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Executive Summary

This study examines Dauphin County’s fiscal situation. It considers privatization and/or
competitive contracting as tools for possibly generating major cost savings and
controlling county spending. The report contains the following findings:

» Based on 1996 statistics, Dauphin County’s taxes and spending on a per capita basis
are among the highest in Pennsylvania . In specific services, the county’s spending
per capita is the highest in the state in D&A, second worst in MH/MR, second highest
in adult institutions, and seventh highest in juvenile. The high expenditures are partly
understandable. Being home to Pennsylvania’s capital, the county receives a lot of
other inter-government transfers/revenues and funds a number of multi-county and
state pilot programs. The county’s high expenditures are also attributed to the fact
that Dauphin has a large population and high per-capita income.

* Nonetheless, there is undoubtedly plenty of room to cut Dauphin’s spending. The
county’s general operating budget increased from $56.7 million in 1995 to $79.4
million in 1999—a 40 % increase over a four-year period. The county’s problems are
aggravated by the possibility that the personal property tax may be eliminated and
refunded for up to three years — a total of nearly $6 million.

* Nearly every government in the country does outsourcing. Most counties employ
some form of privatization. The average savings to taxpayers through privatization is
20-50%." A typical major U.S. city possesses 100 to 200 privatization opportunities.

» Privatization is common throughout Pennsylvania, with savings in the tens of millions
of dollars. Delaware County taxpayers have been spared $74 million in costs by
going private with their prison’s construction and management. Allentown is saving
$10,000 per year simply by contracting out the painting of traffic lines on city streets.
In Philadelphia, Mayor Ed Rendell opened 49 services to competition, generating an
average savings of 40 to 50%. In the last two years, York County began processes to
bid out its prison, juvenile detention center, and courthouse security.

» Dauphin has recently privatized key services, including property tax reassessment and
the transportation department. Still, more privatization could be done. This report
cites 17 assets and services that might be outsourced. These include Dauphin Manor
management and foodservices; microfilming; data processing; the prison; and the
juvenile detention center. The county should take a close look at how these services
should be operated. Judging from the experiences of other governments, Dauphin
could save upwards of $5.7 million annually through privatization. This is based on
assumed savings of 20%. If Dauphin saves only 10%, it would still achieve savings
of over $2.8 million annually.

! John Hilke, “Cost Savings from Privatization: A Compilation of Study Findings,” The Reason
Foundation, How-to Guide No. 6, March 1993, p. 2. Also see: E.S. Savas, Privatizing the Public Sector
(Chatham, NJ: Chatham House Publishers, 1987).



Among the privatization targets, the management of the county prison should be
carefully considered. Delaware County’s prison holds fewer inmates than Dauphin’s.
Delaware is saving $20 million over seven years by privatizing management of the
prison or a 21% reduction in costs. Prior to privatization, Delaware was spending
$34.87 per day per inmate, compared to Dauphin’s $47.15, according to data from the
Pennsylvania Department of Corrections. If Dauphin saved only 10% of its costs by
privatizing prison management, the county would save $1.8 million annually. A 20%
savings would produce $3.6 million annually. These numbers should be compared
against the nearly $2 million that Dauphin will lose annually if the county’s personal-
property tax is abolished.

Also, privatization of the nursing home should be carefully considered. For many
Pennsylvania counties, privatization has enabled them to reduce or eliminate their
annual subsidy to their nursing home. For Dauphin County, this could mean an
annual savings of $1-3 million.



I ntroduction

The purpose of this report isto review privatization/competitive-contracting
opportunitiesin Dauphin County. The study was motivated by the allegation that high
spending in recent years has plagued Dauphin County. The spending rises have
corresponded with tax hikes. In the area of taxes per capita, Dauphin again is among the
very worst in the entire Commonwealth, and certainly at the bottom in the Harrisburg
region. Much of this high spending is due to Dauphin’s large population, high per-capita
income, and the fact that it houses the state’s capitol. Whatever the reason, there’s no
doubt that the county’s spending is a problem, as proven by the steady increase in the size
of the budget. From 1995 to 1999, the general operating budget increased from $56.9
million to $79.4 million. Not surprisingly, the county now faces an $11 million deficit.

The county’s problems are being aggravated by the possibility that the personal
property tax may be eliminated and, worse for the county, possibly refunded for up to
three years in total. (This continues to be battled in the courts.) The county was bringing
in close to $2 million annually from the tax and faces a possible refund near $6 million.

The high taxes and spending means the county has room to cut costs. An
effective tool for cutting costs while improving or maintaining service quality is
outsourcing. There are a number of county services and assets that could be turned over
to the private sector. This report identifies those services and assets. In almost every
case, privatization involves management, not ownership. We suggest the county
regularly take competitive bids on these services and assets. The public-sector entity
should be encouraged to submit bids. Thus, technically, this report advocates
“competitive contracting.” This means that if both the public and private group bid on a
county service, and the public group offers a bid that ensures savings and improved
service, it should get the contract.

The report is divided in two sections. The first examines the county’s fiscal
situation, comparing it among other counties statewide and in the Harrisburg region as
well as assessing the county budget on its own terms. The second part of the study
overviews privatization opportunities in Dauphin.

Importantly, while the report offers savings estimates, it does not attempt to
quantify specific savings that might be derived from the privatization of certain assets or
services. For instance, we note that the microfilming and juvenile detention centers are
worthy candidates for possible privatization. In addition, we detail savings that other
counties have gained from privatizing those assets. But we do not estimate precise dollar
savings available to Dauphin by privatizing these assets. Determining precise savings is
a rigorous process that goes well beyond the scope of this report. It is imperative,
however, that Dauphin’s commissioners seek to calculate those savings in the very near
future. We strongly recommend that separate studies be pursued to identify specific
savings among all the candidates cited herein.



