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e Introductions

e Overview of Project (CS)

e Steering Committee Expectations (KM)

* Privatization and Alternative Service Delivery (AW)
* Issues to be Addressed in Privatization (KM)

* Cost Analysis (AW)

* Performance Contracting (KM)

* Next Steps (CS)

 Questions and Answers
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Sequoia Consulting Group

 We are Ken Murray, Anita White, Robin Haley and John
Bower—experienced governmental managers and
consultants with state and local consulting experience

* We pride ourselves on customer service and effective
results

* We have helped clients analyze privatization and other
alternative service delivery options

 \We combine detailed skill sets (cost analytics,
privatization expertise) with an understanding of the
ways to ensure effective implementation (change
management and process improvement)

But, we are most interested in who you are . . .
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* Design and implement a privatization review process: outlines
ways and means to identify potential opportunities and to value

them quantitatively
 Design and implement an accounting method
* Draft privatization standards, procedures and requirements

Test and evaluate the process (optional)
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It is important to the success of any project,
particularly one so visible as this, that we clearly
understand your expectations.

e What are your measures of success?

 Once completed, how will you know that this project has
been successful?
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» Shifting aspects of service delivery to the private
sector—profit or non-profit

 May include aspects of a service (fleet maintenance
versus paint and body work only)

. Types of privatization might include:
e Contracting, out-sourcing, managed competition
e Use of vouchers
 Shedding services or physical assets
e Public-private partnerships
e Vouchers
e Shared services
e Generally, any alternative service delivery strategy

* Restructuring service cos'gs/ revenues to achieve better cost
structure and higher service quality
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 Advantages of privatization vary based on the type of
privatization or alternative delivery:

* As-needed access to expertise, instead of paying full-time for
that expertise

. Con;petition may result in lower cost and/or better service
quality

* Government might avoid some risks such as cost overruns,
strikes and service delays

e Competition might spur innovation

 Provides a way to meet peak demands without staffing and
equipping for such peaks

e Might result in better timeliness for services

* Need to recognize the difference between requiring that
someone has to do something and that the law assigns
responsibility for the action to be taken
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 Many different issues have to be addressed satisfactorily for privatization,
or other alternative delivery, to be successful. Some of these are:

Core State Service Risks incurred if non-performance

Number of employees involved

Core Departmental Service

Potential impact on employees

Availability of vendors Fixed costs in providing service Vendor hiring of employees

Strategy for replac performing Variable costs in providing service Alternative work assignments for employees

vendor

Specialized requirements of vendor Amount of government cost that can be Adjusting standard terms and conditions to
saved or redirected enable managed competition

Level of political support Amount of governm ost that would be Unmet maintenance problems or unique
retained equipment requirements

Level of public support Difficulty in creating a performance contract | Access to confidential information

Successful priv; Difficulty in managing a performance Mission criticality

goverpiments. contract

Rewards and penalties Cost of contract development Perceived current performance

Lega | barriers

Contract management capabilit

Ability to overcome legal barriers Integration of contract with other service

Cross departmental service delivery
delivery
Quantifiable, vel Cost of implementing contract Exit strategy
measures
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e Accounting System—Is That Cost Analysis?
e Our approach will include:

Careful definition of services

Identification of all direct and indirect costs associated with each service
(salaries, fringes, operating costs, capital costs)

Consideration of specialized circumstances, such as Federal rules and
regulations

Determination of fixed and variable costs (sometimes called avoidable costs)
Method for carefully assessing all elements of short-term costing, financing,
and funding—for example, if a service had been fee-funded, contracting that
service could result in the loss of revenues

There are sometimes costs associated with privatizing a service, if State
employees are not used—termination pay

Does this approach need to be included in your accounting system—or is this a
specialized financial analysis?
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* Ultimately, the successful privatization of a public
service depends on clearly established standards of
performance and an effective monitoring system

 Two elements involved:
e Performance contracting
e Performance auditing

* Performance contracting is the establishment in advance
of measurable, objective standards of performance,
acceptable levels of variance, and method for
government approval

* Performance auditing is the independent validation and
verification of contractor performance, usually
conducted by either an Internal Auditor or Quality
Assurance Unit
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* The Aberdeen Group, a leading private sector
performance assessment organization, has worked
with several federal agencies to develop a standard
format for a performance contract

e The following page shows a simplified example of a
performance contract.
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TASK DESCRIPTION: Replace highway guardrails in a timely fashion

m Performance Objective Performance Standard Performance Threshold Client Acceptance
1 Install or replace critical e 90% of critical rails e Achieving first standard e Field engineer review
need rails installed within 24 hours will result in payment of and approval of work
of notification each 90% of contract amount. e Internal audit review
month e Achieving second every two years
e 95% of critical rails standard without
installed with 48 hours achieving the first
of notification each standard will result in
month payment of 85%
Install guard rails according e 100% of installations will e Achieving standard will e Field engineer review
to standards set by FHWA meet regulated result in full payment and approval of work
and State of Utah standards e Any failure will be

penalized by 5% of the
cost of installation and
vendor will be required
to reinstall the rail at
vendor’s cost
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 Conduct interviews with key State staff
* |dentify issues and concerns
 Understand current approaches
 Understand State’s service mix
 Understand current cost methodology used by State

e Draft and review privatization assessment
methodology

e Draft and review cost methodology
* Finalize assessment and cost methodology
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e Phase Two:

e Draft privatization standards, procedures and
requirements

* Assist in selection of pilot project(s)

e Phase Three:
 Monitor performance of pilot projects
e Recommend revisions

* Prepare revised standards, procedures and requirements
as necessary
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* Questions and Answers

Our colleagues at Sequoia Consulting Group and we thank you for this opportunity to serve

the State of Utah. We look forward to working with you.

Kenw Muwrray

Director of Operations Consulting
kenmurray@sequoiacg.com
312-310-0827
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Anito White

Director of Cost Analytics Consulting
anitawhite@sequoiacg.com

303-917-9812
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