Contract No.: HHS-100-01-0011
MPR Reference No.:  8834-008 MATHEMATICA

Policy Research, Inc.

Privatization in Practice:
Case Studies of

Contracting for TANF
Case Management

Final Report

March 2003

Sheena McConnell
Andrew Burwick
Irma Perez-Johnson
Pamela Winston

Submitted to: Submitted by:
Department of Health and Human Services Mathematica Policy Research, Inc.
Office of the Assistant Secretary for Planning and 600 Maryland Ave., SW, Suite 550
Evaluation Washington, DC 20024-2512
Humphrey Building, Room 404E Telephone: (202) 484-9220
200 Independence Avenue, SW Facsimile:  (202) 863-1763

Washington, DC 20201

Project Officer: Project Director:
Ann McCormick Sheena McConnell






ACKNOWLEDGEMENTS

agencies who met and talked with us during our site visits to Delaware, Hennepin

County, Lower Rio Grande Valley, Palm Beach County, San Diego County, and
Wisconsin. They were exceedingly generous with their time and in sharing their perspectives
on the successes and challenges of privatization. Several sites had been involved with other
studies of privatization and welfare reform but were nonetheless willing to take the time and
make the effort to assist us with this study.

‘ > : J ¢ would like to thank the many administrators and staff of the public and private

We are particularly grateful to the study liaisons in each site who organized our visits,
graciously hosted us, and reviewed and commented on the draft of this report. They
include: Tom Smith in Delaware, Philip AuClaire in Hennepin County, Cassandra Moreno in
the Lower Rio Grande Valley, Ken Montgomery in Palm Beach County, Jolie Ramage in San
Diego County, and Mary Rowin in Wisconsin. In addition, we spoke with representatives of
advocacy groups and public employee unions in each site who were also very helpful in
offering their thoughts and concerns about the privatization of TANF case management.

Ann McCormick and Matt Lyon, our project officers from the Office of the Assistant
Secretary for Planning and Evaluation, U.S. Department of Health and Human Services,
provided insightful and collegial guidance, review, and support throughout the project. They
were a pleasure to work with.

Richard Roper of The Roper Group offered essential assistance. He coordinated and
led the site visits to Hennepin and Palm Beach Counties. He also provided valuable advice
and suggestions on the study design and interpretation of the findings and made helpful
comments on an eatlier draft of this report.

At Mathematica Policy Research, Donna Pavetti, Alan Hershey, and Heather Hill
reviewed drafts of project reports and presentations and contributed thoughtful feedback.
Jackie Wong provided valuable assistance with many tasks associated with this project. The
report was edited by Caitlin Johnson and expertly produced by Alfreda Holmes and Jill
Miller.






CONTENTS

Chapter Page
EXECUTIVE SUMMARY ..ot xiii

I INTRODUCTION ..ottt sssssssaes 1
A.  DEFINING PRIVATIZATION ....ccooeiiiniiiiniiniccescescnnens 3

B. BACKGROUND TO THE STUDY ...cccceiiiiiniiiceriiceecesice s 3

C. STUDY DESIGN ...t ssssssessns 4

1. Selecting SIES ...coovviiiiiiiiiiiiiiiii s 5

2. Conducting the Case Studies........ccccouviiiiviiiiiiiiiiiicccnes 8

11 PRIVATIZING TANF CASE MANAGEMENT: WHY, WHAT, AND TO

N O ..ot e et e et e et e et e e e et eaaeeeneeenee s eesneeeneeeaseenseeaneeaseeaseeeneesneeeneeeennes 11
A. THE RATIONALE FOR PRIVATIZATION....oo oo 11
1. Belief that Privatization Improves Service Delivery......coooievnicveninnes 12
2. Pragmatic and Political Factors ........ccccovviiiiiiiiiniiiciicciccccnens 13
B. DECIDING WHICH FUNCTIONS TO PRIVATIZE.....cccooveeeeeeeeeenne. 14
1. Types of Case Management and Processing Functions Privatized........ 14
2. Factors Affecting Which Case Management and Processing
Functions are PHVALIZEA ...ocuveeveeeeeieeeeeeeeee ettt ettt et eeeeeeeeeeaessveseneens 17

C. ESTABLISHING THE SCOPE AND SIZE OF TANF

CONTRACTS ...t 18
D. THE CONTRACTORS .......cociiiiiiiiiiisiiisc s 20
1. National FOr-Profits ......ccciiiiiiiniieiinieeiiieeisieeeeieessesceeneeeens 21
2. Affiliates of National NONProfits ..o 22
3. Local and Regional NONPIofits ... 23
4. Collaboration AMONg CONLIACLOLS ....vveeuviriueueririieriiieienseiesesseseenenens 24
5. Strengths of Different Types of CoNtractors ........cocceuvevierevrerieuevrinienens 25



vi

CONTENTS

(continued)

111 PROCUREMENT: ENSURING A FAIR, EFFECTIVE, AND

COMPETITIVE PROCESS. ..ottt eseseseseeesesesseeasaes 27
A. PROMOTING COMPETITION......cceceuiiiiiriiiiieirinieieiriieensiieesessenennne 27
1. Variation in the Degree of Competition .........cccevivrciviniccininicnciiiienen. 27
2. Decisions that Affect the Degree of Competition.........coceceuvvviriceriinnnnen. 30
B. ENSURING A FAIR AND EFFECTIVE PROCUREMENT
PROCESS ...ttt sttt nes 33
1. Balancing Flexibility and Prescription in Requests for Proposals .......... 33
2. Providing Information and Assistance to Potential Bidders................... 34
3. Evaluating Proposals and Selecting Contractors Faitly .........cccccoevvvnnnee. 35
v DESIGNING CONTRACTS THAT WORK ......ccoiiiinccceccc, 39
A.  PERFORMANCE MEASURES ......ccceiiiiirneerceereeeseenne 39
1. Creating Incentives to Meet Program Goals .........ccccevviivniiiniciininnns 42
2. Avoiding Unintended INCENHIVES.....ccveueuviiiiiiririiiciicicccieeccenee 42
3. Feasibility Of MEaSUIEMENT w.evvueueuieieieiiiiiieieieiererereretereieteeeesese e 43
B. PAYMENT STRUCTURE.......cccooiiiiiiiiricertcetrteesceessceeseeeaeaens 43
1. Contract TYPES .ot s 43
2. Implications of the Contract’s Payment Structure.........ccocvuvvvicnririnnnnnes 47
C. CONTRACT DURATION......coctueireierriteierriteensiesciessenesesessesesesessesesesesesneaes 51
\Y UPHOLDING ACCOUNTABILITY THROUGH MONITORING .........cccccuc.... 53
A.  TYPES AND METHODS OF MONITORING........ccccosniiiriieiriniiennn. 53
1. Service Quality and Effectiveness ..., 54
2. Policy COMPHANCE .....cvvviiviiiiiicriiicici e 55
3. TFinancial INtegrity ... 56

Table of Contents



vii

CONTENTS (continned)
B.  WHO PERFORMS MONITORING?....ooeoeeeeeeeeeeeeeeeeeeeeeeeeeeeereeseeeereeeseeeneeenee 57
1. Division of Responsibilities Between Agency and Contractor ............... 57
2. Professional AUditors” ROLE....ouuoiivieeieeeieeeeieeeeeeeeeeeeeeeeeeeeeeveeeveeevesevesenesenens 57
3. Client AdVOCALES” ROIC...uuuiiiiieeeieeeeeeeeeeeeeeeeeeeetee ettt et eeseeeeeeeeeeaeesereens 58
C. USING MONITORING TO IMPROVE SERVICES ..o 58
1. Reporting Results......cccovviiiiiiiiiiiiiiiiicccaes 58
2. Addressing DefiCIencies.......oovuiriiiiiiiiiiniiiiiiicnes 59

D. BALANCING THE BENEFIT AND BURDEN OF MONITORING .... 60

VI FACING THE CHALLENGES OF SERVICE PROVISION UNDER

PRIVATIZATION. ...ttt st esse e st se s s s e sesassesassesessesessssasasases 61
A. COORDINATING PUBLIC-PRIVATE PROVISION OF
SERVICES ...ttt ettt ettt ettt ettt a ettt et as et ssesern 61
1. Coordination Challenges Created by Privatization...........ccccveveecucrveninnes 61
2. Strategies to Facilitate Coordination........ceveeueururiecuerreniemenrinierenniienenns 64
B. MANAGING THE TRANSITION TO PRIVATIZED SERVICES......... 67
C. MANAGING CONTRACTOR TURNOVER. ...t 68
VII  KEY LESSONS LEARNED .....ooioiiitieeeteteteectetete ettt et ve s ae 69
1. Agencies Must Prepare to Address the Challenges of Privatization...... 69
2. The Procurement Process Must be Fair and Transparent..........ccc.e...... 70
3. Contract Design Affects the Level of Competition ........ccccvuvvueuvivinnnnes 70
4. Performance Measures Should Be Targeted, Yet Comprehensive
Enough to Avoid Unintended Consequences.........occuveveceerverecuereuneaee 70
5. It Is Possible to Design Contracts that Include Performance
Incentives but Limit Risk t0 CONtraCtOrS...uiivieveiiriereeereriereeeesresreeerenns 71
6. Public Agencies Must Dedicate Resources to Monitor the Work of
Contractors EAECVELY . ..coivriccccccicicicieicieeessse e 71
7. Public and Private Agencies Must Find Effective Ways to
COOLINALE SEIVICES cuvvviurerierirriierieristesreeeseetestesesaeressessessesessessessessesesseseseeses 72

Table of Contents



viii

CONTENTS (continned)

REFERENCES ...ttt ettt sttt
APPENDIX A: SITE DESCRIPTIONS

APPENDIX B: SERVICE PROVIDERS VISITED FOR CASE STUDIES

Table of Contents



Tables

11

1.2

1.3

1.1

11.2

I1.3

11.4

1111

111.2

Vi1

Iv.2

V.3

V.4

V.1

VI.1

LisT OF TABLES

Page
SITE EXPERIENCES WITH PRIVATIZATION OF TANF CASE
MANAGEMENT ..ot 6
VARIATION ACROSS SITES IN TANF ADMINISTRATION,
CONTRACTOR TYPE, AND CONTRACT TYPE......cccovvviivniiiiiniicniininns 8
PUBLIC AGENCIES INVOLVED IN THE ADMINISTRATION OF
TANF, FOOD STAMPS, AND MEDICAID .....cccccooviiiiniiniinicnicsiccnes 9
TANF CASE MANAGEMENT AND PROCESSING FUNCTIONS
PERFORMED BY CONTRACTORS ......cccooiiiiiiiiiicniccccnes 16
TYPICAL CASELOADS OF TANF CASE WORKERS AT PUBLIC
AND PRIVATE AGENCIES.........ccoiiiiiiiiccc s 17
NUMBER, VALUE, AND SCOPE OF CONTRACTS BY SITE.........cccccccuu.e. 19
NUMBER AND CHARACTERISTICS OF CONTRACTORS IN THE
STUDY SITES ..ot 20
NUMBER OF BIDS PER CONTRACT ..o 28
COMPOSITION OF SELECTION COMMITTEES ..o 36
PERFORMANCE MEASURES IN CONTRACTS IN STUDY SITES........... 40
PAYMENT STRUCTURE IN CONTRACTS IN STUDY SITES .........c.c.c...... 44
IMPLICATIONS OF DIFFERENT PAYMENT STRUCTURES .................... 47
CONTRACT DURATION IN STUDY SITES .....cceoovviiiiiiiiiccsceicians 52
MONITORING TYPES, PURPOSES, AND METHODS ........ccccccoovvviniinnnnnnn. 54

COLOCATION OF STAFF FROM PUBLIC AND
PRIVATE AGENCIES ....c.cooiiii ettt 67






Figures

I.1.

LisT OF FIGURES

CASE STUDY SITES






EXECUTIVE SUMMARY

into new services, a trend that is likely to continue. The 1996 Personal Responsibility

and Work Opportunity Reconciliation Act (PRWORA) provided much of the
impetus for this increase. It did so by shifting the emphasis of the welfare system from
providing cash assistance to placing welfare recipients in jobs, and by giving states more
autonomy to formulate their own programs and policies under the new Temporary
Assistance for Needy Families (TANF) program. Many states and localities have responded
to welfare reform by changing not only the services they offer, but also the type of
organization that delivers these services from government agencies to private contractors.
The U.S. General Accounting Office (GAO) estimates that in 2001 state and local
governments spent more than $1.5 billion—or about 13 percent of all federal and state
maintenance-of-effort expenditures for TANF administration and services—on contracts
with nongovernmental entities (GAO 2002).

Recendy, the privatization of welfare services has increased significantly and expanded

Despite its popularity, privatizing welfare services poses significant challenges to the
state and local government agencies that are responsible for contracting out. Most have little
experience with large-scale contracting, and information on the associated challenges and
effective ways to meet them is scant. Recognizing this knowledge gap, the Office of the
Assistant Secretary for Planning and Evaluation (ASPE) of the U.S. Department of Health
and Human Services (DHHS) funded Mathematica Policy Research to conduct a study of
privatization with a special emphasis on TANF case management. This report presents the
findings from the study.

STUDY DESIGN

The study has two main goals:
1. To describe the key decisions and activities undertaken in privatizing TANF
case management

2. To document the lessons learned in the study sites from their experiences
privatizing TANF case management
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The study focuses on the contracting out of TANF case management to private
agencies, including both for-profit and nonprofit organizations. It addresses TANF case
management and related case processing because these services have traditionally been
provided mainly by government agencies and, prior to PRWORA, only government
employees were allowed to determine eligibility for cash assistance. In addition, case
management is an essential function—a key to placing welfare recipients in jobs and
providing them with support services. Some observers have raised concerns about assigning
the discretion and power inherent in case management and processing to private agencies,
particularly for-profit companies.

The study is built around in-depth case studies of six states or localities that have
privatized TANF case management:

* State of Delaware

* Hennepin County, Minnesota

* Lower Rio Grande Valley Workforce Development Board, Texas
* Palm Beach County Workforce Development Board, Florida

* San Diego County, California

¢ State of Wisconsin

The sites were selected purposively in order to maximize the collection of useful
information. All the sites have considerable experience with contracting out TANF services.
They have a relatively long history of contracting out case management and have
experienced several procurement cycles. They also have privatized all, or a substantial
proportion of, TANF case management and processing services, including assessments,
development of an employment plan, referrals, monitoring, and, in some cases, eligibility
determination. 'The sites also differ in how they have approached privatization. For
example, in San Diego County and Wisconsin, TANF case management was privatized in
only certain geographic areas; in the other areas a public agency conducts all TANF case
management and processing functions. In Hennepin County, TANF clients can choose
between private, state, or county agencies for employment-related case management.

The sites were also chosen to ensure diversity in the types of public agencies responsible
for TANF (state, county, or workforce development board), the types of contractors, the
types of contracts, and the region of the country and urban/rural composition. Table 1
summarizes the key characteristics of each site.

Information for this study was gathered mainly through site visits and telephone
interviews conducted between March and July 2002. Researchers interviewed individuals
with a variety of perspectives on privatization, including management and line staff at public

Executive Summary
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Table 1. Variation Across Sites in TANF Administration, Contractor Type, and

Contract Type

Entity Responsible for

Site TANF Administration Type of Contractors Type of Contracts
Delaware State For-profit (MAXIMUS) Pure pay-for-

Local affiliate of national performance

nonprofit (Salvation Army)

Local nonprofits

Community colleges
Hennepin County and City of Local affiliate of national Cost-reimbursement
County Minneapolis nonprofit (Lutheran Social

Services)

Local nonprofits

State agency
Lower Rio State, Local Workforce Joint venture between a for-  Hybrid of cost-
Grande Development Boards profit (ACS) and a regional reimbursement and
Valley nonprofit pay-for-performance
Palm Beach  State, Local Workforce For-profit (ACS) Two contracts, one
County Development Boards pure pay-for-

performance, the other
fixed price

San Diego County For-profits (ACS, MAXIMUS) Hybrid of fixed price
County Local affiliate of national and pay-for-

nonprofit (Catholic Charities) performance
Wisconsin State For-profits (MAXIMUS, ACS) Hybrid of cost-

Local and regional nonprofits
County agencies

Tribal agency

reimbursement and
pay-for-performance

ACS: Affiliated Computer Services

and private agencies, advocates for TANF recipients, and representatives of public
employees’ unions.

RATIONALE FOR PRIVATIZATION

Although some TANF services are privatized in all but one of the 50 states, there is
considerable variation in the scale and scope of services privatized. To help explain these
differences, the rationale for privatization was explored in each site.

The most frequently given rationale for privatization is the belief that it will lead to
better services and/or services being delivered more efficiently. This can occur because of:

Excecutive Summary
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* Competition. Competition for contracts or clients may motivate organizations
to innovate and to find new ways to improve the quality and efficiency of service
provision.

