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Executive Summary

Alabama's latest struggles with proration have left no school district untouched. During the
2000-2001 fiscal year, Alabama's elementary and secondary schools received approximately
$200 million less than they had budgeted. Moreover, additional budget cuts could be required
should revenues continue to fall short of state budgets.

Given the demands of this problem, saving money without compromising services ought to
be a chief concern to school administrators. To help direct more resources into the classroom,
some school districts have turned to the private sector for services such as student transportation,
facilities maintenance and cafeteria operations.

Dollars and Sense examines the issues surrounding the outsourcing of three key support
services in Alabama s public schools: student transportation, food service and maintenance.

Among its other findings, this report shows:

= Of the more than $4.04 billion projected for Alabama’s education budget for FY 2001-2002,
$807.8 million was spent on non-education support services.

= About one in three school districts in Alabama (32.5 percent) outsourced some portion of
student transportation, food service, or maintenance during FY 2001.

= Approximately 27.6 percent of all districts contracted out at least one type of maintenance
service, making it the most common type of service outsourced in the state.

= On average, school districts in Alabama that fully outsourced their groundskeeping saved a
minimum of 25 percent on their overall costs. If every school district in the state saved only
half of that amount, $2.7 million in savings would be realized.

= Thirty percent of the least expensive school districts in terms of student transportation
outsource their bus services.

= An across-the-board savings of just six percent for student transportation resulting from
outsourcing would allow an additional $10.8 million could be redirected to the classroom.

=  Only two school districts—Alexander City and Brewton city—outsourced their food service,
yet their costs per student are the lowest in Alabama. If similar savings were realized among
districts of equal or larger size, $17.7 million could be saved.

Dollars and Sense concludes that, in light of the rising costs of education and the reluctance
of taxpayers to see the tax burden increased, outsourcing non-instructional services provides an
excellent opportunity to use existing revenue sources to increase funds for teaching. Outsourcing
is helping some districts achieve greater financial responsibility by offering better quality support
services at a lower price. Potential savings could be used to bolster academic programs and
classroom resources while reducing the need to approach citizens for further tax increases.
Properly designed and monitored, contracts between public school districts and private providers
could save the state tens of millions of dollars.
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| nt roducti on

Aabanal s latest strugges wth proration have | eft no schod ds-
trict untouched. During the 2000-2001 fisca year, Aabana's € e-
nentary and secondary schools had to get by wth approxi natel y
$200 mllion less than they had budgeted. Mreover, the threst o
additional budget cuts is |oomng should revenues continue to fall
short of state budgets.

In the afternath of Aabanal s latest budget shortfdl, the state's
public schools are under enornous pressure to trimtheir budgets
wthout sacrificing the quality of education provided in the class-
room Hstoicdly, schod dstricts around the country have gererd -
ly responded to fiscal crises, rising costs and expanded servi ces by
asking voters to increase their support through higher taxes and
larger bod | evies.

Wil e | awnakers continue their cut-and-paste approach to tax
issues it becones increasingly evident that at sone point there nust
be aserious ef fort directed toward conprehensi ve tax and spendi ng
reform Because A abana has the dubious distinction of spending
nore for state governnent per capita than our neighboring states, a
serious evduation of state spending is in order.l Mor eover ,
A abamans’ rate of spending on education is nore aggressi ve than
nost other states. Secifically, red (inflaionadusted) per-pual
spending on public education in A abama increased 146 percent
from 1970 to 1998, conpared to an increase of only 117 percent
reti e ly.2

G ven the denands of this problem saving noney wthout com:
promsi ng services ought to be a chief concern to schoo adminis-
traas. To help direct nore resources into the classroom sone
schod dstricts have turned to the private sectar far services such as
student transportation, facilities naintenance and cafeteria opera-
tias

G the nore than $4.04 billion proected for A aban® s educati on
budget for FY 2001-2002, $807.8 million was spent on non-educa-
tion support services, or about 20 percent of the state€' s K12 budg-
g 3 |If signficat savings in these services vere redized via au -
sourcing, potential shortfalls in revenue cou d be averted, and nore
funds coul d be directed tovard instructional |y focused prograns.

This study examnes the inroads outsourcing has nade in
Aabana schod districts in three support services: student trans-
portation, food services and naintenance. In addition, this study
al so examnes the reasons districts choose to outsource sone serv-
ices wile retaning contrd over others, as well as wat circum
stances might pronpt districts to consi der outsourcing.

.|
Al abana s |aest
struggles wth
proration have | eft
no school district
unt ouched.



Alabama Palicy Institute

Dollars and “ Sense”
How Outsourcing Can Save Money for Alabama’s Schools

Shool districts
can benefit from
the greater pur -
chasi ng power of
nat i onal
contractors.

Qut sourci ng al so
al | ons school
dstricts to free
funds that can be
dverted to
educat i onal and
i nstructi onal

Servi ces.

Estinates of cost savings if nare districts outsourced are a so pro-
jected FHmdly, obstacles to privatization in Aabana are consid-
eead

|. Wat is Qutsourcing?

Inbasic terns, outsourcing i s the assignent of specific work to
athird party for a specific length of tine wth an agreed-upon price
for perfornance. Throughout this report, the terns "outsourcing, "
"privatized services" and "contracted services' are used inter-
changeably to denote the assignnent of duties and services to an
organi zation other than the enpl oyees of the schod district.

A Practical Gonsiderations wth Qutsourcing

Gven the fact that noninstructional costs are one of the fastest
gowng conponents of overall educational costs, schoo districts
nust now consi der and examne prograns to use the ef ficiency ad
experience of the private sector in of fering non-instructiond servic-
es totheir comunity.

Shod districts can take advantage of the contractor’s experi -
eceinthar respective fidd Shod dstricts can dso benefit from
the exponentially greater purchasing poner of national contractors.
Qutsourcing also aloms schod dstricts to free funds that can be
dverted to educational and instructi onal services.

