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Mr. Mark Kams

Agency for International Development
515 22nd Street NW

Room 522-SA2

Washington, DC 20523

Dear Mark:

Price Waterhouse is pleased to present this surnmary report on the "Technical Services in the
Market Transition" seminars held in The Czecn Republic and Slovakia in the fall of 1992
under the Privatization and Development Contract (PAD). Both seminars were well-attended
and have received positive reviews from participants. The enclosed document contains a
brief description of the seminars, a summary of participant evaluations, and a complete set of

seminar proceedings.

The seminar was designed to provide local government decision-makers guidance on the
issues involved in the transfer of public services to the private sector. In The Czech
Republic the seminar was held at the Castle Dobris near Prague and was attended by over 40
individuals representing more than 39 municipalities. Thirty four municipal officials
participated in the Slovakian seminar, which was held at the Hotel Forum in Bratislava.
Seminar participants were addressed by experts from the United States as well as Czech and
Slovak municipal officials who had executed municipal privatization plans.

We have appreciated the opportunity to organize and manage these seminars on behalf of
A.LLD. If you have additional questions please contact me or Margarita Ferndandez at (202)

296-0800.

Sincerely,

/Puw Nergeens

~

Peggy Norgren

enclosures

cc:  Penny Farley, PRE/EM
John Rogers, USAID/Prague
Pat Lerner, USAID/Bratislava
Sarah Wines, PRE/H
Bob McLeod, PRE/H
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I. SEMINAR DESCRIPTION

Background

Under the Privatizatior. and Development (PAD) contract with Price Waterhouse, A.I.D.
sponsored two seminars in the Czech Republic and The Republic of Slovakia to address the
topic of privatization of public municipal services. While PAD funds covered seminar
speakers and organization, complementary funds from the Housing unit of the Bureau for
Private Enterprise covered expenses for participant lodging and per diem. The main
objective of the seminars was to provide decision makers at local government levels with
guidance on the issues involved in the transfer of public service delivery to the private sector
(see agenda attached). While the seminar dealt with a range of municipal services, solid
waste management was given special focus as a source of illustration. The seminars took
place on August 28-29 in Prague and August 31 - September | in Bratislava.

Prague Seminar

More than forty individuals from 39 municipalities attended the two-day seminar delivered ai
the Dobris Castle, in the outskirts of Prague on August 28 and 29. The introductory speech
was delivered by Deputy Mayor of Prague, Mr. Jiri Exner, and was followed by
presentations by four American experts (a City of Phoenix official, a retired City of Phoenix
official, a solid waste management consultant and a privatization expert) and discussions led
by three Czechoslovakian officials from the cities of Ceske Tecin, Banska Bystrica and

Karlovy Vary.

The seminar audience was composed of city mayors, deputy mayors, city managers and
heads of finance departments (usually responsible for overseeing privatization efforts).
Although participant questions indicate a thirst for knowledge regarding arrangements for
private provision of public services around the world, there was also marked enthusiasm
about local efforts in privatization of public services as described by the three local speakers.

The group working sessions scheduled for the second day provided participants v/ith an
opportunity to not only share their experiences and doubts, but to apply the concepts
presented and discussed throughout the seminar to identify alternatives and solutious suitable
to the Czechoslovakian context. Seminar participants were assigned to working groups, vach
group responsible for discussing local situations, and presenting alternative solutions to the
rest of the audience. Topics discussed included:

existing regulatory constraints to the transfer of government assets
financing of infrastructure projects

joint ventures with foreign companies

environmental/political issues in landfill siting

performing financial/cost analysis of public services

technical aspects of solid waste operations (routing, monitoring, efficiency
analysis etc.)



Bratislava Seminar

Thirty four participants represented 28 Slovakian cities at the seminar held in the Forum
Hotel in Bratislava in early September. This seminar was conducted in a format identical o
that of the seminar in Prague, the only variant being that Deputy Mayor of Bratislava, MTr.
Peter Benuska, delivered the introductory speech. The issues of concern discussed during
group presentations at this seminar included:

J identification and selection of landfill sites

] waste reduction and recycling schemes

fee and rate setting (particularly in the context of rising costs and resistance
from the community to pay for a service)

regionalization of infrastructure projects

financing of infrastructure projects

joint ventures

service technology and equipment



I1. PARTICIPANT EVALUATION

This evaluation is based on a questionnaire distributed to participants of the " Tecanical
Services in the Market Transition" seminars which took place last fall in Prague and
Bratislava. In October 1992 Price Waterhouse mailed questionnaires to all 76 seminzas
participants, 42 in the Czech Republic and 32 in Slovakia. By early 1993 we received and
translated 31 responses, 19 from the Czech Republic (a 45% response rate) and 12 fromn

Slovakia (a 37% response rate).

The results presented below are tabulated on a per question basis: the original question, as it
was posed to all participants, is followed by responses from each republic. Responses to
questions 1,2,5 and 8 are presented in table form (either a numerical ranking or a yes/no
answer). The remaining four questions involved longer answers, and include, when possible.

direct quotes from participants.

QUESTION NO. I:

Please rank the presentations according to level of detai!: 1=Too Detailed
3=Adequate
5=Too General

CZECH REPUBLIC
SEMINAR Number of Responses
PRESENTATIONS Percentage of Total Responses

Too Adequate Too N/A

Detailed General

(1) ) 3) @) (5)
"The Decision to 15 1 2 1
Privatize”

78.9% 53% 10.5% 5.3%
“Contextual [ssues in 3 1 9 4 1 |
Private Sector
Panicipa[ion' 15.7% 5.3% 47.4% 21% 53% 53%
"Methods of Private Sector | 1 3 11 2 1 1
Participation in Solid
Waste Mmagement' 5.3% 15.7% 579% 10.5% 5.3% 5.3%
"Moaitoring Private 1 2 12 1 2 1
Contracts for Public
Services” 53% 10.5% 63.2% 53% 10.5% 5.3%
"Assessing the Financial 1 7 5 5 1
Costs of Public Services"
5.3% 36.8% 26.3% 26.3% 5.3%

" Assessing Operational 1 1 8 5 3 1
Efficiency of Public
Services” 53% 53% 42.1% 26.3% 15.7% 53%




QUESTION NO. 1
(Cont’d)

SLOVAK REPUBLIC

SEMINAR Number of Responses
PRESENTATION i
Percentage of Total Responses
Too Adequate Too N/A
Detailed General
(1) (2) (3) 4) (S)
"The Decision to 2 2 8
Privatize”
16.7% 16.7% 66.7%
"Contextual [ssues in 3 1 7
Private Sector
Participation” 25% 8.3% 58.3%
"Methods of Private Sector 1 9 1 1

Participation in Solid

Waste Managemen(' 8.3% 75 % 8.3% 83%
"Monitoring Private 3 1 7 1
Contracts for Public
Services” 25% 8.3% 58.3% 8.3%
"Assessing the Financial 1 6 2 3
Costs of Public Services”

8.3% 50% 16.7% 25%
"Assessing Operational 5 3 1 3
Efficiency of Public
Services” 41.7% 25% 8.3% 25%

The results indicate that the majority of participants in both the Czech Republic and Slovakia
regarded the level of detail of presentations as adequate. Based on this survey, "The
Diecision to Privatize" received the highest rating in The Czech Republic with 78.9% of
participants rating the presentation’s detail as adequate. In Slovakia the highest ratings were
given to "Methods of Private Sector Participation in Solid Waste Management" and "The
Decision to Privatize" with 75% and 66.7% respectively of participants regarding the level of
detail as adequate. 41.7% of Slovakian participants rated "Assessing the Financial Costs of
Public Services" as slightly too detailed.



QUESTION NO. 2:

Was the length of the seminar optimal?

Yes No too short too long
Czech Republic 17 2 1 1
Slovak Republic 9 2 l

QUESTION NO. 3:

Did the seminar include some problems about which you would like to know more? Please
specify.

The Czech Republic

Many of the Czech participants expressed a desire to learn more about certain problems
associated with the privatization of municipal services. While many cited an interest in
information on particular services not included in the seminar, several expressed a desire for
further knowledge on the seminar topics in areas such as contract monitoring, the
measurement of contractor efficiency, and the assessment of taxes on the private contractors.
Participants also declared interest in learning more about a number of services including:

L Sports facilities (stadiums, skating rinks, pools, etc..)
L Waste recycling, sorting and disposal
. Park maintenance
o Street lighting
. Road/street maintenance
L Traffic signals
Slovakia

Slovakian participants expressed a desire to learn more about a wide-ranging group of issues
relating to the privatization of municipal services. Their concerns revealed a more
sophisticated grasp of the issues than found in the Czech Republic. Several respondents
wanted to learn more about the financing of technical services in privatized scenarios. Their
questions pertained to general financing requirements, efficiency of different types of
financing, and control and guarantees necessary for higher-risk technical services. Other
general issues mentioned included the role of competition and the problems of individual
towns and cities. Finally, two respondents wanted to learn more about specific solid waste
issues, including:

° Brief summary of various technologies used for solid waste recycling
. Efficiency of solid waste storage: biogas, biomaterial, profits of landfilling.



QUESTION NO. 4

Have you encountered problems concerning the participation of the private sector which
were not included in the seminar but about which you would like to have more detailed

information? Please specify.

The Czech Republic

Several respondents pointed to general difficulties that their Czech towns or cities had
experienced with private service providers. The three general problems noted included
contract development, contract monitoring and project financing. In addition, a number of
Czech respondents listed individual service sectors in which they were having difficulties
with the private sector, indicating that problems with privatization have yet to be
concentrated in particular services and are more dependent on individual agreements and
contractors. The individual services listed include:

L Road maintenance

. Snow plowing

. Park/lawn maintenance

. Central heating services

o Hospitals/health centers

. Housing management

° Cemetery management
Slovakia

Many Slovakian participants expressed little or no difficulties in their dealings with private
sector contractors. Several, however, cited general problems, such as the need to assist
small and medium sized companies, the difficulties in working out the details of private
sector agreements, and the necessity to carefully choose the services to be privatized. Only
one service, funeral/cemetery management, was cited as a particular problem for municipal
officials.

QUESTION NO. §:

Have you attended another USAID-sponsored seminar on infrastructure?

Yes No
Czech Republic 1 18
Slovak Republic 2 10




QUESTION NO. 6:

Evaluate the general information, examples and experiences from adroad and the
discussion about specific Czech and Slovak problems. Do you feel that some of these
problems were given too much attention, too little attention, etc.? Please specify.

The Czech Republic

Several respondents in the Czech Republic expressed their wish that the seminar had given a
different emphasis on certain examples. While one suggested that too little attention was
placed on Czech examples, another stressed the need to discuss Czech issues to a greater
extent in light of European examples. Another suggested that more examples in general
would have been helpful. Other respondents found the seminar’s emphasis appropriate,
stating that “"the themes discussed in the seminar were properly chosen" and the "examples
were relevant." Finally, one respondent would like to have learned more about reform of the

legislative obstacles to privatization.

Slovakia

Most Slovakian respondents felt that the amount of attention given to specific problems was
adequate. Five of the seven respondents classified the seminar material as good or very
good. Three of these participants went on to cite points that they particularly enjoyed.
These included the discussion of practical examples, the group discussions, and the
international examples of municipal privatization. Two participants suggested that the
seminar’s balance should have been different. One cited the discussions on solid waste
collection as too detailed and another stressed the need for a more complete discussion of
specific problems (as opposed to common ones). The latter suggested more specialized
groups with more focused themes.

QUESTION NO. 7:
Do you think that the work in groups was helpful? Please explain your answer.

The working groups allowed participants a chance to compare and contrast their experiences
with others. The working group sessions were an overwhelming success in both the Czech
and Slovakian seminars, with respondents praising the opportunities to learn from other
cities, the possibility to network with other leaders, and the general framework for creative
discussion. Several participants suggested the need to improve the group sessions by placing
a coordinator in each group, lengthening the sessions, and creating more specialized groups
comprised of leaders facing similar issues. The following commeants on the group
discussions were cited in each republic:

The Czech Republic

o “The comparison of problems, intentions and experiences was good."
. "Group discussions allowed for concentration on a given topic."
7

)



"Allowed participants to share experiences and find an inspiration."

