risk of
escape is eliminated. Staff must install and maintain
safeguard measures to eliminate contraband that would
detract from the safety and security objectives.

SECOND, the environment must provide a quality of
life which meets the medical, dental, mental health, shel-
ter, nutritional, and clothing needs of the inmates.

THIRD, in support of the purpose of the prison, the
facility and staff must provide programs that work and
move the inmates to a point where they can successfully
reenter society upon release and stay employed.

FINALLY, management must provide a stable, trained
staff. Prison management oversight must ensure that
facilities, based on a set of rules, are operated fairly.
Prison administrators must also be accountable for
monitoring the efficiency and effectiveness of operations
to ensure that tax dollars are spent wisely.
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Solicitations, or forms of solicitations, are called by
different names and require different responses.

The Expression of Interest (EOI) has been used by
such entities as the government of Australia as an
advertisement for possible services needed or to
create a short-list for an Invitation to Bid. Firms
who respond to an EOI typically must submit com-
pany information and previous experience (service
description, size and type of contracts previously
completed with governmental agencies) to a
procurement officer. The EOI does not constitute a
solicitation, but rather a method of finding out the
available companies who provide such a service if
and when the service is needed.

The Invitation to Tender (IT) identifies a particular
project to be completed, generally by a private
firm, and the government calls for tenders, or
sealed bids which name the price to do the job.*
After the deadline, the government opens all the
tenders. In the U.S,, this process is often called an
Invitation to Bid (ITB). In some cases, the IT or ITB
processes have been used for a very specific service
which cannot be changed or altered; and because
the selection is based on who provides the low-
est cost, this method is also not recommended for
prison management selection.

The Request for Proposal (RFP) asks for bids on a
specific project. The RFP not only asks for a price to
do the work, but usually asks for: basic corporate
information, financial information, and corporate
history. Requests for Proposals can include design,
build, operation, and financing for a new prison.
An RFP which includes prison management,
generally includes an extensive Statement of Work
which requires the company to provide an overall
rationale for the company’s submission, name, and
how the requested work (i.e., staffing, operational
policies, performance guarantees, details on all
departments, food, medicine, education, outcomes,
insurance benefits, etc.) would be performed as
well as comparable work in other states or prov-
inces.

As PPPs have evolved in corrections, Statements

of Work have become more complex, especially as
governmental agencies understand that they need to
articulate the services desired, which in some cases
includes process standards and performance-based
measures. This type of offering allows the manage-

ment company to put forth their operational manage-
ment style and to tell the government agency, in some
cases through oral presentations, exactly how they
would accomplish the project in the most cost effec-
tive manner.

In many cases, the RFP for prison management also
incorporates a Design/Build component in the solici-
tation. Innovative designs for prisons use of the latest
technology to provide for staff and offender safety
and security, as well as reduce required staffing and
attendent long-term costs. Some government enti-
ties have taken advantage of the financing developed
by private firms for prison projects, by acquiring an
equity interest in the prison through a portion of the
daily per diem payments. This leads to government
ownership at a specified point in time and avoids the
huge one-time, multi-million dollar impacts on the
budget, typically required to build a publicly funded
correctional facility.

Statement of Work

The statement of work is the most important part of
the RFP. The state or province must ask for the servic-
es it needs in the most explicit manner. If it is essential
that this prison follow all agency regulations and poli-
cies, this must be clear from the beginning. The state
or province must specify the outcomes expected from
the private company and the RFP must define how
outcomes will be measured and what will be the pen-
alty for failures or omissions. The U.S. Federal Bureau
of Prisons successfully uses financial incentives to
encourage the contractor operating the Taft prison to
perform at levels which exceeded desired outcomes.*
The prospective bidders must be made aware of the
type of monitoring the government will be provid-
ing and whether the bid must include the cost of such
monitoring.

All correctional facilities within an agency should

use a standard set of criteria to spell out performance
expectations which should allow measurement across
the system. Through such an approach a govern-
mental entity can determine which facilities perform
well in safety, security, offender quality of life issues,
reentry preparation, and management. It would then
be possible to identify those facilities or programs
that provide the best value and successful correctional
programs.