Finally, county commissioners must understand that successful privatization
requires successful bidding and contracting. These are delicate, careful processes. Itis
not the aim of this report to provide recommendations on those processes.



Dauphin County Fiscal Situation

This section of the report details Dauphin County’ s fiscal situation. It examines
various Dauphin County statistics, including revenues per capita, expenditures per capita,
and taxes per capita. It takes a detailed look at the county revenues and expendituresin
separate sections. The fourth and final section examines Dauphin’sfinancial situation,
including analyses of the Dauphin County General Authority and bond floating.

In 1996, Dauphin County had both the highest revenues per capitaand
expenditures per capita, making it the worst county in the state in these areas.? It also
ranked extraordinarily high in the category of taxes per capita. In fact, property taxes
have been hiked twice from 1992 to 1997, jumping from 5.646 mills to 8.096 mills—a
significant increase.

Dauphin ranks among the top ten countiesin the state in spending in numerous
individual services. For instance, it ranksin the top three spenders in adult institutions,
probation and parole, total human services, adult and aging, children’s services, drug and
alcohol, and mental health/mental retardation. In the drug and alcohol category, it isthe
highest spender in the state.

Dauphin County not only outranks other counties in the surrounding area, but also
many others throughout the entire commonwealth. In some key areas, it isliterally the
worst in the state. Worse yet, next year’ s budget increases general spending more than
$5 million. The county will gain two new buildings and hire roughly 45 new employees.’

Dauphin’s high expenditures are partly understandable. Being home to
Pennsylvania’s capitol, it receives alot of inter-government transfers/revenues, and also
funds a number of multi-county programs and state pilot programs. The county’s high
expenditures can also be attributed to the fact that Dauphin is alarge county with alarge
population and high per-capitaincome.

According to data from the Pennsylvania State Data Center at Penn State
Harrisburg, Dauphin ranks:

« 15™intotal population with an estimated 245,793 residents (1997)
13" in personal income and 9" in per-capitaincome (1995)

+  14™ with amedian household income of $34,480 (1994)

« 10"™in average annual wage (1996)

Even with these caveats, it is still fair to say that the county has a spending problem.
Thisis proven by the steady, large rise in Dauphin’s general operating budget in recent
years. The following table reflects thisrise:

2 Philadelphia is not included because of its status as a city-county.
3 John Luciew, “Ambitious Budget Holds Tax Line,” The Patriot News 11/26/98, B1.



Dauphin County General Operating Budget, 1995-1999

Y ear Expenditures
1995 $56,860,457
1996 $64,822,742
1997 $70,784,791
1998 $74,229,750
1999 $79,358,736

Source: Dauphin County Budget, December 1999.

This follows sections of this report measure Dauphin’s spending in comparison to
other Pennsylvania counties. It employs 1996 figures, which are the most recent
available comparative statistics.

Dauphin County Satistics

Revenues per Capita

By 1996, with revenues per capita at $918.53, Dauphin County had the highest
revenues per capita of all the counties in the state. For 1996, the mean revenue per capita
for all counties was $374.06; the median was $347.26. Dauphin County revenues per
capita were over twice (2.46 times) the mean and also over twice (2.64 times) the median.
Even among the 10 counties with the highest revenue per capita, Dauphin County
collected 1.67 times as much as the 10" county on the list. The county with the lowest
revenues per capita, Clearfield, receives only $126.68, less than one seventh of the
Dauphin County figure. See Table 1.

TABLE 1. Countieswith the Highest
Revenues per Capita for 1996

County Dollars
1. Dauphin 918.53
2. Pike 806.43
3. Warren 723.39
4. Allegheny 699.17
5. Beaver 592.15
6. Erie 586.01
7. Berks 577.01
8. Venango 567.55
9. Lehigh 567.28
10. Tioga 550.16
Mean 374.06
Median 347.26

Source: Commonwealth of Pennsylvania Local
Government Satistics 1996, Pennsylvania
Department of Community and Economic
Development, Table IV, page 4.



Expenditures per Capita

Expenditures per capitafor Dauphin increased from 1995 to 1996, rising to
$961.92. Thisincrease took the county from the fourth highest expenditures per capitato
number one in 1996. The 1996 mean for all counties was $378.52; the median was
$334.18. Dauphin County expenditures were over twice (2.54 times) the mean and over
twice (2.88 times) the median. Once again, thisfigureis much larger (1.76 times) than
that of the county with the 10™ highest expenditures per capita. Clearfield County has the
lowest expenditures per capita at 146.62, less than one sixth of Dauphin’s. See Table 2.

TABLE 2: Countieswith the Highest

Expenditures per Capitafor 1996
County Dollars
1. Dauphin 961.92
2. Pike 740.48
3. Warren 713.58
4. Allegheny 701.21
5. Lehigh 567.28
6. Erie 595.63
7. Cameron 589.13
8. Crawford 586.46
9. Tioga 554.92
10. Cambria 547.44
Mean 378.52
Median 334.18

Source: Commonwealth of Pennsylvania Local
Government Satistics 1996,Pennsylvania
Department of Community and Economic
Development, Table IV, page 4.
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Taxes per Capita

In 1995, Dauphin County had the sixth highest taxes per capitaat $173.06. In
1996, thisrate slipped to $169.30. Even after this decrease, the county still had the ninth
highest taxes per capitain the state. The mean for al countiesin 1996 was $118.82; the
median was $103.33. Dauphin was 1.42 times the mean and 1.64 times the median.
Fayette County had the lowest taxes per capita at $47.4--less than one-third the Dauphin
figure. See Table 3.