* Specific Characteristics of Private Agencies. Private agencies may be more
flexible. This may be because they tend to have smaller bureaucracies, are not
covered by civil-service regulations, and often their employees are not unionized.
They also may be more motivated by performance standards than public
agencies.

* Client Choice. In a privatized system with multiple providers, welfare recipients
may be allowed to choose their service provider, as they are in Hennepin County,
increasing the likelihood of a good match between the services and the client.

Pragmatic and political factors also played a role in the decision to privatize in some
sites. Privatization was seen as a way to add the capacity to provide new services quickly in
response to welfare reform, without increasing the size of the government workforce. Some
proponents of privatization argued that private agencies were needed because existing public
agency staff lacked the necessary skills and mindset to conduct intensive work-focused case
management. Finally, privatization of new employment services seemed natural to some
sites that had a history of contracting out for other related services.

DECIDING THE SCOPE AND SIZE OF CONTRACTS

The sites in our study followed one of two models of privatization. Two sites—Palm
Beach County and certain counties in Wisconsin—privatized all TANF case management
and processing functions, including eligibility determination. The other four sites—
Delaware, Hennepin County, Lower Rio Grande Valley, and San Diego County—privatized
only employment-related case management functions. In these sites, clients have two case
workers, one with the public agency and one with the contractor. The public agency case
worker determines TANF eligibility and imposes sanctions, while the private agency case
worker provides intensive employment case management.

Two factors came into play when the study sites decided which case management and
processing functions to privatize:

* The Relative Strengths of the Public and Private Agencies. Some sites that
chose to privatize only employment case management viewed the public agencies
as having the skills and expertise necessary to determine eligibility, but lacking
the skills to conduct effectively the intensive employment case management
required by welfare reform.

* The Importance Placed on Service Integration. Federal law requires that a
public employee determine eligibility for food stamps and Medicaid, preventing
the privatization of a fully integrated system. Some sites refrained from

Executive Summary
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privatizing TANF eligibility in order to keep the eligibility functions integrated
across programs; others chose to privatize all TANF services, separating
eligibility determination for TANF and the other assistance programs.

Sites vary not only in the scope of their contracts, but also in whether they award one
large contract or more numerous small contracts, covering individual regions or service
components. Issuing a few large contracts limits the cost of contract administration and
monitoring, allows contractors to reap economies of scale in providing services, and permits
greater coordination and service integration. Issuing more numerous, smaller contracts,
however, allows contractors to specialize by service or by population. It also reduces the risk
of contractor nonperformance—if a contractor goes out of business or performs below
standard, the administering agency can more quickly replace the nonperforming contractor
with another. Finally, numerous smaller contracts enhance competition by increasing the
number of incumbent contractors that can compete, and by bringing in smaller
organizations that may lack the financial or operational capacity to compete for large
contracts.

THE CONTRACTORS

Three broad types of private agency provide TANF case management and processing
services:

* National For-Profits. Both MAXIMUS and Affiliated Computer Services
(ACS), large national organizations whose business activities extend beyond the
welfare arena, operated in the study sites. These companies have considerable
resources to devote to securing new contracts and operating programs.

* Affiliates of National Nonprofits. Examples of affiliates in the study sites
include Catholic Charities Diocese of San Diego and the Salvation Army
Delaware Region. These organizations typically offer an array of social services
and view TANF case management as an extension of their employment and
training programs. They include faith-based and secular organizations. Their
national headquarters generally provide less assistance in securing contracts and
operating programs than those of for-profits.

* Local and Regional Nonprofits. These organizations tend to operate with
fewer funds and administrative resources than for-profits or nonprofits working
within a national network. They include faith-based and secular organizations.
Examples of local nonprofits in the study sites include Children and Families
First in Delaware and the Church of St. Stephen in Hennepin County. Some of
these organizations focus their activities on a particular neighborhood, ethnic
group, or population in need of assistance.

Contractors of different types frequently collaborate through subcontracting
arrangements or partnerships, such as the joint venture between ACS and the Texas Migrant
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Council in Lower Rio Grande Valley. The for-profit agencies bring to these collaborations
wide-ranging expertise and financial resources, while the nonprofits often bring experience
serving specific populations and knowledge of the local community.

The experiences of the study sites offer no conclusive evidence that one type of
contractor consistently provides better services than another. Some stakeholders perceive,
however, that for-profits hew more closely to the provisions of a contract and that
nonprofits may be more likely to meet the needs of clients regardless of their contractual
obligations.

PROMOTING COMPETITION

Many of privatization's perceived benefits derive from competition among contractors.
The number of bids per contract, the frequency of contractor turnover, and the perceptions
of both the public agencies and contractors suggest that there is a wide variation in the
degree of competition for TANF case management contracts. Competition seems strong in
Delaware, San Diego County, and Lower Rio Grande Valley. In San Diego County, for
example, there were two to five bids per contract. It is more limited in Hennepin County (at
least for some contracts), Palm Beach County, and Wisconsin. For example, no provider bid
against the incumbent contractor in the last procurement in Palm Beach County.

Four factors may increase competition:

1. Using a Competitive Rather than Sole-Source Procurement. The largest
obstacle to competition is, of course, sole-source procurement. Among the
study sites, only Wisconsin had any sole-source procurements for contracts that
covered TANF case management.

2. Reducing the Advantage of the Incumbent Contractor. An incumbent
contractor that performs at least satisfactorily has several advantages at the next
procurement, which can make it difficult for other providers to compete
effectively. Having multiple incumbent contractors reduces the advantage of
each. The incumbent's advantage also decreases if the cost of contractor
turnover is not perceived as large or if the public agency is willing to bear the
cost.

3. Increasing the Pool of Qualified Potential Bidders. Contracts that are large,
risky, or require considerable financial reserves limit the number of qualified
providers, since many smaller organizations will be unable to compete for them.

4. Giving Clients a Choice of Provider. Public agencies may foster competition
by allowing clients to choose from different providers and paying providers for
only the clients they serve.

Executive Summary
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ENSURING EFFECTIVE AND FAIR PROCUREMENTS

A well-designed procurement process offers sufficient information to encourage
qualified providers to bid, gives the public agency a clear picture of potential contractors’
capabilities, and includes safeguards to ensure that the agency is—and is seen as—unbiased
in its selection. Most procurements include three basic steps:

1. Developing Requests for Proposals. Agencies in the study sites strike
different balances between flexibility and prescription in Requests for Proposals
(RFPs). Increasing flexibility gives contractors more opportunity to innovate.
Limited experience with contracting, or a desire to have contractors plan
comprehensively in advance, may lead public agencies to stipulate program
approaches in more detail.

2. Providing Information and Assistance to Potential Bidders. Some public
agencies make special efforts to help potential bidders become familiar with
program requirements. At least two study sites provide tailored feedback to
improve the quality of proposals that organizations submit. These steps may be
especially useful to smaller providers with less experience in and resources for
developing proposals.

3. Evaluating Proposals and Selecting Contractors. In every study site, a
committee composed of public agency staff, independent citizens, and/or
consultants has responsibility for assessing proposals and making awards. Some
sites deliberately use a mix of different types of evaluators to increase fairness in
procurement. Factors such as program design, organization capacity, and past
performance generally receive more weight than a proposal’s budget in selecting
contractors.

DESIGNING CONTRACTS THAT WORK

Designing effective contracts is one of the most challenging—and consequential—
aspects of privatizing TANF case management. Public agencies must make a host of choices
as they develop contracts, including what performance measures to include, how to structure
payments to contractors, and how long the contract should stay in effect.

Performance Measures

Reflecting the trend toward holding government agencies accountable for their
performance, contracts in all study sites contain performance measures. The measures can
be either outcome-based or “process” oriented. Typical outcome measures include
employment, job retention, wages or earnings, and participation in work activities. Process
measures, on the other hand, assess whether and how services are delivered. They include
measures such as the number of program enrollments, completion of assessments, accuracy
of referrals, and even the amount of staff training. The number of performance measures
included in the contracts varies from 5 to 23 in the study sites.

Excecutive Summary
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Selecting performance standards is not straightforward. In choosing measures, there is
a tension between creating strong incentives and avoiding unintended consequences.
Incentives are greatest when the measures are focused on outcomes and targeted to the most
important goals of the program. However, by focusing attention on a limited set of
measurable objectives, a contract may inadvertently encourage providers to act in ways that
conflict with other program goals. For example, if performance measures focus on
placements only, contractors may work to find a job for the client quickly, with less concern
over the quality or suitability of the job. Increasing the number of performance measures
and including process as well as outcome measures can alleviate this problem but also tends
to dilute the strength of incentives.

Payment Structure

Agencies in the study sites use four different contract types:

1. Pure Pay-for-Performance Contracts. Under these contracts, providers are
compensated only as they achieve certain performance goals. Payments can be
based on the number of clients who achieve certain outcomes, the percentage of
clients who meet performance goals, or both.

2. Cost-Reimbursement Contracts. Under these contracts, providers receive
payments for the expenses they incur. Generally, costs must fall within a budget
approved during the procurement process.

3. Fixed-Price Contracts. These contracts establish a set fee for contractors,
regardless of performance or the actual cost of providing services.

4. Hybrid Contracts. These contracts combine elements of pay-for-performance
contracts with either cost-reimbursement or fixed-price contracts. The three
hybrid contracts in the study sites vary in the share of contractor earnings that is
based on performance. San Diego County ties most of each contractor’s
income to performance, but contractors receive a fixed monthly payment of 15
to 25 percent of their budgets, irrespective of their performance. In Lower Rio
Grande Valley and Wisconsin, the contracts are cost-reimbursement with
performance-based incentive payments.

The payment structures embedded in contracts affect the incentives for contractors to
perform, the distribution of risk between public agencies and contractors, the timing of
payments to contractors, and the operational challenges public agencies face.

Incentives. Pure pay-for-performance contracts offer the greatest financial incentives,
and evidence from the study sites suggests that these incentives do motivate contractors—
staff at all levels were aware of the performance goals, and in some for-profit agencies
bonuses were paid to employees for meeting those goals. Contractors still care about their
performance even in cost-reimbursement and fixed-price contracts because it affects the
likelihood that they will be able to keep their contract and their reputation among other

Executive Summary



XXi

potential clients. However, the incentives to perform under these contracts are less intense

than under pay-for-performance contracts.

Distribution of Financial Risk. Payment structure affects how the risks associated
with uncertainty about client flow and the economy are shared between the public and

private agencies.

* DPure pay-for-performance contracts are the least risky contracts for public
agencies and the most risky for service providers because payments are only
made if contractors are successful at meeting the goals. They are especially risky
if payments are based on the number of clients who meet performance goals, since
this is affected by referral flows, over which contractors have little control.

* Under cost-reimbursement contracts, most of the risk is borne by the public
agency. Payments must be made to the contractor regardless of the quality and
effectiveness of the services. Payments may also vary unpredictably, depending
on fluctuations in referral flows.

* Under fixed-price contracts, the public agency and contractor share the risk. The
agency must make payments irrespective of the quality and effectiveness of the
services but the contractor bears the risk that costs may be higher than
anticipated.

It is not necessarily in the best interests of the public agency to design contracts that are
risky for contractors. If contractors suffer financially, they may cut services or terminate
their contracts. And risky contracts may deter small organizations from competing.
Hybrid contracts allow public agencies to retain the power of incentives but also to share
the financial risk with their contractors. Some contracts also allow for reconsideration of
the payment structure if there are changes in the economy or referral flow.

Cash Flow. A contract’s payment structure affects when payments are made to
contractors. Contractors sometimes experience cash flow problems, especially under
large, pure pay-for-performance contracts. Small organizations, in particular, may not
have the financial resources to bid on contracts that require them to cover significant
expenses upfront or to weather a period in which expenses exceed income. Advance
payments can help contractors address cash flow issues by covering their upfront costs.

Operational Challenges. Pay-for-performance and hybrid contracts require a
sophisticated data management system to track whether goals are met. It is also
challenging to set the performance targets at an appropriate level that is high enough to
motivate the contractors and allow them to cover their costs, but not so high that the
public agency pays significantly more than the actual cost of service provision.
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Contract Duration

Most contracts in the study sites cover one or two years but typically include options for
renewal. Longer contracts reduce the potential for contractor turnover, conserve the
resources used in procurements, and give contractors an opportunity to establish a program
model and improve service provision. Shorter contracts, on the other hand, increase
competition, allow public agencies to change the scope of work—and their welfare
programs—more frequently, and offer more chances to remove unsatisfactory providers
easily.

UPHOLDING ACCOUNTABILITY THROUGH MONITORING

Because privatizing TANF services does not relieve welfare agencies of their public
accountability, they must make certain that contractors meet standards in three basic areas:

1. Service Quality and Effectiveness. This monitoring usually involves
determining contractors’ performance on measures included in their contracts.
To assess aspects of service quality that performance measures may not reflect,
sites also use client satisfaction surveys and review case notes and other
documents.

2. Policy Compliance. Public agencies monitor policy compliance to evaluate
whether contractors abide by established TANF rules. This may include
collecting documentation from clients, meeting standards for timeliness in
service delivery, and adequately justifying sanction decisions.

3. Financial Integrity. This area of monitoring focuses on whether contractors
bill for appropriate services and properly administer funding for subcontractors
or client supportive service payments.

The tasks involved in monitoring are shared among welfare agencies, contractors,
outside auditors, and advocates.

A public agency may give particular emphasis to one type of monitoring over another,
depending on the type of contracts it has with service providers. Pure pay-for performance
contracts require more attention to documentation of performance outcomes, while cost-
reimbursement contracts necessitate greater scrutiny of contractors’ financial controls.

Monitoring is most valuable when public agencies and other organizations use
information gathered on contractors’ services to facilitate improvements. They can do so by
sharing findings on a regular basis and working with contractors to address deficiencies.
However, public agencies need to balance the benefits of monitoring with its cost to the
agency and contractors in terms of the staff time and systems necessary to collect required
data.
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MANAGING SERVICE PROVISION UNDER PRIVATIZATION

Public agency staff always need to coordinate with private agency staff in the provision
of TANF services, at least to some extent. Even when the entire TANF program is
privatized, TANF workers in private agencies need to coordinate with the public agency staff
conducting food stamp and Medicaid eligibility determination. And in those sites where only
employment case management functions are privatized, public agency workers who conduct
TANTF eligibility determination and other case processing functions need to coordinate with
employment case workers at private agencies.

The study sites vary in how successfully the public and private agencies manage this
division of responsibilities. Issues that require attention include:

* Coordinating eligibility determination for TANF and other assistance programs
when it is conducted by two different agencies.

* Aligning the often-differing goals of the public and private agencies. Given the
difference in their functions, public agency staff are often more focused on
accuracy and adherence to program rules, while private agency staff may focus
more on assessing client goals and needs.

* Ensuring a seamless transfer of clients between the public and private agencies,
so that they do not “fall through the cracks.”

* Promoting good working relationships between staff at different agencies when
tensions may arise over differences in work rules (such as work hours and dress
code), the general culture, and the mission of the agency.

Some confusion among staff and clients occurred with the transition to privatization in
many sites, along with the typical hiccups that accompany any major change in program or
service delivery. Since this transition often came with changes in the overall philosophy of
the welfare programs, it is difficult to ascertain the effects of privatization per se. The
privatization of new services typically went more smoothly than the privatization of
functions that were previously performed by public agency staff. Despite public employees’
fears, however, large layoffs of public agency staff did not occur in any site. This was
because private agencies hired some public agency staff, and the public agencies provided
positions for staff in other parts of their agencies and reduced staff size through attrition.

LESSONS LEARNED

Privatization of TANF case management has presented new responsibilities and
challenges to all the public welfare agencies in this study. It expands the main duties of
public welfare agencies to include procuring contractors, designing contracts, monitoring
contractor performance, and coordinating the work of multiple agencies. As is common in
new ventures, the agencies made mistakes as they took on these responsibilities. They also
learned important lessons in the process. Seven key lessons emerged from the case studies:
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1. Agencies Must Prepare to Address the Challenges of Privatization. All the
study sites found privatization challenging, some more so than they anticipated.
States and localities considering privatization must allocate sufficient
resources—particularly staff time and outside expertise—to ensure it is done
well.

2. The Procurement Process Must be Fair and Transparent. Public agencies
can employ several strategies to enhance the fairness and transparency of
procurements. These may include engaging evaluators who do not have close
links with potential bidders, making certain that evaluators share a similar
understanding of the selection criteria and undertake a complete review of
proposals, and documenting the selection process thoroughly.

3. Contract Design Affects the Level of Competition. Competition can be
significantly decreased if the contract value is large, covers all TANF case
management in the area, and specifies that a large proportion of contractor’s
income is based on performance. On the other hand, competition may be
increased if the contracts are smaller and provide some funds to contractors
independent of performance outcomes, thus allowing a wider range of
organizations to bid, including smaller community-based organizations.