If there are laws which impact staffing a prison, such
as the prohibition of hiring ex-offenders, these should
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be noted in the RFP. Additionally, the fact that the
private corporation may not administer the prisoner
disciplinary process or compute release dates, should
be clearly stated so that the corporation can prepare
it’s submission with these items in mind. In short, all
information that is relevant to the operation of this
prison must be given to prospective bidders.

Over the years, states and provinces have also found
it important to clearly outline what the government
will consider successes, how outcomes will be mea-
sured, and what deliverables are expected. It should
be no secret what success must look like in this PPP.
Agreements can provide incentives for exceptional
work, but should specify accomplishments such as
certain numbers of inmates obtaining an educational
certificate (e.g., GED or similar educationally-based
program, vocational training certificate, or completion
of a substance abuse program). In future cases, one of
the measurements of success should be the reduction
of recidivism among the inmates who are released.

Additionally, there will always be a public concern for
insulating the state or province. Indemnification of the
entity by the successful bidder reduces the potential
financial exposure to liability. There can also be set
forth in the contract a response to mistakes that are
made, in the form of penalties or table of liquidated
damages. These items should be included in the RFP
so that the prospective bidders are put on notice of the
costs for mistakes up to and including the cancellation
of the contract, which should also be used in publicly
operated prisons.*

The Contract

In some RFPs, a contract is already included which the
bidders must accept as part of their bid. In other situ-
ations, the RFP is merely attached to the submission
and this becomes the contract. The problem with in-
cluding a contract in the RFP is that this is a document
which has not been negotiated between two parties
but is unilaterally thrust upon the bidder. A concern
with attaching the RFP to the submission is that there
can often be differing opinions on how a particular
situation is to be administered throughout the life of
the contract with no definitive answer.

It is strongly suggested that once the governmental
entity selects a bidder, the RFP and the best and final
bid proposal be combined into one comprehensive
document which will become the contract between

the parties. This document contains the requirements
of the government as well how the private contractor
will provide for these requirements, and is then signed
by each partner as understood and agreed upon by
both parties.

This is particularly true if the contract is going to
specify performance objectives and required out-
comes. There can be no room for misinterpretation if
the governmental entity desires particular outcomes
and objectives.

Monitoring

If the contract is the heart of the PPP, then monitor-
ing is what gives life to the contract. One of the most
important reasons why contracts don’t perform as
well as expected is that there was little or ineffec-

tive monitoring. Ineffective monitoring can lead to
disagreement on quality of performance between

the partners and ongoing issues requiring resolution
which can damage relationships and detract from con-
tract performance. In addition, acting as if the monitor
is running the institution or “over monitoring” can
also lead to problems within the partnership.

David Bachman gives a succinct definition of contract
monitoring:

A comprehensive concept of monitoring as is envi-
sioned in this presentation is much more complex
than simply “inspecting” the facility for deficien-
cies. A great deal of emphasis must be devoted to
determining the monitoring standards; developing
the monitoring documents; selecting and training
monitors; and developing a plan for carrying out
the monitoring function. All of these activities
must be coordinated with and included as a part
of the overall management of the privatization
process.®

The monitoring process cannot be an afterthought.
The process, and hopefully the monitor, will be in-
cluded in the preparation of the RFP, the bid, sub-
mission, and the selection process. If this cannot be
arranged, the monitor should be an integral part of the
construction of the contract so that he/she fully un-
derstands what the government expects and what the
contractor is willing to deliver. This is the reason why
the Statement of Work must be as specific as possible
so that all parties are aware of the standards by which
the contractor will be measured.
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Performance standards and outcomes must be realis-
tic and attainable. What can reasonably be expected
from the vendor based upon the nature, scope, and
financial constraints of the contract? If expectations
are established which cannot realistically be attained,
then the monitor is faced with the question of which
parts of the contract the vendor is really expected to
accomplish.®

Depending on the mission and goals established by
the governmental entity, standards and monitoring
activity should be included in procurement docu-
ments and evolve from these guiding documents.
They should follow a regular observation protocol and
be reported to agency management.*

If the goal of the governmental agency is to seek inno-
vative ways of managing, programming or lessening
recidivism rates, then the vendor should be incentiv-
ized to be innovative and may even be measured by
different expectations than exist for public prisons.
The governmental agency can prescribe certain per-
formance outcome measures which are spelled out

in the agreement and the monitor will then validate
whether these outcomes and process standards have
been achieved.

