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Privatization in Iowa Government
ISSUE
Over the past several years the Executive Branch has privatized several functions and is
considering other functions for privatization. Contracts for personal services have also been
increasing each year since FY 1992. Some of these outsource activities are related to
privatization. Other reasons for outsourcing include agencies avoiding the FTE position
limitation or filling temporary or “expert skill” positions.
AFFECTED AGENCIES
All Executive Branch Agencies
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CODE AUTHORITY
The Code of Iowa does not prohibit the Executive Branch from privatizing functions the
General Assembly has funded and authorized as activities of State agencies. It does not
require the Executive Branch to submit planned privatizations or outsourcings to the General
Assembly for review.
BACKGROUND
Privatization
A broad definition of privatization is the transfer of service functions from public to private
ownership or control.
The common privatization in Iowa State government is a situation where a State agency turns
over an activity it formerly provided and had employed staff to conduct the activity. Recent
examples include privatization of rest area maintenance along the interstate highways and
the privatization of the retail liquor industry. In both instances, the departments had
employees that provided services and turned control of the functions over to the private
sector.
Depending on the scope of the definition utilized, many activities of State government in Iowa
have been privatized. Numerous agencies contract for services for which the requirement,
funding, and authority are provided by the General Assembly. The Department of Economic
Development hires consulting firms to prepare major advertising campaigns for tourism in
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Iowa. The Department could hire staff to develop the campaigns, but chooses to use companies
that have particular skills in that area. At other times a program is a pilot project or of limited
duration, and a department will contract for the service rather than hire an employee, knowing the
individual would have to be laid off at the end of the project.
After a limited literature review of other states’ experiences related to privatization the following
three themes were identified as relevant for consideration in State privatization efforts.
•

Why privatize?

•

Criteria for privatization.

•

Responsibilities after privatization.

See Attachment A for more details in each of these specific areas.
As noted above, a personal services contract could be considered privatization when a function
formerly performed by an agency is contracted to a private individual or firm. Not all personal
services contracts fall into this category, however. Some personal services contracts are used to
avoid the General Assembly’s FTE position limitation or to provide technical expertise not available
in an agency or not needed on a permanent basis.
Personal Services Contracts
A personal services contract exists when a private entity agrees to provide a specified service for a
State agency for a specified price. A personal services contract may be with a partnership, firm, or
corporation, but in most cases is with an individual.
One reason often cited by agencies for establishing personal services contracts is to overcome the
FTE position limitation established by the General Assembly and hiring limitations established by
the Executive Branch. To avoid the restrictions placed upon agencies in hiring personnel,
contracting has become a method of providing required services.
A Full-Time Equivalent Employee (FTE) is equal to 2,080 hours of work per year, calculated by
multiplying 52 weeks/year by 40 hours/week. The FTE position count is the traditional method of
determining the number of employees an agency is allowed in a fiscal year. The General Assembly
appropriates a certain amount of money and a certain number of FTE positions to each agency
each fiscal year.
The FTE positions listed in an appropriations bill are usually stated as a maximum number of
employees an agency is allowed. Section 8.36A, Code of Iowa, specifies the number of filled
positions may exceed the number of FTE positions during parts of the year to compensate for time
periods when the number of filled positions is below the authorized level. Several issues related to
the implementation of the FTE positions limitation by Executive Branch Agencies are listed below:
•

Currently there is no direct oversight to monitor compliance and enforce the limitation.

•

There are no penalties for not meeting the target.

•

The FTE positions limitation is not interpreted the same by all agencies. The Department
of Management has required agencies to not fill more positions than the number of FTE
positions authorized, even though the Code of Iowa would allow more positions at one time
of the year if less positions are filled during other parts of the fiscal year.
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•

Only those funds directly appropriated by the General Assembly have the number of FTE
positions stated in a bill. Non-appropriated FTE positions have no restrictions imposed by
legislation.

•

Many agencies simply employ outside services to avoid the FTE positions limitation
restriction.