4. Performance Measures Should be Targeted, Yet Comprehensive Enough
to Avoid Unintended Consequences. To focus providers’ efforts and limit
data collection burdens, the performance measures should be targeted to only a
small number of key program goals. Including some performance measures that
address the quality of service provision, however, helps guard against
unintended incentives.

5. It is Possible to Design Contracts that Include Performance Incentives
But Limit Risk to Contractors. Hybrid contracts, which combine fixed-price
or cost-reimbursement contracts with pay based on performance, provide
incentives but limit the financial risks on providers. Some contracts also allow
adjustments in performance targets if there are significant changes in the
economy or caseloads.

6. Public Agencies Must Dedicate Resources to Monitor the Work of
Contractors Effectively. Monitoring involves ensuring that contractors deliver
services that meet standards for quality and effectiveness, abide by program
rules, bill only for appropriate services, and properly administer subcontractor
payments. This monitoring requires significant resources.

7. Public and Private Agencies Must Find Effective Ways to Coordinate
Services. Coordination between agencies can be improved by cross-training
staff, holding regular staff meetings, and ensuring shared access to data systems.
Co-location of staff alleviates some problems that arise from a lack of
coordination, but may exacerbate tensions that arise because of differences in
pay, rules, or professional cultures.
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These lessons offer important guidance to public agencies facing the challenges of
privatization. However, many significant questions remain for future research to address,
including whether TANF recipients receive more effective services from private
organizations than from public agencies, whether some types of private organizations
provide better services than others, and, given the new responsibilities it places on public
agencies, whether privatization saves taxpayers money. Answers to these questions will
allow public agencies to make informed decisions about the future direction of welfare
privatization.
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CHAPTER 1

INTRODUCTION

rivatization of welfare services has a long history in the United States. Recently,

however, the privatization of welfare services has increased significantly and expanded

into new services—a trend that is likely to continue. The 1996 Personal Responsibility
and Work Opportunity Reconciliation Act (PRWORA) provided much of the impetus for
this increase. It did so by shifting the emphasis of the welfare system from providing cash
assistance to placing welfare recipients in jobs and by giving states more autonomy to
formulate their own programs and policies under the new Temporary Assistance for Needy
Families (TANF) program. Many states and localities responded to welfare reform by
changing not only the services they offer, but also the types of organizations that deliver
them.  Services once primarily provided by government agencies, including case
management, are now increasingly contracted out. The U.S. General Accounting Office
(GAO) estimates that in 2001 state and local governments spent more than $1.5 billion—or
about 13 percent of all federal and state maintenance-of-effort expenditures for TANF
administration and services—on contracts with nongovernmental agencies (GAO 2002).

State and local government agencies that choose to privatize welfare services face
significant challenges, however. The agency must ensure that contractors are selected in a
fair, effective, and competitive way; design contracts that motivate providers to perform and
ensure appropriate services are provided; coordinate the public and private provision of
services; and monitor the work of the contractors. Many states and localities that are
privatizing welfare services have little experience with large-scale contracting, and
information on the associated challenges and effective ways to meet them is scant.

Recognizing the need for more information about privatization of TANF services, the
Office of the Assistant Secretary for Planning and Evaluation (ASPE) of the U.S.
Department of Health and Human Services (DHHS) funded Mathematica Policy Research
to conduct a study of privatization with a special emphasis on TANF case management.
This study is designed to inform policymakers, researchers, and states and localities that are
either currently contracting out or considering doing so. Built around in-depth case studies
of six states or localities that have privatized TANF case management, the study has two
main goals:



1. To describe the privatization of TANF case management in the study sites.
The study focuses on the key decisions and activities undertaken in privatizing
TANF case management. It describes the rationale for privatization and the
selection of services to privatize, the contractors involved, the procurement process,
and the types of contracts issued. The challenges of service provision under
privatization and the methods used to monitor contractors are also examined.

2. To document the lessons learned in the study sites from their experiences
privatizing TANF case management. States and localities have gained expertise
on privatization both by meeting its challenges and by learning from the mistakes
inevitable in all new ventures. This study aims to highlight innovative practices and
identify common pitfalls in privatization.

The study focuses on TANF case management and related case processing for three
reasons.  First, these services—which include eligibility determination, assessments,
development of self-sufficiency or employment plans, referrals, and sanctioning—had
traditionally been provided mainly by government agencies but are now increasingly being
provided by private agencies. Indeed, prior to PRWORA, only government employees were
allowed to determine eligibility for cash assistance. Now, however, privatizing some aspects
of TANF case management is quite common—+40 states have done so—and some states and
localities have privatized all TANF case management functions (GAO 2002). Second, case
management is at the heart of the TANF program; the program’s success in placing welfare
recipients in jobs is largely dependent on case managers' ability to identify barriers to
employment and ensure that clients receive appropriate services. Third, by the nature of
their jobs, case managers have considerable discretion in the provision of services. Some
observers have raised concerns about assigning this power to private agencies, particulartly
for-profit organizations.

The findings from the case studies will be valuable to any state or locality that has
already decided to privatize welfare services. However, the study does not address the
broader question of whether the state or locality should privatize. While information on
stakeholders’ perceptions about the effects of privatization was collected as part of the case
studies, it was beyond the scope of the study to conduct a rigorous evaluation of the impact
of privatization.

This report presents findings from the case studies. The remainder of Chapter I defines
privatization, provides study background, and describes the study design. Chapter II
describes the TANF case management services privatized in each site, how they were
privatized, to whom the contracts were awarded, and the rationale for those decisions. The
methods used to select contractors and ensure that the process was fair, effective, and
competitive are outlined in Chapter III. The issues involved in designing the contracts
between public and private agencies are presented in Chapter IV. The role of the public
agency in monitoring the work of the private agencies is discussed in Chapter V. Chapter VI
examines some challenges to service delivery under privatization, including coordinating
public and private service provision, facilitating the transition to privatization, and managing
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contract turnover. Chapter VII offers a summary of the major lessons learned from the
study.

A. DEFINING PRIVATIZATION

The term “privatization” can mean several different things, from contracting out
services to the sale of government assets. In this study, “privatization” refers to contracting
out services to private organizations, including both for-profit and nonprofit organizations.
Although some states and localities, including several in this study, contract with government
agencies (such as local government agencies) and quasi-governmental agencies (such as
community colleges), the study focuses mainly on contracting out to private agencies.

B. BACKGROUND TO THE STUDY

Private provision of publicly funded social services is not new in the United States.
Private religious and secular organizations have delivered welfare services for over a century
(Smith and Lipsky 1993). During the 1960s and 1970s, however, spending on social services
provided by private agencies increased (Brodkin et al. 2002). This increase was fueled in the
1960s by new federal spending (Young et al. 1981) and in the 1970s by the search for ways
to reduce costs in light of fiscal strains (Kramer 1994).

Since the passage of PRWORA, both the scale and scope of privatization of welfare
services has changed. The GAO found that contracting for TANF-funded services occurs
in the District of Columbia and every state except South Dakota (GAO 2002). Prior to
welfare reform, welfare agencies mainly contracted out direct services, such as job training,
job search instruction, and child care provision. Some Aid to Families with Dependent
Children (AFDC) agencies, for example, contracted with employment and training providers
for the operation of all or part of their Jobs Opportunities for Basic Skills (JOBS) programs.
While these types of services are still often contracted out, private agencies are now more
likely to provide case management and job placement or retention services. Another recent
change is the increasing role of large, national for-profit organizations in the provision of
welfare services.

Welfare reform provided an impetus to privatization in several ways. First, it signaled a
growing frustration with the old AFDC system, seen as geared more toward ensuring
eligibility and compliance with rules than helping clients become self-sufficient (Bane and
Ellwood 1994). As private agencies were seen as less entrenched in the old ways than the
public welfare agencies, privatization appeared to be a way of making fundamental changes
to the welfare program (Diller 2000).

Second, the change to a work-oriented assistance program meant that TANF programs
needed to provide new services to move welfare recipients into jobs as quickly as possible
and provide the supports necessary to maintain employment. Some states and localities
believed they lacked the capacity to provide the services, and contracting out allowed them
to “buy” this capacity quickly (Sanger 2001).
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Third, unlike AFDC, TANF no longer prohibited private organizations from
performing eligibility determination for cash assistance. This opened up the possibility of
privatizing the entite TANF program. Public employees are still required, however, to
determine food stamp and Medicaid eligibility—in 1997, DHHS denied Texas a waiver to
privatize these functions. As TANF recipients are frequently also eligible for food stamps
and Medicaid, being unable to privatize eligibility determination for these benefits may
reduce the advantages of privatizing TANF eligibility determination. A recent waiver
granted to Florida may spur new interest in privatizing TANF eligibility determination. In
July 2002, six counties in Florida received permission for private contractors to determine
food stamp eligibility. The Senate Appropriations Committee, however, directed that no
additional waivers be granted until the effects of privatizing food stamp eligibility
determination in Florida are evaluated.

Fourth, changes in the federal financing of cash assistance gave states broad new
discretion and new incentives to pursue potentially cost-saving methods of service delivery
(Winston et al. 2002). By switching from unlimited matching funds under AFDC to a fixed
block grant under TANF, the federal government encouraged states to investigate new
options for increasing efficiency, including privatization.

PRWORA also expanded states’ ability to contract with faith-based organizations
through its “charitable choice” provisions. These organizations are now allowed to provide
TANF-funded services without removing religious symbols from their facilities or religious
content from their services. These provisions, however, have not been viewed as a
significant factor in the increase in privatization of welfare services.

Privatization of welfare services is controversial. Proponents view privatization as a
means to improve services, reduce costs, increase the flexibility of the public sector, and
provide opportunities to meet more needs of welfare recipients. Opponents are skeptical
that privatization results in an improvement in services, citing lack of competition (Sclar
2000) and the pursuit of profits leading for-profit organizations to reduce service quality
(Service Employees International Union 1997; Rodrigue 1997; Hartung and Washburn
1998). Some remain unconvinced that privatization reduces the costs of service provision
once the costs of administering and monitoring the contracts are taken into account. Others
are concerned that community-based organizations may be unable to compete for contracts
with large, for-profit organizations, and may no longer be viable (Sanger 2001). Further
concerns include the loss of public employee jobs (SEIU 1997), the loss of talented staff
from the public sector (Sanger 2001), and the potential for conflict of interest in the
procurement process (Berkowitz 2001; Hartung and Washburn 1998).

C. STUDY DESIGN

In-depth case studies were conducted in six sites. Each site was defined by the
jurisdiction of the public agency that contracted out TANF case management. The sites,
shown in Figure 1.1, are:
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Figure I.1. Case Study Sites
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* State of Delaware (Delaware)
* Hennepin County, Minnesota (Hennepin County)

* Lower Rio Grande Valley Workforce Development Board, Texas (Lower Rio
Grande Valley)

* Palm Beach County Workforce Development Board, Florida (Palm Beach
County)

* San Diego County, California (San Diego County)

State of Wisconsin (Wisconsin)
Appendix A provides a detailed description of each study site.

1. Selecting Sites

The six sites were selected purposively for their potential to provide information about
the challenges of privatizing TANF case management and the lessons learned from
addressing those challenges. Sites were included in the study only if they contract out at least
the following core case management services: assessments, development of an employment
plan, referrals, and monitoring of client participation. Some states or localities with
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considerable experience in TANF privatization, such as New York City, were not included
because they have not privatized all these specific case management services.

The sites were not selected to be representative of states and localities that have
privatized TANF case management. In fact, the study sites over-represent sites that
privatized early, privatized a substantial proportion of TANF case management, and have
performance-based contracts.

Three main criteria were used in selecting the sites: (1) experience in contracting out
TANF case management, (2) diversity in sites, and (3) other specific features of the sites
that make them particularly informative to study.

To ensure that the case studies would be informative, all the study sites have a relatively
long history of contracting out TANF case management, have experienced several
procurement cycles, and/or have privatized all, or a substantial proportion of, TANF case
management services. As shown in Table 1.1, four study sites privatized just after welfare
reform, and have now nearly five years of experience. Lower Rio Grande Valley privatized
relatively late but has experienced three procurement rounds.

Very few states or localities privatize all TANF case management and processing
functions, including eligibility determination. However, those sites that do are particularly
informative because of the scope of their experience. Of the three sites known to contract
out TANF eligibility determination—Maricopa County, Arizona; Palm Beach County,
Florida; and Wisconsin—two were selected for study sites. Maricopa County was not
selected because it is the focus of another in-depth study (Kornfeld 2002; Peck and Porcari
2002). TANF case management in the other four sites selected for this study is divided

Table I.1. Site Experiences with Privatization of TANF Case Management

Year
Privatization Number of Types of Case Management

Site Occurred Procurements and Processing Privatized®

Delaware 1997 3 Employment-related case
management

Hennepin County 1997 2 Employment-related case
management

Lower Rio Grande Valley 1999 3 Employment-related case
management

Palm Beach County 1997 2 All, including TANF eligibility
determination”

San Diego County® 1998 1 Employment-related case
management

Wisconsin® 1997 3 All, including TANF eligibility

determination

¥ More information on the types of case management privatized in each site is provided in Table 11.1
° TANF eligibility determination was privatized in July 2001
°Privatization occurred in only some regions of San Diego County and Wisconsin
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between the public and private agencies, with the private agencies conducting employment-
related case management, including assessments, developing an employment plan, referrals,
placement and retention support, and monitoring compliance with the employment plan. In
San Diego County and Wisconsin, TANF case management was privatized in only certain
geographic areas; a public agency conducted all TANF case management and processing
functions in the other areas. In Hennepin County, TANF clients could choose between
private, state, or county agencies for employment-related case management.

The sites were chosen so that they vary across four dimensions:

1. Type of Public Agencies Responsible for TANF. Prior to welfare reform,
welfare services were administered by the state or by counties, with state
oversight. The shift to a work-oriented program prompted some states to move
the administration of cash assistance to the workforce development system. The
study sites include examples of state, county, and workforce development system
administration of TANF. TANF is administered by the state in two study sites,
by the county in two sites, and by local workforce development boards in the
remaining two sites (Table 1.2).

2. Types of Contractors. Three types of contractors—for-profit organizations,
local affiliates of national nonprofit organizations, and local nonprofit
organizations—operate in the study sites (Table 1.2). For-profit contractors are
used in five of the six sites. Two nationally operated for-profit organizations—
MAXIMUS and Affiliated Computer Services (ACS)—each provide TANF case
management in three or four study sites. Faith-based organizations provide
some TANF case management as prime contractors in Delaware and Hennepin
County and as subcontractors in Wisconsin. They may be either local affiliates
of national nonprofit organizations, such as Catholic Charities, or small
community-based organizations.

3. Types of Contracts. Contracts fall into four major types: cost-reimbursement,
pure pay-for-performance, fixed price, and hybrid—a cost-reimbursement or
fixed price contract with some payment based on performance. The study sites
include examples of all four types (Table 1.2).

4. Region of Country and Urban/Rural Composition. The sites vary by region
of the country: Delaware in the Northeast, Palm Beach County in the Southeast,
Hennepin County and Wisconsin in the Midwest, Lower Rio Grande Valley in
the Southwest, and San Diego County in the West. All the sites include urban
areas. Three sites—Delaware, Lower Rio Grande Valley, and Wisconsin—
include rural areas.

Special characteristics of the sites also contributed to their selection. For example, in
San Diego County and Wisconsin, TANF case management is provided by private agencies
in some areas and public agencies in others. In Hennepin County, clients are given a choice
of case management providers.
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Table 1.2. Variation Across Sites in TANF Administration, Contractor Type, and
Contract Type®

Entity Responsible for

Site TANF Administration Type of Contractors Type of Contracts
Delaware State For-profit (MAXIMUS) Pure pay-for-

Local affiliate of national performance

nonprofit (Salvation Army)

Local nonprofits

Community colleges
Hennepin County and City of Local affiliate of national Cost-reimbursement
County Minneapolis nonprofit (Lutheran Social

Services)

Local nonprofits

State agency
Lower Rio State, Local Workforce Joint venture between a for-  Hybrid of cost-
Grande Development Boards profit (ACS) and a regional reimbursement and
Valley nonprofit pay-for-performance
Palm Beach  State, Local Workforce For-profit (ACS) Two contracts, one
County Development Boards pure pay-for-

performance, the other
fixed price

San Diego County For-profits (ACS, MAXIMUS) Hybrid of fixed price
County Local affiliate of national and pay-for-

nonprofit (Catholic Charities) performance
Wisconsin State For-profits (MAXIMUS, ACS) Hybrid of cost-

Local and regional nonprofits
County agencies

Tribal agency

reimbursement and
pay-for-performance

ACS: Affiliated Computer Services

# More information on the contractor type by site is provided in Table 11.4. More information on contract type by site is
provided in Table IV.2.