It is recommended that a monitor(s) be based on

site full-time. This way, the monitor can inspect the
facility at all times, talk with staff and prisoners and
be ready to intercept problems before they become
contract violations. A trained corrections veteran (i.e.,
monitor) can interact with prison managers to make
certain everyone understands the standards and how
they are to be accomplished. The monitor becomes an
essential part of the management team and attends
key staff meetings.

Most contract prisons have full-time daily state moni-
tors on site. Of the 91 contracts studied by Abt Associ-
ates for the U.S. Department of Justice, all contracts
had monitors assigned with 52 percent mandating
daily monitoring and 23 percent mandating regular
monthly visits. The remaining 25 percent of contracts
specified quarterly visits or other forms of monitor-
ing.* Monitors are in a great place to observe inno-
vative approaches and business techniques which
can greatly benefit other state or federally operated
prisons.

The monitor should evaluate every section of the
contract by doing periodic reviews on a routine basis
and reporting his/her findings to the agency head.
The contractor should understand that the monitor
will verbally and immediately report any deficiencies
affecting the health, life, or safety of staff or inmates.®
This is particularly important so as to shield the
government from vicarious liability in any civil suit
brought against the contractor by prisoners or their
own staff.

It is important to anticipate that challenges will arise
in administering a prison management contract
which cannot be easily remedied through a discussion
between monitor and contract manager. Although all
contracts contain cancellation clauses, such drastic
measures are not advised for day-to-day mishaps. For
this reason, it is advised that intermediate sanctions
such as withholding some of the monthly payment

or use of a table of liquidated damages be included in
the RFP and in the contract. Withholding monies for
failures on the part of the operator is an effective way
of managing the contract without constant threats of
cancellation. Those states which have used this meth-
od report it to be successful in getting the vendor’s
attention and resolving problems early.

CONCLUSION

The Arizona Competitive Government Handbook
summarizes the benefits of considering PPPs.

The focus of the program is NOT solely the out-
sourcing of services; rather, the emphasis is on
more efficient operations, whether provided by the
state or by a private vendor."”

This handbook notes six benefits of competitive
government which any governmental entity should
consider when determining how best to allocate scarce
resources:

* A competitive environment,

¢ Increased flexibility,

¢ Cost savings,

* Improved service quality,

¢ Increased efficiency and innovation, and
* Optimization of government.
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Studies cited in this monograph have demonstrated
that the existence of PPPs in prison building and man-
agement have stimulated public prison managers to
find more economical ways in which to do business.
The presence of contractually operated prisons in a
state with a performance-based contract and monitor
supported arrangement is thus a win-win situation.

PPPs can provide the state or province with new
methods of programming heretofore untested or
unapproved by strict union contracts. In the cases of
construction, PPPs have proven to be successful in
building faster and more economical than the usual
methods employed by public entities.

Well monitored contracts which have specific out-
comes can produce high quality results. Contracting a
governmental service out doesn’t mean that the state
can stand back and let the contractor operate without
monitoring. The partnership means that both the op-

erator and the state are working together to put forth
the best result. It is in the best interest of the operator
to continually strive to please the contracting agency.
Both parties should share innovations that improve
performance or reduce costs.

Competent private sector firms will seek to increase
their business by pleasing their customers. Contracts
which fail generally show an underlying disinterest
on the part of the government agency as well as mis-
haps on the part of the contractor.

It is competition in government which is one of the
best ways to improve efficiency, save money, and
increase the value of the services purchased. These
savings have been documented and are worth consid-
eration by governmental officials who are interested
in maximizing the use of scarce resources, improving
the quality of service, and establishing a competitive
environment dedicated to continuous improvement.
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APPENDIX A
Examples of Private Prison Cost Analyses

U. S. Department of Justice (USDO]J)

The Cost of Contracting for Prison Operations
at the Taft Facility*

“In July, 1997, the Bureau of Prisons signed a ten-year
contract with the Wackenhut [Geo] Corrections Corpo-
ration to operate the Taft facility. Although the govern-
ment and the firm agreed to a fixed price for each of
the ten years, there were provisions for incremental
payments if the inmate population rose beyond a
predetermined level, and other provisions existed

for bonuses (“award fees”) that could be paid by the
government to reward performance that went beyond
mere contract compliance.”

