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2003 HOUSE STANDING COMMJITEE MINUTES 

BILL/RESOLUTION NO. HB 1433 

House Government and V titerans Affairs Committee 

□ Conference Committee 

Hearing Date 2-06-03 

Ta eNumber Side A 
2 X 

1 

Committee Clerk Si ature 

SideB 

X 

Meter# 

Minutes: Chairman Klein: called~.1.e ~earing to order on HB 1433. All committee members were 

---...,__ present. 
i 

'-._,,/ 

Representative Dan Ruby: appeared in support of the bill and also sponsored the bill. There is a 

new approach to privatization idea that was being tried at the national level. .(SEE ATTACHED 

IESTIMONY). 

R~resentlve Vl,inrich: Choice of departments I find to be curious. In the state right now it is in 

the law to contract services, do you have .mme evidence to show the directors aren't identifying 

the services that can be provided by privat,, contractors? 

Rcmresentative Ruby; no, I'm not a witch hunt for any particular department. 

Re_presentatiy~ Winrich; what concerns me about your answer, is that you don't know that there 

might be othet' areas, and that you guess the state might be saving money by contracting out and 

so on. I suspect with a little investigation we might be able to answer these questions. 
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House Government and Veterans Affairs Committee 
Bill/Resolution Number HB 1433 

,,-...., Hearing Date 2-06-03 
' ' 

.., 

I would guess that the internal audits ordered in this legislation are going to be rather expensive 

for these agencies and I don't think we need that added expense. 

Rm,resent9.tive Sitte: I think the purpose here is a good one, do you have any data at all, have we 

saved money as in contracting for the bill room'/ 

Re.presenb1tive Ruby: that I'm not sure of. 

Re_presentative Amennan: aren't we looking at a tremendous impact on state employees, as in 

lay offs and state agencies folding up? 

Rwresentative Ruby: I don't know if there will be a huge amount of that happening, there maybe 

some reductions thats kind of the idea of privatization in a way. 

R<mresentative Potter: do you have any idea per department for audits because I know they don't 

come cheap . 

Re.prresentative Ruby: no I don't, I'm sure they would vary, depending on the size of the 

department. 

Pam Shar,p. Interim Director, ofOMB: testified in opposition ofHB 1433. (SE..E_ATTACHED 

TESTIMONY). 

Re.presentative Kas.per: can you define strategic business reasons? 

Pam Sham: I think there is a line that are things so poor to any agency that they need to do that 

themselves.I am talking about saving money for the tax payers ofN.D. 

Re_presentativ.e Sitte~ do agency heads have any fexability right now? 

Pam Sharp: Yes, they do, they can make that detennination right now. 

Todd Krand, Kelsch Law Firm: appeared in opposition ofHB 1433. The concept of out sourcing 

and privatization is something that they certainly support, the main concern that we have is, 

The mfcrographfc fmages on thfa fflm are accurate reproductions of records dflfvered to Modern rntormatfon Systems ror mfcrotllmfno and 
were filmed In the regular course of buafneaa, The photographfo process Metts atandarda of the Ametfcan National Btandardt lnttftute 
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House Government and Veterans Affairs Committee 
Bill/Resolution Number HB 1433 
Hearing Date 2-06w03 

professional services cannot be bid out. With respect to the concept we are OK with, but the way 

it is defined is the bidding, special services are not bid out, and there are other ways to determine 

what professional services are. 

Arvy Smith. De_puty. State Health Officer, N,D. De.pt. of Health: appeared in opposition ofHB 

1433. (SEE ATTACHED TESTIMONY). 

Curt Wolfo, Chief Information Officer, Director of Technology Dept.: appeared in opposition of 

HB 1433. In some cases it is not always cheaper, but because we need the services provided by 

someone else, we don't have th~ staffing to do it. And we certainly go out and bid for the best 

provider for those particular services. 

Mike Gresler, Dm,uty Director ITO: appeared in opposition ofHB 1433. 

Dave Spcyncznatyk. Director, ofN,D. De.pt. ofTransportation: appeared in opposition ofHB 

1433, mainly because we continually monitor the services we provide and that we are responsible 

for the people ofN.D. and we feel that this is going to add to the process and to the expense as 

well. (SEE ATTACHED TESTIMONY). 

Elaine Little, Director of the De,pt. of Corrctions: appeared in opposition ofHB 1433 . .(S.EE 

ATTACHED TESTIMONY). 

Chris Runge. Executive Director. Public Employees Association: appeared in opposition of HB 

1433 

The employees benefits, salaries should also be considered when looking at private sector, is the 

only thing I'd like to add. 

Re,presentatiye Kas.per: made a DO NQI f.A..SS. motion. 

Re,presentative Sitte; SECOND the motion. 

J 
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H?use Government and Veterans Affairs Committee 
BllJ/Resolution Number HB 1433 

. -~ Hearing Date 2-06-03 

YOTE; ll YES J. NO .Q ABSENT. 

Motion carrled. 

Representative Wwrlch: will carry the bHJ to the floor. 

Meeting adjourned. 

The mlcrogt-aphfc frnages on thh film are accurate reproductions of records delivered to Modern tnformotfon Systemt for Mifcrofflmfno and 
wert tflmed In the reaular course of buelneaa, The photographic proceaa meet• atandards of the American National Standardt Jnatftutt 
(ANSI) for archival mfcrofllffl, NOTICP.1 If the filmed Image •~ve fa leas Legible than thfa Notice, ft fa due to the quality of the 
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BIii/Resoiution No.: HB 1433 

FISCAL NOTE 
Requested by Leglslatlve Council 

01/21/2003 

1A. State fiscal effect: Identify the state fiscal effect and the fiscal effect on agency appropriations comparad to 
fi dl I I d rl ti I l d d un na eves an ap,:,rop, a ons ant afoate un er current law. 

2001-2003 Biennium 2003·2005 Biennium 2005•2007 Biennium 
General other Funds General Other Funds General Other funds 

Fund Fund Fund 
Revenues 
Expenditures 
Appropriations 

1 B. County, city, and school district fiscal affect: ldentlfv the fiscal effect on the appropriate po/It/cal subdivision. 
2001-2003 Biennium 2003-2005 Olennlum 2005-2007 Biennium 

School School School 
Counties Cities Dlwtrlcts Counties Cities Districts Counties Cities Districts 

2. Narrative: Identify the aspects of the me~$Ur8 which cause fiscal Impact and Include any comments n ,·evant to 
your analysis. 