Qutsourcing suppart services, though, is clearly nat a financia
panacea for al schod districts. Indeed, it appears to have generat -
eda"loeit o leae it" netdity aang dstricts that have tried it.
According to Amwrican School and UWhiversity's Seventh
Rrivatization/Gntract Services Survey, aou three in for pudic
schod districts (77.4 percent) outsourced a least one service in
2001. This percentage, however, is dowm from87.7 percent in
1997.

B. Qutsourcing in A abana

According to a phone survey conducted by the A abama Folicy
Institute of 123 of the stat€ s 128 schod dstricts, aou oeinthree
dstricts (325 percat) outsourced sone portion of student trans-
portation, food service, or naintenance during FY 2001 (See FHgure
1 on the next page).
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41.9%

32.5%

15.8%

Total City County  Urban Rural  Smaller  Larger
Districts Districts Districts Districts Districts Districts

Figure 1: Who Outsources Support Services in Alabama

Appendix A provides a nore detailed discussion of the survey.
Sverd sigificat dfferences existed anong the various categories
of dstrictsregardng the extent to wich they outsource. For exanpl e,
half of Aabanas city schod districts outsourced at |east one support
service, nore than three tines the rate of couty districts (15.8 per -
oat).

Li kewse, schod districts in Aabana wth snaller student popul a-
tions were nore inclined to outsource than larger ones (See Hgure 2).

45.2%

Average 673-2,283 2,301 - 3,140 3,191 -5,549 5,825 and
larger

Figure 2: Who Outsources Support Services
by District Enroliment
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|
A nost three-
fourths of the
nation's school

bui | di ngs were
built either before
World Wr I, a
during the 1950s
and 1960s

"Baby Boom "

This findng was the opposite of those found by Anerican
Shod & Lhiversity' s 2001 survey of privatization and contracting in
American schools. According to the AS&U survey, schod dstricts
wth popul ations of 5000 o nore were nore likely to outsource,
whi l e those wth popul ations of 10,000 or nore were nore likely to
increase future use of outsourcing. 4

Wile sone districts have opted to reacquire |l oca contrad of sup-
port services, others are actualy increasing the anount of services
they autsource. In 1997, for exanple, 52 percent of dstricts con-
tracted out five o nore services; by 1999, 15 percent dd. In ather
wrds, dstricts that have tried outsowrcing a variety of services are
apt to outsowrce nwe, wile dstricts wth oy one o tw out -
sourced services are nore likely to dscotinue the practice ato-
gether if they are unhappy wth the resuts. S

Targeted Services of Qutsourcing Prograns

|. M ntenance Services

Anast three-fourths of the nation's schod buldngs were built
either before World War Il, o during the 1950s and 1960s "Baby
Boom" As aresudt of a lack of new sources of revenue, districts
across the country have had to cut back on spending for nainte-
nance and new construction. A 1995 report by the Governnent
Accounting G fice found that delaying nai ntenance and repairs wil
defer sone of the costs, but wll lead to greater expenditures as
buldng coditios deteriorate. 6

The ef fects of poor upkeep extend to instruction. In 1988 the
Garnegi e Foundation reported that student attitudes about educa-
tionareadrect reflection of their learning evironent. Apossible
soutiontothis dlemma wud betoalowvthe private sector to pro-
vide direction on regular nai ntenance prograns. |f these prograns
saved noney, those funds could be redirected to purchase new
equi pnent and pay for new construction wthout inposing on ot her
budget itens.

A Qutsourced M ntenance Services in A abana

A abana public schools spent approxinately $337 million on
nai nt enance services in FY 2000. Approxinately 27.6 percent of all
districts contracted out at least one type of nai ntenance service,
naking it the nost conmon type of service outsourced in the state
(See FAgure 3 on the next page). ’
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27.6%

19.5%

19.5%

15.4%

12.2%

Total City County  Urban Rural ~ Smaller Larger
Districts Districts Districts Districts Districts Districts

Figure 3: Districts Contracting Out Part or
All of Their Maintenance Services

Q those districts that do outsource, though, oy 25 percent fully outsourced
the servi ces they recei ve.

In FY 2001, a variety of naintenance services were contracted out by
A abana school districts (See Fgure 4). 8

23.5%

20.6%
17.4%

14.7%

5.8%

5.8%

HVAC Lawn Janitorial Plumbing Floor Pest Other
Care Cleaning Control

Figure 4: Maintenance Services Contracted Out, by Type

Despite the variety of naintenance services that schod districts across
A abana have chosen to contract out, fewoutsourced nore than one. Qily five
districts (4.1 percent) outsourced two services, and only one outsourced three.
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|
Many school
dstrictsin

Al abama have
chosen to

contract out nain-
t enance because
it saves them
noney.

B. Wy Qutsource M ntenance?

Sigtly nore than half of al schod dstricts in Aabana that outsource
any of their nai ntenance services do so because they | ack the
persomnel to do the job (See Hgure 5).

50.0%

38.2%

Lack Saves Professional Other No
Personnel to Money  Management Answer
Do Job

Figure 5. Reasons for Outsourcing Maintenance

Nt surprisingy, nost of these particular answers cane from respon-
dents in non-netropd itan districts wth student popul ati ons snal ler than the
state average.

Miny school districts in Aabana have chosen to contract out nainte-
nance because it saves themnoney. Forty percet of districts respond ng
stated they outsource one or nore services because it is nore cost-ef fective
than performng the sane work in-house. ©

C pposition to Qutsourcing Mintenance
Anost three in four schod dstricts in Aabana dd nat contract out any
nai nt enance services in FY 2001 (See Fgure 6 on the next page). 10
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32.9%

14.6%

12.2% 10.9%

Satisfied Too Don't Know No Interest "Always
with Expensive Done It
Current This Way"

System

Figure 6: Reasons for Not
Outsourcing Maintenance

About one-third (329 percent) did not outsource because they stated
they vere satisfied wth the current system 1! Three of these districts noted
they "dready had skilled staf f in place,™ doviating the need for change.