TABLE 3: Countieswith the Highest
Taxes per Capitafor 1996

County Dollars
1. Pike 417.26
2. Forest 231.97
3. Sullivan 203.09
4, Monroe 197.29
5. Allegheny 189.47
6. Berks 186.01
7. Lehigh 173.25
8. Beaver 171.79
9. Dauphin 169.30
10. Delaware 161.30
Mean 118.82
Median 103.33

Source: Commonwealth of Pennsylvania Local
Government Statistics 1996,Pennsylvania
Department of Community and Economic
Development, Table 1V, page 4.
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Dauphin County Compared to Other Countiesin the Harrisburg Region

In the eight-county region surrounding Harrisburg (Adams, Berks, Cumberland,
Dauphin, Lancaster, Lebanon, Perry, and Susquehanna), Dauphin County fares no better.
As noted, the 1996 statistics revealed that Dauphin County had the highest revenues per
capita and expenditures per capitain the entire state—meaning the other surroundings
counties obviously had lower figures. Only in the category of taxes per capita, did one of
these counties exceed Dauphin. Berks had the sixth highest taxes per capita at $186.01,
compared to Dauphin’s $169.30.

Dauphin County Revenues
Total Revenues

Total revenues for Dauphin County in 1996, including all state and federal
monies, were $218,437,369--fourth highest in the state.* Total revenues were
$191,633,620 for 1998. Total revenues reflect income from taxes, licenses and permits,
intergovernmental revenues, charges for services, fines and forfeits, miscellaneous
revenues, and other financing sources. Again, these particular numbers are inflated
severely because of the fact that Dauphin contains the state’s capitol.

Tax Policy

Counties in Pennsylvania may levy five types of taxes: real-estate taxes, per-
capita taxes, personal-property taxes, hotel room-rental taxes, and occupation taxes.® Of
these, Dauphin Country relies on the real-estate tax levy, collected annually based upon
the assessed valuation of a property.” In May 1998, the county was in the last stages of
selecting a reassessment firm for the reappraisal of the county’s 107,000 properties.®
County officials initially estimated a cost of $7-8 million but the range offered by the
firms was $3.5-5.25 million. The reassessment became inevitable last year when the court
ordered the county to do so. The county’s appeal to the State Supreme Court was denied.
Current assessment values are estimated to be off by as much as 30%.° The new
assessments are to be issued in 2001 and will take effect in 2002.

The total taxes collected in 1996 were $40,260,926.%° Of this, $40,215,033 was
from real-estates taxes and the remaining $45,893 was from personal-property taxes (no

* Commonwealth of Pennsylvania Local Government Statistics 1996, Pennsylvania Department of
Community and Economic Development, Table 1, pg. 1.
® Commonwealth of Pennsylvania Annual Report of the Budget Dauphin County 1998, as filed with the
Pennsylvania Department of Community Affairs, pg. 10.
®1bid., pg. 2.
" http://www.dauphinc.org/taxassessment.html
3 John Luciew, “Revaluing Properties to Cost Less,” The Patriot News 5/4/98.
Ibid.
191 ocal Government Financial Statistics, Table I, pg. 1.
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longer in existence in Dauphin County).** This made Dauphin the ninth highest collector
of taxesin the state.

In 1998, total taxes collected were $50,956,678.2 This revenue was from the real
estate tax and alibrary tax. The library tax amounted to 0.300 mills for the years 1990-
1996. In 1997 and 1998, it was 0.450 mills. The revenue collected was then divided
between the general fund ($48,735,100) and the library fund ($2,221,578). Real estate-
tax rates are set on July 1 of each year. Asthe following chart indicates, the millage rates
were hiked from 1992 to 1997, moving from 5.646 mills to 8.096 mills—a 43% increase.

TABLE 4: Dauphin County Real-Estate

Tax Rate
Year Mills
1990 5.646
1991 5.646
1992 5.646
1993 6.746
1992 6.746
1993 6.746
1994 6.746
1995 6.746
1996 6.746
1997 8.096
1998 8.096

Source: Dauphin County Tax Assessment Office.

Dauphin County Expenditures
Total Expenditures

In 1996, Dauphin’s total expenditures reached $228,755,937, making it the fourth
largest of all counties in the state. Again, this includes all government expenditures,
including state and federal.

It is difficult to get a clear answer regarding Dauphin’s budget deficit. Public
officials and documents provided conflicting accounts. By law, the county must report a
balanced budget. It must be noted that there is much ambiguity over deficit figures.
More important, perhaps, is the clear pattern of increased spending year after year.

" Note that personal property tax is under continuing challenge in Pennsylvania courts.
12 Annual Report of the Budget County of Dauphin, pg. 13.
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Individual Expenditures

In most categories, Dauphin County was one of the highest spenders. A sampling
of how much the county spent ranked against other countiesis given in Table 5.

TABLE 5: Dauphin County Total Expendituresfor Individual Services
Ranked Against Other PA Countiesfor 1996

Service Rank of Highest Spending
Total Operations and Maintenance 4"
General Administration 10"
Tax Collection g
Judicial System 12"
Total Corrections 5
Adult Institutions 2nd
Juvenile Institutions 70
Probation and Parole 2"
Emergency Management Communications 6"
Other Public Safety g"
Total Human Services 2"
Adult and Aging 3
Children 2"
Drug and Alcohol 1%
Health and Institutional Care 11™
Mental Health/Mental Retardation 2"
Other Human Services 11™
Parks and Recreation 13"
Conservation 5
Interest 14"
Capital Expenditures 17"

Source: Commonwealth of Pennsylvania Local Government Financial Statistics 1996,
Pennsylvania Department of Community and Economic Devel opment, Tables V-VIII,

pages 5-8.