We are unnble to detennine the fiscal impact of this bill. 

3. State fiscal effect detail: For Information shown under state fiscal effect In 1A, please: 
A. Revenues: Explain the revenue amounts. Provide detail, when appropriate, for each revenue type and 

fund affected and any amounts Included In the executive budget. 

We are unable to detennine the fiscal impact of this bill. 

8. Expenditures: Explain the expenditure amounts. Provide detail, when appropriate, for each agency, line 
Item, and fund affected and the number of FTE positions affected. 

We are unable to detem1ine the fiscal impact of this fund, 

C. Appropriations: Explain the appropriation amounts. Provide detall, when appropriate, of the effect on 
the biennial appropriation for each agency and fund affected and any amounts Included In the executive 
budget. Indicate the f8latlonshlp between the amounts shown for expenditures and appropriations. 

Name: Pam Sharp 0MB 
Phone Number: 328-4606 01/27/2003 

·: -t~:. f, 
-', 1, 

J 
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Roll Call Vote#: 

2003 HOUSE ST ANDING COMMITTEE ROLL CALL VOTES 
BILL/RESOLUTION NO. / t.j.JJ 

House GOVERNMENT AND VETERANS AFFAIRS Committee 

0 Check here for Conference Committee 

Legislative Council Amendment Number 

Action Taken 

Motion Made By ,...__{?3'q,42.c.J.., --'-K~as.,q::.f~-'-<~- Seconded By _ f>of .,S./iiu 
Representatives Yes No Re.e_~entatlves 

Chairman M.M. Klein X B. Amerman 
Vice Chairman B.B. Grande 'i L. Potter 
W.R. Devlin k' C. Williams 
C.B. Haas x L. Winrich 
J. Kasoer x 
L.R. K.lemin ~ 
L. Meier . y. 
M. Sitte ~ 
W.W. Tieman \, 

R.H. Wikenheiser ~ , 

-
Total (Yes) __ __,_/_,_( ____ No 

JD ~ __ , ________________ _ Absent 

Yes No ·-
'~ 
~ 
~ 
k 

~ 

Floor Assignment _, __ -Jell,,J,~~D~,__:•_ -J-,:Wlil...J1W..n.Llr-!,;l~.h:L.!.-________ _ 

If the vote is on an amendment, briefly indicate intent: 
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REPORT OF STANDING COMMITTEE (410) 
February 6, 2003 11 :46 e.m. Module No: HR-23-1826 

Carrier: Winrich 
Insert LC: . Tftle: . 

. r"'\ REPORT OF STANDING COMMITTEE 
HB 1433: Government and Veterana Affairs Committee (Rep, M. Kleln, Chairman) 

recommends DO NOT PASS (11 YEAS, 3 NAYS, O ABSENT AND NOT VOTING), 
HB 1433 was placed on the Eleventh order on the calendar. 

(2) DESI<, (3) COMM 
Page No. 1 

HR-2(3-1826 
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Testimony in opposition of HB 1433 
Government and Veteran's Affairs Committee 

Good Morning Chairman Klein and members of the committee. For 
the record, my name is Pam Sharp. I am the Interim director for the Office 
of Management and Budget. 

HB 1433 mandates that internal audits of four agencies be conducted 
on a regular basis with no clear end or goal. The Office of Management and 
Budget would decide which services should be bid. 

0MB opposes this bill. 

More specificallyr this bill would require the director of the office of 
management and budget to determine as to which services could feasibly be 
let for bid for another agency. The four agencies mentioned in this bill are 
very specialized. They are far more qualified than 0MB to make 
outsourcing decisions, as no agency can possibly know another agency's 
business in that detail. 

In addition, outsourcing should only be done for strategic business 
reasons. Outsourcing for the sake of outsourcing makes no sense. 

Over the years, as agency budgets have gotten tighter, and the FTE 
count has been scrutinized more and more, agencies have looked at 
alternative ways to fulfill their missions and to spend their money in the 
most efficient way possible. Frequently, this involves contracting for 
services, which has been a long-time common practice in state government. 

During the hearing before this committee on HB 1180, which would 
require agencies to follow 0MB guidelines when contracting for services, 
you heard the Auditor's Office testify that during their performance audit of 
service contracts, they identified over 2,200 contracts for services. In 
addition, in fiscal years 1997, 1998 and 1999, payments made in conjunction 
with those contracts for services exceeded $272 million. I would dare to 
guess, that the volume of service contracts has grown since then. 

One of management's fundamental responsibilities is to find the best 
way to get the job done - whether doing the job in house or outsourcing. In 

.J 

J 
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making that determination, agencies are fulfilling what this bill would 
require - identifying and reviewing services they provide and detem1ining 
which of those services would be appropriate to outsource. 

I believe outsourcing is not only useful, it is a necessity in many 
applications of state government, however it must be done for the right 
reasons. The decision to outsource must be made based on careful analysis 
and strategic planning, and must be a good fit for the agency. 

These four have a solid track record in making outsourcing decisions, 
as you will hear in their testimony. They are in the best position to decide 
whether to outsource or not. 

For those reasons, I urge this committee to recorrunend a do not pass 
on this bill. 

Chairman Klein, that concludes my testimony. 

.J 

J 
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December 27, 2002 ttf# ~ 
Printing office cuts price, wins bid to handle n . .h ~ 
2004 budget pf . ~ \J 

By Brian Friel 
bfiiel@goyexec.com 

The Office of Management and Budget has picked the 
Government Printing Office to print the fiscal 2004 budget 
after threatening to contract out tbe job if the printing office 
couldn't underbid private contractors. 

An 0MB spokesman said the printing office, a legislative 
branch agency that handles much of the government's 
printing work, cut its price for printing the budget by 23 
percent, from $505,370 this year to $387,000 next year. In a 
Dec. 24 memorandum, 0MB told GP() that the printing 
office could print the budget in 2003. 

Had OPO lost the competition, next year would be the first 
time the printing office didn't print the annual budget 
documents. 

0MB put the budget job up for bid in October, bucking a 
congressional order to give the work to th,e printing office. 
Congress included a specific directive about the fiscal 2004 
budget in several spending bills th.is fall. 