"A good chance to network."

"We were brought to active discussion."

"Groups.need coordinators to guide the discussion, Czech and Slovaks are not
used to this dynamic."

. "Sessions were too short. We needed more time for discussion and
conclusions."”

Slovakia
J "The possibility of active public participation was good."
] "The discussion in groups allowed us to review the issues of the seminar."
| "Yes, because it explained the theory. But we needed more time."
| "Yes, we were able to directly discuss the lectures based on our own
experiences."
] "Yes, it was useful. In groups we discussed in detail the problems of our

towns and villages. We exchanged our experiences, how to solve our
problems, and spoke about advantages and disadvantages."

. “Not in this case, because the members of the group were put together by
chance. They preferred to solve their own problems, which differed. It
would be better to create groups with similar theoretic range."

. "...was too much because each town has its specific problems that cannot be
identified in such a short time."

QUESTION NO. 8:

Were there themes discussed at the seminar that you found irrelevant to your work?

Yes No
Czech Republic 2 17
Slovak Republic 12

Participants who responded affirmatively were asked to explain their response in more detail.
Of the two Czech participants who answered positively, one cited monitoring of private
agreements as irrelevant. The other remarked that as the basics of the agreement were
sufficient for his purposes, he found the specific components of the agreement superfluous.



III. SEMINAR AGENDA/PRESENTATIONS



KEY-NOTE ADDRESS

by

DR. JIRI EXNER

DEPUTY MAYOR, PRAGUE

Czech Conference
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Ladies and Gentlemen,

It is a pleasure to be present as a representative of

the Capital of our State at the opening of a seminar,

the importance of which needn 't be emphasized. Providing
with technical services belongs to those functions of
self-government that are taken for granted. It may be

the reason why among economic reformers there ara not
many specialisgts putting themselves a question what will]
happen to the technical services in the course of one

of the most extensive transformation which our civilization
could know. It isg a pParadox and unpleasant situation
because a failure of the basic functions of services

in cities, towns and communities would be mistaken by
citizens for a principal political failure of the present
government and at the nearest elections the whole process
of the economic reform could be endangered. At the same
time the question how to ensure in the market economy

services in a good quality which ofen are, because of their

represents a difficult problem ftom teoretical point of view
and as regards its realization that is worth being studied

and.investigated from various points of view.

I take for granted that legal and political aspects of
various well-tried models will bediscussing in the following
hours and days. A pair of steps leading to the realization
of some models may succeed to be proposed.

I am, however, deeply sure no matter what resulting variants
may be chosen we can hardly expect somebody will advise us
the way how to realize them, we shali have to think over,

do the mapping and break through it ourselves because

we have to change not only our unfunctional economy but our
defoctive thinking, as well, and we have to pass through

a qualified self-educational process,

)Y



As for ‘this seminar our psycho-social problems, from a
certain point of view, are nct in the center of the matter,
yet I take for suitable to mention them and reccomend their
taking into consideration at following dis<scussions as
they are of crucial importance in decission-miking processes

taken by the State and municipal authorities.

As generally known, Czechoslovakia held since 1948 a world
primacy as for nationalization of the wholeeconomy. [t is
hardly to be said if that was a work of the Snoviel advisors
or an initiative of our communist leaders taking over and

developing dilligently the Soviet model.

A total substitution of an active and effective citizens’
spirit of enterprise by the State planning bueraucracy in

the last 40 years not has only brought Czechoslovakia near

to the economic level of the Third World and created a curious
structure of legal, economic and personal relations, releasing
of which from their reciprocal interlacing represents

a historical unpreceding experience but also has on its mind

a very resisting system of political and psychologiczal
barriers being a strong irrational element in the process

of transformation. These barriers are more or less fixed

in subconsciousness of the all citizens, including those

who are taking performing of the economic reform for their
mission to which they ofen devote their personal lives

and their health.

It is8 necessary to take the reflection of this state into
accoount at accepting . each decision, but as you easily
can imagine, the ability of this reflection is a very

varying factor and decision-making processes, particularly

by the collective organs are quite incalculable.

I like to mention the questions as follows:

1) prejudices that intermediately slow down development
on the iocal level and make it more complicated

2) a trend to regard the matter-of-fact problems from
an ideological point of view

3) an unwillingness to take in responsability for positive
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decisionsand/or inability to take in responsability for
consequentes resulting from the fact that the decision
has not been done and for an unfunctionl delegation of

the authority and responsability at municipal authorities.

I am going to try to explain in short what I mean.

In the last tens of years undertaking was regarded as
gomething inmoral, incorrect and even put out of law.
Incomes of inhabitants were strongly nivelized and they
could not be influenced by any good ideas or a good
quality of work. And yet the poor and the rich did exist.
However the high incomes had above all communist notables
and their protégés to whom economic activities criminally of
far greater  -consequence were tolerated. rather than an
unallowed enterprising. Subconsciously, we can hard put

up with an imagination that dealings convenient for all
those who participate may exist. We were accustomed'to the
fact fhat if anybody made a profit it was only because

he robbed somebody, took a bribe etc.

Provided we do not take into account the fact that at the
present time due to democracy and price liberalization
many people are in temptation to earn '""quick money"

in such a way. They are the people who could not do that

sooner just because they did not have any wnolitical protectors.

Therefore we ofen can notice a sick suspicion even in cases

of quite correct economic transactions.

As for magistrates of our cities and towns and managers of

our companies this means; the more lucrative or convenient
business they deal with the more they are watched by the whole
public, limited by various controlling mechanisms etc.

A great deal of enthusiasts havé been brought to apathy

because of wain struggle.

The economic transformation is a very complicated process
watch~d very attentively by public. For & better orientation
a set of slogans characterizing the whole trend of the reform
have been created by statesmen and citizens. If these slogans
are applied to individual cases, they ofen come into

discr-epancy with the common sense, as far as there is

)
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a willingness to think about problems -~ however this is
rather a scarceness -~ people identify themselves rather

with symbols than with the progranm
One says for example:

Free market and competition are the only functioning and
regulating mechanism - authorities are not allowed to
intervene in the economy.

Or: Communities are no subject of undertaking - the

undertaking is for private persons.

However, nobody is able to answer the question whether
the public transport or the water piping system in a city
or a town split into several private companies would

serve to citizens better than a monopoly municipal enterprise.

Decision-making mechanisms at local authorities are
affected by the above mentioned problems still more then
would be necessary because the systnm‘s defects still outlast

in them.

A system of elected authorities and their adminsitrations
enables to leave the decisive authorities to an anonymous
collective body, whereas the responsability for an executive
decision is relating to a person in a sufficient way.
Magistrates and their officials could be divested due to their
decisions in any time (for example due to a suspicious
convenience or a discrepancy with a slogan), however,
nobody takes any responsability for what happens if an
accepted decision is not realized and mostly some time
after no ohter decision is realized.
The golden rule of the communism "who makes nothing -

~ 8spoils nothing" continues to be valid in the further

years.

/7



After this general polittcal introduction [ wouig [1ho te =g

contents of several technica! services providea 1n oy « 1. ;
emphasise that everything hias been carried out. up uyn* i aow,
organisations which Iook upon Praque as their rounder . iai- me p-
practice, that the city gounctil can appoint and Jismies *the sfrye o
and that the city finances the business from 1ts own hutget | e o
all the property of the business belongs tec the =tate ard untyye c.n
profits are absorbed by the state budget. This si1tuat ion Inood

cities in Czechoslovakia tinance state businesses from their o yn
budgets - 1s regrettable and naradoxtcal and t1s excusabio o "y o
equally regrettable fact that the community budaets depend tor moe:e

that 90% of their income on the budget of the republic.

In connection with the tax reform being prepared and the privatisat,
of our economy in general, our city will have to secure. tor examp'n
the future of the follwing businesses and operations desiitnated an
technical services:

- public transport: over a year the rolling stock covers 150 thaous-r-
kilometres, transporting 1.5 thousand millton people. In tnta]
citizens and vislto;s to Praque travel 17 thousand mitlinn kmn
annually. This service is maintained by 15 thousand workers ant
subsidies of about two thousand million crowns - 1n other words:. 172

of the total city budget.

Dicposal of the city's 1/2 million tons of waste doesa not <ozt t-=n
much money. But this does not take into account the necessitvy ot
extensive l;iqigmont in this service - 1n three months the exist . n-
storago'dapIQ}ﬁwallf&bo exhausted and no substitute has vet bLnmen
provided. Tho'ollminafjon of mixed materials has not been ensu o

anywhere in Czechoslovakia up until now,.

The city woodland, encompassing 2,700 hectares. 1s at present In~
after by 100 workers. The majority of this has been damaaged by rnuht
and emissions, fungal attack and so on. We have the resources to
extract timber only when trees fail down naturallv or 1n excep'. 1
circumstances. The public municipal green land organisation hy-

further 2,000 hectares. S50 people look after 1t at a total co-¢

about 135 millien crowns. BEST AVAILABLE DOCUMENT ¥



Protected land demands i1ndependent attention (i ipy - rr g

varying sizes),.

Water provision 1s undertaken bv 3 network ot nasic watlar Sl s 4

of a total length of 3,000 kilometres. 30% of this has ont i1 e 14

recommended i1fe-span (70 vears) [n total 30% ot drinking wata-
lost 1n distribution. The present sources are withatt 1 naca. v ri.-.
total size of Prague sources 1s about 9.5m3\s. Demand (10t ey
industry) 1s about 500 litres daily for evervy Fragque citizoen,

The basic sewerage network consists of canalisation ot Z.300 km 1n
length, of which 660 km 1s walled sewer with large diameter. The
drainage area (s equivalent to about 40% of the total arey ot the
city. Many of the outlying areas (which became part of Frague around
1970) do not yet have their own canalisation. The state of
canalisation is similar to the state of the water supply distribntion
network.

The current water purification system is hardly functioning.

The problems of privatising technical services and the infliuenia ot
the city on-this process will make the necessary wider invesiment
considerably more complicated and the state's involvement i1n this

investment (s as yet unclear.

The city budget. for the next few years remains largely unknown. [he
resource part asnd.the construct:on expenditure part, in particnlar.
depend on l'ﬁxowlodqo of the division between government and privite
sectors. I bottov. that thero can be no doubt as to how i1mportant ir~te
datallod,pllnl far pqla}ble economic transformation of terhnical
services afe in our aitompt to extricate ourselves from the vicions
circle in which we operate.

Thus [ sincerely thank the organisers for arranaing this saminar nd

for the opportunity to take part in 1t.

BEST AVAILABLE DOCUMENT
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Inqg.arch. Peter B E N U UK A
Deputy Mayor for the developoent, architectiare aid equagon-

ment of the capilal ouf the Siovak vepublic hlutnslaVA
THE PRIVATIZATION UOF CITY SFERVICES

An opening paper at. bLhe seninac "Technical servicees g i
period of transformation bo Lhe markeb ocouony ™ oo, osi bee
Lthe Anglo-American Husiness Tosbitubte, UGS ATD amed Prooee
VYaterhouse in the Forum hobel 1o Hratistava (von Aneoe b )

to September 1, 1992.

1. PARTICIPATION LY THE PRIVATE SECTIHIR LN THE PROVISTON 1
BRATISLAVA CITY TE(HNIIAL SERVICES IN THE PAST.

This 1is not a complex historical louk bubt a veninder o e
reality that 1t has beon a coustant problen, ool only o

us, but abruad as wvell.