Some of these rankings are obviously quite high. Usually, however, the high
rankings are understandable. For instance, the county ranks 2™ in spending on adult
institutions because Dauphin’s inmate population of 1,079 is the 5™ highest among all
counties. According to data form the Pennsylvania Department of Corrections, Dauphin
ranks only behind Philadelphia (5,699 inmates), Allegheny (1,660), Montgomery (1,113),
and York (1,138). Likewise, the county has one of the state’s largest juvenile detention
centers. Moreover, these corrections problems are partly linked to some of the county’s
high spending in human services generally.

As noted in Table 5, the county ranks 2™ in expenditures on “children” because it
has one of the state’s biggest CYS units. It ranks 1% in “Drug and Alcohol” expenditures
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because Dauphin ran apilot D&A program for the whole state in 1996, which inflated
expenditures for that year.

Privatization/Competitive-Contracting Options

Nearly every government in the country does outsourcing. All counties employ
some form of privatization. All 24 of the nation’s largest cities employ privatization.
Citieslike Philadelphia, New Y ork, Indianapolis, Chicago, Cleveland, Milwaukee, and
others have saved tens of millions of dollars and avoided tax hikes.

According to John Hilke, the average cost savings to taxpayers through
privatization is 20-50%." Equally important, privatization experts like John Stainback
claim that the typical major U.S. city possesses 100 to 200 privatization opportunities.

Privatization is common throughout Pennsylvania. Depending on the project, the
savings range from millions of dollarsto afew thousand. Delaware County taxpayers
have been spared over $60 million in costs by going private with their prison’s
construction and management. The City of Allentown is saving $8,000 to $10,000 per
year simply from contracting out the painting of center traffic lines on city streets. The
Pennsylvania Department of Education saved 25% of its costs ($540,000 over the next
five years) by privatizing food services at its Thaddeus Stevens School of Technology.
In Philadel phia, Mayor Ed Rendell has opened 13 services to competition since October
1992, generating an average cost savings of 40 to 50%.* In the last two years, York
County began processes to bid out its prison, juvenile detention center, and courthouse
security. Northampton County took the historic step of privatizing its 9-1-1 system,
claiming to be the only government in the Northern Hemisphere to take such action.

Dauphin County itself has made some privatization moves under the current
leadership. Indeed, it has not been hostile to outsourcing. In recent years, the county
privatized property tax assessments and the transportation department. In regard to the
former, atax reassessment had not been done in the county since the mid-1970s. In June
1998, the county hired Sabre Systems of Miamisburg, Ohio to perform a reassessment.
(Sabreis also doing areassessment currently for Allegheny County in Western
Pennsylvania.) Sabreisin the process of performing a complete reevaluation.

In abig change, Dauphin privatized its entire transportation department. The
department, started in 1981, provided door-to-door service to eligible residents needing
ridesto senior centers, grocery stores, doctor appointments, and human-service agencies.
Most of the individuals were senior citizens or mental health/mental retardation clients.
The department’ s published budget was roughly $2 million per year. It featured alarge
fleet of mini-buses and vans, many complete with wheelchair equipment. The motivation
for privatization was poor service quality. Riders complained about missed pickups and

13 John Hilke, “Cost Savings from Privatization: A Compilation of Study Findings,” The Reason
Foundation, How-to Guide No. 6, March 1993, p. 2. Also see: E.S. Savas, Privatizing the Public Sector
(Chatham, NJ: Chatham House Publishers, 1987).

¥ Nancy Hass, “ Philadelphia Freedom,” Financial World, August 3, 1993, p. 36.
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late drivers. Ridersinundated all three county commissioners with complaints.
“Managers were never really managers; they were political associates,” explained
Commissioner Anthony Petrucci. “From my experience, | was getting calls weekly.
Anytime | would speak to senior citizens, there would be constant complaints.” “It hasn’t
worked,” concluded Commissioner Russell Sheaffer. “We tried several different ways,
and it hasn’t worked.” The county decided privatization was the best way.*

These changes notwithstanding, more privatization could easily be done.

Listed in the box below is a summary of potential privatization targets in Dauphin
County.'® The box is followed by an overview of each target. Each overview cites
savings found in Pennsylvania and the United States that were generated when the
services/assets were privatized. As will be seen, extremely high spending levels plague
most of the services/assets targeted in Dauphin. For example, Dauphin spending per
capita is highest in the entire state of Pennsylvania in D&A, second worst in MH/MR,
second highest in adult institutions, seventh highest in juvenile, and so on. The report
ends with a brief evaluation of privatization targets among Dauphin’s many authorities.

Candidatesfor Possible Privatization in Dauphin County

Services 1999 County Expense Subsidy
Microfilming 229,896

Data Processing 1,199,486

Building Security 1,031,627

Copying and Printing Services 135,674

Juvenile Detention Center — Schaffner 4,291,735

Prison 17,936,737

Fleet Leasing

Data not available

Payroll Services

138,849 (based on 1/3 of total cost for combined
payroll and personnel)

Nursing Home — Dauphin Manor

2,000,000 (based on average subsidy of $1-3
million)

Dauphin Manor Food Services

Included in above subsidy for nursing home

MH/MR 900,000
D&A 208,000
Economic Development 183,360
Maintenance and Management at Wildwood Park | 232,100

Libraries

Data not available

Public Housing

No county subsidy

Dauphin County General Authority assets — ski
and golf

No county subsidy

Total 1999 County Expense

$28,483,464

Source: Dauphin County Budget Office, December 1, 1999.

> John Luciew, “Transportation department to be run by outside firm,” Harrisburg Patriot-News, July 17,

1997, pp. B1 and B6.

1 Much of the information benefits from interviews conducted with Marie Rebuck, Dauphin County
Controller, and Bob Dick, Dauphin County Treasurer, in January and February 1999.
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The average savings due to privatization is 20-50%, according to John Hilke’s
survey of privatization studies. This number considers the standard savings from prison
privatization, which nationally is 10-20%. (Delaware County found savings of 21% by
privatizing its prison). Using the more conservative of these numbers, Dauphin County
could save $5,696,693 annually if it achieved 20% savings from privatization of the
aforementioned services. While such a savings is not guaranteed, it is based on averages
expenditures. In reality, Dauphin could save considerably less or more. If it saved only
10%, it would still save some $2.8 million annually.