Anost one-fourth of respondents stated that they chose not to out -
source because they considered it too expensivee @ the districts that
responded, nost were classified as rural (73.6 percent), county-sized (68.4
percent), and larger than the state average (63.1 percent). These findings
should not be surprising, as private nai ntenance providers mght be rel uc-
tant toinvest heavily in districts wth renste schod s in counties nat neces-
sarily comnected to netropolitan areas. Tvo dstricts noted thet, "If (private
conpani es) can nake a profit, we can do the sane for less."12 Qnly one
district, though, had ever termnated a nai ntenance contract wth a private
enpl oyer because of excessive cost.

dx districts no longer contract out nai ntenance because of negative
experiences inthe past. Two-thirds of those wo have termnated contracts
did so because the quality of work provided by the service was substan-
dard. Inonedstrict, for exanpl e, a groundskeepi ng service vas | et go after
it codd not keep al of the schod laws inthe dstrict noved regdarly. In
another case, aprivate custod ad service vas termnated after severd of its
vworkers were caught stealing itens fromcl assroons.

Hfteen percent of districts that chose not to outsource nai ntenance had
no i dea why they had nade that decision. In fairness, newsuperintendents
conprised about 10-15 percent of the survey's respondents, and they,
under standabl y, hed little knovedge of their dstrict’s histay of ausourcng
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|
Lower costs was
asignficat rea-
son sone school
districts gave for
outsourcing their
nai nt enance serv-
| Ces.

D Potential Reasons to Qutsource Mi nt enance

The circunstances that might al | ow sone districts to outsource
sone or al of their naintenance services are about as varied as
the services provided (Fgure 7). 13

26.8%

25.6%

Nothing
Cost
Savings
Lack of
Workers
Greater
Efficiency
Other

Significant
Drop in
Funding / Quality

Too Expensive

Figure 7: Prompts to Outsource Maintenance

Tventy-two districts (26.8 percent) reported that no circunstance
woul d nake themconsi der outsourcing. G these, one-third stated
they were satisfied wth their current system while another 28.5
percent noted the cost to privatize woul d be too high

Tventy-one districts (25.6 percent) stated they woul d consi der
out sourcing nai ntenance services if the cost savings associated
wthit veresigificat. 14 Likewse, three districts noted they night
look at outsourcing if their nantenance requirenents becane too
expensi ve to do i n-house.

Seven percent of districts woul d consider outsourcing nainte-
nance if they lacked qualified workers, and another 4.9 percent
cted geaea efficiency and better quaity of work as reasons to
consi der contracting out nai ntenance.

E Qutsourcing Mintenance: Does It Save Mbney?
Because | over costs was a significant reason sone school dis-

tricts gave for outsourcing their nai ntenance services, and for ath-

erstocosider it, it vas inportant to determne wether those d s-
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tricts that contracted out enjoyed any signficat savings. 1°

1. QG oundskeepi ng

Goundskeeping is one area in vhich outsourcing has hel ped
| oner the cost of nai ntenance in several Aabana schod districts.
Oh average, districts that fully outsourced their groundskeepi ng
saved a mni numof 25 percent ontheir overal costs. 16 An across-
the-board saving of only haf of this anount through outsourcing
would result insavings of approxinately $2.7 mllion per year .17

ll. Transportation

Shod buses represent the largest sing e transportation enter -
prise inthe Lhited Sates, wth nore mles logged every year than
the entire US aviation industry. 1n 1997 done, $10.8 hillion vas
spent nationwde on the purchase and naintenance of school
buses. 18

According to the Aabana Sate Departnent of Education,
approxi natel y 390,131 students rode sone formof public trans-
portation to schod during FY 2001, at a cost to the state of $180.9
million, or about 4.5 percent of al K12 pubic educati on expenses.

A Wo Qutsources Transportation Services?

Ten of the 123 districts surveyed (8.1 percent) had contracted
ot sone or al of ther transportation services. Toget her, these rep-
resented $9.6 mllion vorth of business. Al of themwere city dis-
tricts, wthe gt o theminnetropditan aress. Sx districts hedtheir
bus service fully contracted out. DOespite being the second nest
commonl y out sourced activity anong state schools, Aabana' s rate
of contracting out its transportati on services vas significantly | oner
than the nationa average of 3L 8 percent. 19

B. Wiy Qut source Transportation?

Hilf of the schod districts in Aabana that outsourced sone or
dl o ther student tramsportation reported that they dd so in order
to save noney (See FHgure 8 on the next page).

G oundskeepi ng
IS one area in

whi ch out sour ci ng
has hel ped the

| over the cost of
nai nt enance in
several A abana
school districts.
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Figure 8: Reasons to Outsource Transportation

Qe district Tallassee city has its bus service provided by Hnore
Qounty, where Talassee is located. Awother two districts noted they
contracted out because they | acked either the personel or the facilities
to do the job. These two districts were both urban and anong the
largest inthe stateinterns of studet erd|naent.