For example in the area uf supplying the town wvith denk onn
vater, Bratislava (PreBburg, Puszony) algeady in 11H)
concluded a contract with the private company Forlse oue vheh
underground sources of high-quality drinking vater v
found, and in 1886, the vater woarks on the Danuber 1ulaned
Sihot (Kidsemacher) were buill.. The above-ment.inned company
vas supplying residents vilth water until 1434 vhen Vhe by
bought both sources and equipment, and founded the ity
vater vorks company. Oune part. of Bratislava has beon
supplied from this source up to nov, and. the Braltislava
Vater and Sevage Vorks vas Lill 1990, at least in nanwe.

a city company. It is paradoxical that during the perioond of
privatization of many services, it fell under the autiuipity
of the Ministry of Vater and Forestry uf the Slouvak
Republic. 1in other wvords, intu state ownership and

managenent .

BEST AVAILABLE DOCUMENT
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Stinmillarly. other parts of ciby bochuoical wafras cm Vg oy
alsou transfered fron an originally privabes or the mane rpeal
sector into the stabe ame. Fac oxanple a privale Nacsio g
Jas company granted ils <ervives to Hrataislava o 155
The clby bought. Lhe gaswvorks bhal, weres Tonrabeadt g bl vy
of the present-day chemical Pechnologrealt foonalby g 160
The city council vas respousthle alsoe far upply e e 1oy

and su bLhey had a powver stabtion boilt. in 190

The above-nounbt.loned exanples tllastrates Lhal, proavalee o
municipal parbicipation was the norn in Lhe past o oaleso o
the areas tliat are Lhe dunaine of Lhe state soctopr (or

several decades.

2. THE CREATION OF LEGISLATIVE CUNDITIUNS FOR THE
TRANSFORMATION OF CITY SERVICES DURING THE P'ERIUD AFTIR
1989.

From the standpoint ot tocal public managemen!., the
htstorically most important. laws were those Lhal.
re-established the independent legal existeuce of bLowns and
villages In the form of elected administrative bodies. 1he
lawvs of the Slovak Natiovnal touncil Nou. 364, concevning the
general establishment from Sept 6, 1990, and No. 177,
caoncerning the capital cily uf the Slovak Republic.
Bratislava, from Sept 13, 1990, together defined the vrole of
the administratton.

Part of this role wvas to ensure the public supply ot
services, in other vords:

- the contruction. management.. and maintenance of he
local road netwvork, public lighting, public landscapinadg,
public greenery., graveyards. cultural, sporting, aml other
general faclilities.

- The removal and disposal of communal waste

- the vater supply

- the removal and purification ouf sewvwaye wileys

BEST AVAILABLE DOCUMENT
s



- public transport.

While all roles of the tove. and villaaes 1 b apeg oo
housing have not. yet beon cleatly def ined, ol
responsibilities in bhe navagemenl of £arroee cValse Jpongpe yng
have been transferred Lo nunicipal ownecshiop by feant ob e

Slavak N.U. lawv No. 138, vhich concerns munce tpacd oy b

The division uf bthe operatson of stale manaoaerent. ol
administration is stated (n Lthe Slaovak N1 Law Na.
35§871990, vhich cvoncerns the transfer of the establishinm o
managing functions of Nabional Coamittees to tLhe
municipalities, central bodies of sbtate administiabtion aned
other bodies of lucal stabe adninistration. As sbalodd ahaowe,
it is paradoxical thal., according to this law, Lhe
Bratislava Vater and Sewane Vorks came umcdetr Lhe aut hocity
of the Ministry of Vater and Forestry of Lhe Slovak
Republic, even when, acvording to law Na. 369/1990, bt toun

is responsible for the problemabtics of waler manadensnt..

The conditions four the transfer of state owvnership bo o obher
physical or legal entities vere determined by the Slovak
N.C. No. 427, from Oct 25, 1990. In the brief survey of 1he
most important legal measures in the communical-polilical
fleld, the privatization laws are deliberately nat. included,

because they are included under the state bulies' jpuwers.

In conclusion, we can stale that the legal limits fur bl
trénsfor-ahlon of city services in Slovakia were cieatled
during ghowperlod:of Sept 1990 to May 1991, and sines then,
further details have been vorked out to make it.

a sufficiently solid base for the prucess ot transformal.ion.

3. REAL CONDITIONS FUOR THE PRIVATIZATION OF €CITY SERVIETS AT
THE PRESENT TIME.

BEST AVAILABLE DOCUMENT
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The 1ndependence of decisiton-making 1o aditnist rol e iy,
is still limtbtedd by bLhertt dependence on oo val ool o

trom the state.

tnce all towns and villamse had heen Levaally o csbodei focipead g
1990, thelr share of imdegoendent, couenue, ool bie |
thelr needs, graduatly increased, but. even al. the ool oo
1992, wve cannot yet ‘speak about. any economie cindegeedonn o
The cessabtion of bLhe process of adiinestood tuee £oipanet ol
independence will be an inpourtant elemenl. 1n bhe e bogaen
of municipal demucracy in our countey. Ib s bhe b
condition for the developnent of the specificiby of e

village, bLown or veqgiun.

The dercentralised provess luthe SCONUNY 1S one o e
conditions for tranformat.ion to a narkebt ecooaomy. Nevon e
to the data of the Slovak Hireau of Statistics, ducing Lhe
establishment uf smaller slate, coaperatives, or Loun
companies, a new wurganising structure - the private cecl o
- wvas quickly develoupiuy in more than one leaal furn. The
number of privately-uperating cilizens - physicai ontit o
not registered in the Business Index - grew Lhe fastest .
from a total number uwf almoust 12,300 commercial
organisations in the Sluvak Republic, roudghily one halt

(6239) vere private on Dec 11, 1991.

Other statistical data frum Dec 31, 1991 may be suprisined:

- In the Slovak Republic, there were 1HAS (numbwer
illegible) foretgn and internat.ivnal organisal.itms in
operation. (12.5% of Lhe total number).

- In the Slovak Republic, more than 200,000 it 100w
vere indulging in private business, not registered i |-
Business Index, une fifth af which in the vapital of 1he
Slovak Republic, Bratislava. (40,481, plus 4175 private

Bratislava entrepreneurs registered in the Business b

BEST AVAILABLE DOCUMENT
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From the point of viev ot the development. of qon-pogoning (oo
services, amoung then bLhe (wervhelning wajocity of "ty
technical services", tlrre 15 a chavacteristocally <harp
grovth uf work opportunities. In Lhe avea of conmrnne |
services, accomodatiun, aud Czech Republic services., bl
number of employed pecsons in the Sluvak Repnbl e LE D vvens vy
frum 16,000 in 1985, Lo (0,000 in Y91, a four-fold
increase. The above-menl.iovned data created the condit rone
for the privatilsation of rany cily services. he ontry o
the private sector is still quite restricted hy the oy

capacibty of (ts capilal neans.

In this first phase., services have heen contracted wilh e
private sector Ln the farn tf a subsidy by the town
corperation. In the secoud phase, a nore significant shaps
of private companies. such as owners or manasaers nof
individual facilities, are expected. The varieby of btleeir
selection and the creatiun of their compel.it ive means 14 the
condition for a higher standard of provided services. It
course, only wvhen quality wvill be the one and only

critierion for selection by Lhe municipal lealdership.

BEST AVAILABLE DOCUMENT
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PRESENTATION NO. 1

"THE DECISION TO PRIVATIZE"
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Issue # 1: Service Definition

Clear service definition is essential for:
--Drafting specifications for bidding

--Choosing among competing bidders
--Contract monitoring

X7




Issue # 1: Service Definition

Services vary in definability

Ensuring lecal
compliance with
national law

Keeping street lights
shining

(less definable) (more definable)

2%



Issue # 2: Competition

Competition/monopoly more important than public/private
Source of efficiency incentives

Initial competition: Multiple potential suppliers

Ongoing competition:

--Potential (acceptable)
--Actual (ideal)

29
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=~ -‘Decisiohto Privatize =

Issue # 2: Competition

Most important lesson. The more competition, the greater the
efficiency gains from privatization

First cautionary note: _Sometimes change is desirable even without
efficiency gains

Second cautionary note: The less competition a service allows, the
more private firms will favor privatizing that service

Third cautionary note: Following privatization, firms will usually try to
weaken competiive forces




_ Decisionto Privatize - -.

Issue # 3: Monitoring

Accurate performance monitoring needed for
--Meaningful competition
--Fair compensation
--Contract enforcement
--Cancellation or renewal
--Future privatization decisions

3l



.. Decisionfo Privatize

Issue # 3: Monitoring

Services vary in how well performance can be measured and

monitored
Teaching ethics to Repairs holes in
children highway
---------------"------"‘“-\“\- " ——————————— ]
(less measurable) (more measurable)
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~ Variants of Privatization

1. Private-Municipal Contracting
--Municipal responsibility?
--Need for uniformity?
--Special expertise needed for definition or evaluation?

2. Franchising
--Most benefits go to individual citizens?
--Citizens good judges of performance?
--Limited efficiencies from central financing/administration?

3. Full Market
--All benefits go to individual citizens?
--Advantages to diversity?
--Citizens good judges of performance?

33
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_ Concluding Points -

1. Criteria and lessons apply differently in different locales
2. Administrative capacity matters in privatization decision
3. Politics will not be easy
--Pressures to privatize where inappropriate
--Pressures_not to privatize where appropriate

4. Crucial point in history; worth great effort to get it right

34



resources and authority

Pre-Revolution -~

Local Officials

Central State

L

Problems

Technical
Services

Advantages:
--Simplicity
--Uniformity

--Anti-democratic

--No incentives for efficiency
--Poor adjustment to local conditions
--Weak quality control

Citizens

1

service

35



Publuc Serwce System

Basnc Structure

Central State
resources and re |
H 7
authority P i information and
7 .= i
. Municipal complaints
l Government -

Technical Services -
or Private Firms Citizens

!

service

Advantages:
--Local autonomy and discretion
--Better information flow
--More accountability
--Greater incentives for efficiency

Problems
--Local financial pressures

--Challenge of creating new systems and procedures
--Need to decide how much, and what, to privatize
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" Public Delivery Model

resources and
authority

taxes, information
and complaints

'

[,

Municipal Government

e e e e e e m— . —

Technical Services

Advantages:
--No organization barrier between government and supplier
--Potentially superior efficiency incentives
--Potentially greater innovation and flexibility

Problems
--Government lacks information about supplier
--Requirement for monitoring and feedback
--Vulnerability tc fraud or monopoly

service

— Citizens

37




" .. Private Contracting Model =~

resources and

authority . taxes, information
, Municipal and complaints
l Government [ —
Private Firms Citizens

!

service

Advantages:
--Change from status quo
--Potentially superior efficiency incentives
--Potentially greater innovation and flexibility

Problems
--Government lacks information and supplier
--Requirement for monitoring and feedback
--Vulnerability to fraud or monopoly

3Y



-
-
-

-
-
-
-
-
-
-

Technical Services
or Private Firms

Franchise Model

Municipal Government
(oversight, regulation, licensing, etc.)

-~
-~

Service

Citizens

Fees
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.- /- . Private Delivery Variant .

Full Market Model

Service .
Private Firms Citizens

Fees
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Strategic Challenge for Municipal Officials:

Identify the right delivery model for each service
--Public delivery
--Private contracting
--Franchising
--Full market

Barriers and complications
--Financial pressures
--Organizational inertia
--Politics

— Local
— National

A



PRESENTATION NO. 2

"CONTEXTUAL ISSUES
IN PRIVATE SECTOR PARTICIPATION"
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NTEX [ E.