Microfilming

Microfilming is a very simple area for privatization. A small staff of three to four
workers currently provides the function in-house. Privatization has come under
consideration a number of times. Many voices within Dauphin County have called for
outsourcing this service. An analysis of this service’s status should be high priority. The
county spent $229,896 on this service in 1999.

Data Processing

All county data processing is done in house. The county spent $1,195,486 on data
processing in 1999. This is an area that might be outsourced. The county has at times
considered privatizing data processing, but has never moved forward. Studies as far back
as 1984 suggest cost savings of at least 15%."" Depending upon how this is integrated
throughout the county, the savings could be much higher. In 1997, a consultant to
Allegheny County concluded the county could save millions yearly.*® These savings
were reachable via consolidation and upgrading.

Building Security

The county has a security department that deploys guards and security people
among county facilities, such as Dauphin Manor, the veterans’ building, etc. The 1999
cost for this department was $1,031,627. These workers are county employees. Private
security services are often just as reliable and much more efficient. A study by Hanke
found that private security services have costs 50% less.”® The county may receive
quality service and efficiency from its current security arrangement. In a competitive-
bidding situation, the current public-sector entity might place a strong bid. But only a
careful look will illuminate if such is the case.

¥ Hilke, “Cost Savings from Privatization,” p. 11.
8 Interview with Kenneth Myers, Consulting Resource Associates, February 1, 1999.
9 Hilke, “Cost Savings from Privatization,” p. 13.
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Copying and Printing Services

The county currently provides these two services in-house. Depending upon the
cost and quality of these services, aswell astheir size, the county might want to consider
contracting them out. There are numerous private firms available to offer these services,
ranging from large companies like Kinko’s and Office Depot to smaller shops. In 1999,
the county spent $135,674 on the printing department.

Juvenile Detention Center — Schaffner

Despite being arelatively new facility, the county’ s juvenile detention center
(JDC) isaready facing overcrowding. There have aso been complaints about staff
problems with juveniles. According to one source, the center is currently being sued.
The center costs alot of money, with a 1999 expense of $4,291,735.

Various studies assert that privately operated JDCs run at much lower costs. A
study by Equitable Securities said private JDCs tend to run at 20% lower costs. Some
industry analysts push that number to 20-50%; others find 10-30% in savings strictly
from private construction for JDCs. Because of common overcrowding problems, as well
as acontinuing risein juvenile crime, many Pennsylvania governments are considering
outsourcing their JDCs. There are currently 21 JDCs in the state, of which 20 are owned
and managed by governments. Blair County ownsits juvenile center but has hired a
private firm, Adelphoi, to manageit. York County is considering privatization. Private
groups like JusticeWorks Y outhCare in Pittsburgh are eager to bid on JDCs.°

Dauphin County Prison

Prison management is starting to take off as a serious candidate for privatization
among counties throughout the state. Currently, Lebanon, Y ork, and Mercer counties are
considering it. Others are examining the option — certainly in private and off the record.*

In 1999, the cost of the county prison was $17,936,737. Dauphin discussed
prison privatization but decided against it after signing afive-year contract with prison
employees. Commissioner Sally Klein summed up the situation: “We trimmed $1
million from the budget through the cooperation of the warden and the Teamsters. We
worked out avery good contract.”? Apparently, the county feels satisfied that its current
contract is good enough to not pursue privatization.

% payl Kengor, “Juvenile Detention Centers — the Next Wave of Privatization?,” The Pennsylvania
Privatization Monitor, May 20, 1998, Val. 2, No. 16, p. 1.

! The authors know three county commissionersin separate counties in the Pittsburgh region aone who
privately confirm an interest in prison privatization.

%2 Steve Snyder, “L ebanon eyes privatization for its prison,” Harrisburg Patriot-News, September 25,
1998, pp. B1 and B3.
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Dauphin should strongly consider privatization at some time in the foreseeable
future. A careful analysis should be done to weigh the potential costs and benefits.

Privatizing prisons has become increasingly popular.”® According to University
of Florida data, jail privatization yields savings of 10-20%. The average cost per day per
inmate for Texas in public-operated facilitiesis $42.47, compared to $29.25 for private.
In February 1997, Los Angeles County received bids on its “Pinchess Facility.” The
California Department of Corrections’ bid was $53.00 per diem, compared to the private
firm’s $28.98. In Ohio, Columbiana County predicts at least $1.4 million in annual
savings from contracting out its jail to CiviGenics of Massachusetts. The savings have
come in both management and actual prison construction. In California, public
construction time is 40 months, compared to private design-build systems of 25 months.

With such results, it is not surprising that a Pennsylvania county like Delaware
has gone private, with extraordinary results. (While state law prohibits private ownership
of correctional facilities, it does allow private management.) Wackenhut Corrections
Corporation was awarded the Delaware County contract in a competition with
Corrections Corporation of America (CCA) and the previous public entity.