Gase Sudy #1: Huntsville dty School s

The city of Hintsville transports approxinatel y 23,100 students per school day. Its
experience wth outsourcing of school bus services shows clearly the kinds of inprove-
nent insafety that canberedized Hntsville Shod’'s SAfety Drector, Kle Koski, sad
that the nain benefit achieved by the privatization programhas been in the ability to
address safety concerns wth bus drivers. "Being able to address a substance abuse
prod emwth a driver has been the prinary benefit of the contract wth [the contractor],”
sad Koski. "Pevious tothat tine, al bus drivers were state enpl oyees, and suject to
the protection of the Aabana Tenure Law. If a driver dd have a prodl emwth subst ance
abuse, the process to renove themwas long and dif ficut, Nw, [the cotractor] can ded
wth the safety hazard i nmedi at el y.' 20

In 1989 wen a tornado hit the city, destroying an e enentary schod, district o fidds
asked its contractor at the tine to provide e ght buses to repl ace those danaged by the
storm and to conpensate for the additional transportation for the students that had to
berdocaedtodfferent schoos. The contractor net the denand in four days. Had the
district been required to purchase the buses, the bid process woul d have | eft the dstrict
wth the uffufilled need util the fdlowng schod year. Koski noted, "The levd of cus-
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C (pposition to Qutsourcing Transportation

Despite the successes of schod districts like Hntsville wth out -
sourcing student transportation, nare than 90 percent of districts in
A abana do not contract out for any of their transportati on needs (See
Fogre9. 22

44.1%

17.1%

13.5% 12.6%

Satisfied Too Threaten Don't Know No
with Expensive Local Interest

Current Jobs

System

Figure 9: Reasons Not to Outsource Transportation

Forty-four percent stated they were satisfied wth thar curent
transportation system @ these, ninecity dstricts noted thet they had
no need to privatize. Mst of these districts were below average in
student enrol Inent and | ocated in urban areas (77.7 percent each).

Nneteen districts (17.1 percent) chose not to outsource trans-
portation because they considered it too expensive. Mst of these
were rurd, couty districts wth snal |l student enrd | nents (73.6 per -
cent, 66.7 percent and 66.7 percent, respectivey).

Hfteen districts (135 percent) dd not outsource because they
believed it would threaten the jobs of oca workers al ready enpl oyed
by thedstrict. Q@edstrict specificdly stated thet locd union opposi -
tion wou d nake any attenpt to privatize transportation particuarly
df fialt.

Fouteen districts (12 6 percent) codd nat idertify wiy their dstrict
dd not cotract ou its trasportation needs. Two of these dstricts
stated they had sinply "never considered outsourcing.”

Qe dozen districts (10.8 percent) noted they sinply had no inter -
est in privatizing their transportation service, wile aather 10 (9.0
percert) idetified ther small size as a reason far nat outsowrci ng.
Hoght other districts (7.2 percent) had not considered contracti ng out
because they had "al ways done it that way."

|
Qe dstrict
specifica ly stated
that local union
opposi ti on woul d
nake any attenpt
to privatize
transportation
particdaly dffi -
alt.

1
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Hraly, seven districts (6.3 percent) had chosen not to outsource
transportation services because of paiticd presswe. Qe dstrict cited
pressure fromits loca board as a dsincetive to privatize, wile four ds-
tricts said pressure fromthe state kept themfrom consi deri ng outsourc-

iy

D Potential Reasons to Qutsource Transportation
Servi ces

Wile nost A abana school districts have not outsourced their trans-
portation services, nany of themmght do so given the right circum
stances (See Fgure 10).

29.5%

25.3%

20.0%

Nothing Significant  Don't Know Cost Other
Cost Savings Efficiency

Figure 10: Prompts to Outsource Transportation

Nerly hdf o dl dstricts associaed the possikility of out -
sourcing wth noney, ether interns o ddlars saved or the qality of serv-
ices rece ved for those ddlars. Tventy-three percent said significat cost
savings woul d be an incentive to outsource, wile 14.7 percent said get -
ting nare or
better services for the sane anount of noney might pronpt themto con-
sider privatizing transportation. Andther egt percent said outsourcing
nmght be a possibility if changes in transportation funding nade it neces-
sary.23

Qe-fourth (27.2 percent) aso stated that privatization was currently
too exparsive for their dstrict to cosider. These findings shou d not be
surprising given the high costs associated wth the large nunber of vehi -
cle nles driven per schod day wthin nany rurd districts in Aabana to
pck prdaivey fewchlden

Qe in four respondents (25.3 percent) indicated no circunstance
woul d nake themconsi der privatizing. 24 Inerestingy, one superintendent
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noted that "no changes were possible due to the presert paitica sit -
uation” in Mntgonery. Awther four districts noted that outsourcing
transportation was not applicabl e to thembecause their districts had
no pernanent bus services or routes.

E Qutsourcing Transportation: Does It Save Mbney?

To determne whether districts that aready outsource actudly
spent | ess on transportati on than those who admnister it thensel ves,
the taad prarated tramsportation budget adlocation for each district
participating inthis study for FY 2001 vas divided by their estinated
ridership for the sane year .2 (O average, schod districts in
A abana that earnarked any noney to transport students during FY
2001 spent about $602 per rider, wth per-rider costs varying by ds-
trict from$193 to $5,320. %6

Qe way to ascertain whether districts that outsource transporta-
tion services pay less per rider is by conparing themto simlar ds-
tricts that operate the sane services in-house. Because only city dis-
tricts in Aabana currently outsource any of their transportati on serv-
ices, those that outsource were conpared to those that do not.
Dstricts that outsource pay less per rider ($634) than those wo do
not ($769). However, because of large variations in the data due to
the high per-rider costs sone districts pay for special-needs trans-
portation, ad the rdaivey snall nuntber of districts that outsource,
thsdf ference vas nat significant. 27.28

Another way to neasure whether districts that outsource spend
less per rider is by looking at how nany of themare anong the
staesdstriccs wththe lonest per-rider costs. @ the 10 dstricts wth
the | onest per-rider costs (less than $315 per rider), three contracted
ou their transportation services. This statistic suggests two things.
Frst, the lowper-rider costs sone dstricts achieve are the resut o
avaigyd dfferent circunstances, of which outsourcingis only one
fada. Mst o the busing for the Tdlassee city schod district ($47
per rider), for exanple, is provided by the surround ng B nore Gunty
dstrict, wichispaddretly by the stae far its service adisinits
on way a type of outsourcing. The three buses Tallassee does
operate run only short dstances, helping to keep its costs | ow.