PRIVATE SECTOR PARTICIPATION
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CONTEXTUAL ISSUES
EFFICIENCY ISSUES
ACCOUNTABILITY ISSUES
MANAGEMENT ISSUES
LEGAL ISSUES
INSTITUTIONAL ISSUES
FINANCE ISSUES

COST ISSUES

4y



EFFICIENCY [SSUES

ACCOUNTABLE -- RESPONSIVE TO
PERFORMANCE MONITORING

PRODUCTIVE -- SIZE, AGE, FLEXIBILITY

FREEDOM OF ACTION -- FROM BUREAUCRACY
AND POLITICS

CONTESTABLE MARKET -- FREE OF COLLUSION,
CARTELS, PREDATORY PRICING
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EFFICIENCY SPECIFICS IN SOLID WASTE
SYSTEMS:

Low cost systems (whether public or private) have:

Smaller Crews

Younger (and/or more productive) Crews
Lower Absenteeism

Lower Wages

Lower Benefits Costs
Flexible Work Schedules
Efficient Vehicle Routing
Better Designed Vehicles
Standardized Vehicle Fleets
Managerial Incentives
Faster Repair Cycles
Competition/Contestability



ACCOUNTABILITY ISSUES:
FIDELITY TO PUBLIC VALUES
EQUITABLE EMPLOYMENT OPPORTUNITY

FAIR WAGE -- APPROPRIATE COMPENSATION

FAIR BENEFITS -- MEDICAL, DISABILITY,
PENSION

OCCUPATIONAL SAFETY AND HEALTH
STANDARDS

ENVIRONMENTAL STANDARDS
EQUITABLE SERVICE DELIVERY

AFFORDABLE SERVICE DELIVERY

H7



COMPENSATION FOR LABOR and PROFESSIONAL
STAFF

MANAGEMENT FLEXIBILITY -- OVERTIME, WORK
HOURS, HIRE/FIRE, PROMOTION

SPAN OF MANAGEMENT

ABILITY TO APPLY INCENTIVES FOR
PERFORMANCE

ABILITY TO APPLY SANCTIONS FOR NON-
PERFORMANCE OR ILLEGAL ACTIONS

ABILITY TO CONTRACT FOR SERVICES

FREEDOM TO RECOVER COSTS

HY



FINANCE [SSUES:

COST OF CAPITAL -- FOR GOVERNMENT VERSUS
PRIVATE BORROWERS

HIDDEN SUBSIDIES -- FUEL, ELECTRICITY,
WATER, WASTEWATER TREATMENT

ACCESS TO CAPITAL -- CENTRAL VERSUS LOCAL
GOVT. -- SMALL VERSUS LARGE PRIVATE
COMPANY

CUSTOM DUTIES, VAT, OTHER TARIFFS TO
PRIVATE SECTOR

HIDDEN COSTS OF CORRUPTION -- POLITICAL
MANIPULATION COSTS, PAYMENTS FOR
PAYMENTS

FREEDOM TO RECOVER COSTS AND SET USER
CHARGES



LEGAL ISSUES:

COMPETITIVE AND FAIR PROCUREMENT
PROCEDURES

COMMERCIAL CODE -- TO ENABLE A "LEVEL
PLAYING FIELD"

ENVIRONMENTAL STANDARDS
OCCUPATION HEALTH AND SAFETY STANDARDS
FAIR LABOR REMUNERATION

REPATRIATION OF INVESTMENT PAYBACK AND
PROFIT

FOREIGN OWNERSHIP OF LAND AND OTHER
PROPERTY

IMMIGRATION OF FOREIGN PROFESSIONALS

TAX REQUIREMENTS



INSTITUTIONAL ISSUES:
ABILITY OF GOVERNMENT TO:

WRITE AN ADEQUATE CONTRACT OR
AGREEMENT

CONDUCT A FAIR AND COMPETITIVE
PROCUREMENT

MONITOR PERFORMANCE
MEET ITS PAYMENT REQUIREMENTS
MANAGE RISKS TO INVESTORS:
NATIONAL INFLATION
CURRENCY CONVERTIBILITY
FUEL PRICES
IMPORT BANS, QUOTAS, AND DUTIES

REGULATORY CHANGES
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COST ISSUES:

COSTS OF GOVERNMENT SERVICE DELIVERY
NOT KNOWN -- EXPENDITURES
DISAGGREGATED AND SOME HIDDEN

COST INDICATORS NOT MONITORED --
PRODUCTIVITY PER WORKER, PER VEHICLE,
PER ROUTE -- COST/TONNE

PLANNING FOR LOW COST SERVICE DELIVERY
NOT DONE

QUANTITY OF WASTE NOT KNOWN -- NO
WEIGHBRIDGES

LIMITED ECONOMIES OF SCALE

COST FOR COLLECTION ARE 75% TO 95% OF
TOTAL COST

A



WASTE PRODUCTION VERSUS INCOME

Low Income Middle Income [ndustrialized
Country Country Country
MSW Quantity 02°T 03T 06T
Tonne/capita/year
Average [ncome 350 $/c/yr 1,950 $/c/yr 17,500 $/c/yr
$US/capita/year

(in 1988 $US)



MSW Collection
$US/tonne

% Capital

% L.abor

% Other O&M

MSW Collection
$US/capita/year

Collection Cost
As a % of Income

COLLECTION COSTS

Low Income
Country
15-308/T
40%
15%
45%
3-68/c/yr
09-1.7%

Middle Income

Country
30-708/T
30%
40%
30%

9-218%/c/yr

05-11%

Industrialized
Country

70 - 120 §/T
10%
70%
20%

42 -72%/c/yr

02-04 %
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DISPOSAL COSTS

Low Income
Country

MSW Cleansing 30-608/T
$US/tonne

% Capital 30%
% Labor 40%
% Other O&M 20%

MSW Cleansing 0.6 - 1.2 §/c/yr
$US/capita/year

Cleansing Cost 0.2 -0.3 %
As a % of Income

Middle Income
Country

60 - 1408/T
20%
70%
10%

1.8 - 4.2 $/c/yr

0.1-0.2%

Industrialized
Country

140 - 240 $/T
25%
65%
10%

4.2-728/c/yr

0.02 - 0.04 %
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Low Income Middle Income
Country Country
MSW Transfer 3-5%/T 5-158/T
$US/tonne
% Capital 65% 50%
% Labor 10% 25%
% Other O&M 25% 25%

MSW Transfer 0.6 -1.0$/c/yr 1.5-458/c/yr
$US/capita/year

Transfer Cost 0.2-03 % 0.1-0.2 %
As a % of Income

Industrialized
Country

15-208/T
35%
45%
20%

9.0 - 12.0 $/c/yr

0.05 - 0.07%
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PRESENTATION NO. 3

"METHODS OF PRIVATE SECTOR PARTICIPATION
IN SOLID WASTE MANAGEMENT"
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AL WAL ACLIVITILS
FOR PRIVATE SECTOR PARTICIPATION

SERVICE DELIVERY:

- STREET SWEEPING

- REFUSE COLLECTION

. RECYCLABLES COLLECTION
- TRANSFER

- SANITARY LANDFILL

- RECYCLING

- RESOURCE RECOVERY

CQUIPMENT MAINTENANCE
OVERALL MANAGEMENT AND PLANNING

BILLING
MONITORING OF PERFORMANCE
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STEP 1.

KNOW THE TOTAL COST FOR PUBLIC SERVICE
SERVICE

&l



HOW ARE TOTAL OWNING, OPERATING, AND
MAINTENANCE COSTS DETERMINED?

For every department working on solid waste management:

Estimate the % of facilities and % of cquipment
associated with work on solid waste management.

Estimate annual cost of dcpreciation and debt
service associated with facilities and equipment,

Estimate annual cost of operation and maintenance
associated with facilities and equipment.

Estimate the % of staf{ associated with work on
solid waste management.

Estimate the annual cost of salaries, benefits, and
administrative overhead associated with staff.

Separately estimate the above costs for each solid waste
managcment activity, camely:

collection, cleansing, transfer, disposal, aod
recycling.

b2



STEP 2.

DECIDE WHICH ACTIVITIES MIGHT BE MADE

MORL EFFICIENT BY PRIVATE SECTOR
PARTICIPATION

3



WHICH ACTIVITIES ARE INADEQUATELY
EFFICIENT OR EFFECTIVE? LOOK INTOQ ISSUES OF:

lack of facilities and/or equipment
inadequate staffing

inadcquate training

labor redundancy

restrictive labor practices

poor fleet maintenance

inadequate supplics

lack of management flexibility

lack of performance monitoring

inadequate laws governing citizen cooperation
lack of citizen education and cooperation

lack of political will and enforcement sactions



STEP 3.

DEVELOP A LONG TERM STRATEGY TO
RATIONALIZE PARALLEL ACTIVITES BY PRIVATE
AND PUBLIC SECTOR

S



SAMPLE LONG TERM STRATEGY:

Year 1.

Year 2.

Year 3.

Carve out a slice of the service for
competitive procurement with private sector
-- say 15%.

Sct aside at least 30% of service for public
sector, to maintain ability and readiness to
perform in the case of private sector failure
-- and to maintain contestability.

Monitor private and public performauce and
improve public sector service efficicncy.

Carve out another slice of the service for
competitive procurement with private scctor
-- say 15%.

Gl



SAMPLE LONG TERM STRATEGY (continued):

Year 4.

Year S.

Year 6.

Year 7.

Year -.

Monitor private and public performance and
improve public scctor service efficiency.

Carve out another slice of service for

public/privatc competitive bidding -- say

another 15%.

Monitor private and public performance and
improve public sector service efficiency.
Prepare public employees for another
public/privatc competitive bidding.

Carve out another slice of service for

public/private competitive bidding -- say
another 15%.

As first two contract arrangements expire, put

them out for public/private competitivc
bidding.
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STEP 4.

DEFINE OUTPUTS EXPECTED OF BCTH PRIVATE
AND PUBLIC SECTOR

69



WIIAT OUTPUTS NEED TO BE DEFINED?
Basic technological approach.

Quantity of services to be provided.

Quality of services to he provided.

Environmental or emmission requircments to be met.

Delivery dates of scrvices, place and method of delivery.

Worker health and safety requirements.

&7



STEP 5.

DEVELOP TENDER DOCUMENT

70



WHAT NEEDS TO BE SPECIFIED IN THE TENDER
DOCUMENT?

Outputs.

Warranties, insurance, and registration requirements.
Financing and bonding requirements.

Permit requiremeants.

Leogth of contract.

Compensation method and timing.

Inspections and audit requirements.

Procedures for handling complaints.

Sanctions for poor performance.

Allocation of risks and remedial measures,

Contract termination and step-in rights.
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STEP 6.

ADVERTISI' PROCUREMENT AND FOLLOW A
COMPETITIVE PROCUREMENT PROCESS

Y



STEP7.

ENGAGE AN INDEPENDENT ENTITY TO MONITOR
BOTH PRIVATE AND PUBLIC SERVICE

73



STEP 8.

SHARE THE MONITORING
MONTHLY AND WORK TOWA
PRIVATE AND PUBLIC SERVICE

INFORMATION
RD IMPROVED
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PRESENTATION NO. 4

"MONITORING PRIVATE CONTRACTS
FOR PUBLIC SERVICES"
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PRESENTATION NO. 5

"ASSESSING THE FINANCIAL COSTS
OF PUBLIC SERVICES"
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ASSESSING THE FINANCIAL COSTS OF A PUBLIC SERVICE OPERATION

To answer questions regarding the costs of privatization or contracting, it is essential that a
municipality have a clearly defined goal, or goals, in mind. A municipality may want to limit
the cost of a certain service, or conversely it may hope to stimulate private sector growth.
Given different goals, different decision levels come into force and likely will change some of
our thinking regarding overall costs. In the case of contracting to stimulate private sector
growth a much broader cost assessment comes into play and one must look at the overall cost
benefit ratio gained over the larger community system. If on the other hand, a municipality is
interested in minimizing the cost of providing a certain service then we are faced with a simpler
cost benefit ratio analysis.

In any cost analysis we perform however, it is absolutely essential that we answer the question
" what is the baseline cost to the municipality of providing the given service? " As my area of
expertise is solid waste I will use a solid waste collection operation as a model for developing
a cost analysis. It should be clear that this same technique can be applied to any service or
function considered for contracting. I will make an assumption, at this point, that I think is very
important. That assumption is: we are determining the cost of the service we are currently
providing and that is the same service we are contracting. It is difficult, if not impossible to
determine what financial cost comparisons are if a municipality tries to set a different service
level, than it currently utilizes, as the result of a contracting process.