2. Conducting the Case Studies

Information for this study was gathered through site visits and telephone interviews
conducted between March and July 2002 by researchers from Mathematica and its
subcontractor, The Roper Group. To develop a more complete picture of privatization,
researchers interviewed staff with a variety of perspectives, including staff at public and
private agencies, management and line staff, and advocates for TANF recipients and public
agency employees. Information was also obtained from reviewing requests for proposals,
proposals, contracts, auditors’ reports, and program manuals.

The first interviews were conducted with staff at the public agency administering the
contract (Table 1.3), including senior program managers and managers responsible for
procurement and contract monitoring. Interviews were also conducted with any public
agencies that are not responsible for the TANF case management contracts but are involved
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Table 1.3. Public Agencies Involved in the Administration of TANF, Food Stamps, and

Medicaid
Other Public Agencies Involved in
Public Agency Administering Administering TANF, Food Stamps,
Site the Contract or Medicaid
Delaware Delaware Department of Labor  Delaware Department of Health and

Hennepin County

Lower Rio Grande
Valley

Palm Beach County

San Diego County

Hennepin County Training and
Employment Assistance and
Minneapolis Employment and
Training Program

Lower Rio Grande Valley
Workforce Development Board

Palm Beach County Workforce
Development Board

San Diego County Health and

Human Services, Division of Social
Services

Hennepin County Economic
Assistance Department

Texas Department of Human
Services

Florida Department of Children and
Families

None

Human Services Agency

Wisconsin Wisconsin Department of

Workforce Development

County Human Service Departments

in TANF administration or in related functions, such as food stamp and Medicaid eligibility
determination (Table 1.3).

The number of contractors visited during the site visits varied from one to five,
depending on the number and types of contractors in the site, as well as logistical issues. (A
list of the contractors and other service providers visited during the site visits is provided in
Appendix B). Where more than one contractor provided services, several different types of
contractors were included in the study. In San Diego County and Hennepin County, county
agencies also provide employment-related TANF case management but were not
contractors. Interviews were conducted with one county agency case management provider
in each of these two sites.

At each contractor and public agency that performed TANF case management or case
processing functions, interviews were conducted with groups of case managers. Researchers
also questioned representatives of groups advocating for welfare recipients, including legal
aid associations, and staff at local chapters of labor unions representing public employees,
for example, the Service Employees International Union and the American Federation of
State, County, and Municipal Employees.
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CHAPTER I1

PRIVATIZING TANF CASE MANAGEMENT:
WHY, WHAT, AND TO WHOM?

variation in the services selected for privatization and the types of contractors. In
most states, only some TANF case management functions are contracted out; only a
handful of states and localities use outside organizations for all TANF case management and
processing functions, including eligibility determination. Some sites administer only one or
two contracts for all of their TANF services, while others issue many, smaller contracts.
And while state-level TANF contracts in some states—such as Florida—are awarded mainly

to for-profit organizations, New Jersey and other states rely nearly exclusively on nonprofit
organizations (GAO 2002).

g Ithough some TANF services are privatized in all but one state, there is considerable

This chapter offers some explanations for this wide variation by examining the study
sites' decisions about which services to privatize, the scope and size of the contracts, and to
whom contracts are awarded. Section A discusses the factors that played a role in the study
sites' decisions to privatize. Section B describes the types of TANF case management and
related case processing functions that are privatized and some of the issues considered in
making these decisions. The size and scope of contracts issued by each site, and the factors
behind those decisions, are discussed in Section C. Section D offers a description and
comparison of the types of contractors providing services in the study sites.

A. THE RATIONALE FORPRIVATIZATION

At the time the study sites were considering whether and how to privatize case
management, their cash assistance programs were undergoing major changes in structure and
goals as a result of welfare reform. In many cases, welfare reform itself acted as a catalyst for
modifications in service delivery. In three study sites—Palm Beach County, Florida; Lower
Rio Grande Valley, Texas; and Wisconsin—state welfare reform legislation explicitly allowed
or even encouraged some privatization.

The level of government at which the decision to privatize was made varied by site. In
Florida and Texas, the state legislatures required local workforce development boards to
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contract out operation of the one-stop career centers and the TANF services they provided.
Similarly, Wisconsin’s state welfare reform legislation required that TANF services be
contracted out to either private agencies or counties. In San Diego and Hennepin Counties,
the decision to privatize was made by the county government. In Delaware, the decision
was made by the four state agencies designated to administer welfare reform. Officials from
these agencies reported that they received little or no pressure from the governor or state
legislature to privatize. Although several factors played a role in each site's decision to
privatize, they generally fell into two broad categories: a belief that private agencies can
provide better services at lower cost, and pragmatic and political considerations.

1. Belief that Privatization Improves Service Delivery

The most frequently given rationale for privatization is the belief that it will lead to
better services and/or services being delivered more efficiently. This was referenced in all
the study sites, and was one of the bases for the political support for privatization in Florida,
Texas, and Wisconsin.

Privatization may lead to better and/or cheaper setvice provision via three mechanisms.
The first is competition. Competition for contracts may motivate organizations to improve
the quality and efficiency of service provision. Staff at Delaware’s Department of Labor, for
example, argued that under privatization, when an agency fails to perform, it risks losing its
contract and being replaced. In contrast, when a public agency shows poor performance,
the only recourse is change within the agency, which may be more difficult.

Some argue that it is competition rather than privatization that leads to better or
cheaper services, and that introducing such competition between public and private agencies
or even among different public agencies could be effective (Nightingale and Pindus 1997).
In Wisconsin this was recognized explicitly; public and private agencies were encouraged to
compete for contracts. In fact, of the 64 entities that hold TANF contracts in Wisconsin, 54
are counties or consortia of counties. In San Diego County, TANF case management
functions are provided exclusively by public agencies in two regions and are divided between
public and private agencies in the other four. These public agencies did not compete with
private agencies for contracts, but their performance is compared with that of the latter
group. Depending on the quality of performance, currently privatized regions could revert to
public service provision or vice versa.

The second mechanism by which privatization may improve services is by taking
advantage of specific characteristics of private agencies. Some advocates of privatization
argue that for-profit private agencies can be motivated to perform by linking payment to
their performance, but that it is more difficult to motivate government agencies with
performance standards. Others cite the greater flexibility of private agencies. They may
have smaller bureaucracies. The lack of civil-service regulations and the absence of labor
unions also increase private agencies’ relative flexibility in hiring, firing, and compensating
workers. In San Diego, for example, county administrators pointed to the cumbersome and
lengthy process involved in hiring county employees. In contrast, contractors can hire and
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fire staff and adjust operations relatively quickly if they perceive shortcomings in their
services.

The third mechanism by which privatization may lead to better service delivery is
through the exercise of client choice. In a privatized system with multiple providers, welfare
recipients can be allowed to choose the service provider, encouraging competition between
providers and increasing the likelthood of a good match between the services and the client.
In Hennepin County, contracting with many different agencies was seen as an effective way
to avoid a “one size fits all” approach and to match services with clients’ needs. Wisconsin
is considering creating an “open district” in Milwaukee, in which clients could choose their
service provider.

2. Pragmatic and Political Factors

In some sites, pragmatic and political factors also played a role in the decision to
privatize. In Delaware and San Diego County, for example, the need to add capacity for
new services in response to welfare reform was one of several factors. In Delaware, the state
wanted to provide more services but was constrained by the governor’s desire not to expand
the state government’s workforce. San Diego County wanted to provide services quickly to
recipients transitioning into a new, time-limited welfare program but believed it could not
increase its staff rapidly enough because of limits on the size of the county workforce.

The desire for a fundamental change in the provision of services was also a factor.
Welfare reform changed the job of many welfare staff from primarily determining eligibility
and benefit levels to much more intensive, work-focused assistance. One advantage of
changing from public to private agencies is that the latter could hire staff with the necessary
skills and mindset to provide more work-oriented case management. In Delaware, there was
a view that existing staff lacked the skills necessary to provide the services. In both Delaware
and Wisconsin, privatization with performance-based contracts was viewed as a way of
promoting service provider “responsibility” that mirrored welfare reform's central
philosophy of personal responsibility among recipients.

In many of the sites, another factor in the decision to privatize was their history of
contracting out for human services. It seemed natural to expand this method when more
employment services were needed after welfare reform. For example:

* In Delaware, two of the four agencies responsible for welfare reform had
considerable prior experience contracting out. The Department of Social
Services had contracted out for vocational training and job search assistance
under AFDC and the Department of Labor had contracted for training under
JTPA.

* The City of Minneapolis (in Hennepin County) had contracted out employment
and training services to nonprofit agencies for over ten years prior to welfare
reform, deliberately cultivating a community-based service network.
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* In Wisconsin, even prior to welfare reform, the state had contracted with the
counties to provide AFDC, and private agencies had run the JOBS program.

B. DECIDING WHICH FUNCTIONS TO PRIVATIZE

The decision to privatize involves not only the decision to contract out some services,
but also the decision about what types of services should be privatized.

1. Types of Case Management and Processing Functions Privatized

The range of TANF case management functions that could be privatized include:

* Initial Contact with Client. This first contact with the client may include a
basic assessment of the appropriate program for the client. Diversion options
may also be discussed with her at this point.

* Assessments. These include evaluating the client’s ability to obtain and retain
employment and her need for further education or training, or such supportive
services as transportation, child care, and mental health or substance abuse
treatment.

* Developing a Personal Responsibility Plan and/or Employment Plan.
The personal responsibility plan (in some sites known as the Individual
Responsibility Plan or the Contract for Mutual Responsibility) documents the
client’s goals and her obligations. These may include conducting a job search,
obtaining a GED or training, attending parenting classes, ensuring children are
enrolled in school and have received immunizations, and addressing any
substance abuse problems. Some TANF programs also require clients to
develop an employment plan that specifies the activities clients will undertake to
move toward stable employment.

* Referrals. This includes identifying services needed by the client, such as
counseling or treatment for substance abuse, and referring her to the
appropriate agency.

* Job Search, Placement, and Retention Support. Job search assistance may
include supervising the client’s search. It may also involve teaching skills,
including resume writing, interviewing techniques, and "soft" skills, such as how
to handle conflict on the job. Job placement activities can include developing
and identifying employment opportunities and leads, making contact with
employers, or helping clients apply for criminal charges to be expunged. Job
retention support involves regular contact after the client finds work, including
job coaching, and addressing issues such as child care, transportation, housing
and other issues that may interfere with a client’s ability to retain employment.
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* Monitoring Compliance with Employment or Personal
Responsibility Plan. This involves monitoring that the client fulfills each of
her responsibilities as described in the personal responsibility plan or
employment plan.

* Recommending Sanctions. Failure to comply with the personal responsibility
plan or employment plan may lead to the recommendation of a sanction.

Closely related to these case management functions are the following case processing
functions:

» TANF Eligibility Determination.  This involves collecting detailed
information about the client’s household and determining eligibility and benefits
for TANF. It may also involve determining eligibility for other assistance, such
as food stamps, Medicaid, and child care subsidies.

* Monitoring Ongoing Eligibility. These functions include processing reports
of changes in circumstances and conducting redetermination interviews.

* Imposing Sanctions. If the client does not comply with the personal
responsibility plan a sanction may be imposed.

The sites in our study divided these TANF case management and processing functions
between the private and public agencies in one of two ways. In some sites, the responsibility
for all TANF case management and processing functions was given to a contractor. In
others, only employment-related case management functions were privatized. Table II.1
indicates which functions are privatized in each site.

Two sites—Palm Beach County and Wisconsin—privatized all TANF case management
and processing functions. The client’s initial contact with the TANF program, eligibility
determination, and all subsequent case management and processing, including the
development of a personal responsibility plan, and the implementation of sanctions, is
administered by a private agency. In Wisconsin, contractors administer the entire TANF
program in some counties, including the payment of TANF benefits. In Palm Beach
County, the contractor is responsible for all case management and processing functions,
including TANF eligibility determination, but the Florida Department of Children and
Families makes benefit payments.

The other four sites—Delaware, Hennepin County, Lower Rio Grande Valley, and San
Diego County—privatized only employment-related case management functions. In those
sites, clients who are subject to work requirements have two case workers: a public agency
case worker (sometimes referred to as a financial worker or eligibility technician) and a
contractor case worker. A public agency retains responsibility for determining eligibility,
monitoring ongoing eligibility and compliance with the non-employment aspects of the
personal responsibility plan, and imposing sanctions. In addition, clients' initial contact with
the TANF program is with a public agency employee.

Chapter 1I: Privatizing TANE Case Management: Why, What and To Whom



16

Table 1.1 TANF Case Management and Processing Functions Performed by Contractors

Lower Rio Palm

Hennepin Grande Beach San Diego
Function Delaware  County Valley County County® Wisconsin®
Case Management Functions
Initial contact with client v
Assessments vP v v v v
Developing a personal v
responsibility plan
Developing an employment v v v v v
plan
Referrals for supportive vP v v v v
services
Job search, placement, and v v v v v
retention support
Monitoring compliance with vP v vP v vP
the employment plan
Recommendation for vP v v v v

sanctions
Case Processing Functions

TANF eligibility v
determination

Monitoring ongoing eligibility v
Monitoring compliance with v vP
nonemployment aspects of

the personal responsibility
plan

Imposition of sanctions v

?1n some regions, a public agency performs all TANF case management functions
® Public agency also performs some of this function

Typically, this staff member develops the personal responsibility plan and monitors the
non-employment aspects of the plan, while the contractor designs and oversees the plan for
obtaining employment. The contractor case workers are more like traditional case managers.
They conduct detailed assessments; make referrals for supportive services; assist with job
search, placement, and retention; monitor compliance with the employment plan; and make
referrals for sanctions.

In all sites where clients have both a public and private case worker, the contractor case
workers conduct much more intensive case management than the case worker at the public
agency, reflecting the differences in their functions. Contractor case workers are required to
identify and address barriers to employment—a process that is often intensive and time-
consuming. The public agency case workers are primarily responsible for determining
eligibility and ensuring that decisions are documented appropriately. The contractor case
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workers typically meet with the client much more frequently. In Lower Rio Grande

Valley, for example, public agency case workers meet with clients every three to six months
after initial eligibility is determined, while contractor case workers meet weekly with clients
during the job search process. Contractor case workers are also more likely to meet with
clients outside the agency office and make home visits. As a result, the contractor case
workers in each site have significantly lower caseloads than those at the public agencies

(Table 11.2).

Federal law requires that an employee of a public agency determine food stamp and
Medicaid eligibility. In Palm Beach County, a private agency eligibility worker collects
information for the food stamp and Medicaid application as well as the TANF application.
This worker then takes the client to a public assistance specialist employed by the state and
colocated with the private agency workers. This specialist conducts a “mini interview”” with
the client and reviews their benefits application. After being determined eligible for benefits,
the client is assigned a private agency case manager. In Wisconsin, the client first sees a
resource specialist employed by the contractor, who assesses the client’s needs. This
specialist will refer the client to a private agency case manager if she needs TANF, and/or a
public sector worker if she needs food stamps or Medicaid.

2. Factors Affecting Which Case Management and Processing Functions are
Privatized

In deciding which TANF case management and processing functions to privatize, at
least two factors came into play in the study sites. The first was consideration of the relative
strengths and abilities of the public and private agencies. Some study sites that chose to
privatize only employment case management viewed the public agencies as having all the
skills and expertise necessary to determine eligibility. However, the existing public agency
staff was seen as not having the expertise or, equally important, the mindset to conduct the
more intensive employment case management required by welfare reform.

Table 1.2 Typical Caseloads of TANF Case Workers at Public and Private Agencies?®

Caseloads for Case Workers Caseloads for Case Workers at

Site at Public Agency Private Agencies
Delaware 180-225 50-150
Hennepin County 200-350 70-90%/25°
Lower Rio Grande Valley 200-300 40-90

San Diego County 140-160 80-125

*TANF case management is not shared between the public and private agencies in Palm Beach County or in Wisconsin.
®Tier | services for traditional TANF recipients
“Tier Il services for long-term TANF recipients
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The importance placed on service integration was the second factor in the decision
about privatizing. Many TANF programs embraced the idea of one-stop shopping.
However, because the law requires public employees to determine eligibility for food stamps
and Medicaid, a fully integrated assistance system cannot be wholly privatized. Sites have
reacted to this in different ways—some moved away from privatizing TANF eligibility in
order to keep the eligibility functions integrated; others chose to privatize all TANF services,
separating TANF eligibility determination from that for food stamps and Medicaid.

In Texas, efforts were made to privatize case management and processing across all
programs and functions, including eligibility determination for TANF, food stamps,
Medicaid, and child-care subsidies. However, after its application to the federal DHHS for
the necessary waiver in 1997 was rejected, Texas has instead kept all eligibility determination
functions housed within the state Department of Human Services, forgoing full privatization
of the TANF program. State law requires that the workforce investment boards, including
the one in Lower Rio Grande Valley, contract out operation of the one-stop centers where
employment-focused case management is provided. Wisconsin also sought to privatize a
fully integrated assistance system. After the Texas waiver application was denied, the state
decided to forgo integration across assistance programs but pursue privatization of the full
TANF program.