But Bush administration officials argue that Congress cannot 
force executive branch agencies to uue the printing office. In 
fact, the administration is preparing a chan.ge to federal 
procurement rules that would end a cen~yMold requirement 
that agencies go through GPO for most prJ.nting work. The 
change would require agencies to seek private bidders to 
compete with the printing office. 

In putting the budget out to bid, the administration was, in 
part, trying to demonstrate that competitfon cuts costs and 
improves service. 0MB Director Mitch Danlels has said that 
competition could save the executive branch $SO million to 
$70 million per year in printing costs, 

The printing office has fought 0MB 's effort, arguing that 
centralization is the most efficient way to handle the 
government's printing. They say the O?vfB approach would 
require agencies to set up their own printing procurement 
offices to do the same thing GPO already does, costi11g the 
government hundreds of millions of dollars a year, GPO 
contracts with private printers for much of the work it 

http://www.govexec.com/dailyfed/1202/l 22702b 1.htm 2/4/2003 
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handles for agencies, 

Agencies may also run into trouble with the General 
Accounting Office, a legislative branch agency that oversees 
the use of federal funds. In a Dec. 16 decision, GAO General 
Counsel Anthony Gamboa said a Bureau of Land 
Management office cannot pay a $20,000 bill for copying 
legal files at Kinko's because it should have gone through 
GPO for the copying job, The printing office could have 
handled the job for only $6,000. 

usince there was no authority to contract with Kinko's for the 
photocopying services, the contract imposed no legal 
obligation on the government," Gamboa said. "The United 
States is [not] bound , .. by the acts of its employees in 
entering into, approving or purporting to authorize the 
contract even though the government may have received the 
benefit of the photocopying," 

The printing office will piint the fiscal 2004 budget in 
January. The Bush administration will issue the budget in 
February. 

http://www.govexec.com/dai1yf ed/l 202/l 22702b l .htm 2/4\/2003 
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Issue Analysis: The Atlanta Water Privatization: What Can We Lea1 

by Geoffrey F. Segal 

I. Context Related Links 

In 1997 the City of Atlanta privatized Long-term Contracting for Water an 
their waterworks system, entering foto a Wastewater Services. Robin A, Johnsc 
2O-year contract with United Water. At John McCormally, and Adrian T. Moore, 
th , , th d How-to Gulde No. 19, May 2002. 

~ t~e, ~twas e largest an , longest Examines the rapidly growing phenome1 
pnvatlzation of infrastructure m U.S. of long-term contracts for water and 
history. The deal garnered many awards wastewater services and provides lessor 
including one from the National learned and best practices gleaned from 
Council on Public-Private Partnerships the experiences of publlc and private 
and the U.S. Conference of Mayors. practitioners. More Info 

However, in the past few months 
several issues have arisen in Atlanta 
regarding the perfonnance of the water 
system, contra<.itor payments or change 
orders, and the ~tatus of the system 
before the contract was entered into, 
Ultimately, while not perfect, the 
Atlanta water privatization presents a 
valuable opportunity from which to 
learn-if nothing else, it teaches us 
what not to do. 

Opening the Floodgates: Why Water 
Privatization WIii Continue by Robin 
Johnson, Polley Brief 17, August 2001. 
Explores several case studies and trend! 
related to privatization of water and 
wastewater utllltles. Full Text 

Infrastructure Outsourcing: 
Leveraging Concrete, Steel, and 
Asphalt with Publlc-Prlvate 
Partnerships By Adrian T, Moore, 
Geoffrey F, Segal, and John McCormally 
Polley Study No, 2721 September 2000, 

In order to do this we talked with many Explores the record of outsourcing for 
, , ' , Infrastructure construction and 

paz:ies, mcluding representatives. from management In lowering costs, lmprovlr 
Uruted Water, cons~1ltants, ru;id city quallty, and achelvlng other goals. E.YJ1 
officials who were involved in the r.e.xt I News Release J More Info 
original privatization, Because of the 

- Privatization Watch-The 
· • Water/Wastewater Issue 

~ . (1/3) As public-private 
Hot Topic, 
1Federal 

.,,,. Government 

.., Reforms 

continued contentiousness of the issue 
many people were not able to 
comment-at least not on the record. 
This report docs not place blame on 
either party, nor does it have "the 
nnswer0 to fixing the problems. 

ij t=--' partnerships become 
: lncreaslngly Important, 

· .. .,.,rerrorrst Attacks 
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RPPI en Esgaflol 

However, it does recognize that in order accurate up-to-date Information ts critic 
for the partnership to work, in the long Privatization Watch now 100% bigger a 
run, both sides must be willing to make with a clrculatlon of almost 12,000, Is hi 
concessions. to flU that need. In the November Issue, 

articles Include: Atlanta Water 
The experience in Atlanta, while often errvatlzatlon, Performs,nce-based Sewag 
cited as a failure of privatization, is not Treatment, Mafor Water Contracts, and 
the death knell of water privatization. In many more. CIiek .bfil:§ ror more Info, 

\act, ,it is quite th~ contrary. ~.e bottom Privatization 20oz. In It 
hne ts that the dnvers tha! on.gm?llY 16th year of publlcatlon, t 
pushed Atlanta toward pnvatizatton Annual Privatization Repo 
exist, worldwide-and in many ways tracks the latest trends In 
still do in Atlanta . Even more privatization like no other 
importantly the experience gives us document can. If you nee 
valuable lessons to apply to future to know what Is happenln• 
water privatizations. In the fast-moving arena 1 

government reform, privatization, 
II. The Push Toward Privatization_ outsourcing, and e-government, then th 

Annual Privatization Report Is the Ideal 
The EPA and GAO Reports source. full Text PDE I Ngws Release I 

In the last few years both President 
Clinton's Environmental Protection 
Agency (EPA)[l] and the U.S. General 
Accounting Office (GAO) have 
reported about the quality and 
environmental benefits associated with 
privatization of water and wastewater 
services. 