“The total cost of contracting for prison operations at
the Taft facility includes these and other costs born by
the government. Specifically, the total cost is the sum
of the following;:

* The price charged by the contractor and paid by
the government to perform the required work,

¢ Adjustments for deductions against fee, if any,
¢ Payments of incentive or award fees, if any,

® The costs to government of administering the
contract, and

¢ Any additional costs by the government that
would be avoided if the operation of the facility
had not been contracted.”

“Offsetting these costs to the government are federal
income tax revenues, if any, paid by the contractor.
Thus, the net cost to the federal government equals
total payments by the federal government minus total
federal tax revenues. Revenues paid to state or local
governments (sales taxes, for example) are ignored in
A-76 analyses because OMB is focused on costs/rev-
enues to the federal government, even though they
might reasonably be included in a broader accounting
of costs and benefits of contracting.”

Abt Associates Inc. conducted the study for USDOJ of
the contract awarded to the Geo Group Inc. in 1997.
The contractor was to manage and operate a new
government-owned, low-security, 2,084-bed correc-
tional facility in Taft, CA, The findings listed in the
study indicated that the contract saved the taxpayers
between $9.6 and $16.5 million, or between 6 and 10
percent, compared to estimated government costs to
operate the same facility.*

Ohio Department of Rehabilitation and Correction
(ODRC)*

The ODRC uses a sophisticated model that includes
program specific costs. Staffing is based on ODRC
requirements to staff the unit, which are mandated in
the solicitation. Assumptions, based on agency history,
are that 30 percent of ODRC staff who would work at
the [contracted] facility would be transfers or promo-
tions. Costs by job classification are computed at the
State pay ranges and benefit cost.

Utilities were computed based on estimated usage
and applicable local rates. Electricity and natural gas
usage were estimated per square foot of the building
based on selected similar institutions, adjusted based
on local climate conditions. Water and sewer were
estimated per inmate based on ODRC experience.

Supply, equipment and service expenditures at ODRC
institutions were averaged to obtain a per inmate cost
by cost center at similar ODRC facilities. Statewide
ODRC indirect administrative costs are adopted from
the most recent departmental cost reports. Inflation is
added as per direction from the Ohio Office of Bud-
get Management. Meal costs and food purchases are
adjusted based on the Federal School Lunch Program
and farm products supplied to similar institutions.
Medical and mental health service costs are based on
an average per inmate adjusted based on the nature
of the inmate population. Program costs are estimated
based on costs for services, supplies, equipment and
indirect costs equivalent to similar ODRC facilities.

Prison performance is observed and evaluated
through on-site monitoring. All cost data are regu-
larly reviewed by a select committee of Legislators,
to ensure mandated savings of a least 5 percent are
obtained.
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Oklahoma Department of Corrections (ODOC)

The accounting processes used by the ODOC are
cited in Measuring Prison Performance: Government
Privatization and Accountability, as a template on how
to calculate overhead costs.* The publication points
out that savings should be derived from the avoid-
able costs and that overall common dimensions are
needed. Anticipated agency budget expenditures
should be separated by avoidable and unavoidable
costs. The objective is to create an equitable allocation
of costs between the public and private providers.
Noting facility differences, it is necessary to adjust for
size of inmate population, local cost of living, amount
and type of inmate programming, unique operations
performed, any income earned, and taxes paid by the
private contractor which are not paid by the public
facility. Finally, there must be a mechanism to address
the cost for land, buildings, and improvements.

Regarding overhead costs, the template calls for costs
for central functions (e.g., director’s office, transpor-
tation, etc.) to be allocated to both the public and
contractually managed prisons. A calculation derives
a private sector share of overhead costs (i.e., factor).
To determine the public facility overhead costs, total
agency overhead is divided equitably to each prison
to obtain a public prison overhead cost factor (i.e.,
percentage).

Fully allocated public sector overhead cost = (public
facility uniform overhead factor) x (operating costs).

Private sector facility overhead cost is determined by
multiplying the overhead cost factor assigned to a
public facility times the unavoidable overhead.

Private sector overhead cost = (private sector over-
head factor) x (public facility uniform overhead fac-
tor) x (operating costs).