C. ESTABLISHING THE SCOPE AND SIZE OF TANF CONTRACTS

Public agencies contracting out TANF services also need to determine the scope of
their contracts, in terms of services and geographic reach, and whether to award a few large
contracts or more numerous, smaller contracts. Table 11.3 shows the number and average
size of the contracts in each study site. Some study sites chose to issue one or two large
contracts to cover all services, while others parceled out services to many contractors.
Lower Rio Grande Valley, for example, issued one $31 million contract to cover the
operation of the one-stop centers, including the provision of TANF case management.
Palm Beach County issued two contracts, one of which was worth over $§6 million. At the
other end of the spectrum, Hennepin County has 26 contracts, none of which is much larger
than $2 million.

The sites also varied in how they defined the scope of each contract (Table 11.3). San
Diego County and Wisconsin issued contracts for service provision by geographic region.
Delaware did the same, but within each region, issued separate contracts for employment
placement and retention support. Fach contract in Hennepin County specified a number of
client slots, allowing clients to choose among providers. Separate contracts were also
awarded for traditional (Tier I) TANF recipients and long-term (Tier II) recipients. Palm
Beach County issued two contracts for TANF case management—both held by the same
organization. One contract covered the operation of the one-stop centers and direct services,
including TANF case management; the other dealt with TANF eligibility determination.
The latter was issued by the Department of Children and Families to the Workforce
Investment Board, which in turn subcontracted to the private agency. Lower Rio Grande
Valley issued only one contract for the entire region.
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Table 11.3. Number, Value, And Scope Of Contracts By Site

Number of Value of Individual

Site Contracts Contracts Scope of Contracts Defined by:

Delaware 8 $0.2m to $1.6m? Region and service (placement or
retention support)

Hennepin County 26 $0.2m to $1.9m? Number of client slots and
service (general or long-term
recipients)

Lower Rio Grande 1 $30.7m" Covers entire region

Valley

Palm Beach County 2 $0.7m to $6.4m° Service (one-stop operation or
eligibility determination)

San Diego County 3 $2.1m to $7.6m? Region

Wisconsin 67 $0.25m to $61.5m°  Region

& Contracts cover only employment-related TANF case management
® Contract covers the management and operation of one-stop centers, including TANF case management

° One contract covers eligibility determination; the other covers the operation of one-stop centers, including TANF case
management

9 Contracts cover all TANF services, administration, and benefits

Issuing a few, large contracts has several advantages. First, it limits the cost of contract
administration and monitoring. Second, there may be economies of scale in providing
services—the costs of the infrastructure and management can be spread across a larger
number of clients. Third, it allows for greater coordination and service integration—if there
are many contracts divided by function, rather than region, clients may “fall between the
cracks.” In Delaware, for example, considerable effort was made to ensure that once clients
left the placement contractor, they met with a retention support case manager in a different
agency. However, one Delaware contractor argued that it would be more efficient for the
same contractor to provide both placement and retention supportt to the clients.

Issuing more numerous, smaller contracts has advantages of its own. First, it allows
contractors to specialize by service or by population. In Hennepin County, the providers
specialized in different racial/ethnic populations or in different neighborhoods of the city.
One agency, for example, specialized in serving the Hmong community. Wisconsin divided
Milwaukee into six different regions, each with its own contract, so that contractors could
specialize in serving different neighborhoods of the city. In Delaware, the contracts were
divided by function because both the public agency and contractors felt placement case
managers required different skills than retention support case managers, and several
contractors mentioned that they would not want to undertake providing both services.

The second advantage of having more numerous, smaller contracts is the reduced risk
of contractor nonperformance. If a contractor goes out of business or performs below
standard, the administering agency can more quickly replace the nonperforming contractor
with another that is operating nearby.
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The third advantage of having more numerous, smaller contracts is increased
competition, that may in turn lead to higher quality or cheaper services. The greater the
number of contracts, the motre incumbent contractors there will be. This increases
competition because the fiercest competition at contract renewal usually comes from other
incumbent contractors. In addition, a wider range—and, as a result, a greater number—of
organizations can compete for smaller contracts.

D. THE CONTRACTORS

A diverse array of private organizations provides TANF services on behalf of state and
local agencies. Contractors in the study sites reflect this variety, differing in for-profit or
nonprofit status, size and expertise, and geographic reach (Table I1.4). In two of the study
sites, the group of contractors also includes public organizations—community colleges in
Delaware and county agencies in Wisconsin. (Public agencies also provide case management
services in San Diego County and Hennepin County but are not contractors.)

Table 11.4: Number and Characteristics of Contractors in the Study Sites

Number of Faith-Based Sub-
Site Contractor Types® b Contractors  Examples Contractors Contractors
Delaware Local nonprofit 5 Children and Families First Yes Yes®
Local affiliate of national Salvation Army
nonprofit
For-profit MAXIMUS
Community college Delaware Technical and
Community College
Hennepin Local affiliate of national 20 Lutheran Social Services Yes No
County nonprofit
Local nonprofits RISE, Inc.
State agency Minnesota Department of
Economic Security
Lower Rio For-profit/nonprofit 1 The Valley Partnership: No No
Grande Valley partnership ACS and Texas Migrant
Council
Palm Beach For-profit 1 ACS No Yes
County
San Diego Local affiliate of national 3 Catholic Charities Yes Yes
County nonprofit
For-profits ACS, MAXIMUS
Wisconsin Local affiliate of national 64 YW Works No Yes
nonprofit Some subcon-
For-profit MAXIMUS tractors are
Counties Grant County faith-based

ACS: Affiliated Computer Services

® Public agencies also provide some TANF employment case management services in Hennepin County and San Diego
County but are not contractors.

® Some organizations partner with others. For example, RISE Inc. partners with the Opportunity Partners, Accessibility,
Inc., and Tasks Unlimited.

¢ Although subcontractors do not provide case management.
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Private contractors can be divided into three broad groups: national for-profit firms,
affiliates of national nonprofits, and local and regional nonprofits. Nationwide, it is much
more common for states to contract with nonprofits than for-profits; nearly three quarters
of all state-level TANF contracts are with nonprofits (GAO 2002). For-profit organizations
do have a sizeable presence in some places, however, holding half or more of the total value
of state contracts in eight states (GAO 2002). In certain localities, including Palm Beach
County, for-profits are the single provider of employment services for TANF clients.

1. National For-Profits

The two main for-profit contractors operating in the study sites, MAXIMUS and ACS,
are large organizations with ongoing projects in numerous states and localities. Both
companies engage in a wide range of business activities, extending well beyond the welfare
or workforce development arenas, and both bring substantial resources to the competition
for contracts and service delivery.

MAXIMUS. MAXIMUS specializes as a contractor to government agencies, as evident
in the company’s motto, “Helping government help the people.” Its projects cover the
gamut of social programs, including welfare-to-work, health care, child care, child support
enforcement, and child welfare. MAXIMUS also supplies logistical support to government
agencies—for example, managing vehicle fleets or putting electronic payment technology
into place. Projects involving TANF case management come under the company’s
government operations division, which carries out programs on behalf of state and local
agencies. MAXIMUS has roughly 4,800 employees in more than 170 offices across the
country and earned nearly $500 million in revenue last year.

Affiliated Computer Services, Inc. In contrast with MAXIMUS, much of ACS’s
work is with private sector firms, as an outside provider of business and information
technology services ranging from processing forms to installing and maintaining computer
systems. ACS is also larger than MAXIMUS, with over $3 billion in revenues in fiscal year
2002 and more than 36,000 employees. According to press reports, about one-third of
ACS’s revenue comes from contracts with state and local government agencies (Welsh
2002). In recent years, ACS has purchased several other companies—including LLockheed
Martin Information Management Systems. As part of this acquisition, ACS gained several
contracts to provide TANF case management, along with agreements covering such tasks as
collecting child support, enrolling people in state-run health insurance programs, and
operating one-stop centers funded through the Workforce Investment Act. ACS has also
acquired Concera Corporation, a for-profit provider of business process outsourcing and
workforce development services. Prior to being purchased by ACS, Concera Corporation
purchased Curtis and Associates, a for-profit company that has provided TANF case
management services in many states.

Because of the scope and resources of MAXIMUS and ACS, the companies' employees
can draw on extensive expertise in securing new contracts and delivering services. In
developing proposals, for example, employees familiar with local circumstances and TANF
program details take primary responsibility but have the assistance of corporate staff
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members who specialize in drafting project budgets and preparing effective proposals. Local
project staff also benefit from program materials, such as proprietary curricula for job
readiness and life skills courses, prepared for use in all project sites. The companies may also
have a fairly standardized program model to implement, adapting it to local policies and
conditions as needed.

2. Affiliates of National Nonprofits

Some nonprofit organizations operate throughout the country via networks of locally
governed affiliates. These organizations offer an array of social services to individuals and
families, from homeless shelters to nutrition programs for the elderly. Within each network,
a national office may develop broad general policies, provide technical assistance to
members, and engage in policy advocacy. The local affiliates that provide direct services
operate with substantial independence, however, and primarily receive funding from the
communities in which they are based rather than their national organizations. They also
typically receive much less assistance in proposal preparation and program development
from their national headquarters than the national for-profits do. Their size, in terms of
budget and number of employees, varies.

Affiliates of several national organizations provide TANF services in the study sites.
They include:

* Catholic Charities Diocese of San Diego. Catholic Charities runs 35
programs in the San Diego area. The organization’s services address
homelessness; assistance for refugees and immigrants; pregnancy, parenting, and
adoption; and other issues.

e Lutheran Social Services of Minnesota. lLutheran Social Services is one of
the largest nonprofit agencies in Minnesota. It offers assistance in varied areas,
including housing, mental health, employment, and refugee resettlement.

* American Indian Opportunities Industrialization Center of Minnesota
and the Opportunities Industrialization Center of Greater Milwaukee.
Opportunities Industrialization Centers (OIC) in Hennepin County and
Wisconsin offer education and job skills training, employment assistance,
housing, and other services for low-income people.

* Salvation Army Delaware Region. The Salvation Army in Delaware
maintains separate arms for its ministry and social services activities. Its social
services division operates child care, employment, emergency assistance, and
other programs.

Affiliates that opt to compete for TANF case management contracts typically view the
undertaking as an extension of their current employment and training programs, consistent
with their mission to serve the poor and disadvantaged. Their service model may include
links with other programs that the local and parent organizations offer to low-income
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families. While many affiliates have a history of providing services as government
contractors, TANF case management may be a new, and substantially different, role for
them. In particular, staff members may be forced to implement policies that seem severe—
such as sanctioning clients who fail to meet work requirements—and that are in tension with
the organizations’ traditional role as providers of assistance to the needy.

3. Local and Regional Nonprofits

Some nonprofits develop as an exclusively local response to the needs of disadvantaged
people. Many of these nonprofits, like the affiliates of national organizations, have
experience as government contractors, but they tend to operate with fewer funds and
administrative resources than nonprofits working within a national network. However, this
is not always the case. In Hennepin County, for example, several local nonprofits rival the
national affiliates in terms of budget and program scope. These organizations operate an
array of social and economic development programs, often focusing their activities on a
particular neighborhood, ethnic group, or population in need of assistance. The local
nonprofits providing TANF case management services in the study sites are a diverse group,
as these examples illustrate:

* Children and Families First. Children and Families First operates throughout
Delaware, offering employment, foster care, family development, and
HIV/AIDS setvices to a broad range of people.

* Hmong American Partnership. Based in Minnesota’s Twin Cities, the
Hmong American Partnership serves the area’s Hmong community with
English language, self-sufficiency, and youth programs.

* Ministry of Caring. A faith-based organization located in Wilmington,
Delaware, the Ministry of Caring focuses its services on homeless and low-
income families. Its staff and numerous volunteers operate shelters along with
health care, child care, and employment programs.

* RISE, Inc. As a community rehabilitation organization, RISE specializes in
employment assistance, housing, and other services for people with disabilities.
RISE provides case management for TANF clients in collaboration with several
similar organizations.

* Texas Migrant Council. From its beginnings with a mobile Head Start
program for migrant workers, the Texas Migrant Council has expanded into a
variety of services for migrants and other low-income families, including child
care and employment assistance. The organization also operates in Ohio and
Indiana.

From the perspective of TANF agencies, local nonprofits may bring important
qualifications to the task of case management, including familiarity with a local area and the
needs of specific groups of clients. In reconciling the responsibilities of TANF case
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managers with their philanthropic missions, however, these organizations face dilemmas
similar to those of their counterparts affiliated with national groups. Smaller local groups
also confront the challenge of managing and reporting on a complex program with
sometimes limited internal resoutrces.

Several faith-based organizations—both national affiliates and local nonprofits—
provide services in the study sites (Table I1.4). These organizations’ missions are rooted in
religious principles, but the TANF case management services they offer do not include an
explicitly religious component. Agency administrators in the study sites did not express a
strong preference for or against working with faith-based organizations. In Wisconsin,
however, the agency administering TANF contracts has attempted to boost the involvement
of faith-based organizations by offering a performance bonus to prime contractors who have
subcontracts with faith-based organizations.

4. Collaboration Among Contractors

Contractors  frequently collaborate through partnership and subcontracting
arrangements. As a result, more than one type of organization provides TANF services in
each of the study sites, including places where agencies hire a single, prime contractor (Table
11.4). Both for-profits and nonprofits have a presence in all sites except Hennepin County,
where the strength of the local nonprofit sector and the small size of contracts probably
deter the entrance of for-profits. In those sites using both for-profit and nonprofit
organizations, it is not uncommon for organizations to work together. Agencies may even
provide explicit incentives for this—by, for example, including community collaborations
among the evaluation criteria for proposals.

Cooperative arrangements in the Lower Rio Grande Valley and Wisconsin illustrate
some of the ways contractors join forces. In its bid to operate one-stop centers in the Lower
Rio Grande Valley, ACS partnered with the Texas Migrant Council, already a contractor for
child care programs in the region. The two organizations created a joint venture known as
the Valley Partnership, dividing responsibilities between them. Either ACS or Texas Migrant
Council employees staff individual one-stop centers, but overall project management is
shared. The organizations also split administrative responsibilities, with ACS acting as fiscal
agent for the partnership and the Texas Migrant Council handling internal monitoring.

Among contractors providing TANF case management in Wisconsin, subcontracting is
a common means of collaboration. All four W-2 providers in the county subcontract out
significant components of their services—home visits and assessments, for example—
sometimes to other W-2 contractors or even the county government. Throughout the state
of Wisconsin, about 13 percent of W-2 contract expenditures went to subcontractors
(Wisconsin Legislative Audit Bureau 2001).

Several factors motivate cooperative efforts among contractors. National for-profits
view collaboration as a way to access the expertise of community organizations, especially
their familiarity with local populations or programs. Such knowledge can help for-profits
make their proposals more competitive and target services more effectively. Partnerships
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with nonprofits can also soften local opposition to service provision by for-profit
organizations. Nonprofits that join with other organizations as partners or subcontractors
may benefit from increased capacity, income, and risk protection. Smaller organizations, in
particular, may not be willing to bid for contracts independently because they lack the
resources to initiate programs and, if the contract is performance-based, to cushion
themselves from possibly dramatic fluctuations in income. Organizations also pursue
alliances in order to reduce competition for contracts, removing potential rivals from the
field by offering them a role in (and revenues from) service delivery.

While the benefits of collaboration are apparent, such arrangements are not always
successful. In several sites, contractors have abandoned subcontracting or partnership
agreements. ACS in San Diego County, for instance, designed its service model to include
15 or more community-based organizations that would provide specialized assistance to a
diverse welfare population. That model proved to be impractical, however, in part because
the county’s monitoring procedures required extensive collection and verification of
information from every subcontractor. Similarly, in Wisconsin, the YWCA and two health
care providers created a limited for-profit partnership in order to combine their services on
behalf of welfare recipients. The for-profit partnership dissolved after a year of operation.

Collaboration between for-profit and nonprofit organizations creates special challenges
for the parties involved. Differences in management approach can be significant and extend
to practical matters, such as employee compensation. Within the Valley Partnership in
Lower Rio Grande Valley, discrepancies in benefits for employees of ACS and Texas
Migrant Council created dissatisfaction among staff. Establishing a single benefits package
was difficult, since both organizations also have employees working outside the partnership,
but managers have attempted to equalize perks for employees as much as possible.

5. Strengths of Different Types of Contractors

The experiences of study sites offer no conclusive evidence that one type of contractor
consistently provides better services than another. Contractors that rank highly on
performance standards established in the six sites come from each group—for-profits,
affiliates of national nonprofits, and local nonprofits. The same is true of organizations with
lackluster records.  Contractors’ performance may reflect local context as much as
organizational effectiveness, however, as differences in economic conditions or the
characteristics of clients can influence program results.