The EPA endorsed privatization as a 
means by wruch local governments can 
meet environmental standards. Indeed 
the BP A wrote, "[Privatization case 
studies] provide concrete examples to 
local officials of how successful 
partnerships and other models can be 
used by communities to provide needed 
environmental services more 
efficiently. They also show bow pubHc
private partnerships can be used as a 
way to provide substantial benefits to 
both the public and private sectors, 
creating the classic t

1win-win" 
situation."[2] 

Reader survey I Email the Editor I ~ 
InfQ 

Thirsty for Solutions. (1/4 
Callfornla's water wars 
received natlonal attention 
recently when a potential 

water transfer from agricultural Imperla 
Valley to urban San l)lego fell through a 
the last minute, resulting In a major los! 
of water for all of Callfornla. Full te2rt 

Polltlcs as Usual Blocks Water Deal. 
(12/11) Offlclals In the farming commur 
of Imperial County rejected a deal to 
transfer water to San Diego, Invoking a 
federal mandate that could throw water 
usage from Sacramento to San Diego In 
disarray. Full text 

Water Deal for San Diego (10/18) Aft 
more than a year of negotiations, offlcla 
have finally reached an agreement to 
transfer water from the Impetlal Valley · 
San Diego County, full Text 

Indian Summary. (9/24) A recent trip 
India hlghllghted how Important 

In August, the U.S. General Accounting development will be to environmental 
Office (GAO) released a critical report quality and biodiversity In that country, 
on the status of U.S. water and Full Text 
wastewater in~a~truc~e,[l] The report Moving on from Sustalnabfllty. (8/21 
noted that muruc1palities have been The alms of the World summit on 

http://www.rppi.org/atlantawaterprlvatization.html 2/4/2003 
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HOUSE GOVERNJ\1ENT AND VETERANS AFFAIRS COMMITTEE 
February 6, 2003 

North Dakota Department o! Transportation 
David Sprynczynatyk, P.E., Director 

HB 1433 

Mr. Chairman and members of the committee: I'm David Sprynczynatyk, Director of the North 
Dakota Department of Transportation, Since the department already goes through a similar 
process and outsources a significant portion of its budget, HB 1433 adds wmecessary steps and 
expense. Thus the NDDOT is in opposition to HB 1433. 

NDDOT is actively involved in auditing and monitoring work activities and outsourcing work 
activities to the private sector. 'The department's decision to outsource is based on many factors, 
including type of work activity, availability ofNDDOT staff and equipment, availability of private .. 
sector staff and equipment, cost to complete the project, and the urgency of the need for the 
activity. 

During the 2001~2003 biennium, NDDOT wil1 outsource more than $450 million to the private 
sector (see attachment). Almost $11.5 million is projected to be outsourced for preliminary 
engineering activities. More than $7.6 million of the construction engineering will be outsourced, 
In addition, about $11.6 million in preliminary and construction engineering projects that the 
department passes on to the cities and counties is outsourced. These projects are not included in 
the attachment. 

Our Infonnation Technology Division will outsource more than $560,000 in equipment service 
contracts and about $500,000 in printing contracts. Our district operations have also privatized 
several activities. Almost $975,000 in weed control activities, and more than $1 million in rest 
area maintenance, will oo outsourced this biennium. 

NDDOT's current budget for maintenance activities is about $27 million, excluding snow and ice 
control. By the end of the bienniutt4 the department will have outsourced almost $19 million ... 
about 70 percent .... of the maintenance budget, for everything from contract patching to weather 
forecasting, Almost $3.9 million .... 75 percent ... of state fleet vehicle repairs is outsourced, with 
the balance perfonned by district personnel. 

Sixteen privatized branch offices issue vehicle regisirations throughout the state. AJthough we do 
not pay for these offices to conduct business for the department, we allow the offices to charge a 
fee for the service provided. If the offices were operated by the department, we would incur an 
additional $3 .S million in expenses per biennium. This includes about $3, 15 million in salaries for 
44 employees, with the remainder going for rent, teJephone, and office supplies. 

NDDOT construction projects are also completed by the private sector, In the current biennium, 
the department will spend about $411 million for construction contractor seivfoes. 
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Combining all outsourced activities, the attachment shows that the department will outsource 
more than $458 million to the private sector this biennium, Our 2001-2003 budget estimated that 
the department would have about $702 million in total expenditures, which means that about 65 
percent of our expenditures are paid under contract to the private sector. 

W .. have been actively involved in privatization and will continue to look at means of effectively 
serving the public. Our consultant services expenditures alone have increased more than 1,400 
percent since 1990, We oppose HB 1433 because it does add additional expense and steps to a 
process that has been working very well. 

Mr. Chairman, that concludes my testimony. I will be happy to answer any questions the 
committee may have. 

.. 
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Attachment 

-- -
NDDOT ACTIVITIES OUTSOURCED DURING 2001-2003 BIENNIUM 

Activity Dollar Amount 

Preliminary Engineering $1 J ,488,000 

Construction Engineering $7,601,000 

Right-of-Way (appraisals, negotiations, etc.) $128,430 

Misc. Activities in Bridge and Design Divisions• $264,300 

Infonnation Technology Division 

• Technical Training $161,450 

• Equipment Service Contracts $566,640 

• Outside Printing $500,000 

• Other Services•• $447,800 

State Tourist and County Maps $132,400 

District Operations 

• Janitorial Services $206,500 

• Weed control $974,600 

• Rest Area Maintenance $1,025,100 

• Misc. Activities*** $291,700 

Maintenance Activities 

• Roadway Maint.(Excludes snow & icC; control)**** $19,246,000 

• Weather/Maintenance Forecasts $100,000 

• Consultants for Rest Area Projects $263,000 

State Fleet Vehicle RepairNehicle Disposal $3,898,000 

Public Relations $300,000 

SUBTOTAL $47,494,920 

Construction Contractor Payments $411,000,000 

TOTAL S458A94,920 

• Includes ecour analysis, USGS contracts, cultural resources, surveys, etc. 

** Includes photo processing, presorting, computer consultant services, Janitorial services, etc. 

••• Includes parts washer service, copier agreements, missile road repairs, field office rent, etc, 

**** Includes seal coats, thin lift overlays, contract patching, pavement markings ,etc, 
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Testimony 

House B1111433 

House Government and Veterans Affairs Committee 

February 6, 2003 

e:ao a.m. 

North Dakota Department of Health 

Good morning Chairman Klein and members of the House Government and 
Veterans Affairs Committee. My name Is Arvy Smith, and I am the Depuiy State 
Health Officer for the North Dakota Department of Health. I am hare to provide 
testimony In opposition of House BIii 1433 regarding the bidding of services that 
are provided by various departments, Including the D0partment of Health. 