The construction of the prison was quick. The county realized savings of $37
million just by using private construction of the prison. Over seven years, Delaware
County will save $20 million from private management alone — or roughly $2.9 million
annually. Delaware County’s total savings from private construction, private
management, and debt service will total $74 million over seven years. %

The county feels service quality will improve as well. Says Delaware County
Commissioner Wally Nunn: “The first day Wackenhut took over the food service, they
got a standing ovation from the prisoners.” Prisoner assaults have dropped dramatically
and the Pennsylvania Department of Corrections rated the prison “excellent.”®

In addition, as part of the contract, all prison employees were offered employment
by the private firm, and virtually all stayed on. Hourly pay rates were not cut. The
private company has found savings mainly by cutting overtime costs. Previously, 12% of
the budget was absorbed by overtime. The private firm has cut that figure under 1%.%

With such impressive cost numbers and service quality in Delaware County, it
would be foolish of Dauphin to not even examine private prison management. Among

2 Information in this section is taken from the following sources: Mark Scheffler and Paul Kengor,
“Prison Privatization in Pennsylvania,” Allegheny Institute for Public Policy, March 1999; Paul Kengor,
“Delaware County Finds Big Savings in Prison, Privatization,” Pennsylvania Privatization Monitor, April
22,1998, Vol. 2, No. 12, p. 1; and Paul Kengor, “Delaware County Sends a Message by Winning
Landmark Case on Prison Privatization,” Pennsylvania Privatization Monitor, July 22, 1998, Vol. 2, No.
21, p. 1.

% Mark Scheffler and Paul Kengor, “Prison Privatization: The Case of Delaware County,” Allegheny
Institute for Public Policy, February 1999.

% Thid.

% Ibid.
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the privatization targets, the management of the county prison should be carefully
considered. Delaware County’s prison holds fewer inmates than Dauphin’s. Delaware is
saving $20 million over eleven years by privatizing management of the prison. Prior to
privatization, Delaware was spending $34.87 per day per inmate, compared to Dauphin’s
$47.15, according to data for the PA Department of Corrections.

Fleet Management Privatization — Fleet Leasing

Nationwide, over 50 counties and cities outsource the management and
maintenance of vehicle fleets. The average cost savings for contracting out fleet
management is 30-40%. Privatizing fleet management has generated $1 millionin
annual savingsin Los Angeles County; $1.8 million over four yearsin Ft. Lauderdale;
and $800,000 in two yearsin Des Moines, lowa. The City of Indianapolis saved $4.6 to
$8 million. Emphasis was placed on customer service. The number of written
complaints fell from 149 in 1990 to 5 in 1994. In fact, the department has devel oped such
areputation that it now services customers outside city government.?’

Within Pennsylvania, the Allegheny County budget office in 1997 projected that
it could save $1.9 million annually by privatizing its fleet management. A May 1997
Allegheny Institute report identified at least $1.2 million in annual savings (a 40% cut)
available to the county by privatizing fleet management.?®

In Dauphin County, much of what would traditionally be considered fleet
management seems to have been outsourced with the transportation department. There
are, however, possibilitiesin the area of fleet leasing. The commissioners are not
provided with cars. Other entities, however, have vehicles, such as CYS and the sheriff’s
department. These cars are purchased. In recent years, many counties have concluded
that vehicles should be leased rather than purchased. Counties like Fayette currently
bemoan the exorbitant cost of bought vehicles. Leasing saves a number of significant
costs. Allegheny County relies on the private firm, BBL Leasing (Bridgeville, PA), as its
source for fleet leasing. The county’s experiences with BBL have been entirely positive.
In 1997, it renewed its leasing contract with BBL. In addition to BBL, of course, there
are countless private leasing firms throughout the state available to Dauphin County.

Payroll Services
Payroll services are an area that is often outsourced by governments. Cleveland,

for instance, privatized its payroll service and saved $200,000 in the first year.?® Dauphin
County might want to at least review this area as a potential candidate for privatization.

2" paul Kengor, “Indianapolis Competitive Contracting of Fleet Management a Model for others,”
Pennsylvania Privatization Monitor, March 14, 1998, Vol. 2, No. 7, p. 1; and Paul Kengor, “Fleet
Management in Allegheny County: The Case for Privatization,” Allegheny Institute for Public Policy, May
1997, report #97-06, p. 2.

% Kengor, “Fleet Management in Allegheny County.”

% William D. Eggers, editor, “Revitalizing Our Cities: Perspectives From America’s New Breed of
Mayors,” The Reason Foundation, March 1995, p. 15.
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The combined cost for Dauphin’s payroll and personal servicesis $420,756, of which
payroll comprises about one third.

Nursing Home — Dauphin Manor

The Dauphin County nursing home, Dauphin Manor, is an excellent candidate for
privatization. There are numerous options, ranging from outsourcing management to
selling ownership to creating a non-profit organization to own and/or operate the home.
The home has a reputation for poor service and has been cited regularly for violations.
The 1999 budget for the home is $28,577,394, of which the county provided a subsidy of
$1-3 million annually.

Many counties throughout the state have privatized their nursing homes. Many
have found successin doing so. To cite one example, Mercer County (Western
Pennsylvania) recently privatized its aging nursing home by selling it to anewly formed
non-profit organization called Woodland Place.® The purchase was $3.8 million. The
home had lost $10-12 million over the past 30 years. These figures should be placed in
the context of the county’s overall general-fund budget, which isonly $15 million. The
37-year-old structure also faced costly repairs and renovations. The county would' ve
spent another $1 million just to bring the center up to state standards. The privatization
avoided these costly repairs. The need for improvement was reflected in its many room
vacancies. At the time of the privatization, it contained 125 beds but had only 85
occupants. The occupancy rate has already improved dramatically. The change also
shrunk the county workforce from 550 to 420 employees, moving 130 workers off the
county payroll. Thiswill save money on costs like pensions, workers' comp, and
insurance.

Other such examples can be found throughout the state. The city of Philadelphia
has saved $26 million from the privatization of its nursing home. Various studies found
huge savings potential among nursing homes in Westmoreland County and Allegheny
County (the Kanes Regional Centers), among others throughout Pennsylvania.®

Dauphin Manor Food Services

The county nursing home also employs county workers to operate food services.
In 1999, the home spent $2,790,056 on food services as part of its $28.6 million budget.
This should be reviewed for potential outsourcing. Hopefully, service and food quality
could be bettered, and savings might be achieved. In most cases of food-service
privatization, quality isimproved and savings are gained. As noted, the state Department

% paul Kengor, “County sets example with living center sale,” Sharon Herald, March 17, 1998; and Paul
Kengor, “Lawrence County MH/MR: Alternative Administrative Models and Suggestions for
Improvement,” Shenango Institute for Public Policy / Allegheny Institute for Public Policy, August 1998,
report #98-08.