CURRENT SITUATION
The following are Iowa government agencies that have experience with privatization efforts and are
considering additional opportunities.
Past Large Privatization Efforts
An informal survey of State agencies conducted just prior to the 1996 Legislative Session indicated
eight agencies have entered into formal privatization agreements on a relatively large scale.
Information provided by these agencies concerning privatization agreements has been included as
Attachment B. The State agencies are:
•

College Student Aid Commission

•

Department of Commerce

•

Department of General Services

•

Department of Human Services

•

Board of Regents

•

Department of Revenue and Finance

•

Department of Transportation

•

Iowa Veterans Home

Rejected Privatization Efforts
Four agencies have reviewed various privatization opportunities, but ultimately elected not to
privatize these functions. (See Attachment C) Reasons for this include:
•

The cost of outsourcing was greater than in-house provision of services.

•

Requests for Proposals were issued and the bid was awarded to the Department of
General Services.

•

Vendors showed little interest.

•

Service requirements were not timely.

•

No private service provider was located.

Privatization Efforts Under Consideration
Eight agencies are currently reviewing various functions for possible future privatization. (See
Attachment D) Some of these functions are:
•

Various components of Iowa’s Information Technology System including data processing
and computer management (hardware and software needs) across departments.
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•

Medical services at correctional facilities. (Effort dropped during Session after review and
discussion with legislators.)

•

Various functions in the Department of Economic Development.

•

Workforce development in the Department of Employment Services.

•

Sign language interpreters in the Department of Human Rights. (Effort dropped during
Session and further study being conducted of the role of Deaf Services in Iowa.)

•

Medical services in the Department of Human Services.

•

Transportation, various food services, and occupational medicine at Regents institutions.

•

Various functions in the Department of Transportation.

Reasons for Personal Services Contracting
The list below, though not exclusive, provides some of the major factors agencies cited in their
decision to contract for services. (See Attachments E, F, and G for a summary of a survey of
other states’ contracting efforts.)
•

Expertise or specialized skills are available only through contracting.

•

Cost advantages.

•

State, federal, or administrative law requires use of a private contractor.

•

Short-time periods for special projects do not justify hiring a State employee.

•

Inability to fill State position due to a hiring freeze or the FTE position limitation.

Legal Restrictions Regarding Independent Contractor Status - Guidelines
While there are no specific rules related to privatization, there are guidelines that must be met for
an entity to maintain independent contractor status. These are:
•

An independent contractor can not be an employee of the State.

•

Employees working for the contractor can not be hired or fired by the State.

•

The State can not be involved in the daily operations of the contracted work. Day to day
decisions must be made by the contractor.

•

The contractor can not be physically located in State offices. Rational exceptions exist, for
example if a State office is the site of the service.

Recent Governor’s Action
The Governor has recently begun implementing a new plan to review and initiate the competitive
delivery of governmental services. The Governor outlined this program in a May 16, 1996, letter
to department directors. The program is to create an environment where public sector employees
and private sector vendors will have an equal opportunity to bid on providing selected governmental
services through a competitive bidding process.
The letter from the Governor outlines the following process:

ISSUE REVIEW

5

August 8, 1996

•

“Department directors will be asked to identify and recommend governmental services for
which the competitive process may be appropriate based on criteria identified in the
program guidelines. The employees currently performing the governmental activity will be
invited and encouraged to participate in the initiative. To assist the work unit, the state will
provide a technical consultant who will work closely with the employees in determining the
state’s current cost of performing the service and in re-engineering, streamlining,
restructuring and improving the operation of the work in preparation for a competitive
bidding process.”

•

“The formal competitive process will be initiated with the release of a Request for Proposals
to which both private sector vendors and the public sector employees will have the
opportunity to submit proposals. The proposals will be evaluated and a decision will be
made in favor of the best proposal. Generally speaking, if the public sector proposal is
within 5% of the lowest private sector bid, the public sector proposal will be selected.”