Although contracting for services through competitive bidding Is typically sound 
fiscal policy, It Is not always allowable or appropriate. House BIii 1433 provides 
adequate discretion as to what services are ultimately sent out for bids. However, 
It adds a lot of formality and bureaucracy to something we already do. In addition, 

.,.., It gives the Office of Management and Budget discretion about whether to 
1 

""'") contract services, as opposed to the department, 1he party ultimately 
accountable. 

With the conservatism shown by the recent legislatures In ctwardlng full-time 
equivalent (FTE) staff to state agencies, It Is routine for the Department of Health 
to look for opportunities to contract services. Of the Department's $120 million 
budget, $57 million, or almost one-half, Is awarded to various 01,tltles In the form 
of grants and contracts. More than $42 million Is passed through to local entitles 
such as local public health units, natural resource entitles, and other nonprofit 
entitles In the · form of grants to provide a multitude of programs or services for 
the department. In addition, more than $15 million Is contract,~d for operating 
fees, professional services, and Information technology with entitles such as 
other state agencies, universities, local associations, local units of government, 
private companies, and Individuals. These contracts are for services such as 
training, architecture and engineering fees, research, and specialized lab 
services. 

The accountability for performance of duties and responslbllltles and for 
compliance with state and federal laws lies with the Department. The Department 
of Health Is In the best position to determine whether or not contracting Is most 
cost effective and In the best lntarest of public health In the state. For example, 
the Department ls In the best position to determine whether a competitive market 

.. 
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for a highly technical service such as metabolic or Hepatitis C screening Is In 
place. 

The Department of Health has two other concerns with regard to bidding - 11low 
balling" and consistency In quality and service delivery. If there are not multiple 
providers readily available In the private sector there may not be a competitive 
sustainable market. A bidder could put In a low bid that didn't fully cover Its direct 
costs, overhead, and profit: receive the contract the first year; and then Increase 
Its price the following year, abovl, what It cost the Department to provide the 
service. Or, the contractor could fall to comply with contract requirements. 
Meanwhile the Department would have reduced the Infrastructure needed to 
provide the service - staff, equipment, and space - and could no longer provide 
at that price without tremendous effort and startup costs. If there Is not another 
competitive bidder In the market, the Department would be stut~k with the higher 
price for the service or a potential disruption In service. 

This leads to the next Issue - consistency In quality and service delivery. 
Awarding bids to the lowest responsible bidder can affect the timeliness, quality, 
and other factors of service delivery. To continually change providers would 
affect consistency of service delivery and Increase our monitoring and oversight 
responslbllltles with regard to the contract. One thing to keep In mind Is that 
contracting does not reduce the requirements for documenting, reporting and 
compliance. This may be more costly for private providers to accompllsh, and It 
will not ellmlnate our responslblllty for oversight and quality assurance. We 
cannot tolerate lack of quality or service disruption of any sort. 

The components the Department needs to look for In determining whether or not 
to contract a service are: 

• State and federal authority 
• Price 
• Quality of service 
• Stability of provider 
• Avallablllty of a competitive market 
• Lack of Department resources or expertise such as staff and speclallzed 

equipment 
• Need for services of a highly technlcal and nonroutlne nature requiring 

speclallzatlon 
• Need for Independent review 
• Desire for community ownership 

We feel the Department of Health Is In a better position to determine that these 
components are In place prior to the awarding of a contract. 

This concludes my testimony on House BIii 1433, I would be happy to answer 
.. ...,) any questions you or other members of the committee may have. Thank you, 
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DEPARTMENT OF CORRECTIONS 
AND REHABILITATION 

February 6, 2003 

Testimony on HB1433 

3303 East Main, PO Box 1898 • BJ1marck, ND 5B502-1898 
(701) 328,6390 • FAX (701) 328,6651 t TDD 1°800,366,6888 

Webslle: www.dlscovernd.com/docr 

House Government and Veterans Affairs Committee 
Representative Matthew Klein, Chairman 

The Departmont of Corrections and Rehabllltatlon (DOCR) believes HB 1433 Is 
unnecessary, The bill would require that the Department Identify other sorvlces to 
contract out, In addition to those already provided on a contract basis. This would be 
difficult and I believe counterproductive since the Department already contracts out 
those services that can be provided most effectively by the private sector. Generally 
the services that the Department provides lnMhouse are those direct services for which 
the State of North Dakota Is responsible, prlmarlly the direct housing, supervision and 
treatment of offenders. 

Following Is a list of the major services Included In the Governor's executive 
recommendation for the Department of Corrections for the 2003·2005 biennium for 
which the Department contracts. 

Prisons Division contract services: 
• Med center One contract for physician services M ... 0 

....... $ 243,720 
• De nta I servloes ..................... M•••-.. M ....... M .... M .................................... M.... 36 0, O 00 
• OptJcal services .................. -.................. -....... ,. ........................ wi............... 27.360 
• Psychiatric services ...................................................................... 273,216 
• Other medical servlces .................... u......................................... 43,368 
• Chaplaincy services ................................. --0 .......... H................... 168,000 
• Outside prlson/jall bed space ........ M ...... u.............................. 182,500 
• Hospftal care ......... -........................................... 0 ·------····----........... 1,645,54Q 

Total Prisons Division ... M ...... M $ 2,943,704 

Fleld Services Division contract services: 
• Bismarck Transition Center contract services •Hw••u••- $ 1,885,590 
• Alcohol and drug treatment services - NDSH contract 1,875,472 
• Halfway houses beds ................................................... ""............... 2,263,634 
• Community service contracts ................... w.. .. , .................. H........ 380,000 
• Cognitive Restructuring programs............................................... 130,658 
• Community treatment contracts ........................................ 0 ............. 373,937 

Division of Juvenile Services (DJS)/Admlnlatrellon • ?01•328•8390 
DJS/No11n Dakota Youth Correotlonal Center• ?01•667•1400 

Prisons Division • ?01•328,8100 
Division of Fll)ld Services • 701 ·328 .. 8190 
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• Low -risk offender supervision ---------------------------··---
• Day Report Program ------------------------------------------

138,700 
220,643 
,:194,037 • Misc. other contracts ------------·•·H·------------------------

Total Field Services Division contracts -- $ 7.462,671 

Division of Juvenile Services contracts: 
• Youth Correctional Center medical contracts---------- $ 
• Youth Correctional Center chaplaincy services --------
• Youth Correctional Center janitorial services -~---------
• Youth Correctional Center waste disposal--------------
• DJS community tracking services --•H••------------------
• DJS community Intensive in-home services ---··--------
• DJS Day Treatment Programs with schools ------------
• DJS care coordinator services ----------------------------

Total Division of Juvenile Services contracts -- $ 

464,160 
59,904 
47,976 
6,000 

4091829 
1 '18,669 
480,000 

43,461 
1,629,999 

The total of the contract services for all the DOCR divisions listed above Is 
$12,036,374. 