Still, researchers are making efforts to weigh the effectiveness of different types of
service providers by comparing outcomes for TANF recipients in locations with a mix of
providers:

* Florida. Crew and Lamothe (2002) used data on employment outcomes and
satisfaction among clients to compare government, for-profit, and nonprofit
providers of welfare services in Florida. Taking into account some observable
variation in regional economies and client characteristics, they conclude that
differences among outcomes for different types of providers “are generally small
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and often non-existent”” They also find that “in no case are private
organizations substantively superior” to public entities in providing setrvices to
welfare clients. Providers do, however, differ on some measures. Among other
things, the study indicates that nonprofits and public agencies do a better job
than for-profits in finding unsubsidized employment for welfare clients, but for-
profits are more successful in helping clients leave welfare due to earnings.

*  Maricopa County, Arizona. Kornfield (2002) compared the performance of a
private for-profit agency and a public agency after the TANF program in eastern
Maricopa County was reformed and privatized as the Arizona Works program.
A public agency continued to run the TANF program, known as EMPOWER,
in the rest of the county. With the caveat that the Arizona Works program
differs from EMPOWER in some of its rules and the existence of performance
measures, the study concluded that the private and public agencies were about
equally successful at increasing clients’ earnings and employment.

* San Diego County. San Diego County’s allocation of different regions to
nonprofit, for-profit, and public providers is another attempt to draw
conclusions about relative effectiveness. The RAND Corporation is conducting
an evaluation for this purpose.

Certainly, for-profits, national affiliates, and local nonprofits vary in the resources they
have available. Iarger organizations, particularly for-profits, tend to have more financial
resources that enable them to take on projects of substantial size. Their financial advantage
also enables them to take greater risks, such as entering into a purely pay-for-performance
contract. In some places, well-financed organizations have employed their resources to
lobby for policy changes that increase their chances of securing a contract. In the Lower Rio
Grande Valley, a for-profit went so far as to finance a lawsuit against the workforce board
after losing a contract award.

In addition to this disparity in resources, agency administrators and advocates in the
study sites emphasized that nonprofits’ mission orientation affects how they provide services
and respond to contract incentives. For-profits appear to hold closely to the conditions of
the contract and are driven by performance outcomes. At least one for-profit, MAXIMUS,
rewards case managers financially for achieving performance targets. On the other hand,
some observers noted that nonprofit agencies are more likely to meet the needs of their
clients regardless of their contract obligations.

Stakeholders also often perceive a difference in management style and program
approach between for-profits and nonprofits. Case management provided by nonprofits is
generally thought to be more holistic than that of for-profits—addressing the needs of an
entire family, for example, rather than the adult head of household alone.
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CHAPTER III

PROCUREMENT: ENSURING A FAIR,
EFFECTIVE, AND COMPETITIVE PROCESS

with administering the TANF contracts. Public agencies administering contracts have

three main objectives for the procurement: (1) to attract qualified, competitive bidders,
(2) to award contracts to the most capable providers, and (3) to protect the integrity of the
selection process. While all three goals are affected by the way the procurement process is
conducted, an agency's ability to attract qualified, competitive bidders also depends on the
size, scope, and structure of contracts.

: ; electing contractors is one of the most important tasks for the public agencies charged

This chapter describes the variation across study sites in the competitiveness of the
procurements and the steps involved in the procurement process. Section A discusses
promoting competition—a key element in both selecting the best contractor and ensuring
that contractors are motivated to perform at their best. Section B describes the “nuts and
bolts” of the procurement process and the actions public agencies can take to ensure that the
procurement process is fair and effective.

A. PROMOTING COMPETITION

Many of privatization's perceived benefits derive from competition among contractors.
Proponents of privatization believe that competition drives contractors to be more flexible
and innovative, leading to better services and more efficient service provision. Some analysts
even argue that it is the degree of competition that is most important, rather than whether
the provider is a public or private sector organization (Kettl 1993; Donahue 1989; Osborne
and Gaebler 1992; Nightingale and Pindus 1997).

1. Variation in the Degree of Competition

The degree of competition depends on whether bidders perceive that there are other
organizations that can offer services of similar or higher quality at a similar or lower cost.
Procurements are more competitive when bidders perceive a high probability that they may
lose the bid and less competitive when they perceive that other organizations are unlikely to
be interested in securing a contract or that other bidders will be unlikely to offer services of
higher quality or lower cost.
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As it depends on bidders’ perceptions, there is no single, quantifiable measure of
competition. The number of bids for each contract, the frequency that service providers are
changed, and assessments of competition from contractors and the procuring agency all
indicate the degree of competition.

All indicators suggest that there is a wide variation in the degree of competition for
TANF case management contracts. Competition seems considerable in Delaware, San
Diego County, and Lower Rio Grande Valley. It is more limited, however, in Hennepin
County (at least for Tier I contracts), Palm Beach County, and Wisconsin.

The number of bids for each contract varied by site. At the most recent procurement,
there were five bids per contract in Lower Rio Grande Valley, but only a single bidder for
the contract in Palm Beach County (Table I1I.1). In Hennepin County, the process may be
more competitive than suggested by the low ratio of bids to awarded contracts, because
contractors compete for the number of slots as well as the contract. The number of slots
for general TANF recipients ("Tier I slots") awarded to contractors varies from 100 to over
900. The number of bids per contract in Wisconsin overstates the degree of competition for
contracts because contractors who meet certain performance standards earn the “right of
first selection” and do not need to compete with other contractors for the new contract.
The right of first selection is discussed in more detail below.

Table lll.1. Number of Bids Per Contract

Site Number of Bids Per Contract®
Delaware 8 to 10 bids per 3 or 4 contracts
Hennepin County 23 bids for 20 Tier | contracts®

18 bids for 6 Tier Il contracts®

Lower Rio Grande Valley 5 bids for 1 contract
Palm Beach County 1 bid for 1 contract
San Diego County 2 to 5 bids per contract
Wisconsin 12 bids for 5 contracts®

? Refers to the most recent procurement
® Contractors also compete for the number of slots

° This is for contracts that are competitively bid. In Wisconsin, contractors who meet certain performance standards win
the right of first selection and do not compete against other contractors.

Some opponents of privatization have suggested that contracting will become less
competitive over time. However, there was no discernable trend in the number of bids per
contract in the study sites. In Hennepin County, the number of bids for each Tier I contract
fell from 1.8 to 1.2. Similarly, in Palm Beach County, the number of bids fell from three in

Chapter I11: Procurement: Ensuring a Fair, Effective, and Competitive Process



29

1997 to one in 2002. In Lower Rio Grande Valley, however, the number of bids per
contract increased from three in 1999, to four in January 2001, to five in December 2001.
The number of bids per contract remained similar in Wisconsin for the contracts that were
competed. (San Diego County has conducted only one procurement.)

Another indication of the extent of competition is the frequency with which contractors
lose a contract to another contractor. Delaware and the Lower Rio Grande Valley, both with
a high ratio of bids to awards, were the sites in which there was the highest turnover of
contracts:

* Delaware. Of the three incumbent contractors who held placement contracts
between 1997 and 1999, two lost their contracts in the 1999 procurement. One
lost its contract to another incumbent contractor and the other lost to a new
contractor. (In the 2001 procurement, no change occurred in the placement
contractors.) Even more turnover occurred in the contractors who held
retention contracts. Of the six contractors who held retention contracts
between 1997 and 1999, three lost their contracts to other incumbent
contractors in the 1999 procurement. In the 2001 procurement, one of the
three remaining incumbent contractors was replaced.

* Lower Rio Grande Valley. All three procurements in Lower Rio Grande
Valley have resulted in a change in contractor. Lockheed Martin IMS won the
first contract in 1999. Due to issues with contractor performance and a need to
expand the scope of the contract to cover additional functions, the workforce
board decided to put the contract up for competition again in January 2001. At
that procurement, LLockheed Martin lost the contract to Workforce Network
and subsequently sued the board. As part of the settlement, the contract was
competitively re-issued in December 2001 and awarded to a joint venture of
ACS (which by then had acquired Lockheed Martin IMS) and the Texas Migrant
Council.

In contrast, there were fewer contract turnovers in Hennepin County, Palm Beach
County, and Wisconsin:

* Hennepin County. Of the 19 contractors who provided services between
1997 and 2000, only one lost its contract during the 2000 procurement.
However, the number of slots the contractor can fill may be decreased in a new
procurement or at renewal. Of the 21 organizations currently providing
services, three were notified that their allocation of slots would be reduced if
their performance did not improve.

* Palm Beach County. The one contractor awarded the first procurement also
won the second, most recent procurement.
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* Wisconsin. There has been very little turnover in contractors in Milwaukee.
The contractors selected to deliver services at the first procurement were all
awarded “right of first selection” and did not need to compete for the 2000-
2001 contracts. Before the third procurement, a contractor that had been
caught with disallowable costs in a state audit agreed not to bid; all other
organizations maintained their contracts. The turnover has been greater in
other parts of the state, mainly because several counties voluntarily terminated
their contracts.

Although assessments of competition varied across sites, the public agency and the
contractors within a site generally agreed about the degree of competition. In Delaware,
Lower Rio Grande Valley, and San Diego County, both the contractors and the public
agency administering the contracts viewed the contracts as competitive. On the other hand,
in Hennepin County, most contractors interviewed did not perceive a significant risk of
losing their contracts. Similarly, going into the most recent procurement, contractor staff in
Palm Beach County had not expected strong competition, but they were surprised to be the
lone bidder.

2. Decisions that Affect the Degree of Competition

To some extent, competition in the sites reflected the importance placed on it by the
public agency administering the contracts. In Delaware, for example, competition was
viewed as key to the success of privatization. In contrast, public agencies in Hennepin
County felt the need for diversity in providers was at least as, if not more, important than
promoting competition. Other public agencies view the advantages of privatization accruing
from performance standards and performance-based contracts and downplay the need for
competition. The cost of contract turnovers may also limit public agencies' desire to
promote competition.

The experiences of agencies in the study sites suggest that four factors may increase
competition: (1) using a competitive rather than sole-source procurement; (2) reducing the
advantage of the incumbent contractor; (3) increasing the pool of qualified potential bidders;
and (4) giving clients a choice of provider.

Using Competitive Rather than Sole-Source Procurements. The biggest obstacle
to competition is sole-source procurement. Among the study sites, only Wisconsin had any
sole-source procurements for contracts that covered TANF case management. In all other
sites, the procurements were competitive.

Wisconsin awards the “right of first selection” to contractors who, at the end of their
contract, meet certain performance standards. These contractors are awarded the new
contract without competition if they submit an adequate plan. If, based on performance, a
contractor does not win the right of first selection, the state conducts a competitive
procurement for the new contract in which the incumbent contractor can compete. For the
first procurement, counties could receive the right of first selection if they achieved a certain
reduction in AFDC caseloads and met specific job placement, work activity, and AFDC
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expenditure targets. Most of the state’s counties won the right of first selection, and most of
these went on to bid for contracts. Milwaukee County, which administered about 60 percent
of the AFDC caseload, did not win the right of first selection and did not bid for any

contracts in the county.

The right of first selection was created as a compromise between the state’s desire to
privatize and the counties' concern about job loss and surrendering control of cash
assistance. It was also seen as a way to ensure that the better performing counties continued
to play a role in providing cash assistance and remained motivated to perform in the period
running up to privatization. Other proponents of this right argued that it provided stability
of service provision—why change contractors if they are performing?

On the other hand, client advocates argue that the right of first selection is too easy to
meet and removes competition. Contractors agreed it was not difficult to achieve the right
of first selection; during the last procurement, all but 7 of the over 60 agencies met it. The
state is currently considering whether the right of first selection should be included in future
contracts.

Reducing the Advantage of the Incumbent. A contractor that performs at least
satisfactorily has several advantages at the next competition. First, a public agency averse to
risk may take a “better the devil you know” approach and avoid changing a satisfactory
contractor for another that may provide better and/or lowet-cost services. Second, the
public agency may want to avoid the costs to both itself and the clients of a change in
contractor. When such changes occur, the public agency must develop new relationships
and address any issues specific to the new contractor. And clients may have to receive
services from a different case worker in a different location. Finally, the incumbent may also
gain political influence and be willing to use it to increase its chance of winning a contract.

This incumbent advantage makes it difficult for other providers to compete effectively.
It diminishes, however, if there are two or more incumbent contractors holding similar
contracts. Although these contractors retain an advantage over new bidders, they face
competition from other incumbents. In Delaware, for example, a contractor for one county
could easily expand to provide services in another. In Wisconsin, there was intense
competition among several incumbents for a new contract to provide services to two regions
of Milwaukee. In Palm Beach County, in contrast, no bidder competed against the one
incumbent at the last procurement.

The incumbent's advantage is also decreased, and competition enhanced, if the cost of
changing contractors is not perceived as large or if the public agency is willing to bear the
cost. Turnover costs are typically lower with smaller contracts, and when no accompanying
changes in the case workers or office are required. In Lower Rio Grande Valley, despite
having only one TANF case management contract, the public agency signaled its willingness
to change providers by awarding the second contract to a nonprofit organization rather than
the incumbent, Lockheed Martin. Although the turnover was not without cost, new
contractors have tended to hire most of their employees from the previous contractor, and
the workforce board owns the facilities where services are provided.
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Increasing the Pool of Qualified Potential Bidders. One factor that may contribute
to a lack of competition is a limited number of qualified providers. If contracts are large,
risky, or require considerable financial reserves, many smaller organizations will be unable to
compete. Small community-based organizations, for example, could not compete for the
large contracts in Palm Beach County, which may be one reason that ACS was the sole
bidder during the most recent procurement. A representative of the county's workforce
development board noted that even at the first procurement, only one of the three bidders
had the financial resources to perform the required services. Similarly, the large size of the
single contract in Lower Rio Grande Valley and the necessity that the contractor fund its
own start-up costs effectively precludes all but large organizations from competing. In
contrast, in Delaware, the contracts are small enough that even small community-based
organizations can compete.

One way to encourage providers to enter the market for the provision of TANF
services is for the public agency to provide funds to smaller organizations to hire staff or
purchase facilities (Cohen and Eimicke 2001). One representative of the Texas Department
of Human Services expressed her concern with the degree of competition and recommended
that the state invest in developing a provider community. However, none of the public
agencies in the Lower Rio Grande Valley or other study sites had done any significant
capacity building of this type.

Although a contract's size and degree of risk affect the level of competition, large
contracts do not preclude competition, nor do small contracts guarantee it. In San Diego
County, for example, there is considerable competition for contracts worth many millions of
dollars. In contrast, the largest contract in Hennepin County is only about $2 million, and
yet there is much less competition.

Giving Clients a Choice of Provider. Public agencies may also foster competition by
allowing clients to choose from different providers and paying providers for only the clients
they serve. Only one study site—Hennepin County—gives clients a choice of provider.
Clients in Hennepin County are given a 12-page brochure that describes the 21 different
providers at 36 locations, and asks them to rank their three preferred providers among those
that have slots available. The brochure provides information about the services, office
location, hours, and parking availability, and some information on the extent to which the
contractor has met the performance standards (such as the percentage of TANF cases closed
due to earnings). Case workers then assign clients to one of their top three choices. In
practice, client choice, and hence competition, is limited because many providers do not
have any available slots. In August 2002, for example, only 12 of the 36 provider locations
were open to new clients.

To increase competition and specialization of contractors, Wisconsin is considering
creating an “open district” within Milwaukee County in which clients can choose their
TANF contractor. While MAXIMUS, one of the contractors in the county, supports the
idea of an open district, two others interviewed for this study felt that the logistics of such a
plan would be difficult, and that some clients would make “rash” decisions based on their
frustration with TANF rules common to all contractors rather than contractor performance.
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B. ENSURING A FAIR AND EFFECTIVE PROCUREMENT PROCESS

A well-designed procurement process provides sufficient information to encourage
qualified providers to bid, gives public agencies a clear picture of potential contractors’
capabilities, and includes safeguards to ensure that the agency is—and is seen as—unbiased
in its selection. Most procurements include three basic steps: developing a request for
proposals (RFP), soliciting potential bidders, and evaluating proposals to make awards.
Agencies often are subject to outside regulations governing the way they conduct
procurements. In addition to adhering to these rules, administrators in several study sites
have tailored the process to address specific concerns—such as improving the quality of
proposals—and increase the likelihood that the selection will proceed fairly and yield
effective providers.

1. Balancing Flexibility and Prescription in Requests for Proposals

As agencies draft RIPs, they establish the latitude they will offer TANF case
management contractors in program design and operation. An RFP may present a detailed
program model and specific implementation methods. Alternatively, it may articulate only
the general framework of a program and require contractors to describe the means they will
use to accomplish particular goals. The belief that privatizing services can spur innovation
often leads public agencies to give contractors more freedom. This aim must be balanced,
however, against the necessities of meeting state and federal requirements—which mandate
certain program features—and of ensuring that clients receive appropriate services.