31 Among others, see reports by C. Jake Haulk (Allegheny County’s Kanes) and William McDonald
(Westmoreland County) for the Allegheny Institute for Public Policy.
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of Education saved 25% of costs ($540,000 over the next five years) by privatizing food
services at its Thaddeus Stevens School of Technology. The county isfamiliar with this
function being handled privately. For instance, it has afive-year contract with Aramark
to handle cafeteria services for the county prison and the juvenile detention center.

MH/MR and D&A

As noted, Dauphin County spending in these areas is outrageous. The county is
literally among the very worst in the entire state of Pennsylvania. No other county’s
MH/MR and D&A agencies spend more per capita. For 1999, the county’s MH/MR
budget was roughly $36 million, of which the county contributed $900,000. The D&A
budget was $4.5 million, of which the county provided $208,000. For these reasons, the
county should strongly consider some form of privatization. For these services, the best
solution is often to establish a non-profit-organization (NPO) model. Sometimes a joint
NPO between D&A and MH/MR is an attractive option.

One example of the benefits is found in Mercer County. Mercer is one of only
four counties in Pennsylvania to privatize MH/MR. On July 1, MH/MR was united under
the private, non-profit charter of the Mercer County Drug and Alcohol Commission, thus
signifying the formation of the Behavioral Health Commission. (In January 1979, the
county’s D&A program was privatized.) This change constituted a privatization of the
MH/MR administrative function. (It included a privatization of case management as well
as intake and assessment of clients.) Like most MH/MR programs, the vast majority of
Mercer’s non-administrative services were already subcontracted to private entities. The
48 employees who once worked for MH/MR are now no longer county employees,
working instead for a private, non-profit organization. Of the 48, 37 were kept.
Additional employees are now being brought in and added to the 37.

This action creates a number of advantages. First, the change will help
fundraising. Now, the non-profit group will be permitted to raise private funds.
“Resources that previously a county-based organization could not by law raise,” says
MH/MR CEO Dana Frankenburg, “can now be brought in. We can now raise third-party
monies that we couldn’t before.” He says this will make his group “better funded” and
“less reliant on the state, county, and local sources -- in other words, taxpayers.” He also
cites “greater built-in fiscal efficiencies.” “Before there wasn’t that efficiency with the
government. Not like there is in a well-run business.” Previously, the county MH/MR
experienced late payments from clients and contractors, and vice versa. This led to
numerous late fees the county had to pay. Under the new system, the county
expeditiously processes materials every two weeks. “Now, we won’t incur the late fees
that before were a normal part of doing business,” Frankenburg remarks.

Another advantage is administrative efficiencies. This stems from combining
MH/MR with D&A, both of which share many of the same patients. Previously, the two
groups had two separate systems in place for dealing with some of the same patients.
This involved separate processes and access points in the areas of MIS and case-
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management services. This has been changed. “We took two separate bureaucracies
with two separate layers and brought them into one layer with a central focus,” says
Frankenburg. “Now, the individual has one point of access. We have combined both
systems to create a single, consistent system of data collection.” This has cut duplication,
and should save money. Moreover, it may make for better service in terms of diagnosing,
tracking, and managing patients

Frankenburg expects to cut $304,000 under the new arrangement, a decrease of
roughly 10% from the two prior budgets combined. That amount is shared between both
MH/MR and D&A. Of that amount, he contends, at least $100,000 comes from strictly
county monies. Thus, the county clams to be saving taxpayers some $100,000 from the
privatization.

Finally, a significant advantage of Mercer’s new MH/MR system is in the area of
personnel. Under the county-based system, positions could only be filled through the
civil service. Now, MH/MR is not bound to civil service requirements. Frankenburg
characterizes the old system:

The non-profit gives us a greater ability to fill positions and pay people properly. | can now
hire on competency and in amore time-efficient manner. Before, you couldn’t advertise in
the Sharon Herald or Post Gazette. You had to go through the civil service. You had to take
the person who was recommend as #1 on the list by the civil service. They were
recommended based on test score, veterans’ preference, and so on. If you chose #3 over #1,
you better have had a really good reason.

Before, it could take the county two monthsto fill an MH/MR job vacancy.
Frankenburg notes how that has changed already. On July 16, he was notified of an
approaching vacancy, which became areality on July 23. He placed an ad in newspapers
immediately after he was notified. He had interviews set up on July 24. He made his
decision that day. He planned on having the new person on staff as soon as her two-
weeks notice expired. “Basically,” says Frankenburg, “I now have much more flexibility
on personnel matters. | should also note that it’s now much easier to fire someone as well.
That’s because the politics are out.” Indeed, citing a point common among former
government administrators who have since privatized their group into an NPO model, he
notes that he can now release someone without arguing the issue with the county
commissioners, and facing the likelihood of their veto.

When asked if he has received calls from other county-level MH/MR
administrators who might be interested in emulating Mercer’s example, Frankenburg
replied: “Oh, yes. Many [of them] have wanted to do this for a very long time.” He said
he has received “easily 8-10 calls from different counties across the Commonwealth.”

Economic Devel opment

The county has a department that performs economic development. Depending
upon its effectiveness and cost, the department might be a candidate for outsourcing.

22



This function might be turned over to a private or not-for-profit development group. The
county’s 1999 expense for this department was $183,360.