Costs related to providing a service can be broken into two basic categories often referred to as
direct and indirect. Before going into any detail as to how we might identify various costs it
would be useful to understand our definition of these two cost factors and why we use them.
In Phoenix our overriding goal in the contracting is to achieve the lowest possible cost for
providing a given service to the public. In the case of our solid waste collection function this
translates into minimizing the fee we charge each homeowner for a specified list of services
rendered and billed on a monthly basis.

o direct costs, sometimes referred to as "go-away" costs, are items directly related
to providing a service, such as: trucks, drivers, containers, first line supervisors
etc.

J indirect costs are items which are not directly related to providing the service and
will not “go away"” if the function is contracted. Examples of non-go away costs
are the city manager, the city personnel department and any other entity that
supports several activities including the function that is being reviewed for
contracting.

1 Robert Donovan
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Current Costs

In Phoenix we have developed a very sophisticated Financial Management Information System
(FMIS). This system is based on normal municipal accounting practices and allows a manager
to identify any costs in their operation with relative ease. Most other cities I have dealt with are
not as fortunate and a manager has a difficult if not impossible time in attempting to determine
what the actual costs of running a given operation are. With this in mind I will give you an
overview of what we look at in terms of direct costs as related to our solid waste collection
operation:

Personnel Costs

Generally one of the most expensive components of an operation is the personnel component.
It is relatively easy to determine what can be saved by contracting if we assume that the full cost
of the personnel involved in the collection function will "go-away" if we contract the service.
We can see that any salarics or wages will not have to be paid, any fringe benefits such as
insurance will not have to be budgeted, and the requirement to provide pensions for these
personnel will decrease.

It is more difficult to determine what indirect personnel costs will stay, or go-away, through
contracting. If, for example, the city has a payroll department consisting of 35 people and three
of them are fully dedicated to processing payroll for the function to be contracted, then those
three people should be included as an indirect cost savings attributed to the contracting process.
The city manager however will not ge-away as a result of the contracting process and therefore
none of his costs should be attributable to the actual cost of providing the service. Ina complete
cost assessment the important action required to determine personnel-related costs is to identify
the direct go-away costs and then review every support function to determine if there exists a
real possibility for cost savings in the support areas. If a person will remain in public
administration after a function is contracted then no costs savings should be attributed to that
person or any portion of the person’s organizational costs.

Commodities

Commodities are an important cost when considering a service or function for private
participation as they consist of things required to keep an operation running from day to day.
Examples include desks, chairs, paper, pencils, uniforms, gasoline, etc. As an organization is
scaled down through the contracting process there should be a corresponding savings on
expenditures for items of this nature. Again, it will be relatively easy to determine how much
savings are attributable to direct cost areas. It will be more difficult to determine the cost
savings related to those areas which are indirect cost areas.

2 Robert Donovan
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Services

A third area of concern is an area referred to as services. This area includes maintenance costs
of equipment, electricity, water, telephones etc. As an organization scales back due to the
contracting process a significant reduction should be experienced in the demand for services.
In the case of a solid waste collection operation, equipment maintenance costs run a very close
second to personnel related costs. It is very important to assess each of the areas that provide
support to the contracted function in an effort to determine the actual costs.

Capital Items

A fourth key area of cost is related to expenditures for capital items. Phoenix arbitrarily sets
a dollar limit and identifies items that costs more than that limit as capital items. In many solid
waste operations, equipment represents the greatest cupital cost. Other items are buildings,
computer hardware, containers etc. In many cases the acquisition of capital items might be
financed and interest must be paid on the principal. If, for example, I purchase two million
dollars worth of new trucks on a lease purchase arrangement then the city will pay interest on
that money. Interest payments are then a go-away cost if we contract the operation and I have
no need for the new vehicles.

The direct and indirect cost savings explored above represent the items that we can reasonably
identify in an annual budget. Hnwever they should not represent the only sources of capital cost
savings. Contracting might very well allow for a cost avoidance for future capital purchases.
If we know that we will require a new building to house the waste collection operation in the
near future, a significant cost avoidance can be realized by contracting to the private sector. As
we perform a cost analysis we should also look throughout the organization for significant cost
avoidance possibilities and enter that data into our financial decision model.

Costs Resuiting from Private Participation
Thus far I have talked about all the cost areas where potential financial savings exist in the

framework of a contracting or privatization process. As a point of fact, contracting also has the
potential to add new costs to a municipal system. We should take the time to determine what

near and long-term costs the contracting process brings about.

Preparation Costs

Initially an organization must consider the fact that a significant number of hours will be spent
by staff to determine financial aspects of the process, draft contracts, prepare bid packets, review
bids, answer questions, etc. Thesc hours should be incorporated into the contract cost as part
of the price of the contracting process. Additionally as contracts are renewed and/or re-bid there

are costs associated with these processes.

3 Robert Donovan
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Contract Monitoring Costs

If a contract is in fact tendered then the contract must be monitored. A municipal government
may either contract \ie monitoring function or hire staff to perform the function. In either case
there will be costs associated with contract monitoring. This cost must be recognized and added
to the price that the contractor expects for performing the service.

Direct Disbursements to the Contractor(s)

Contractors must be paid. Changes and additions to your disbursement procedures must be
reviewed and if new personnel and/or procedures are required which increase time then this cost
must be added to the price of the process.

Public Relations Costs

If in a particular case transfering services to private provision is not a universally popular
initiative, it may be wise to allocate funds to a public relations campaign to insure that the public
understands what is being done, why and how. The cost of such an effort must be added to the

cost of contracting.
Other Costs

There are some minor additional costs that should be considered when reviewing the costs of
contracting. Since these costs may be unique to a given situation I will only mention them. If
acity is forced to lay off some of its employees as a result of the contracting process there may
be some unique severance pay and/cr outplacement costs related to the process. These should
certainly be considered as part of the cost of contracting. If the municipality is unionized then
there may be costs associated with dealing with the unions in order to implement the contracting
process. These costs should also be considered as part of the cost of privatization.

At this point I would like to terminate my immediate discussion on costs associated with the

contracting process and the identification of baseline costs, and turn to the subject of paying the
contractor.

Payment to a Contractor

There are two basic methods I am familiar with for paying a contractor. Both mechanisms
assume that the statutes require that the service be accepted from (by?) the municipal entity.
The two options are:

o to pay for the contract out of general tax revenues,

° to charge a fee to cover the cost of the contracting process.

4 Robert Donovan
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If a municipality elects to allow private companies to compete to provide the service in an open
market or develops a franchise scenario, then the two options mentioned earlier are not
considerations.

Paying the contractor out of general tax revenues is certainly an easy option. It allows for
relatively simple accounting processes and requires no additional special facilities for collection
of funds. On the other hand, the establishment of a fee based system allows for relatively
concise charges to be applied for individual service levels received. It also allows fees to be
more easily and readily adjusted as contract prices are increased or service levels are changed.
On the negative side a fee based system requires that a collection methodology be developed or
that the fee be added to an existing bill such as the water bill. Billing separately or billing as
part of another service bill sometimes results in organizations or residents not paying the portion
of the bill related to the particular service in question.

Reducing the Cost of Contracting Out

Another interesting area for discussion is the topic of reducing the cost of contracting through
various mechanisms:

J One example is reducing contract costs initially by allowing the contractor to take over
capital assets such as land, buildings, computer equipment, trucks etc., to reduce the
financial risk to the contractor and minimize his initial investment. This type of strategy
should result in a significant reduction in near term contracting costs.

J Another example is to facilitate the hire of former municipal employees in the
contractor’s work force. This should save training costs and be passed on to the
municipality in the form of reduced contract payments.

o A municipality might investigate tax advantages and waive certain zoning and other legal
constraints for contractors in an effort to minimize contract costs. Financial incentives
for contractors can best be investigated in a contract pre-bid meeting during which
contractors might be asked to cutline incentives they would like to see which would cause
them to be able to reduce contract costs.

Conclusion

There are numerouse issues related to the financial implications of contracting public services
to the private sector. In summary I would hope that several issues have been discussed in
enough det:il to allow you to think about their importance in any ventures that you will
undertake.

5 Robert Donovan
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Know the current costs to provide a service. They are paramount in determining
whether you will save money by contracting.

Avoid drastic alterations to service levels as part of the contracting process.
Be creative while looking for ways to reduce your contract costs.

Deal with reputable companies which have the financial strength to perform the
contract.

Listen to the contractors and attempt to respond to real concerns about the
contract document and their costs.

Develop a public/private partnership with a contractor, not an adversarial
relationship.

6 Robert Donovan
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PRESENTATION NO. 6

"ASSESSING OPERATIONAL EFFICIENCY
OF PUBLIC SERVICES"



ASSESSING OPERATIONAL EPPICIENCY IN MUNICIPAL SERVICES

Introduction

About twenty-five years ago, the city of Phoenix, Arizona,
municipal management anticipated significant revenue shortfalls
due to a projected economic downturn in the coming years. Com-
pounding the problem was a growing public resistance to any tax
increases.

After carefully evaluating the available options, it was decided
to create an Operations Analysis Soction ir the Management and
Budget Department. This Section was assigned the task to improve
municipal systems and procedures to reduce operating costs at all
levels of government.

The report on "Privatization of Solid Waste Management Services in
Czechoslovakia", prepared by Price Waterhouse in April 1992, de-

scribes the innovative cost cutting ways through privatization of
municipal services by the cities of Ceske Tecin, Banska Bystrica,
Zilina, Trnava and Karlovy Vary. Privatization of services has been
proven to be the fastest way for a municipality to cut operating

costs.

Twenty-five years ago, the concept of privatizing governmental ser-
vices was not considered to be a universally acceptable solution in
the United States. At that time the only viable alternative for a
municipality to prepare for lean financial years was to increase
the productivity of its employees and/or prioritize services to be
cut. The city of Phoenix decided to increase productivity rather
than cut services provided to the public.

The following is a description of how the Phoenix Operations Ana-
lysis Section used industrial engineering techniques to improve
systems and procedures and reduce costs in the Solid Waste Mana-
gement Department. This involved the development of the Perfomance
Analysis and Realigation Program. Its basic elements are:

. Work Description

. Process Analysis

. Time Measurement

. Methods Improvement

. Performance Control
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Tha Approach

Prior to the start of the performance analysis and realization pro-
gram in the Solid Waste Management Department, two meetings were
held. The first one included top management and field supervisors.
At this meeting it was explained that the program was designed to
assist managers and supervisors to achieve greater productivity in
their respective areas of responsibility by providing the first
line supervisors with the necessary training in effective supervi -
sory techniques, work standards and performance control system,

The second meeting, which was held in each of the four Districts,
was primarily designed to prevent the rumor mill from cranking out
any false information which could have a serious negative impact
on the program. Tihis meeting was attended by all workers in the
field operations sections. The workers were assured that nobody
would loose employment by the city, although some may be retrained
and transferred to other positions within the city. Any cost sa-
vings would be achieved by eliminating vacant and temporary posi-
tions.

Work Description

The first step in the performance analysis is the preparation of

the Work Distribution Chart. The purpose of the Work Distribution

Chart is to identify and describe the work processes and the
approximate time each person or group of persons spends on them. It
provides the analyst with the basic information for subsequent
analytical and time measurement work.

The Work Distribution Chart may provide information that could lead
to significant methods improvements.

Process Anzlysis
The purpose of the process analysis is to describe the WHO, WHAT,
WHERE, HOW, WHEN and WHY of the work performed. It takes each major
process from the Work Distribution Chart and breaks it down into
the step by step sequence of operations from beginning to end.
It is at this point that work is analyzed for the possibility of:
. Eliminating
. Simplifying
. Combining

A review of the Work Distribution Chart and Process Analysis Sheets
of the Phoenix Solid Waste Management Department indicated that the

2
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city could eliminate five radio dispatchers for a cost savings of
over § 65,000 per year. At that time the city had a Central Radio
Dispatch office-staffed by eight Radio Dispatchers and a Supervisor
that received complaints from residents and relayed them to the
appropriate field supervisor. EaLh of the four Districts had two
clerical workers to perform clerical work such as personnel time
cards, statistical reports etc. The review showed that elimination
of the Central Radio Dispatch Uffice could be achieved by transfer-
ring one Radio Dispatcher to each of the four Districts and re-
classifying the clerical workers and radio dispatcher to the po-
sition of Public Works Aide. This position in the District would be
responsible for all clerical work and telephone and radio communi-
cation in that District.