Agencies in study sites strike different balances between flexibility and prescription in
REPs, basing their choices in part on the scope of services to be privatized and their
previous experience with contracting. In Delaware, for example, potential contractors had
considerable leeway in deciding how to design and deliver case management services. The
division of employment-related case management into two programs, one for job placement
and one for retention, helped make this flexibility possible. Accordingly, Delaware’s RFP
presented a set of performance goals and basic program requirements, but obliged applicants
to offer additional, quantifiable performance targets along with service strategies for
achieving them. This design was intended to focus contractors’ attention on outcomes while
encouraging them to develop creative approaches to service delivery.

A negative experience with a contractor that operated one-stop centers led the Lower
Rio Grande Valley Workforce Development Board to increase the specificity of its REFP.
After discovering that its provider lacked effective service provision and fiscal monitoring
processes, the board required subsequent applicants to furnish extensive detail on how they
planned to run programs and manage one-stop operations. Although the board’s most
recent RFP did not prescribe service delivery strategies, it included questions regarding the
components of individual programs—for example, outreach, intake, and assessment for
TANTF clients—and required bidders to present explicit procedures for each activity. Board
staff felt this approach would encourage potential contractors to plan comprehensively, and
that clients of the one-stop centers would receive better service as a result.

Chapter I11: Procurement: Ensuring a Fair, Effective, and Competitive Process



34

Getting expert assistance or outside feedback on balancing flexibility and prescription in
REPs has helped some agencies develop requests that both convey clear expectations and
support contractor innovation. Delaware administrators hired an external consultant
specializing in outcome funding to aid their development of a results-oriented RFP.
Procurement specialists and welfare agency staff in San Diego County engaged a wider
group of experts by preparing a request for information and a concept paper before issuing
their RFP. The request for information solicited ideas on structuring employment case
management services from a number of academics, government officials, and organizations
familiar with welfare programs. It also gauged levels of interest and capacity among
potential contractors. A later concept paper requested additional suggestions for program
and RFP design, particularly regarding outcomes-focused payment models and strategies for
encouraging contractors to interface with county staff and employers. Agency staff in both
Delaware and San Diego County felt they were able to draft more effective RFPs as a result
of the input they received.

2. Providing Information and Assistance to Potential Bidders

After issuing an RFP for TANF case management, some states and localities made
special efforts to help potential bidders become familiar with program requirements and
submit strong proposals. In all the study sites, agency staff members conduct bidders’
conferences, in which organizations have the opportunity to clarify elements of the RFP and
selection process in a public forum. San Diego County also created a technical resource
center to provide materials that would familiarize potential bidders with California’s TANEF
program, CalWORKSs, and the county’s plan for implementing it. The resource center
contained such information as statistics on the local welfare caseload, a handbook describing
the information system that providers would be expected to use, and state program
guidelines.

Providing tailored feedback can also improve the quality of proposals that organizations
submit. Such advice may be especially useful to smaller providers with less experience in and
resources for developing proposals. Hennepin County, which contracts with numerous
national and local nonprofits, offered group technical assistance sessions for agencies
applying for TANF employment services contracts. When requested, staff members also
gave suggestions for improvement to individual organizations that submitted unsuccessful
proposals, helping increase their chances of winning a contract in a subsequent procurement.

Delaware employed a more formal method of offering feedback, the “best and final”
process. This approach gave organizations the opportunity to improve proposals after initial
submission and before review by the selection committee. State staff met with each group
that tendered a proposal to provide feedback and engage in initial budget negotiations.
Potential contractors could then revise their proposals in response. The selection committee
saw only the organizations’ best and final offers. Although this approach prevented the
committee from intuiting a potential contractor’s capabilities based on the quality of its
original proposal, state administrators felt it made the procurement process more accessible
to new and smaller organizations, increasing competition. Contractors in Delaware noted
that this process enhanced communication with state agencies.
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3. Evaluating Proposals and Selecting Contractors Fairly

The process of choosing TANF case management providers often generates substantial
scrutiny from advocates, losing bidders, and auditors, owing to both the sensitivities
associated with welfare privatization and the value of contracts at stake. Agencies in some
study sites have been targets of criticism—even lawsuits—due to perceived unfairness in the
procurement process:

* Lower Rio Grande Valley. Lockheed Martin IMS sued the workforce
investment board over the loss of its contract in January 2001. ILockheed’s
proposal received a slightly higher score than a competitor’s, but with a budget
of $2 million more. Although the board felt its award decision was justified, it
eventually settled the case by conducting another procurement.

* San Diego County. Because county staff did not have sufficient information
of time to compare complex budgets from multiple contractors, the selection
committee elected to remove cost entirely from the scoring process. Although
this decision conformed with the county’s procurement guidelines, a civil grand
jury speculated that award decisions may have been affected as a result (San
Diego County Grand Jury 1999).

*  Delaware. After a 1999 procurement, a state auditor found errors in six of the
80 scores verified (State of Delaware, Office of Auditor of Accounts 2001). The
committee used multiple methods to calculate scores, and one committee
member arrived late and was unable to score all the contractors. Although these
errors affected the contractors’ total scores, correcting the errors would not
have led to different selection decisions. The state agency made improvements
to its process in response to this critique.

This external attention makes it especially important that agencies conduct procurement
in an evenhanded fashion and document the rationale for selection. Identifying the
evaluators and the criteria they will use are two key considerations.

Proposal Evaluators. In every study site, a committee has responsibility for assessing
proposals and making awards. The membership of these committees varies, however, and
may include public agency staff, independent citizens, and/or consultants. Some agencies
recruit members of the local community to serve as evaluators, while others deliberately tap
outsiders for this role. Table III.2 summarizes the membership of selection committees in
the six sites.
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Table 11.2. Composition of Selection Committees

Site Evaluation/Selection Committee Membership

Delaware Five representatives of private sector organizations and
employees of four state agencies

Hennepin County Employees of county agencies and a representative of
the local workforce board

Lower Rio Grande Valley Independent consultants evaluate proposals and make
recommendations. Entire workforce board votes on
final award.

Palm Beach County Subcommittee of the workforce development board

San Diego County County employees and citizens, employees of state
and outside local agencies, and representatives of
nonprofit research/advocacy organizations

Wisconsin State TANF agency employees

Each type of evaluator has associated advantages and drawbacks. Agency staff
contribute detailed knowledge of a program’s policies and operation, which can help in
assessing whether a potential contractor has the necessary capacity to carry out case
management well. However, their relationship with current or previous providers may be
too close, and their expertise too focused, to permit impartial and wide-ranging
consideration of proposals. Involving people from outside the agency brings a fresh
perspective, and relevant business or cultural expertise to the selection process. Outside
evaluators can also protect the integrity of the process by reducing the potential that
contractors or others will exert improper influence over award decisions. However, these
evaluators require training by agency staff and, if they are volunteers, may be reluctant to
commit the time and effort required for a thorough reading and appraisal of each proposal.

Agencies in some study sites have attempted to capture the strengths of various
evaluators by including a mix in their selection processes. San Diego County and Delaware
placed public agency employees and private citizens on their selection committees, drawing
representatives from the community and employers from the local workforce investment
board. Selection committees consisted exclusively of workforce board members in Palm
Beach County and the Lower Rio Grande Valley. In its most recent procurement round,
however, Lower Rio Grande Valley hired a team of three outside evaluators to score
proposals and offer recommendations to board members, who made the final award. (The
lead evaluator also served as an intermediary during contract negotiations.) This approach
helped insulate board members and agency staff from possible lobbying by contractors,
which had been an issue during past procurements.

Evaluation Criteria. Selection committees in the study sites employed a number of
similar criteria to assess proposals. Four key factors appeared in nearly all of the sites: (1)
program design, (2) organizational capacity and management capability, (3) past
performance, and (4) budget (meaning either the cost of services or the allocation of
resources to different activities, or both). Some agencies used additional factors in response
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to local priorities. San Diego County included partnerships and collaboration among the
main factors used to judge applicants, mainly to ensure the cultural competence and local
integration of providers. Agencies also varied in the priority they placed on each of these
factors.

Schemes for scoring proposals in the study sites suggest that a proposal’s budget
generally received less weight than other formal evaluation criteria. In none of the sites did
budget account for the largest share of possible points, and in several it was the least
important factor. The greatest number of points generally went to program design,
organizational capacity, or past performance. Nevertheless, contractors were often subject
to other pressures to keep costs down. Hennepin County offered contractors a fixed price
per client slot, for instance, capping the amount it would reimburse providers for services.
In San Diego County, although the procurement did not prioritize contractors’ proposed
budgets, the county charter requires that private providers demonstrate at the initial
procurement and contract renewal that their services cost less than the employment case
management provided by county staff.
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CHAPTER IV

DESIGNING CONTRACTS THAT WORK

esigning effective contracts is one of the most challenging—and consequential—

aspects of privatizing TANF case management. Whether contractors provide

services as intended depends largely on the specific provisions of the agreements
they sign. Public agencies contracting out make a host of choices about contract design.
The three most important are: the performance measures to include, the structure of
payments to the contractor, and the duration of the contract.

This chapter examines each of these three contract design decisions, drawing on the
experiences of the study sites. Section A begins by discussing the issues related to
performance measures. The different types of payment structures used in contracts and the
implications of these structures are discussed in Section B. The chapter concludes in Section
C with a discussion of considerations in setting the duration of the contracts.

A. PERFORMANCE MEASURES

The 1990s saw a growing interest in using performance measurement for government
programs and passage of the Government Performance and Results Act of 1993 and the
Government Management and Results Act of 1994. Government agencies are now more
frequently subject to performance standards and pass those performance standards onto
their contracted services providers. Reflecting this trend, contracts in all the study sites
contain performance measures. Table IV.1 summarizes the performance measures used in
each contract.

Performance measures can be outcome or “process” measures. Outcome measures
focus on the results of services that contractors provide and include client employment, job
retention, and wages and earnings. They could also include measures of more intermediate
outcomes, such as participation in vocational training. Four contracts include measures of
participation in work activities, aligning the definition of participation with federal and state
performance measures. Process measures focus on whether and how services are delivered.
They include the number of program enrollments, completion of assessments, accuracy of
referrals, and even the amount of staff training. Client satisfaction can also be thought of as
a process measure. A measure of the participation of a faith-based organization was included
as an optional measure in the contracts in Wisconsin.
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Table IV.1. Performance Measures in Contracts in Study Sites

Number of

Measures Outcome Measures

Process Measures

DELAWARE

Placement Contract
5 Employment®
90 days job retention®
Full-time employment at 90 days

Program enroliment®
Referral to retention contractor

Retention Contract
7 30 days employment (after enroliment) #
90 days job retention®
180 days job retention®
270 days job retention®
360 days job retention®
Full-time employment for second 180-day period

Program enrollment

HENNEPIN COUNTY

7 Participation rate as defined by federal measure
Employment
Average wage
Average wage in unsubsidized jobs
90 days job retention
180 days job retention

Program enrollment or sanction referral

LOWER RIO GRANDE VALLEY

5 Employment®
Participation rate for one-parent families®
Participation rate for two-parent families®
Number of cases in which the head of household
meets work requirements

Program enroliment®

PALM BEACH COUNTY

Employment Services Contract
6 Employment®
90 days job retention®
180 days job retention®
365 days job retention®
Completion of vocational education
or training®

Completion of employment plan and
assessments®

TANF Eligibility Determination Contract
7

Client satisfaction

Applications processed within 30 days

Benefits determined accurately

Accurate referral to employment program

Sanctions executed within 10 days

Clients complaints addressed within 30 days

Information used to determine eligibility
provided to public agency for checking
within 3 days of receipt
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Number of
Measures Outcome Measures Process Measures

SAN DIEGO COUNTY

12 Participation rate for one-parent families Completion of appraisals
Participation rate for two-parent families Completion of assessments
Employment® Engagement in job search activities
30 days job retention Signing a Welfare-to-Work plan

90 days job retention

180 days job retention®

Increase in average hourly wage
Exiting TANF due to employment?®

WISCONSIN

20 plus 3 Employment® Caseload per case manager

optional Job retention (30 and 180 days)? Staff training®
Participation in appropriate activities® Completion of assessments®
Participation in education® Processing extension request®
Completion of education activity® Timely submission of audits®
Earnings gain® Compliance with contract and no corrective
Average wage at placement action plans®
Earnings during and after program patrticipation Client satisfaction®
Rate of recidivism Percentage of participants who receive
Number of 18 to 19 year olds in school services to address barriers

Number of nonTANF clients served

Level of in-work supports
Optional Optional
Health benefits are available® p

SSI advocate available®

Subcontract with faith-based organization®

4 Triggers payment

The types of performance measures included in the contracts depend on whether the
contract is for employment-related TANF case management, case processing functions such
as eligibility determination, or both. Not surprisingly, the contracts for employment services
focus on work-related outcomes. Contracts that include case processing—those in Palm
Beach County and Wisconsin—focus much more on process, using measures such as client
satisfaction, accuracy of referrals, and timeliness of actions.

The number of performance measures varies by contract (Table IV.1). The contracts in
Delaware and Lower Rio Grande Valley include only five, while Wisconsin uses 23
(including three optional measures) in its contracts. Most contracts contain seven or fewer
measures.

Selecting performance measures is not straightforward. Public agencies in the study
sites devoted considerable effort to choosing and refining the performance measures in their
contracts. The challenge for the public agencies is to choose measures that create incentives
to meet program goals, avoid unintended consequences, and can be assessed without costly
data collection.
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1. Creating Incentives to Meet Program Goals

A public agency’s choice of performance measures depends on the goals of its program.
For most welfare agencies, achieving self-sufficiency for clients is the most important goal.
Self-sufficiency can be indicated in numerous ways, however—Ileaving the welfare rolls,
participation in work activities, completion of education or vocational training, employment,
job retention, adequate wages and benefits, and earnings gains, among others. Agencies may
also establish high quality service delivery as a goal in its own right and so focus on process
measures. This is especially true for contracts that cover such case processing functions as
eligibility determination.

Performance measures are sometimes used to compare the services provided by
different private agencies or, as in San Diego, to compare private and public agencies. One
problem with these comparisons is that some providers may have harder-to-serve clients
than others. If this is the case, comparisons of performance across contractors will not
reflect differences in the “value added” by the provider. This issue is of particular concern
in Hennepin County, where providers specialize in serving specific populations.

2. Avoiding Unintended Incentives

By focusing attention on a limited set of measurable objectives, a contract may
inadvertently encourage providers to act in ways that contradict other program goals.
Examples of potential unintended incentives in TANF case management contracts include:

* Contractors may work to find a job for the client quickly but not help clients
find jobs that offer high wages, benefits, and the possibility of upward mobility.
This may occur if performance standards focus on placement only.

* Contractors may choose to place fewer resources into contacting clients and
enrolling them into the program if they believe that those who are harder to
enroll are less likely to have positive outcomes. No contractor in the study
could deny services to a referred client, but they could control the intensity of
their outreach.

* Contractors may put less effort into conducting thorough assessments and
making appropriate referrals for clients if performance measures focus only on
employment outcomes.

* Contractors may attempt to fine tune service data in order to influence
performance measures—for example, by estimating hours for work
participation generously.

While public agency administrators and contractors in the study sites admitted that
some of these perverse incentives do exist in the contracts and potentially could create
difficulties, there was no evidence that they were a serious problem at the time of the site
visits. Contractors argued that it was difficult to favor clients who were more likely to
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become employed, because they could not identify those people easily, and most of their
clients faced barriers to employment. Moreover, the contracts in the study were designed to
avoid these problems—they all included a range of performance measures, including process
measures.

Some public agencies and contractors in the study sites acknowledged that providers
placed special emphasis on reporting favorable client outcomes. Several contractors noted

that they spent time manipulating the data to present their performance in the most positive
light.

Adding certain performance measures can reduce the likelihood of unintended
incentives. Including measures related to job retention, wages and benefits, and earnings
gains diminishes the incentive for contractors to place clients quickly in poor quality jobs.
Measures of program enrollment increase the contractors’ incentive to engage all referred
clients.  Incorporating measures indicating completion of program activities such as
assessments limits the ability of contractors to serve clients differentially.

Increasing the number of performance measures, however, has its drawbacks. A larger
number of measures may reduce the focus of the contractor on the key program goals. If
the measures focus on the delivery of particular services, they also may limit the flexibility of
the contractor to innovate.

3. Feasibility of Measurement

The choice of performance measures is limited by the availability of data and the cost of
collecting it. Data on wages and employment retention may require clients and their
employers to provide employment information to the welfare agency frequently.
Performance measures usually focus on short-term employment, because once clients leave
the program it is difficult to collect data on them. Due to data limitations, job retention is
often defined in terms of the client being employed a certain number of days after
placement, rather than continuous employment at the same job. The quality of service
provision is also particularly costly to measure, often requiring case reviews or client or
employer surveys.