Wildwood Park

The county owns, manages, and maintains Wildwood Park. For 1999, this
expense cost Dauphin $232,100. At the least, Dauphin officials might consider hiring
private management or contracting out maintenance.

Libraries

The county owns, manages, and staffs a law library. It is not clear whether this
small asset is worthy of privatization. More significantly, however, it funds a large
general library. The library has its own board of directors and its workers are not county
employees. Nonetheless, the library has absorbed a surprisingly high amount of
revenues. The library’s demand for money became so significant that the county actually
took the step of creating a unique library tax. Thus, Dauphin County now applies only
two taxes: 1) the real estate tax; and 2) the library tax. The tax was 0.300 mills from
1990-96 and 0.450 mills for 1997 and 1998. It generates roughly $2.2 million annually.

It was not clear if there is any chance for privatization of the library. Certainly, it
would not be unreasonable to seek a change that could lessen any subsidy — if possible. It
is also not clear if a subsidy is involved. Library privatization is common. In Chicago,
Mayor Richard Daley claims that the city saved $3.7 million by contracting out
management of the Harold Washington Library.

Dauphin County Public Housing

An authority operates the county 5 public housing. The workers are not county
employees. No county money is directed to the authority. Nonetheless, the
commissioners exercise considerable leverage. Regardless of whether the county itself
can save money, the commissioners should desire effective public housing. The key may
be privatization. For Dauphin’s public housing, three general models of privatization are
available: 1) voucherization; 2) conventional private management; and 3) resident/tenant
management corporations. Of these, the last two most merit consideration. The third
may bring national attention to Dauphin County and possibly praise.

Regarding the second option, hiring a private firm to manage public-housing
facilities has often been done successfully. At least six major studies show a 20-25%
savings when employing private management or construction, including a 1988 report by
the President’s Commission on Privatization, which found 60% lower costs.

The third private option is innovative and attractive: Resident/Tenant
Management Corporations (RMCs/TMCs). Successful implementation of this model
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would create savings for the county and would come to the quick attention of a national
audience. Theseterms-- “RMC” and “TMC” -- refer to the same thing. They designate
groups of public-housing residents/tenants who collaborate to manage or sometimes own
their facilities, or key components of the facilities. This can range from outright purchase
and management of an entire facility, to self-management without ownership, to hiring a
management firm, to establishing or bringing in a private day-care provider, to
implementing or contracting out bus service and transportation, to hiring private security,
to choosing a subcontractor for landscaping and lawn care, etc. The RMC/TMC has a
tenant “council” and is headed by a president or director. The director and council
members live in the facility and are residents/tenants themsel ves.

Underpinning RMCs/TMCsis “empowerment,” a concept that took off during the
Jack Kemp era of Housing and Urban Development (HUD). Theideaisthat by being
involved in the decisions that affect their lives, residents will rebuild communities and
themselves. Hopefully, by alowing ownership, residents will have more at stake and will
take better care of their property. Thisisastep out of poverty and government reliance.

There are successful RM Cs/TMCs throughout the nation. To cite afew, these
include Bromley-Heath TMC in Boston, which recently celebrated its 20th anniversary of
resident management. Bromley-Heath operates a health-care facility, day-care facility,
and operates aradio station. It recently supervised a multi-building renovation project.

In St. Louis, there are TMCs named Carr Square and Cochran Gardens; the latter operates
four day-care centers as well as catering and transportation businesses. At the
Kenilworth-Parkside RM C in Washington, DC, residents own 209 of the 464 units, and
produced $5.7 million in savings to the District of Columbia over a 10-year period.

Dauphin County should consider implementing some type of RMC/TMC.

24



Conclusion

While Dauphin County’s large expenditures are partly driven by the nature of the
county itself, there is still considerable room to cut costs. This is evident by the steady
rise in the county’s operating budget from $56.9 million in 1995 to $79.4 million in 1999.
These figures relate strictly to county costs. Up to this point, expenditures have been
covered mainly by tax revenues, which (at a per-capita level) are among the highest in the
state of Pennsylvania. That said, the county is facing a short fall of $11 million. The tax-
spending ratio will be worsened as the county may be forced to permanently give up
some $2 million annually from the elimination of the personal property tax. This tax has
already been eliminated and may never return, depending upon court decisions. The
county may face a three-year refund of the tax for roughly $6 million in total. The real-
estate/property tax (the main source of revenue) is already too high and has been hiked
twice in recent years, increased from 5.6 to 8.1 mils from 1992 to 1997. Consequently,
further tax increases is not a viable solution to the problem. The county must make
changes on the spending side.

The best solution for spending changes is privatization, or, at the least,
competitive contracting. While competitive contracting does not always lead to
privatization, it does force cost cutting among the current public-sector group providing
the county service. As this report shows, there are a number of contracting options
available to Dauphin County. This report cited 17 assets and services that could be
considered. Some are certainly more plausible than others. Chief among these are: 1)
Dauphin Manor management and foodservices; 2) microfilming; 3) data processing; 4)
the prison; 5) the juvenile detention center; and many others. Privatization of these
specific entities may or may not be the solution. But the county should take a close look.
The potential savings could approach millions of dollars. Indeed, if he county found a
conservative savings of 20% by contracting out these services, it could save $5.7 million
annually. A savings of only 10% percent would generate $2.85 million annually.
Especially notable savings may be available from privatization of management at the
prison. A mere 10% savings on prison management would produce $1.8 million in
annual savings. If the county saved 20%, which is close to what Delaware County saved
by privatizing prison management, it could save roughly $3.6 million annually. The
county could achieve an added $1-3 million in annual savings through nursing-home
privatization.

Given the many privatization options, it would be irresponsible for Dauphin

County officials to not consider major spending cuts through privatization and/or
competitive contracting. Further tax hikes would be a retrograde and non-viable solution.
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