Canada

Ontario Ministry of Community Safety and
Correctional Services

The Ontario Ministry of Community Safety and Cor-
rectional Services completed a cost analysis in March
2006 to compare costs of two identical facilities, the

contractually operated Central North Correctional
Centre (CNCC) and the publicly operated Central East
Correctional Centre (CECC). The analysis examined
the following;:

* Pre-operating costs (i.e., start-up which includes
furniture, equipment, staff training and commis-
sioning, transition and procurement)

¢ Total operating (direct and indirect) costs and
available inmate places (i.e., capacity utilization)
which provided an operating per diem cost of
housing inmates at both facilities.

The costs of the 2004/05 comparison year were as-
sumed to represent a steady-state (i.e., fully opera-
tional) normalized year for both facilities. To illustrate
the savings the Ministry would have experienced over
the five-year period, CECC’s costs were adjusted by

a 3 percent inflation factor. CNCC costs were held
constant over the same period due to the nature of the
fixed price services agreement.

The Ministry analysis in the Pricewaterhouse Coopers
(PWC) report (not yet released) pointed out that a sav-
ings of approximately $22.5 to $23.0 million over a five
year period occurred through the use of contracted
management. The PWC report also projected that an
additional $11 million will be required of the Ontario
taxpayers for the government to assume control and
operate the prison over the next five years.
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APPENDIX B
Suggested Checklist for Elected Officials, Correc-
tions Officials, and Practitioners

Legal

O The Constitution of county, state, or province
should be silent or permissive.

O The legislation of country, state, or province
should preferably articulate how a competitive
government program should work and require
the department of corrections to articulate how
they will implement the law.

O The legislation is either permissive or does not
specifically preclude the building, owning, or
operating a prison by a private corporation.

O Legal support/approval is needed to initiate
and/or complete the project.

O There is legal support for the action desired or
contemplated regarding financing.

O All other financial considerations have been
made.

Stakeholder/Political Issues

O The current government is favorable to PPP’s.
O The next election is

O The government in power is likely to change.

O The new government likely would favor PPP’s.
O The community is favorable to a PPP.
O The union position is

O The union contract(s) are due for reconsideration
in

Physical Plant Issues

O All earth, water, sewer plant, animal, or other
environmental impacts have been completed or
time frames established to do so.

O The infrastructure will support the prison.

O Do the local entities approve of the project and
they are willing to fund water, sewer, new roads,
etc.

Communication Strategy/Planning

O Reviews have been conducted of stakeholders to
determine the political landscape (i.e., this is key
issue for communications).

O Data has been compiled on who may be a sup-
porter of PPPs and who may be an adversary.

O The processes for announcing the award process,
preferred bidder, award, and complaints/award
appeals have been established.

O The process of who and how will respond to
criticisms from adversarial groups has been
established.

Procurement Planning

O The resources exist to develop a solicitation.

O Timing of the procurement action is a critical

element. Ensure adequate time is provided to do
the job.

0O The type of model of competitive contracting has
been decided. (i.e., use of a PPP for building the
prison or for both building and operation).

O The decision for a method of solicitation has
been made.

e EOI
o IT/ITB
e RFP

O The time frame that a PPP must be in place has
been set.

O The critical outcomes that are being searched for
have been established.

O The performance standards you intend to use
to evaluate the building or operation or both
have been set and are in writing.

0O The concepts of cost savings and best value have
been established and are written.
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O Input on a draft solicitation document to im
prove the process and outcomes has been com-
pleted or a time frame established to do so.

0 Who is going to evaluate responses provided by
private vendors has been decided.

O The decision to segment the proposal pricing
section to get the costs broken out has been
made.

O The decision to use a ‘Best and Final” approach
has been made.

0O The decision to permit or require the final ven-
dors to make a face-to-face oral presentation has
been decided

O The type of cost model to implement has been
chosen.

O The decision to hold tours of certain facilities
and when during the process has been decided.

Contracting for Service

0O The physical plant standards and accommoda-
tions required if you seek a design, build, and
operate initiative have been established.

O Training on how to monitor a contractually
managed correctional facility and would per-
form such training has been established.

O The criteria, priority, and weight for the factors
to be used in the selection of the vendor has
been decided.

0O The quantity of inventory you require to be
available has been set.

O The equipment needed and in what type of con-
dition has been established.
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