•

“I am mindful that our efforts to deliver the highest quality government services at the
lowest possible cost may impact the jobs of some state employees. We are taking diligent
and serious steps to insure that employees whose jobs are eliminated will be considered
for other state positions, or employees will be assisted in making the transition to private
sector employment.”

The Department of Management is currently in the process of hiring an outside consultant to
coordinate the process. The consultant’s role will be to help identify projects, establish guidelines
for selecting projects, and helping the public sector employees respond to the request for
proposals. The current process is limited to Executive Branch Departments, exclusive of the Board
of Regents.
Dollar Amount of Personal Services Contracts
The total dollar amount of personal services contracts entered into in FY 1995 (1,840 contracts)
and FY 1996 (1,895 contracts) totaled $144.9 million. The General Fund accounted for $70.3
million of this amount. Attachments H and I present the department totals for each year for
General Fund only and for all funds. Attachment I also includes the number of contracts entered
into each year by each department.
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(NOTE: The dollar amount of contracts is the total amount contracted for the life of the contract. If a contract is for five
years, the total amount of the contract is entered into the data base in the year in which it is first signed. If modifications
to the original contract occur, those changes are entered when the Legislative Fiscal Bureau is notified by the
Department of Revenue and Finance of the change. Additionally, the data base does not include contracts from the
Board of Regents Institutions or construction contracts of the Department of Transportation.)

The departments that have the largest total dollar amount of contracts for FY 1996 - General Funds
are:
•

Department of Human Services - $27.5 million

•

Department of Economic Development - $5.9 million

•

Department of Education - $1.8 million

•

Department of Corrections - $1.7 million

•

Department of Transportation (non-construction contracts) - $1.1 million

Largest Contracting Agencies in State Government
The Department of Human Services (DHS) contracts for the largest dollar amount of personal
services in State Government. The table below lists the dollar amount (in millions) of DHS
contracts by year.
Amount of DHS Contracts - FY 1995 to FY 1996
Dollars in Millions

DHS Contracts

FY 1995
$33.5

FY 1996
$40.8

The chart below shows the percentage of the total dollar amount of FY 1996 personal services
contracts by agency. As discussed
above, the major contracting agency
FY 1996 Contracting Cost - All Funds
is the DHS, followed by the
Department of Education, the
Other
Department of Economic
16.5%
Development, the College Aid
Commission, and the Department of
College Aid
Transportation. These agencies
4.6%
Human
have contracted at least $2.0 million
Transportation
Services
in FY 1996.
4.2%
50.9%
Economic
Development
8.9%

Another measure of contracting
activity is the total number of
contracts let. For the FY 1995 and
Education
FY 1996 period, the Department of
15.0%
Human Services had the largest
number of contracts with 1,636, and
the Department of Education second
with 575. However, over the same time period, the dollar volume of contracts let by the DHS
totaled $74.3 million, while Department of Education contracts totaled $3.4 million.
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Personal Services Database
The Legislative Fiscal Bureau began tracking contracts for personal services in FY 1994. Included
in the database are:
•

Department name

•

Program name

•

Contractor name

•

Contract services provided

•

Funding by source

•

Reason given for contracting

•

Whether contract was included in departmental budget request

•

Hours of service contracted

See Attachment J for a sample of the database.
ALTERNATIVES
The General Assembly may wish to consider the following:
•

Require the Executive Branch to provide information related to planned privatization of
government services or activities for review and comment. This could be similar to the
Administrative Rules Review Process, allowing for a period of comment and a delay in the
implementation until the General Assembly has an opportunity to consider the impact of the
proposal.

•

Require a cost analysis of any proposed privatization effort prior to implementation to be
presented to the Department of Management and the Legislative Fiscal Bureau for review
and comment.

•

Establish a Joint Executive/Legislative Taskforce that would review any proposals to
privatize government services and activities.

•

Establish a review process for significant new personal services contracts, especially those
replacing former or existing staff. This would provide for monitoring the elimination of FTE
positions and staff being replaced by contracted services.
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