Time Measurement
Each operatior is broken down into timeable work elements. Time
values are developed for each work element by conducting time
studies.
Hork standards are developed on the basis of the time values for
each operation. The primary use of work standzsrds is to establish
a solid basis for operating controls which mzanagement can use to
nlan and direct its activities.
Work standards can be used to:

. provide operating controls

. establish operating objectives

. determine staffing requirements

. detsrmine equipment requirements

. develop optimal production levesls

. balance workloads

. evaluate performance

Provide Operating controls

Work standards provide management with the necessary information to
control labor cost which is the largest portion of operating expen-
ses. Areas of extreme high cost can be identified and corrective
action taken.

Similar operations in different districts and sections can be com-
pared for possible standardization.
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Establish Operating Objectives

Any organization must have clear and well defined operating object-
ives to function efficiently. Work standards provide management
with the basis for setting reasonable and sound goals concerning
the efficient use of labor in accomplishing these objectives.

Determine Staffing Requirements

Labor costs are a significant portion of the total operating costs
for any organization. It is important to be able to calculate the
actual number of workers required to perform a given task.

Work standards allow the supervisor t> accurately project the num-
ber of workers needed and efficiently plan the work to be accom-
plished.

Work standards provide a sound basis for scheduling work and supply
the supervisor with the necessary controls for anilyzing progress
against this schedule.

Determine Equipment Requirements

Equipment is another major expense in solid waste collection acti-
vities. An automated sideloading solid waste collection truck costs
more than $§ 125,000 each. If an error of only 10% is made on a
fleet of 110 trucks, it could cost a municipality over $ 1,250,000.

Work standards will provide the supervisor with the necessary
information to accurately project the equipment requirement.

Develop Optimal Production Levels

Enforced idle time, when one worker must wait for another one to
finish a task before the first one can proceed, must be reduced to
an absolute minimum te increase operating efficiency.

Work standards provide the supervisor with the means to reduce or
completely eliminate enforced idle time.

Balance wWorkloads

One of the most difficult tasks for a supervisor is to divide the
work equally among the workers. An imbazlance in workloads is often
a source of friction among workers and their supervisor whom they
hold responsible and frequently accuse of partiality.

Work standards provide supervisors with accurate information with
which to balance the work. Equalization of the work load is one of
the quickest ways of improving overall performance.

D



Evaluate Performance

Work standards -provide the basis for making a sound comparison of
individual workers, units or districts in the accomplishment of
their daily work.

How well are the workers performing against the work standards ?
Is work being completed as scheduled ?

All of these questions and many more can be answered with proper
analysis of the information provided through the us2 of work
standards.

Application Of The Performance Analysis And Realization Program.

To measure and improve operational efficiency in municipal servi-
ces, a systematic approach is used. For example, in the city of
Phoenix Solid Waste Management Department we took the following
Steps.

Basic data collection

The foundation of an efficient solid waste collection system is
the collection of basic data. This includes information on service
units (single homes, multiple units, government facilities, commer-
cial enterprises etc.) and their service location. Where container-
ized collection is provided, it also includes the number, size and
on which side the containers are located.

Basic data is recorded on sectional maps of the city. It is import-
ant that the city maps are acurate and up-to-date,

Time studies

This is the time honored work measurement approach of industrial
engineering, dating back to Prederick Taylor in the late 1800's.
It appraises work in terms of time and relies upon direct obser-
vation of the work using a decimal stopuatch. A decimal stopwatch
is used because it is much easier to add the individual times and
minimizes the possibility of errors in arithmatic.

The procedure for conducting a time study may be briefly summarized
as follows:

1, Preliminary analysis

2. Recording the standard practice

3. Recording the time value

4. Rating performance

5. Computation of standards

The full scope of the standard development responsibility is much
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broader than that of merely observing and recording data. Of equal,
or it could be argued greater, importance is the analysis and esta-
blishment of standard practices, the planning and preparation for
the study, the proper approach to the study and the observer's con-
duct during each study. The responsibilities of an Operations Ana-
lyst conducting a time study with respect to the specific steps are
as follows:

Preliminary analysis includes:

. Understanding the purpose of the operation and the de-
sired results.

. Determination of whether the method in use may be sub-
ject to improvement.

. Determination of the best unit of production to meas-
ure output during the study such as mile, foot, con-
tainer, dwelling unit etec.

. Planning the study so that the desired results will be
easily and economically obtained.

. Definition of the standard upon which the study will
be based (basic unit of measure most commonly derived
and used) such as minute, hour or day.

Recording the standard practice includes:

. Recording all the significant information regarding
the work under study and the conditions surrounding
its performance during the study, including weather,
traffic, type of street, type and number of equipment
and tools.

. Observing the operation as performed and dividing the
work into elements of work time,delay time or enforced
idle time.

Recording time values includes:

. Recording the actual work time.

. Comparison of the wu.iier's performance to a concept of
standard for each elemont worked.

. Assignment of a percentage value (rating) to the wor-
kers's performance to be used in the adjustment of the
observed times,

. Recording of the rating for each element on the forms.

6
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MONITORING PRIVATE CONTRACTS FOR PUBLIC SERVICES:
SOLID WASTE MANAGEMENT

Solid waste contract monitoring can be defined as that body, responsibility and actions required
to insure the effective delivery of the specified service within the legal and financial confines
dictated by a contract. Within this definition there are four topics [ will discuss:

protection

definition of contractual obligations and the service to be delivered
the legal framework in which the contract is entered

financial considerations

I will also discuss the essential components of a contract monitoring organization.

I have prepared a practical overview of what is required to monitor a solid waste contract. This
is only an overview as there are many varied considerations, related to contract monitoring
which are dependent upon the type of service being privatized and the type of privatization
mechanism chosen. A franchise mechanism for example, where a contractor collects the
revenue, will require different emphasis than a contract where the public entity pays the
contractor directly. Likewise, a landfill contract will require different monitoring steps than a
collection or transfer station contract. I will attempt to discuss each option briefly in addition
to covering issues which are common to all.

Protection

A contract monitoring function is important because it provides protection to public and private
entities alike. When a public sector entity privatizes, through contracting or other mechanisms,
it is generally charting unknown territory and may be concerned about the dependability of a
contractor. The contract monitoring function is viewed as a major portion of the safety net that
contributes to the success of the privatization process and ensures that the public entity and the
service recipients receive the service to which they are entitled. Protection of the contractor is
also an important consideration of the contract monitoring function. No one wins if the
contractor cannot provide the service and make a profit. It is very important that the contractor
not be required to perform work which is not clearly defined in the contract due to pressure
from the service recipient.

In Phoenix, Arizona we require that all refuse containers be placed at the curb by six a.m. on
the designated day of collection. Due to factors beyond his control no operations manager can
guarantee that a truck will always be at a certain place at exactly the same time. Traffic, truck
breakdowns and the amount of refuse placed out for collection, make this impossible. Trucks
are routed to pass all collection points at some point during the specified day. If a resident
places a container out after the truck passes, it will cost about $3.00 a mile to move a collection

1 Robert Donovan
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vehicle back to that point and make the collection. This does not account for the driver’s costs,
which are time dependent. Clearly residents must be trained and exceptions made. However,
a contractor cannot economically operate if everyone placed their refuse out for collection
whenever it was convenient for them. The contract monitoring function must protect the
contractor from abuses for the good of the system.

Privatization should always provide a net positive for the solid waste system in terms of cost and
service level. Just as a public entity may chose to privatize in an effort to increase service level
and reduce cost, it may also wish to regain control of the solid waste function to effect positive
change. If private sector service providers have become sloppy and costly in terms of providing
the solid waste service than the public sector may elect to bid on the service itself, in a
competitive environment, or take control without a bid. In light of the above, one of the most
important monitoring issues to consider is a cost analysis of contract cost versus internal cost.
Public entities which have contracted for service over long periods of time tend to take contract
cost increases as a matter of course. Price fixing among private service providers is not unheard
of. To avoid this trap a public entity can estimate its cost to provide service against their
contract costs sufficiently in advance to provide the service themselves when contract renewal
is imminent,.

Definition of Contractual Obligations

Fundamental to any successful contract monitorinig function is the early development of a
contract which sets forth a clear definition of the service to be provided. This should include
the who, what, when, where and how the service will be provided. Important issues such as
requirements for provision of emergency service in times of disaster, how the contractor will
respond to labor disruptions, civil strife or "acts of God" should be explored and defined in the
contract. Any questions contractors have regarding their responsibilities are best handled in a
"pre-bid™ meeting. A pre-bid meeting allows all contractors the opportunity to ask questions
related to the tender document. Requiring all bidders to be present at such a meeting ensure a
uniform approach to bid response and equal access to information. It is very important that the
legal issues, related to the propriety of holding such meetings, be carefully reviewed prior to
entering the privatization tendering process.

Clearly defining the n'iture of the service to be provided cannot be overstated. In my experience
public entities and the service recipient often have different views of the service being provided
and or the ievel of service beirg tendered. It is not unusual for the public entity to attempt to
increase the service level or the geographic area being served as a desired outcome of the
transfer to private sector provision. In an effort to mitigate any problems, which might result
from any of the above situations, I suggest that the following steps be taken:

1) Prior to initiating a privatization process, conduct a survey to measure the
adequacy of the current service system as perceived by the service recipients.
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2) Review changes necessary to improve the existing system in terms of the cost
benefit ratio derived for the majority of the service recipients.

3) Any geographic increase in service area should be technically reviewed in terms
of the challenges which must be met to provide the service. Increased service
provision should realistically be assessed to determine the likely cost to the
service provider. These increased costs should then be added to the public
sectors’ financial analysis to determine an acceptable bid. The lesson to be
learned is that the difficulty related to monitoring a contract can be substantially
reduced if a clear understanding exists among all parties regarding the exact
nature of the service to be provided.

The Legal Framework

The legal framework surrounding the transfer of the delivery of public services to the private
sector not only substantiates the validity of a contract, but also s:rves as a recourse in those
cases where the parties to a contract are unable to reach a mutual agreement. It also provides
a reference during everyday contract monitoring activities. It is essential to have clearly defined
arbitration, enforcement and liability clauses in a contract as these will facilitate contract
monitoring and oftentimes prevent legal action.

Arbitratioa Mechanisms

A very important contracting issue, which has a major impact on the contract monitoring
function, relates to the arbitration mechanism. Arbitration mechanisms, when incorporated into
a document, expedite dispute resolution. It is unrealistic to assume that every conceivable issue
related to the performance of a long term solid waste contract could be foreseen in advance and
adequately addressed in the contract document. Some examples might be useful:

Public demand for a new type of service, such as recycling curbside pickup.
An oil crisis which requires a contract price adjustment.

The institution of a new holiday.

A new public event which requires refuse service.

Although a good contract would foresee these possibilities it would require an arbitration
mechanism to determine the exact contract adjustments required and the appropriate cost
adjustments. In most jurisdictions laws have been enacted which deal with refuse handling. The
contract moaitoring function should be available to provide interpretation and/or enforcement

of such regulations.
Contract Enforcement

I have now broached the subject of enforcement, a topic that bears some scrutiny. It would be
impossible to insure that all provisiou's of a solid waste contract, regardless of the type, would
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be carried out unless an enforcement mechanism, of some sort, was in place. The only
alternative would be to declare one or both parties in default and terminate the contract. Derfault
is a costly and time consuming procedure which I hope no one experiences. Short of this the
contract should designate specific penalties to be applied in cases where contract terms are not
met. Penalties should apply to the contractor for not delivering service as well as to the
contracting party for not meeting their responsibilities under the contract. Repeated failure to
comply with contract terms should result in default. Penalty and default terminology should be
clearly spelled out in the contract document. Again, applicable legal structure will guide the
public entity in their individual handling of penalties and default.