Wile districts that outsource transportati on nake up only about
egt percet o al dstricts, they conqprise 30 percent of the sta€'s
10 dstricts wth the |onest per-student rider costs. Qe of these ds-
tricts is Jacksoville. Because the city chose to autsource its trans-
portation services, the dstrict received ony partid fundng fromthe
state, forcing it toraise an addtiond $165 000 on top of the $60, 620
it received fromthe Sate Departnent of Education in FY 200L
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Neverthel ess, Jacksorville s cost per rider was anong the lovest in
the state ($287). The success of prograns |ike those in Jacksonville
isindcaive o wa coudd be acheved wth a statewde privatization
d fat.

F. Potential Savings from Qutsourcing Transportation
Servi ces

As has already been nentioned, significant cost savings is one of
the prinary reasons districts curently outsource (and mght be
pronpted to outsource) their transportati on services.

A study by economsts at Ball Sate Lhiversity in 1986 estinated
that the costs for public owership of schod -bus services can be 12
percent nore costly than contracting 29 If Aabana’s $180.9 nallion
schod transportation service coud redize that savings, an additional
$21.6 nil lion cou d be redirected to the cl assroom 30

1. Food Services

A abana public schools spend approxinately $289.9 million on
food services each year. Nevertheless, of the three noneducation
support services examned in this report, food services vere the | east
commonl y outsourced in Aabana. Oy two of the state’s school dis-
tricts Aexander Gty and Brewton city: 3.5 percent outsourced their
food service, far belowthe nationa average of about 17.5 percent. 31
O these, ony Aexander Gty fully outsourced its cafeteria program 32

A Wiy Qutsource Food Services?

Both dstricts identified cost savings as a nfor reason for con-
tracting ot their food services. Qe superintendent al so noted that
contracting out his food service "provided his students an opportunity
toea" by o fering bath breskfast and | uch.

CGase Sudy #2: A exander dty

The Aexander Gty Shod Dstrict has contracted their food service operations for
nore than 20 years.
long histary of cotracting out the food service in his district hes led to sigificat sav-
ings. "W ve probably saved a few hundred thousand dol | ars on food service over the
years because we contract out," said Fanning. "That’s noney we ve been able to put
back into the classroons. It's been geat for us. " 33

Pau Fanmning, the district’s forner superintendent, has said the
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B. Qpposition to Qutsourcing Food Services

As wththe ather support services coveredinthis report, the plu-
raity of respondents (34.5 percent) vere satisfied wth their current
food service (See FAgure 11). 34

34.5%

31.8%

15.5%

Satisfied Don't Local Too Logistics  Political Other
with Know Threat Expensive Pressure
Current

System

Figure 11: Why Not Outsource Food Service

H ghteen percent of respondents’ answers were financia ly noti -
vated Aout oeinegt dstricts (11 8 percent) renarked they had
not privatized their food service because they regarded it as too
expensive. About five percent stated they were not interested in
contracting out because their nutrition prograns were naki ng sub-
stantial anounts of noney. Qe superintendent, for exanpl e,
noted that his Gild Nitrition Rogramhad about half a nillion dd -
lars inthe bank as aresut of federad funding for reduced cost ad
free breakfasts and lunches. Another superintendent stated, "If
they can nake a profit, we can do the sane for less.™

FHfteen percent of respondents considered outsourcing food
services to be a threat to locd interests. Secificdly, 10 percent
stated privatization "would threaten the jobs of loca enpl oyees,”
wile 54 percent were concerned that loca contrd of the food pro-
gramnight be lost. 35

Aout onein 10 dstricts atributed their chace not to outsource
food services tologstica inmpreacticdities. Sxntedther locationin
the state nade such services unavailable, while another six identi -
fied their small student popdations, rua location, o beng "too
spread out" as reasons they failed to attract serious consideration
fromprivate food service provi ders.

Qe in 12 dstricts (82 percent) naned paitica pressure as a
reason for not considering outsourcing food services. Three dis-
tricts noted that pressure fromthe state governnent kept themfrom

.|
Qe in 12 districts
naned political
pressure as a rea-
son for not con-

si dering

out sour ci ng food
Servi ces.
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contracting out, and two described the AEA as a roadbl ock to priva-
tizaion Two aher dstricts dsoidetified pressue a thelocd leve
to keep jabs and uni on opposition as obstacl es to out sourci ng.

C Potential Reasons to Qutsource Food Services

As wth transportation, financia natters appear to be the bi ggest
predctor of wether a district mght consider autsowrcing its food
services (See Fgure 12). 36

28.4%

22.5%

15.7%

Nothing  Significant No Better Significant Other
Cost Answer Quality Cutin
Savings Funding

Figure 12: Prompts to Outsource Food Service

Qe-fourth of respondents (25.5 percent) identified signficat
cost savings as a possible reason to consider contracting out their
food services. 37 Another five percent noted that negative financid
circunst ances woul d be inportant to their decisions to possibly out -
source food services. @ these, fowr noted that a sigificat cut in
federa o other fund ng wou d nake themd scuss the feasibility of
contracting ou.

Tvety-nine districts (284 percet) codd not idetify aything
that mght nake them consider outsourcing, 38 while about one in
seven districts (15.7 percent) cited quality issues that mght nake
themcontenpl ate contracting out food services. Nne districts sad
they woul d consider outsourcing if the quality of food vas better,
wile tw noted a better seection of food vas inportant to their
dedsn

D Does Qutsourcing Food Services Save Money?
The average school district in Aabana spent about $420 per
student on food services in FY 2000, wth district averages rang ng
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from$245 to $666. 39 Athough only two schod districts in A abana
outsource any portion of their food service, they enoy the | onest
costs per student for food service in the state ($245 and $266,
respectively). Bewons savings are particdarly interesting, as the
dstrict only contracts aut its high schod food service, yet keeps an
extrenaly | owcost per student. This evidence suggests, but by no
neans proves, that city dstricts inrurad areas mght consider ou -
sourcing a least part of their food services to save noney ad
inprove quality.