The Department contracts with many dlfierent private sector entities and believes that 
many ~.ervlces can be provided as well and more cost effectively by the private sector. 
We do not plan to change this practice. 

Submitted by 
Eledne Little, Director , 

Division of Juvenile Services (DJS)/Adm!nls.lretlon • 701 ·328·6390 
DJS/North Dakota Youth Cc,rrecllonal Ctnler • 701·667•1400 

Prlsous Division• 701-328-6100 
Division of Field Servlcus • 701 •328·6190 
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,-.. • We do outsource non-core services and contract for staff augmentation: 

ITD contracted for the following services in 2002: 

Internal wiring/network equipment install - Dell-Comm $ 311,627 

Telephone Switch Maintenance and Support - Qwest $ 234,452 

Network Transport - DCN/Local Telephone Companies $ 6,010,039 

Long Distance - AT&T $ 664,040 

Desktop Support and UPS Maintenance- Assn of Counties $ 89,513 

Contract Programming- Various Vendors $2,422,964 

Development of Electronic Data Mgmt Program-Binary Office $ 15,802 

Development ofWorkflow Objects- Knowledge Lake $ 28,682 

CD Creation-LTM Business Concepts $ 58,311 

Document Design & Editing - Various Vendors $ 8,977 

Technology Research - Meta, Gartner Group $ 105,805 ,. 
Total Dollars Spe~t s·9,952,212 

-· 1• 
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3333 EAST BP,OADWAY AVE, SUll'E 1220 
BISMARCK, NORTH DAKOTA 58501·3396 

701-223-1964 
1 ·800-472-2698 

TESTll\1ONY IN OPPOSITION TO HB 1433 

EMAIL: commenls@ndpaa ,org 
WEBSITE: www.ndpea,org 

Before the House Government and Veteran's Affairs Committee 
North Dakota Public Employees Association, AFT Local 4660, AFL-CIO 

February 5, 2003 

Chainnan Klein, members of the House Goverrunent and Veterans Affairs 

Committee, my name is Chris Runge and I am the Executive Director of the North Dakota 

Public Employees Association, AFT #4660, I run here to testify in opposition to HB 1433, 

a bill that would require certain state agencies to privatize government services. The bi11, 

in its current f onn is overly broad and does not set out the parameters for privatization of 

government services. 

Privatization is a tenn that has been used with frequently in ·state government and by 

the private sector. Those of us in public service know that concept well, too. It is the 

obligation and responsibility of this legislature to detennine whether privatization is 

appropriate and to set the necessary Jitnits on privatization. This bill does neither. If 

privatization of public sector services is going to be part of state government, then, we, as 

public employees want to be a part of that discussion. If the sponsors of this bil] think that 

Quality Services fUJ"H, Quality People 

Testimony 
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the government will save all sorts of money by privatizing certain agency functions, this 

bill then certainly Jacks any accountability 1neasmes to prove its case. 

As governments face ever-increasing pressures to cut taxes, without cutting services 

to the public, to redesign govenunent to meet the needs of its population, one of the ways 

that government has chosen to meet that need is through privatization. Over the last few 

sessions we have seen bills privatizing county road services and privatizing the microfiche 

unit at ITD. Neither of t11ose services were privatized. 

The discussion on privatization comes down to one important question: Is the 

public better served when government relinquishes control and use of our tax do1lars and 

responsibility for service delivery to the marketplace? NDPEA thinks it is critical to study 

this question before any wholesale privatization of any govenunent service is allowed to 

occur. 

Today, the privatization record around the country is mixed at best and some states 

have studied privatization such as Wisconsin and Kansas that resulted in pll'ivatization 

legislation, There were problems in Kansas and the privatization program was dismantled. 

We face the srune issues those states did. This bill allows the Office of Management and 

Budget to determine the feasibility of privatizing an agency function and to request bids 

from interested bidders and from the department providing that service. How wil1 state 

e1nployees be involved in the process? What kind of training will they be provided on the 

'--" bidding process? WI1at mechanisms exists for citizens or legislators to be involved in the 
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privatization process? Where is the process or entity whereby the private sector, citizens, 

or legislators can make suggestions or lodge complaints about alleged competition or the 

use or 1nisuse of privatized services? And where is the process that provides for the 

monitoring of services that have been privatized? 

NDPEA believes strongly that before any legislation is passed allowing privatization 

as in HB 1433 that the Legislature take a close look at what is happening in the area of 

privatization. Saying that privatization works is not good enough without proof. Saying 

that privatization wHl be aUowed simply by requiring an agency to identify a specific area 

is not good enough. Moving from a public sector monopoly to a private sector monopoly 

.·--··-.. is not appropriate and not a good use of state resources in the long run. Short-tenn 

I 

I I 

~ 

financial gains for loss of govermnent control is not appropriate. 

There are some areas in which public sector services have been privatized aud short 

time later the govenunent took back those services. There are many faulty asswnptions 

concerning privatization: 

Contr~cting out will save taxpayers mone:x. How do you know? 

Privatization is based on the assumption that free market competition will 

lower costs. But if the govenunent agency that previously perfonned the 

service is shut down~if the public empJoyees who staffed it are Jaid off, if 

the publicly owned equipment is mothballed or sold to the contractor, then 

co1npetition withers away, costs go up and the public is not well-served. And 
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the government will save all sorts of money by privatizing certain agency functions, this 

bill then certainly lacks any accountability measures to prove its case. 

As governments face ever-increasing pressures to cut taxes, without cutting services 

to the public, to redesign government to meet the needs of its population, one of the ways 

that government has chosen to meet that need is through privatization. Over the last few 

sessions we have seen bills privatizing county road services and privatizing the microfiche 

unit at ITD. Neither of those services were privatized. 