Liability Issues

Part of the contract monitoring function, which can clearly become a separate legal issue, relates
to liability for the contractors’ actions. Liability may be one of the most serious single issues
related to the contracting process. Let me give a worst case example, a contractor’s truck runs
over a private car and kills the occupant. Who has liability and in what amount? Liability
issues can be so costly that they require a full understanding before the contract should be
entered into. In some jurisdictions the contractor might have sole liability, in others the
contracting entity might bear all, or a portion, and in other cases the contract language might
be the determining factor. Certainly this area should be carefully explored prior to entering into
a contract, and in cases where contract interpretation is an issue, the contract monitoring
function must be involved in interpretation of the relevant language for the protection of the
public entity. Now that I have explored conceptual issues involved in the monitoring of a
contract, lets explore the establishment of such an agency.

Establishing 2 Contract Monitoring Agency

From an institutional perspective there are numerous ways to establish a contract monitoring
unit. Legal dictates affecting contract monitoring alternatives vary from one jurisdiction to
another, however contract monitoring functions may usually be set up in any of the following
ways:

e Invite private sector firms to perform the contract monitoring function to a private
agency;
Assign the task to an existing public agency; or
Establish a separate agency, within the public entity responsible for the service, to carry
out the functioc.

In some jurisdictions the existing legal framework precludes transferring the responsibility to the
private sector and dictates which option is used. In others, a choice might be available.
Whichever the case may be, the cost of the contract monitoring function must be adced to the
contracting cost in order to determine what actual cost savings privatization brings about.
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Staffing

A second question we might ask is "what should a contract monitoring agency, in the case of
a solid waste contract, look like?" Clearly any organization must have an agency head,
whatever we might call the person. It might be argued that this perscn should be an attorney
with a background in contract law it might also be argued that this person should be a solid
waste professional with contract experience, or even a general contract agent with no specific
solid waste experience. At this point I would like to digress a minute and put to rest a myth that
has existed beyond its ime. The solid waste management profession in many industrialized
nations has gone far beyond the old stereotype of putting garbage into a truck, hauling it off and
dumping it into a hole in the ground. Legal constraints, environmental issues and technology
have taken the profession well beyond those days. Although this may not be the case yet in
Czechoslovakia, the fact that we are here today indicates that Czechoslovakia is moving in the
same direction. I would argue that anyone managing a solid waste function is required to be
aware of, if not knowledgeable about the new environmental, financial, legal and technical issues
affecting waste management.

Any contract monitoring agency requires sound legal guidance in order function effectively.
This could be accomplished by hiring on staff legal counsel, contracting for the function or using
existing public legal counsel. The choice made here should largely depend on the size of the
contract or contracts, and the willingness to wait for legal information. If large contracts are
involved and considerable amounts of money are at stake, I would argue that having a contract
attorney on staff would be the preferred alternative. This might sound like an expense that is
not required if you are trying to save money via privatization. However, remember the
contractor will also have retained legal counsel or have a staff attorney, and all or part of this
person’s costs will be included in the contractor’s bid.

Staff must be provided to physically monitor the contractor’s performance in the field and to
resolve disputes between the contractor and the direct recipient of the service. Monitors must
be intimately familiar with the coniract and the public entity’s laws regarding the contracted
function. They snould be skilled at negotiations and should have a clear understanding of their
role in terms of where their function starts and where it ends. Their ability to solve problems
or pass them to higher management, and/or the legal staff, will be critical to the success of the
contract monitoring function as seen by service recipients, the public entity and the contractor.

Financial audit staff should be available to the contract monitoring function. Should an issue
arise where a contract cost adjustment is in order a competent financial staff should be available
to determine whether the cost adjustment is fair to the contractor and to the public entity.
Clearly it is better if this staff where contracted, on an on-call basis, from a firm which is
neutral to both parties.

Finally a certain amount of clerical staff will be required. This staff’s size will be dictated by
contract requirements regarding reporting functions and management and field staff’s needs.
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Conclusion

I hope I have provided-useful insights into the contract monitoring function. Let me summarize
by highlighting some key points:

. Effective contract monitoring begins with a good contract which clearly defines
the required service level.

° Legal review of the contract and the penalty/default criteria are critical.

. Contract monitoring functions can be carried out in a number of ways decisions

based on the type cof contract, the size of the contract and legal considerations will
govern your function’s structure.

U] Some arbitration mechanism 1is critical to success of the contract and to ensure
flexibility in mutually beneficial contract changes.



Computation of standards includes:

. Recapping the time study, subtracting times if contin-
uous timing was used, computation of averages and act-
ual times.

. Application of pace ratings.
. Computation of the final standard.
Definition of Standard

A standard time indicates how long a given rate of work input must
be maintained to produce a unit of output. Hence, time studies re-
quire the definition of a rate of work input (including methods,
tools, quality and degree of exertion) and a unit of output (the
work unit). The definition is as follows:

The time standard shall reflect the time which will be required by
a qualified worker to complete a work element, using normal skill
and expending normal effort,with normal conditions and surround-

ings during a regular shift,with the amount of personal, resting
and delay times as provided in the allowance for the work.

Definition of Work Standard

The work performed by an employee is broken down into work ele-
ments. A value (time standard) has been calculated for each ele-
ment. The sum total of these elements represent the Work Standard.
This can be expressed in minutes or hours per shift.

The stopwatch

A good quality stopwatch is an important tool of the Operations
Analyst during a time study. There are three types of stopwatches:
the decimal minute, the decimal hour and the spiit-second. The
decimal minute and the decimal hour stopwatches are the two types
commonly used for time studies. The split-second stopwatch is fa-
miliar to most people because of its use in athletic events. It is
considered the least desirable watch for time studies because it is
necessary to convert seconds to hundredths of minutes which increa-
ses the possibility of <clerical errors in calculating the
standards.

Experience has proven the decimal stopwatch to be preferable for
time studies. The face of the decimal stopwatch has u large dial
divided into 100 equal spaces, each representing 1/10) of a minute
with numerals at each 1/10 of a minute. The sweep hard makes one
complete revolution of the dial in one minute. A smaller dial, su-
perimposed on the face of the watch, is divided into 30 equal spa-
ces each representing one minute with numerals at every three or

7

7y



five minutes. The small hand makes one complete revolution of the
dial in 30 minutes.

The watch is controlled by two mechanisms. A slide at the side of
the watch is manipulated to start or stop the timing at any point.
Depression of the stem winder causes both of the hands to simulta-
neously snap back to the starting point, either when the hands are
in motion, or while their movement has been stopped.

Map measuring device

Another useful tool used by an Operations Analyst doing studies in
the solid waste collection operation, is the map measuring device.
This device is used to measure the distance between specific points
on a map. In the United States, this device gives readings in inch-
es. The device's face is divided into 12 equal spaces. Each space
is divided into 8 equal spaces.

This device allows the Analyst to measure the distance between col-
lection points on a map instead of having to go out in a vehicle
and measure the distance with a footometer,

Aplication of the time standards

With the devel opment of the time standards for each work element in
solid waste collection, and the field data recorded for each city
map section, it is now possible to calculate the workload for each
one of those sectional maps.

The workload on each sectional map is summarized on the workload

summary form. This form shows the sectional map identification num-
bers, the number and size of the containers, the distance of each
collection block face, the distance between collection blocks, the
loading or collection time, the route travel time, the total col-
lection time, and the estimated weight for esch sectional map. This
represents the total collection time for a given city district. To
this total must be added the Get Ready/Put Away Time, Non-Route
Travel and Compaction and Landfill Time. To arrive at these values,
a preliminary truck requirement must be projected on the basis of
field operation experienco, i.e. the average number of trips to the
landfill per truck and the average haul capacity of the equipment.

The total estimated weight is divided by the number of collection
days. This is divided by the truck's average haul capacity and the
average number of trips to the landfill. This is the preliminary

truck requirement. The values of the four additional work elements
can now be calculated.

The additional work element units are multiplied by the time stan-
dard and added to the collection workload to arrive at the total
district workload time.
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Relief workers and standby equipment

It is now known-how many trucks and operators must be fielded each
day. Because not all operators may be available for work on any
given day, it is necessary to allow a certain percentage, on the
basis of experience, for relief personnel. It is also necessary to
allow a certain percentage for standby equipment according to pro-
jected breakdown time.

Routing of solid waste collection vehicles

The next step is to route the collection vehicles as efficiently
as possible. To do this, the city of Phoenix solid waste management
staff uses the heuristic routing system. This is a routing system
that was developed by the United States Environmental Protection
Agency in 1974 to help reduce the wzste management costs of the
communities. The manual states "the heuristic zpproach to problem
solving consists of applying human intelligence, experience, common
sense and certain rules of thumb (or heuristics) to develop an
acceptable, but not necessarily an optimum, solution to a problem".

Application of the heuristic routing principles to the Phoenix
solid waste collection routes has resulted in significant cost
savings by eliminating unnecessary deadheading of trucks.

Macro routing

Macro routing determines the assignment of daily collection routes
to existing disposal sites. The objective is to minimize the haul
time from the collectiun to the disposal sites,

Micro routing

Micro routing is the detailed lay out of individual collection
routes. Bach collection service area is studied to determine the

path that the collection vehicle should follow as it collects from
each service location on its route. The objective is to minimize
the driving time on the collection route by eliminating unnecessary
deadheading i.e. street segments that are traversed more than once.

Work standard

Each route consists of a route map and a work standard form. Each
collection block face, this is the section of a public thorough-
fare betweean one street and the next on the same side of the
street, is numbered in collection sequence. Arrows on the map makes
it easy for the truck operator to determine the direction of
travel.

The work standard form shows the district, route number, date and
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columns for block number, activity, containers, block feet, distan-
ce in block feet, the container loading minutes, the route travel
minutes, the activity minutes, the total collection minutes and the
estimated weight in pounds. Each column is totaled at the bottom of
the form. The total coitlection minutes indicate the work standard
i.e. the cperator is expected to perform the work within that time.

Performance control

With the development of a work standard, it is possible to imple-
ment a performance control system. If the truck is equipped with
a radio, the operator could be required to call in at regular in-
tervals to report to the base station at which collection block
number the truck is. If no radio is available, the field supervi-
sor could observe at what time the truck is at a certain block num-
ber. The field supervisor would then know if the operator is on
schedule, ahead of schedule or behind schedule.

At the end of each shift, the field supervisor, completes a route
completion report to be submitted to the district superintendent.
On the basis of the information contained in the daily route com-
pletion reports, the district superintendent prepares a weekly
route completion report for the division head.

Assessing efficiency even when services have been privatized.

Why should a municipality take the trouble to assess efficiency
after the services have been contracted out to a private company ?

Although services may have been contracted out, the city's resi-
dents will still hold the city management responsible for the
actual performance and quality of services provided to them. The
city should feel sure that the contractor can perform. The city
should also develop a contingency plan in case a contractor fails
to perform according to the contract. Because solid waste collect-
ion equipment can not be obtained on short notice in the quantity
needed to continue service, city management would be wise to in-
clude a contract clause that allows the city to take over the con-
trator's equipment at fair market value.

Knowing approximately how much equipment and personnel is required
to perform a specific service will allow city management to esti-
mate what a reasonable cost would be. This knowledge could result
in significant cost savings to the city.

10
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OVERHEAD TRANSPARENCIES

® ® N o & »

10.
11.
12,
13.
14.
18,
10.
17,
18.
10.
20.
21.

WORK DIOTRIBUTION CHART

PROCES8S ANALYSIS CHMRT

WORK MEASUREMENT TOOLS

TIME 8TUDY COVER SHEET

TIME STUDY COUNT AND WORKLOAD SHEET
WORKLOAD SUMMARY

MACRO/MICRO ROUTING SAMPLES
HEURISTIC ROUTING BAMPLE 1.

HEURIBTIC ROUTING SAMPLE 2.

HEURISTIC ROUTING S8AMPLE 3.