E Potential Savings from Qut sourci ng Food Services

Qutsourcing food services is saving the Aexander Gty school
dstrict anost 42 percent Wt the average schod dstrict pays in
Aabana. The fact that Aexander Gty is the ony schod district that
fuly outsources its cafeteria services nakes extrapd ating its resuts
extrendly specu ative. That being said if every ather schod dstrict
in Aabana saved only half of wat Aexander Gty saves by out -
sourcing their food services (20.8 percent), approxinately $60 ml -
lionin food service costs per year coud be redized

V. (hstacles to Arivatization
As wth any ngjor shift in operational procedures and pdicies,
there can be a rel uctance to change despite the possibility of sub-
statia cost savings ad inwoved quality of service Edisting
enpl oyees, district board nenfbers and soneti nes neniers of the
communi ty have resisted ef forts to outsource schod servi ces.

A Existing Enpl oyees

Enpl oyee concerns about displacenent by contractors and
unenpl oynent are | egitinate considerations in eval uating privatiza-
tion prograns.  Shod districts considering privatization shou d
expect to face organi zed enpl oyee denonstrations at board neet -
ings that can be intinnceting

A policy of openness to everyone's concerns is encouraged to
reduce opposition and fear regarding privatization.  Gonpromse
neasures can al so be suggested to address the concerns of exist -
ing enployees. For instance, sone school districts in A abana
have responded to these concerns by asking bidders to include in
their proposd suggestions for drect o preferetia hiring in regard
to existing enpl oyees. Wiil e these neasures hel p, they do not nec-
essaily prevent ef farts of organ zed opposi tion

In sone cases, the privatization process only a fects the nan-
agenent of the given support service. Renaining school district

Appr oxi nat el y
$60 mllionin
food service costs
per year could be
redized if every
schod district in
Al abanma saved
only hal f of what
A exander dty
saves by out -
sourcing their
food services
(20.8 percen).
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enpl oyees retain the sane pay rate, benefits and pension pack-
ages, wWile only newenpl oyees are hired directly by the contractor.

B Hected Gficids

Miny school board of ficials are part-tine enployees o vad un-
teers and are not anare of the outsourcing opportunities and pro-
grans that have been successful for nany years throughout the
country. Qe critical approach for acceptance of privatization plans
is by educating district superintendents and board nenfers.

C Uhion Qpposition

Despite the ef forts of nany schod boards to take into consi der -
aion the coceens of dl peogde a fected by the privatization
process, sone groups nay resort to legal action to prevent the
inplenentation of privatization progyans. It is the position of the
National Education Association (NEA and the Anerican Federation
o Teachers to oppose any privatization ef fartsinschod dstricts ad
to encorage their af filiaes todothe sae Ironcdly, the NEA fre-
guently outsources a nunber of its own support services, including
part-tine negatiators for barganng and the custodia services at its
$60 mllion national headquarters in Washi ngton.

D Legal |nped nents

In addition to legd hassles, portions of Aabana state lawdis-
courage outsourcing by favoring governnent nonopol ies over pri -
vae e forts. For exanple, nest schod districts receive a tax break
fromthe state and loca authorities on gasdine taxes, wich signfi -
cantly reduces transportation costs, but wich private contractors
are not able to take advantage of. As this study shows, sone out -
sourced transportation services are indeed nore expensive than
equival ent in-house operations. The additiona fuel taxes paid by
cotractars, incresse their operaing costs.  Sill, in the case o
Hintsville and Horence, the costs of outsourced transportati on have
been less than wen the services were provided inhouse. If the
sane tax breaks enjoyed by in-house operators were extended to
private contractars, or if arrangenents coul d be nade for the schod
district to purchase the fue, the savings redized wou d be even
greater. These changes, however, woul d require anendi ng current
state law
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CGase Sudy #3: Hoover Aty School s

Folowng in the footsteps of its parent organizati on, the ABA has opposed
dl & farts by schod districts to ousowrce ay of their notinstructiond servic-
es. Ate the decision to privatize their custodd services, the Hover Gty
Shool system which serves approxinately 9,500 students, was sued by the
AEA  Had [the Hoover Gty School Systen 1npl enented the programdistrict-
wde, we would have saved close to $500,000 [in the 1997 school year], sad
Gary McBay, Drector of Shoo Services. W had also elimnated the need to
plan for cost overruns inthe program Wth outsourci ng, we knew exactly what
we woul d have been paying the contractor wien figuring the yearly budget.
Hoover s out sourci ng programvas termnated by court order in August 1999. 40

Summary and Goncl usi ons

Inligt of therising costs of education and the rel uctance of taxpay-
ers to see the tax burden increased, outsourcing nortinstructi onal serv-
ices provides an excel lent gpportunity to use exi sting revenue sources to
incresse funds for teaching Qe in five dolars spent on education in
A abana $807.8 mllion is spent on non-educati on support services.
Qutsourcing is helping sone districts achieve greater financia responsi -
blity by d fering better quaity sugport services a aloner price

eThirty-two percent of schod districts responding to the survey contract -
ed out sone part of their transportation, naintenance or food service in
Fy 200L

e Tventy-seven percent of Aaban@ s school districts reported contract -
ing ot sone aspect of building or grounds nai ntenance. G these, 6.5
percent contracted out H/AC nai ntenance, 9.6 percent outsourced
| andscaping and lawn care, and 5.7 percent outsourced custodial and
jantaid services.

eSual, nminicipd city dstricts were nost likdy to outsource support
SErvi Ces.

eHgt percet of dstricts cotracted ot sone or al of their transporta-
tionservices. This was |oner than the nationd average of 3L 8 percert.

eQly 35 percet of dstricts in Aabana outsource ay o al o ther
food services, naking this the least contracted service in the state. By
conparison, 17.5 percent of schods natiowide contract out their food
service

19
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eThe prinary reasons A abana school districts outsourced were to
save noney and because they | acked trai ned personnel .

eMiny A abana school districts did not outsource because they
were satisfied wth their current system they consi dered outsourc-
ing to be too expensive, and because it threatened loca jobs and
ingess.