The discussion on privatization comes down to one important question: Is the 

public better served when government relinquishes control and use of our tax doUars and 

responsibility for service delivery to the marketplace? NDPEA thinks it is critical to study 

this question before any wholesale privatization of any government service is allowed to 

occur. 

Today, the privatization record around the country is mixed at best and some states 

have studied privatization such as Wisconsin and Kansas that resulted in privatization 

legislation. There were problems in Kansas and the privatization program was dismantled. 

We face the same issues those states did. This bill allows the Office of Management and 

Budget to detennine the feasibility of privatizing an agency function and to request bids 

from interested bidders and from the department providing that service. How will state 

employees be involved in the process? W11at kind of training will they be provided on the 

._,. bidding process? What mechanisms exists for citizens or legislators to be involved in the 
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privatization process? Where is the process or entity whereby the private sector, citizens, 

or legislators can make suggestions or lodge complaints about alleged competition or the 

use or misuse of privatized services? And where is the process that provides for the 

monitoring of services that have been privatized? 

NDPEA believes strongly that before any legislation is passed allowing privatization 

as in HB 1433 that the Legislature take a close look at what is happening in the area of 

privatization. Saying that privatization works is not good enough without proof. Saying 

that privatization will be allowed simply by requiring an agency to identify a specific area 

is not good enough. Moving from a public sector monopoly to a private sector monopoly 

is not appropriate and not a good use of state resources in the long run. Short-tenn 

financial gains for loss of govenunent control is not appropriate. 

There are some areas in which public sector services have been privatized and short 

time later tl1e government took back those services. There are many faulty assumptions 

concerning privatization: 

1. Contracting out will save taxpayers money. How do you know? 

Privatization is based on the assumption that free market competition will 

lower costs. But if t11e govenunent agency that previously performed the 

service is shut down-if the public employees who staffed it are laid off, if 

the publicly owned equipment is mothballed or sold to the contractor, then 

competition withers away, costs go up and the public is not well-served. And 
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most importantly, cost savings most often come from lower salaries and 

decreased benefits paid by the privatizor. In North Dakota government, the 

vast majority of our costs are labor related. So the natural conclusion is that 

the private bidder will automatically win the bid because it does not have to 

pay the wages and benefits the state pays its employees thus creating an 

inequitable bidding process. Will 01v1B require the private bidder to pay the 

same wages and benefits to its employees? 

2. The competitive marketplace wi11 revitalize government services. 

Competition for government contracts exists more in theory than in practice. 

When competitive bids are opened to the private sector, frequently only one 

or two companies bid for a contract. Even when competitive bidding takes 

place at the time a contract is first awarded, it rarely occurs at renewal time-

even when the original contractor is only marginally co1npetent. Because of 

large start-up costs and the potential for service disruption, jurisdictions are 

hesitant to sw.itch contractors> assuming others are even available. And in 

fact, a few years ago in Dickinson, the city purchased a garbage business to 

prevent it from being sold to a large out of state waste company. The city of 

Dickinson will now provide more public services in order to keep the costs 

down for the dtizens of Dickinson, They did this because they knew it would 

result in increased costs and a private monopoly, The result of privatization 
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sometimes accomplishes just the opposite of competition-a virtual 

monopoly-leaving taxpayers vulnerable to higher costs and poorer service. 

Quality improves when public services are privatized. Private contractors 

must find a way to sustain their profit margin, and that often comes at the 

expense of quality. Many governments have not renewed contracts and taken 

back the work themselves. A legislator spoke with me about his school 

district's experience with private janitorial services. The school district went 

back to hiring its own janitorial staff because the quality of services had 

decreased. My point here is that when public services are at stake, market 

forces are no substitute for a government agency that is held accoW1table for 

its perfonnance by you and by the taxpayer. After all there can be serious 

health and safety consequences if these services are not carried out properly. 

Now fmally let me address t11e question that public employee organizations such as 

NDPEA are always asked when the issue of privatization is discus_sed. Aren,t you just 

trying to keep your jobs, that if a service is privatized you will Jose your jobs and that is 

really why you are here today? I won't pretend to that public employees are not concerned 

about their jobs. But I also won't defend to you the exce11ent work that public employees 

do for the citizens of this state. I believe that when you compare apples to apples you will 

see that govermnent can provide cost efficient services to the taxpayers of this state. 

·.I 
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When you look closely at this entire issue, we hope you will agree that private 

companies should not be able to get a public contract and make a profit by paying less in 

salaries and benefits than is currently being paid to the public employee. While this may 

look attractive to lawmakers and agency administrators in the short-tenn, in the long run 

there is much more at stake. Providing less than the current level of wages and benefits 

may lead to more people using the welfare system and in the end will cost the state more. 

Privatizing on the backs on public employees of this state is not the way to go. You need 

to know as lawmakers that services provided to the public by private companies are at 

least the same or better than those provided by the public sector. This bill does nothing to 

establish the parameters of privatization. 

ND PEA urges a DO NOT PASS on BB 1433. 

Thank you and I am available to answer any questions you 1nay have. 

operator Blgn,iture _ 

,,J 
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PRIVATIZATION COSTS THE TAXPAYERS 

Privatization Costs Communities l\1ore 

• Contracting out frequently costs more, not less, than in-house services. When 
governments are considering contracting out, the real costs to the jurisdiction are not 
usually taken into account. For instance, it costs more to administer the contract and 
to monitor the results; it takes additional m0ney to train and supervise contractor 
personnel; and the use of public equipment and facilities is often not included in the 
costs of the contracted services. 

• Even if the cost of the contract appears cheaper, the amount paid may be higher as 
the contractor renegotiates because of cost over runs or loopholes in the contract. 
Contractors often "lowball" the original bid to obtain the first contract and later raise 
prices significantly. 

Privatization Often Leads to Layoffs, Which Costs the \Vorkers and the Community 

• When a state or local government lays off employees because of contracting out, 
substantial costs are incurred including: 

o U11e11iployme11t Co11ipe11sation. The employer pays the entire cost of 
unemployment insurance benefits during the first 26 weeks of unemployment, 
and half the cost of extended benefits paid through week 39 of 
unemployment. Some laid-off workers may also qualify for public welfare 
programs. 

o Loss of Tax Revenues. Layoffs reduce a jurisdiction's tax revenues because 
people without jobs do not generally earn taxable i11come and don't spend as 
much. 

o In-Ilouse E111p/oyee Af orale. One hard•to-calculate cost of layoffs is the 
effect on the morale of remaining public workers. The threat of job loss 
reduces productivity and represents another hidden cost of contracting out. 