HEURISTIC ROUTING SAMPLE 4

EQUIPMENT REQUIREMENT CALCULATION 1.
EQUIPMENT REQUIREMENT CALCULATION 2
EQUIPMENT REQUIREMENT CALCULATION 3.
WORK @TANDARD SHEET

DAILY ROUTE COMPLETION REPORT
WEEKLY ROUTE COMPLETION REPORT

TIME 8TANDARD®

COLLECTION TIME COMPARISON

ROUTE DETAIL PRINTOUT

DAILY CONTAINED COLLECTION PERFORMANCE REPORT
SECTIONAL MAP (house count)

ROUTE MAP
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PROCESS ANALYSIS CHART

(Detajl)
Department: unit: Date: 8y :
Work performed:
Details of method Proces Flow|Dist. ft.|Quant.|{Min.|Pemarks

PROCESS ANALYSIS CHART

(Summary )

Present Proposed Difference

No. Time No. Time No. Time
Operations
Transportations
Inspections
Delays
Storages

Distance Travelled
EXHIBIT 2
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STOPWATCH MAP MEASURING DBEVICE

EXHIRIT 7
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S0LID wASTE

MANAGEMENT

(Workload)

CEPAR "MENT

District Sect.Map No. By Date

Block Containers Block |[Ft.Distance|Load Trav,.|Total Estimated

No . 90-gal. 300-gal. |Feet Betw.Blocks{Min.|{Min. [Coll .Min. Weignt lbs,
EXHIBIT 5
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SCLID w-i"E MANAGEMENT

(Worklioad Summary )

DEPARTMENT

District By Date

Sect . Containers Block |Ft.DistanceltLoad Trav.|Total Estimated

Map 90-g9al. 300-gal. |Feet Betw.Blocks|Min. |Min. Coll.Min.|Weight ips.
EXHIBIT 6
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DISTRICTING:

CETZAMINATION OF ROUTE
BEOUNDARIES ROUTE BALANCING

C—— Monday
C— Tuesday
{1 Wednesday
T Thursday

c—= Truck &)

MACRC-ROUTING:

ASSIGNMENT OF COLLECTION
ROUTES TO PROCESSING &
DISPOSAL SITES.

IL

T T3 To lendtill
C—— CT—3 To incinerator

{ | o

i

1

—— ——

fl

=

I [ ||

MICRO-ROUTING:

PATH OF COLLECTION
VEHICLE ON THE ROUTE.

Types of routing: (1) macro-routing is asagning collection routes to
procesting ard disposal sites; (2) districung is determining route bovndaries and
route balancing, (3) micro-routing is determ:zing the path of ccllection vehicles
on the route, The heuristic approach described in this report applies to
micro-routing
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EqQuipment

Total collection time

Total weight Mon-Tuye

Average distance to $.C.

Average aistance to L.F,

Get readv/Put away time
Non-route travel time
Compaction time
Landfill time
Collection days

Average number of trips
to L.F.

Average truck haul cap.

a) Divide 2,265,179 1bs.

b) Divide 1,132,590 lbs.

19.861

<,265,179

: 5.76

11.31

?

Requirement Calculation

minutes
los.
ml.

mi.

Monday-Tuesday and Thursday-Friday

2.5

trips

16,000 lbs.

by 2 collection days = 1,132,590 lbs.,/day

by 16,000 avge.haul cap. = 71 loads/day

c) Divide 71 loads by 2.5 trips per truck/day = 28.4 or 28 trucks,

EXHIBIT 12



Preliminary Truck Requirement Calculation

Get ready/Put away: 28 Operators x l0 min. : 280 man.
Collection time: 19,861 min. / 2 days : 9,930 min,
Non-route travel:
28 trucks x 5.6 ml.(SC to Rte) x 1.75 min. : 274 min.
28 trucks x 8.0 ml.(LF to SC) x 1.75 min. : 392 min.
(71 loads x 2 - 28 loads) x 11.31 ml.
(Rte to LF) x 1.75 min. 2,256 min.
Landfill time 71 loads x 15.5 min. : 1,101 min.
Compaction time 71 loads x 15 min. : 1,065 min.
Rest : 28 Operators x 30 min. : 840 min.
Total Daily Workload ¢ 16,138 min.

If Operators work a 10-hour or 600 minute shift the preliminary
truck requirement is:

16,138 min. / 600 min. = 26.9 trucks or 27 trucks.

EXHIBIT 13



Actual Truck Requirement

Get ready/Put away: 27 Operators x 10 min. : 270 min.
Collection time 19,861 min. / 2 days : 9,930 min.
Non-route travel:

27 trucks x 5.6 ml.(SC to Rte) x 1.75 ml. : 265 min.

27 trucks x 8.0 ml.(LF to SC) x 1.75 ml. : 378 min.

(71 lvads x 2 - 27 loads) x 11.31 ml.

(Rte to LF) x 1.75 min. : 2,276 min.
Landfill time 71 loads x 15.5 min. : 1,101 min.
Compaction time 71 loads x 15.5 min. : 1,065 min.
Rest: 27 Operators x 30 min. : 810 min.
Total Daily Workload : 16,095 min.
The actual truck requirement is 16,095 min. / 600 min. = 6.8 or
27 trucks

Time available to absorb population growth is

(27 Operators x 600 min.) - 16,095 min. = 102 min.
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SOLID WASTE MANAGEMENT DEPARTMENT
(Work Stardard)
Route No Date

District

T

. ) i
Containers |Block |Ft.Distance|Load|Trav.|Act.|Total iEStimated

Block
Feet Betw.Blocks |Min. |Min. [Min. Col.Hin.iueight Ib

No. Act ., (90 ¢.300 g.

|
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District: [Route No: EqQuip.Type: Size: '
L

] M T ol

:l?‘)ate Start Shift {End shift !Sch.Hrs.iAct.Hrs. % Weight .

I ! ;

i "‘f

i

|

|

!

i

]

1
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weekiy kRoute Completion Raocer:

District Week ending

Route No. |Equip.Type Size Sched .Hrs. |Actual Hrs.

N4

Weight

 S—

d b4
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CITY CF

SOLID WASTE MANAGEMENT DIVISION
SOLID WASTE COLLECTION TIME STANDARDS

PHOENIX

{in minutes)

Mechan:zed

| Work Element . Curbside |

L ) . Rearloader Sideloader J

| Get ready/Put away 15.000 15,000 1
Non-route travel to route 9;_FW' . 1.306 1.306 !
Non-route travel to landfill p. km. | 1.306 1.30% ~.—j
Non-route travel from landfill K 1.306 1.306 {
p.km. ;

‘ Route travel p. meter { .004 ,004 _
Returnable container p. container : 173 --
Non-returnable container .098 --

{ p.container
90-gallon container p. container -- .167
300-gallon container p. container -- .158
Landfill p. occurrence 9.200 9.200

Note: The Phoenix curbside rearloader s

the mechanized collection system.

EXHIBIT 18
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City of La Paz
Solid Waste Collection Systems
Collection Time Comparison

|

|
!

{ | Semi

|
Size l ; Use. :Parada | Parada | Curb Roll
Containers Gal. | Units ! Vol. 'Prefec Rearl |Rearl on
| 1 | 2
Returnable 7.5 120 900 {17.04 | 16.80 ! 16.68 --
Non-Return. 7.5 120 900 13.80 13.56 ill.88 --
Roll On 900 1 | 900 |-- -- -- .65
Time in Min. | -- -- ~-- |30.84 30.36 28.56 ;.65
City of Phoenix
Solid Waste Collection Systems
Collection Time Comparison
Mech Mech
Size Use Curb Curb Alley
Containers Gal. Units ! vol Rearl Sidel. | Sidel.
[ 3
*Returnable 30 30 900 5.19 -- --
*Non-Return. 30 30 I 900 2.94 -~ --
Mech.Curb. 90 10 9500 -- 1.67 --
Mech.Alley 300 3 900 -- - 50
Time in Min, | -- -- - 7.13 1.67 50
* Discontinued system
EXHIBIT 19
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SANITATION QIVISION
TONTAINED CCLLECTION ROUTE widsl™il
CTNIRAL ENST alnTacrs
AL U M AL
SELIION BLOCM M GL W0 GL RTLIRVL NON-RT  LUWD AT, AV, NON-RTE MIST TTL Iawetw R0 B R
NUMBER AUMZER - ITNRS  CTNRS GISTNCE TRV DL N3 MNTS. TRVLMNT Nl MNTS  MNTI WEIGRT WEQC-

R 0,00 ) u0 0, ) AV M i D]
<C/ar 8.0m 0.0 2,00 20,00 00 38 A o
-1 . 3 2015 H 1,42 DRUD] J.el 28001 374 .
2 21500 LW LET 0. 2.i6  40.£8 €9 1,583
b 3115 0.0  0.83 0,00 .43 42,11 B 1,19
22-12 4 I 600 0.E0  0.67  0.00 .37 43,37 B 2,34
5 10 0,89 083 0.6 1,43 44,81 %S 2,680
-l 6 I 6,00 LEC  OBY 0,00 .27 46,07 IS 3,048
7 3 24,00 0,20 2.E6 0,00 .36 48,34 365 3,510
-2 8 IS a0 LA 000 20t 5L €5 3,776
3 4 8.2 0.80 0,92 0.00 Ll 5307 487 4,263
10 2 1LES 0,40 135 0.00 165 547 LT YN S
t 7 2400 40 266 0,00 b 06 58,78 353 5,
12 I 15,00 0,20 1.67  0.00 1.86 60,64 122 5,481 &
13 11575 0.60 175 0,00 .35 .92 65 5,84 @
14 2 135 0.40 150 0,00 1.50 64,89 244 6,090 =
5 1 16,50 2,00 1.83  0.00 .83 6872 1,218 7,%8 =
{3 S 24,00 100 2.66 0,00 3.66 72,38 803 7,917
17 8 24,00 L6 2.66  0.00 026 TE.E4 974 8,891
18 AL 0.80  3.00 0.0 3.80  80.44 487 9,31
19 3 21.00 .80 3.00 0.00 4,80 8523  1,0% 10,475
a3 20 S 57,00 .00 633 0,00 733 92.56 609 11,084
CHANGE 0.00 0,00 0,00 1 L) 956 0 11,08
21 21 33,00 LE0 433 0,00 8,93 102,49 1,085 12,19
a2 6 10.50 LI L7 0.00 2.48 104,97 291 12,
a3 14 23.25 .07 258 0.00 5.65 110,61 683 12,085
24 13 30,00 2.85 333 0.00 £.18 116.79 €26 13,713
25 8 10,50 LIS L17 0,00 292 1.7 39 14,107
2 10 36,00 219 &00 0,00 £.19 125.89 488 14,577
2 2 12,00 0.4 1,33 0.00 L77 127,66 98 14,635
28 6 15.00 .31 167 0.00 2,98 130.64 23 14,983
2 6 15.75 L3 LS 0.00 306 13371 293 15,28l
30 8 21,73 L7 260 000 w17 127,87 90 iSET
L1 2 .00 0.44 LU0 0,00 L6 132,31 % 15,763
R 3 21.00 0.66 300 0.00 365 142.% 46 15,915
EARRHIR ki b 5. 50 L4l sl 0.00 'SPNTYAT 29 16,208
22 3 6.75 0.66  0.75  0.00 141 148,51 146 16,354
35 16 33,00 350 Lee  0.00 .17 155.00 B 17,135
2 7 24,00 93 60 0.00 4,20 - 157.88 2 1nam
2-2 37 1 15.75 0.2 LIS 0.00 1.97 1€1.84 8 17,52
38 9 12.50 LT a6 0,00 414 165,78 39 17,95
kY 9 19.50 £.35 216  0.00 8.52 174,50 1,415 19,380
RT/LF 12,00 0.00  0.00 30,00 30.00 204,50 0 19,280
oure 0.00  0.00 0,00 13 13,00 217.50 0 19,380
LF/RT 12,00 0.00  0.00 30.00 30,00 247,50 0 19,380
40 13 30,75 .85 L4l 0.0 6.26 252.76 636 20,014
Al 28 2475 613 275 0.00 8.88 262.63 1,366 21,281
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