A Hsca |npact

oA least $13.1 million was spent on out sourced support services in
Aabana in FY 2000. This represents about 1.6 percent of al
school spending in these areas. Mst of this was spent on trans-
portation services. This anout is artificialy |ow because it does
not include e gt naintenance services wthout district line item
tads

eBased on the savi ngs achi eved through the very linted outsourc-
ing being done in Aabana, if these services were expanded,
approxinately $21.6 nmil lion coul d be saved in transportati on servic-
es, $60 nllion cou d be saved in cafeteria services, and $6.4 mllion
coul d be saved in groundskeeping alone, for atota of approxinate-
ly $87 mllionper year. Qher estinates indicate savings of between
0 nil lion and $80 nil lion, or a savings of about six to 10 percent
on al services. As Aabana becones increasingly urbanized and
i nterconnected, these savings coul d increase substantially.

I'n concl usion, schod boards, state legislators and educati on pd -
icy nakers should actively search for ways to mninnze barriers to
outsourcing norrinstructional services. Rotentia savings coud be
used to bol ster academc prograns and cl assroomresources whil e
reducing the need to approach citizens for further tax increases.
Properly designed and nonitored, contracts between public school
dstricts and private providers cou d save the state tens of nllions
d dlas



Dollarsand * Sense”
How Outsourcing Can Save Money for Alabama’s Schools

Alabama Policy Institute

Appendi x A
Qurvey Methodology and Ostrict dassifications

The Aabana Rdlicy Institute contacted the of fices of every schod
district superintendent inthe state by phone in an attenpt to devel op a
conpr ehensi ve under standi ng of non-educati on outsourcing activity in
A abana’' s schod's. In the event the superintendent was not avail abl e
to paticipae in the study, responses were accepted fromassi stant or
deputy superintendents, o other of fice admnistraaos qdified to
answer .

Mitipe ef forts vere nade to contact each of the state€'s 128 district
superintendents by phone during nornal busi ness hours between July
9 and August 27, 2001. 4! |f repeated attenpts at contact were unsuc-
cessful, intervievers were instructed to inquire wether an assistant
Superintendent, deputy superintendent or other of fice admnistrator vas
adldde

Atod o 123 districts (9.1 percent) were successful |y contacted. 42
Ixty o these vere city districts ad 63 were couty dstricts. Dstricts
were aso classified as urban or rura according to wether they were
located inthe staes 11 Mtropditan Satisticad Aess. Forty-nine ds-
tricts vere classified as urban, and anather 74 as rurd .

QG the surveys conpl eted, 93 (75.6 percent) were done by superin-
tendents, 15 (12 2 percent) were finished by assistant or deputy super -
intendents, and the remainder (12.2 percent) were done by other
adnnistrative staf f (e.g., business nanagers, assistants to the super -
inedat, &c).

Upon agreeing to participate in the study, respondents were asked
wether their district ousourced a least one of three non-instructi ondl
support services:. transportation, food service and naintenance. If a
district ousourced one or nore of these services, respondents were
then asked the length of tine the service had been outsourced, their
reasons for outsourcing, and whether outsourcing had saved or cost
thair dstrict ay fuxds. Gnversdy, dstricts that dd nat outsource ay
o all of these services were asked wiy they had chosen not to out -
source the service in question, and wat mght pronpt themto out -
source it. Al respondents were asked about their degree of satisfac-
tionwth each of their existing sugpart services, as vl | as wether their
dstricts had ever termnated a contract wth a private firmwth any o
the af orenentioned servi ces.

Trenrgnod ero for asanple sizedf 123 of 128 districtsis—18
percentage points in 95 out of 100 cases. Toesuetha dstricts o dl
sizes vere equa ly represeted, the state's districts were dvided into
quartiles, wth 32 districts coqrising each quartile. A chi-square test
foudnosigificat dfferenceinthe sizes of dstricts surveyed by quar -
tilec2=053, d =3 p=0912
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The average school district enrolnent sanple by quartiles was as
folows: 1st = 1,582 2nd =2 653 3rd =4,068 and 4th = 13 952

A inportant determinant in outsourcing is the availability of
providers. Sone schood districts nay not contract out sinply
because a private sector dtermative does not exist. The availablity
o providers is determned in part by the dstrict’s proxinty to large
urban narkets. Thus, adistrict inrura southvwestern A abana nay
not have the sane contracting activities as a na or urban area such
as B rmnghamor its suburbs. Shod districts were thus
categorized as netropolitan or rura according to wether they were
located in a couty wthinthe US Bureau of the Gasus’ definition
o aMtropditan Satisticd Aea Accordngtothese criteria, 61 of
Aabanal s schod districts are urban, and 67 are rurd .  Achi-square
test o ubanrtorud proportions foud no signficat df ference
between the 123 districts surveyed and the state' s 128 schod dis-
trids c2=02%, d =1 p=0613

This report was created using sunmary naterial fromthe sur -
veys. Aw variationin reported percentages of — 1 percentage poi nt
wthinthisreport isdieolytoroudng The adysesinths report
are based on the infornati on provided fromthe phone intervi evs.
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" To determine whether outsourcing maintenance servicesis afunction of adistrict’s
demographics, those which contracted out services were compared to those that do not on three
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city or county district. No significant differences were found.