Privatization Often Jeopardizes 1-ligh-Quality Services 

• The contractor's goal is to maximize profits, which often leads to cutting corners on 
service quality - perhaps hiring inexperienced, transient personnel at ]ow wages, 
skimping on contract requirements, or providing inadequate supervision, 

• In bidding or negotiating for professional services c-ontracts, many firms e1nphasize 
the expertise of their staff. The problem is that these "experts" are often spread thin, 
so the work may actually be done by inexperienced "generalists" rather than by 
experts. 



Privatization Offers an Opportunity for Corruption 

• Contracts for public services often become vehicles to reward cronies and campaign 
supporters, just as in the days when public jobs were doled out as patronage, 

Privatization Leads to Loss of Flexibility 

• When citizens complain about a contracted service, the govenunent becomes only a 
"middleman" who can often do little more than complain in ~ to the contractor or 
enter into costly contract renegotiations or termination proceedings. 

Privatization Leads to Loss of AccountabiHty 

• Public officials are Jess accountable when services are privatized. They are still 
responsible for providing the service, but Jess able to meet their responsibility. As 
more public services are shifted to the private sector, we move from an open and 
accountable system to a closed, secretive society easily subject to manipulation. 

-----, .. Privatization Has a Harmful Impact on Women and People of Color 

• Traditionally, the pubHc sector has provided greater e1np1oyment opportunities for 
women and minorities. Contracting out dimfojshes social and economic 
opportunities for these popuJations, 

PRIVATIZATION OF CORRECTIONS 

Private Prisons Don't Save Money 

• Advocates of prison privatization claim that for-profit fmns can operate prisons Jess 
expensively than the government can, In reaJity, the promise of savings (in the range 
of 1 S to 20 percent) tmns out to be a big exagg1.:!ration. Numerous studies show little 
or no difference in costs associated with public and for-profit correction facilities. 

• A 1998 study conducted by the United States Attorney General at the request of 
Congress (Abt Associates Inc. Private Prisons in the United States: An Assessment 
of Current Practice, July 16, 1998) found that there was no strong evidence to 
support cJaims that privately run facilitjes were more cost effective. 

• Despite this evidence, supporters of prison privatization persist in claiming that 
private prisons are cl1eapcr than public prisons. These claims tend to be flawed for a 
number of reasons, First and foremost, they tend to compare "apples to oranges." 
For instance, government costs are averages that include maxi.tnum-and medium-
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secw·ity inmates while only 2 percent of the irunate popu]ation in for-profit prisons 
are maximum-security inmates. 

• Another flaw in most cost comparisons is the omission of the "hidden" costs 
associated with for-profit prisons. One such major hidden cost is the expense needed 
to capture escapees. 

• Costs associated with the procurement process and indirect costs (such as legal work 
and administrative costs, including contract monitoring and other overhead costs) 
must be considered. These costs can range between 10 percent and 20 percent of 
contract costs. 

• For-profit prison finns get plmn contracts that wind up costing taxpayers more. Low 
bids by companies are te111pting, but they leave govenunents to pick up the tab for 
unanticipated expenses and/or for costly mistakes. 

Private Prisons are Bad Public Policy and Raise Quality Concerns 

• For-profit finns can increase their profits by providing less prograrruning than they 
are obligated to provide and by holding irunates longer than they should. A 
newspaper reported that some CCA guards in Tennessee say privately that they are 
encouraged to write up prisoners for minor infractions and place them in 
segregation. If a prisoner has another 30 days added to their sentence for an 
infraction, companies receive a bonus of nearly $1,000 at some prisons. (The 
Nation, January 5, 1998) 

• For-profit prison firms too often get out of paying property and income taxes -
taxes that should go toward ·improving the lives of citizens. · 

• The pursuit of profits jeopardizes public safety. Cost-cutting leads to dangerous 
conditions both within the wans of prisons and in the nearby community. Prisons 
must be staffed by professional corrections personnel who are dedicated to 
preserving public safety, not by corporate bigwigs who are beholden to their 
stockholders. 

Private Prisons are Bad for the Local Economy and are Bad for Employees 

• For-profit prisons offer low wages and inadequate benefits to employees. In for .. 
profit prisons, the high salaries for corporate executives and re~ums to shareholders 
are paid for in part by low pay and benefits for prison employees, who put their lives 
on the line every day. 

• This leads to constant en1ployee turnover, whjch mean8 understaffed prisons with 
untrained employees. 
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• For-profit prison companies further reduce their ]abor costs by giving employees 
stock instead of a real pension. These retirement benefits could be wiped out in the 
bHnk of an eye. 

Pri"ate Prisons Endanger the Community 

• The high turnover, poor training, and understaffing common in for-profit prisons are 
a recipe for disaster in corrections. 

• According to a study by the National Council on Crime and Delinquency, for-profit 
prisons have Jower staffing, lower salaries and a higher rate of assaults on staff and 
inmates than public facilities. (Tulsa World, December 13, 1999) 

• The low wages and benefits paid by for-profit corrections finns can attract workers 
not qualified to work in a public correctional setting. For instance, published reports 
revealed that Cornell Corrections knowingly hired convicted felons to work as 
guards inside Santa Fe County's juvenile jail. (Associated Press, April 27, 1999) 

• High employee tmnover also leads to a poorly trained staff because of the need to 
expeditiously fill empty positions, The danger of having improperly trained 
employees came to light when a prison guard was kiUed at a Wackenhut-run facility 
in Santa Rosa, New Mexfoo. It was discovered that the guard was not certified to 
work in an anned post as a corrections officer. Neither were five of his co-workers. 
(Associated Press, September 8, 1999) 

The Public is Against Prison Privatization 

A national survey by Lake, Snell, Perry and Associates of Washington D.C., 1999, shows 
that 58% of the public opposes private prisons. The same survey found that voters believe 
that government-1un prisons do a better job of rehabilitating prisoners, are 1nore 
accountable and protect public safety more effectively. By a strong 1nargin, tb 1} public 
believes that for"pro:fit prisons cut comers 
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