8 Of the 34 administrators that stated their districts outsource maintenance services, 19 were able
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19 Of the 82 districtsin Alabama that did not outsource maintenance services, 78 (93.9 percent)
provided reasons why they chose not to contract out.

1 This response was particularly common among larger districts (66.7 percent) and thoseiin rural
areas (66.7 percent).

12 This response ignores the problem of AEA wages being fixed with state-mandated increases.
The cost of labor isthe biggest factor in janitorial services.

3 Fifty-eight of 82 districts in Alabama that did not outsource maintenance services gave at |least
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14 Most respondents who gave this answer tended to be from smaller school districts (61.9 percent)
of county size (66.7 percent) in rural areas (80.9 percent).

15 The State Department of Education aggregates the costs of most of the trades needed to
maintain its school districts. Since groundskeeping is one of the few maintenance services
itemized per district, it is the only one of which estimates were made.
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average cost of $39. The total groundskeeping budget for FY 2000 for each district was divided
by student attendance. Districts that reported no expenditures for groundskeeping were not
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% Kyle Koski, Safety Director, Huntsville City Schools, February 4, 1997, personal
communication.
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% Of the 113 districts that did not outsource transportation services, 111 (98.2 percent) gave at
least one reason why they chose not to.

3 Disgtricts interested in the potential savings associated with privatization tended to be
overwhelmingly rural (81.8 percent), smaller than average (77.2 percent) and county-sized (59.0
percent).

# Most of these (62.5 percent) were districts with student enrollments greater than the state
average. Of those districts not receptive to outsourcing, 83.3 percent described the quality of their
in-house transportation as “very good.” About one in three also gave their reason for not
outsourcing as being “satisfied with the current system,” and onein six believed that privatizing
transportation would be “too expensive.”

% Three city districts—Demopolis, Homewood and Mountain Brook—reported no student riders
and were not included in further analyses. Another city district—Piedmont—used buses from
Cleburne and Calhoun county districts to transport approximately 100 of its students. Because the
funds for this busing were passed directly from the state to the Cleburne and Calhoun county
districts, Piedmont was also excluded from further analyses.

% |n almost every district in which more than $1,000 was spent per rider, much of this high cost
was the result of alarge proportion of money being spent on transporting children with special
needs. In the Decatur city school district, for example ($1,032 per rider), 14 buses are needed to
transport special-needs children, who comprise nearly 15 percent of all riders. In the case of two
city districts with per-rider costs over $5,000—L anett and Fairfiel d—these expenses were incurred
to transport very small numbers of special-needs children (six in Lanett and 12 in Fairfield,
respectively). Because special needs transportation is an integral part of most school districts
expenses, the total cost of transportation for each district, including special needs, was retained.
2t =0.394, df = 54, p = 0.695.

% T0 determine whether district enrollment influenced outsourcing savings, city districts with
enrollments of less than the state average were compared on the basis of whether they contracted
out transportation services. Districts that chose to outsource paid less per rider than those that did
not ($442 v. $841, respectively), but these differences were also insignificant. Among districts
with enrollments greater than the state average, districts that outsourced their transportation
services actually paid more ($788) than those who did not ($601). Again, though, these differences
were not significant.

Asawhole, city districts spent substantially more on transportation per rider ($748) than
county districts ($473). This appears to be because city districts spent more per rider on
maintenance ($254 v. $76) and fleet alocations ($119 v. $67) than county districts. According to
the State Department of Education, these expenses tend to be lower among county districts
because they have a higher ridership than city districts, and are able to spread fixed costs among a
larger number of students.

% Robert A. McGuire and T. Norman Van Cott, “Public versus Private Economic Activity: A New
Look at School Bus Transportation,” Heartland Institute, Chicago, Policy Sudy No. 10, September
1986.

% Of the six school districtsin Alabama that fully outsource their transportation services, two were
able to provide an estimate of the amount of money saved as a percent by outsourcing. Together,
these districts saved an average of 35 percent on the cost of their transportation services, or
minimum savings of 5.6 percent with 95 percent confidence among similar districts. If these
savings are applied only to districts of similar size and location, outsourcing transportation
services could save a minimum of $2.7 million.

3 Joe Agron, “Keeping It Close to Home,” American School & University, September 2001, vol.
74, p. 28.

% Together, both districts spent approximately $1.25 million on food servicesin FY 2000, or
about 0.4 percent of the state’s total food service budget of $289.9 million.

3 Charles Dean, “Lunchroom in Others' Hands,” Birmingham News, February 2, 1997.

% Of the 123 districtsinterviewed for this study, 110 gave at |east one reason why they did not
outsource their food service.



% These concerns tended to come from larger districts (64.7 percent) in urban areas (58.8 percent).
% Of the 121 districts in the state that do not outsource their food service, 102 gave at least one
answer to the question, “What might prompt you to outsource your transportation services?’

3" In contrast to the demographics of the districts that could not be prompted by anything to
consider outsourcing, these districts tended to be mostly rural (69.2 percent), with smaller student
populations and county-sized (57.6 percent each).

* Most of these were larger districts (55.1 percent) in cities (62.0 percent).

¥ The laws of economy of scale particularly apply to food service costsin Alabama. Indeed, asa
district’ s enrollment increases, its cost per student for food services decreases, r = -0.22, p = .014.
“ | nterview with Gary McBay, Director of School Services, Hoover City Schools, February 10,
1997 and March 15, 2002.

“! The Department of Y outh Servicesis also classified as aschool district, yet its unique
association with the Department of Corrections disqualified it for this study.

“2 Four districts—Blount, Calhoun, Etowah and Jefferson counties—failed to reply after multiple
calls, and one district—Anniston City—refused to participate when contacted.