B. PAYMENT STRUCTURE

Contracts differ in the events that trigger payments. Some contracts require the public
agency to make regular fixed payments or payments to cover the costs incurred. In others,
some or all of the payments are contingent on contractors meeting performance goals.
Some contracts also include advance payments to help providers cover upfront costs.

1. Contract Types

Agencies in the study sites use four different types of contract (Table IV.2): (1) pure
pay-for-performance, (2) cost-reimbursement, (3) fixed price, or (4) hybrid contracts.
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Table IV.2. Payment Structure in Contracts in Study Sites

Contract Type

Payment Structure

DELAWARE

Placement Contract
Pure pay-for-performance

Per-client payments for:
Enroliment
30 and 90 days employment retention

Bonuses for:
Exceeding 90-day retention target
Reducing part-time employment below target

Retention Contract
Pure pay-for-performance

Per-client payments for:
30, 90, 180, 270, and 360 days employment retention

Bonuses for:
Exceeding 180-day retention target
Reducing part-time employment below target

HENNEPIN COUNTY

Cost-reimbursement

Reimbursement of costs up to a cap

LOWER RIO GRANDE VALLEY

Hybrid of cost-reimbursement
and pay for performance

Reimbursement of costs up to a cap
Fee paid for meeting performance targets
Bonuses of 1 and 2 percent for exceeding performance targets

PALM BEACH COUNTY

Employment Services Contract

Pure pay-for-performance

Per-client payments for:
Completion of employment plan and assessment
Job placement
90, 180, and 365 days employment retention
Completion of vocational education or training
Completion of job search curriculum
Placement wage above $7.15 per hour
Placements with earnings above 200 percent of poverty

Fixed payments per quarter for:
Exceeding employer and jobseeker satisfaction targets
Performance on state measures

TANF Eligibility Determination Contract

Fixed price

Fixed payment
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Contract Type

Payment Structure

SAN DIEGO COUNTY

Hybrid of fixed price and pay-
for-performance

Fixed payment of 15-25 percent of contractor’'s budget

Monthly payments based on percentage of target achieved on three
performance measures:

Employed clients

180 days employment retention

Exits from assistance due to employment

Bonuses based on percentage that actual performance exceeds
performance targets

WISCONSIN

Hybrid of cost-reimbursement
and pay-for-performance

Reimbursement of costs up to a cap

Restricted bonus (must be used for community reinvestment) for meeting
second-level performance targets

Unrestricted bonus for meeting third-level performance targets

Pure Pay-for-Performance Contracts. Under these contracts, contractors are
compensated only as they achieve certain performance goals. Delaware and Palm Beach
County use pure pay-for-performance contracts.

Payments can be based on the number of clients who achieve certain outcomes or “pay
points,” the percentage of clients who meet performance goals, or both. In the placement
contract used in Delaware, payments are based on the number of clients who enroll as well
as the number of clients who attain job retention goals. Contract payments in Palm Beach
County include a broader range of pay points, some related to employment outcomes and
others to clients’ receipt of services, such as employment plans and assessments, vocational
education or training, and job search classes. In both sites, further payments are made if the
contractor achieves supplemental performance goals. For example:

* In the placement contract in Delaware, bonus payments of up to 7 percent of
the contract value are available for each percentage point the proportion of
enrollees with 180 days job retention exceeds the target and the proportion of
employed enrollees working part-time falls below the target.

* In Palm Beach County, the contractor receives payments based on reported
satisfaction of employers and job seekers. For example, $12,000 is paid for each
quarter in which the job seeker satisfactory rate is 90 percent or above, and
$7,500 for each quarter in which the rate is 80 percent or above.

* Payments also occur in Palm Beach County based on the statewide ranking of
the workforce development board in meeting three performance standards:
entered employment, wage rate at entered employment, and welfare recidivism.
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The contractor earns $7,000 per measure if the Palm Beach County Workforce
Development Board is ranked as the top board in the state, $5,000 if it is ranked
in the top 25 percent, and $2,500 if it is ranked in the top 50 percent.

The contracts may also include performance goals that do not trigger payments.

Cost-Reimbursement Contracts. Under cost-reimbursement contracts, providers
receive payments for the expenses they incur. Generally, costs must fall within a budget
approved during the procurement process. Some cost-reimbursement contracts specify
performance goals, but compensation is not dependent on attaining them. Hennepin
County’s contracts are pure cost-reimbursement—providers are allocated a specific number
of client “slots” and receive payment for the expenses they incur up to a maximum per client
amount.

Fixed-Price Contracts. Fixed-price agreements establish a set fee for contractors,
regardless of performance or the actual cost of providing services. As with cost-
reimbursement contracts, the contracts may include performance measures, but a
contractor’s performance does not directly affect payments. Palm Beach County’s contract
for TANF eligibility determination is fixed price.

Hybrid Contracts. Three study sites—ILower Rio Grande Valley, San Diego County,
and Wisconsin—use hybrid contracts. These contracts combine elements of pay-for-
performance contracts with either cost-reimbursement or fixed-price contracts. The three
contracts differ in the share of contractor income that is based on performance:

* San Diego County ties most of contractors’ income to performance.
Contractors receive a fixed monthly payment of 15 to 25 percent of their
budgets, irrespective of their performance. Additional monthly payments are
based on contractors’ achievements on three performance measures. Semi-
annual bonuses are also paid based on the extent to which actual performance
exceeds performance targets.

* Lower Rio Grande Valley uses a cost-reimbursement contract with
performance-based profit and incentive payments. The contractor earns a 5
percent profit payment upon meeting performance standards set by the state.
Bonus payments of 1 and 2 percent are available for meeting performance
targets that exceed the state standards.

* Wisconsin also uses a cost-reimbursement contract with performance-based
bonuses. Contractors receive restricted bonuses, which must be reinvested in
purposes consistent with TANF, for reaching intermediate performance goals,
and unrestricted bonuses for the highest performance goals. The contract
includes three “optional” performance standards (Table IV.1). Attainment of
these optional standards only triggers bonus payments if one or more of the
other standards are not met. The contractor can substitute an optional
performance standard for an unmet basic standard in order to qualify for the
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bonus payment. The amount of the bonuses is not specified in the contract but

will be determined by a subsequent Biennial Budget.

For the 2000-2001

contracts, the bonuses were worth about 7 percent of the contract amount
(Wisconsin Legislative Audit Bureau 2001).

The contracts in the study sites are not representative of those used nationally. Pure
pay-for performance contracts are relatively rare—fewer than 20 percent of states use
them—as are contracts combining performance-based payments with cost reimbursement,
used in only 2 percent of states (GAO 2002). In contrast, over 60 percent of states use cost
reimbursement for at least half their contracts, and most TANF contracts are fixed price in
neatly a quarter of all states.

2. Implications of the Contract’s Payment Structure

The design of a contract’s payment structure can affect the public agency and the
contractor in at least four broad ways:

1. Providing incentives to perform and the potential for unintended consequences

2. Changing the distribution of the risk between public and private agencies

3. Affecting the contractor’s cash flow

4. Presenting operational challenges of administering the contract

The implications of each contract type are summarized in Table IV.3.

Table IV.3. Implications of Different Payment Structures

Strength of Operational
Contract Type Incentives  Risk Cash Flow Problems  Challenges
Pure pay-for- High Contractor bears Can be significant Requires performance
performance most data
Setting targets and
payment amounts
Cost Low Welfare agency Less significant None
reimbursement bears most
Fixed price Low Divided between Less significant Setting fixed price
welfare agency and
contractor
Hybrid Moderate  Divided between Less significant Requires performance

welfare agency and
contractor

data
Setting targets and
payment amounts
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Incentives. Pure pay-for-performance contracts offer the most financial incentives for
contractors to meet performance goals. These contracts also allow the public agency to
place emphasis on specific goals by varying the dollar amounts attached to attaining each
goal.

Evidence from the study sites suggests that these incentives do motivate contractors. In
the organizations with pay-for-performance contracts visited as part of the study, all staff
members, from the top management to the front line, were aware of the performance goals
and their importance. Progress on goals was communicated frequently through meetings
and process reports. In some organizations, case managers received individual performance
targets and progress reports. At least one for-profit contractor pays its case managers
bonuses based on their individual contribution to meeting contract goals. Some contractors
even provide clients financial incentives that are linked to performance goals. For example,
in Delaware, one contractor provided a $20 incentive for clients to enroll in its program.

Even when payments do not depend on performance, as in cost-reimbursement and
fixed-price contracts, contractors care about their performance, especially if the contracts
include performance measures. Measured performance can affect whether contracts are
extended and which providers are selected at competitive procurements. It may also affect
contractors’ reputations as providers and hence their likelihood of being retained by other
agencies.

The incentives to perform in cost-reimbursement and fixed-price contracts are,
however, less intense than those in pure pay-for-performance contracts. In Hennepin
County, which uses a cost-reimbursement contract, contractors were not as intent on
attaining all the performance goals as contractors in sites with pay-for-performance
contracts. One provider, for instance, places special emphasis on enrolling clients into
education and training, in order to achieve better wages for its clients, but does not meet its
employment target.

The unintended incentives associated with performance measures are magnified when
payments are based on attainment of the goals. However, the potential for unintended
incentives exists in all contracts, even those without performance standards. In cost-
reimbursement contracts, contractors have the incentive to provide clients with services
even if it is not cost-effective to do so. In fixed-price contracts, an incentive exists for
contractors to cut costs by not serving clients or by serving them with a “light touch.”

The first contract used in Wisconsin for the provision of TANF services provides an
example of the potential for serious unintended incentives. The contracts were cost-
reimbursement but included a bonus that depended on the difference between actual costs
and a specified maximum. If costs exceeded the maximum, the difference was the
responsibility of the provider. If the provider spent less than the cap, however, it received a
portion of the savings. Critics of the contract argued that it gave contractors the incentive to
not serve clients or serve them less intensely. The contract generated substantial controversy
when large caseload reductions in Wisconsin resulted in significant profits for the
providers—in one case, more than §9 million. The criticisms of the contract led the state to
completely overhaul its bonus provisions.
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Public agencies can take several steps to reduce the potential for unintended incentives.
Adding performance standards to the contract without tying them to contract payments is
one common way to do so. For example, in Palm Beach County’s fixed-price contract for
eligibility determination, the performance measures include high targets for the quality of
case processing, including client satisfaction, timely actions, and accurate processing. These
standards guard against contractors attempting to reduce costs and compromising quality in
the process. Capping payments on cost-reimbursement contracts discourages frivolous
spending.

Distribution of Risk. The cost and effectiveness of providing TANF services is
uncertain. The number of clients and the ease with which they can be moved toward self-
sufficiency is unknown and difficult to forecast accurately. The payment structure in
contracts affects how the risk associated with this uncertainty is distributed between the
public agency and contractors.

Pure pay-for-performance contracts are the least risky contracts for public agencies and
the most risky for service providers. Payments only occur if contractors are successful at
meeting the performance goals. The amount to be paid is usually capped, limiting the
financial risk to the public agency. In contrast, there is no minimum payment to the
contractor—payments depend only on success at meeting performance goals. This success
depends at least partly on factors outside of contractors’ control, however, such as caseloads,
the economy, the availability of support services, and the barriers to employment faced by
their clients.

Pay-for-performance contracts are most risky if payments are based on the number,
rather than the percentage, of clients who meet performance targets. This is because under
these contracts payments are dependent on referral flows. A shortfall in referral flows can
significantly lower payments. In Delaware, the number of clients referred to contractors
providing retention services had been lower than expected around the time of the site visit.
Because payments were based on individual clients achieving milestones, the drop in
referrals had significant effects on some providers’ income. At least one nonprofit
contractor was contemplating layoffs.

Under cost-reimbursement contracts, most of the risk is borne by the public agency.
These contracts require payments to be made even if services are of poor quality or
ineffective. The public agency also bears the risk of changes in referral flows, paying more if
caseloads rise, and sometimes paying for the increase in the cost per client as caseloads fall.
Cost-reimbursement contracts usually include a cap on total payments to the contractor to
limit the financial obligations of the public agency.

Under fixed-price contracts, the public agency and contractor share the risk. These
contracts are risky for the public agency because they require payments to be made
irrespective of the quality and effectiveness of the services. But because the amount paid is
fixed, the contractor bears the risks of higher than anticipated costs because of referral
increases, higher service costs, or increased client needs.
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It may not be in the best interests of the public agency to design contracts that are risky
for contractors, for two reasons. First, if contractors are suffering financially, they may end
up ecither cutting costs or terminating the contract, both of which may have detrimental
effects on service provision. Second, smaller organizations with limited financial resources
may be less likely to bid for risky contracts, reducing the diversity of service providers and
the extent of competition. This is one of the main reasons for the cost-reimbursement
contracts in Hennepin County, where the public agency prioritizes cultivating community-
based providers that have experience serving distinct client populations.

By dividing a contractor’s total payments between performance-based compensation
and cost-reimbursement or fixed payments, hybrid contracts allow agencies to retain
incentives for providers while sharing the risk. San Diego County first used a cost-
reimbursement contract but switched about a year later to a pure pay-for-performance
contract. When the county revised its performance targets some months later, it also
incorporated a fixed payment into its contracts in order to moderate the risk borne by
contractors. An interesting feature of this arrangement is that contractors can choose
(within bounds) the amount of their compensation received as a fixed payment, tailoring the
individual contracts to their willingness to bear risk.

Some contracts include clauses that allow reconsideration of the payment structure if
there are significant changes in the economy or referral flows. In San Diego, for example,
the contracts include a guarantee that the county will meet with the contractors to re-
evaluate performance goals if the unemployment rate deviates by more than 2 percent for
two consecutive months from a specified rate or if caseloads are more than 5 percent above
monthly projections for two consecutive months. In Delaware, some contracts have
included a sliding fee scale in which the payment per client increased if there was a decline in
referrals. In Palm Beach County, if the quarterly client flow varies from the forecasted
number by more than 15 percent, either the contractor or the public agency can request a
reconsideration of funding.

Cash Flow. Contract design affects when payments are made to contractors, as well as
how much they are paid. The timing of payments is important because it affects the
financial resources needed for contractors to cover expenses before they are paid. Small
organizations may not be able to bid on contracts that require them to have the financial
resources to weather a period when expenses exceed income, even if it is relatively short.
Public agency staff in Palm Beach County noted that availability of financial resources to
cover upfront costs was an important factor in awarding its contracts. Lower Rio Grande
Valley also was concerned about this issue after a contractor responded to cash flow
problems by delaying supportive service payments to clients.

Pure pay-for-performance contracts do not pay providers until they meet a performance
goal, which may occur many months after they have incurred the expenses of providing
services for the client. Even with cost-reimbursement contracts, costs may not be
reimbursed for several months after they are incurred. These problems are most significant
for large contracts and at the beginning of the contract, especially if contractors are expected
to run large programs or ramp up quickly to serve clients.
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Public agencies in the study sites have addressed this cash-flow problem in several ways.
Some have shied away from using pure pay-for-performance contracts. San Diego County
switched to a hybrid contract after first using cost-reimbursement contracts and then pure
pay-for-performance contracts. The public agency in at least one site, Wisconsin, makes
advance payments to help contractors cover their initial costs, disbursing a fixed amount
during the first three months of the contract. Other sites, such as Lower Rio Grande Valley,
have been reluctant to make advance payments, citing the financial risk to the public agency.
If a service provider became insolvent, the agency would be unlikely to recover possible
substantial outlays.

Operational Challenges. Pay-for-performance contracts also present some
operational challenges to the public agency. First, accurately assessing performance requires
a sophisticated data collection system. Although this is a requirement for all contracts with
performance measures, its importance is magnified when payment is based on performance.
In San Diego County, the need to develop an adequate data management system delayed the
change over from a cost-reimbursement to a performance-based contract by five months.

A second operational challenge is setting reasonable performance targets and payments
for reaching the targets. If the targets are set too low or the payments too high, the
incentives to perform weaken. Setting the targets too high or the payments too low also may
have serious financial implications for the contractors. A similar challenge is how to set the
payment amount in a fixed-price contract.

Several agencies reported encountering difficulty in setting reasonable targets, especially
during the initial implementation of their TANF programs. Lacking historical data for their
performance goals, sites were forced to rely on “educated guesses” about referral flows and
the number of clients who are expected to meet the goals. These sites revised their
performance targets or payments once they found the original targets were too high or too
low.

C. CONTRACT DURATION

Advantages and disadvantages exist for choosing short or longer contracts. Contracts
covering longer periods reduce the potential frequency of contractor turnover and the
disruption in service provision that may accompany it. Fewer and less frequent
procurements can help conserve both agency and contractor staff time and other resources.
Longer contracts also may give contractors more opportunity to establish a program model
and improve service provision over time.

Contracts of shorter duration, on the other hand, increase incentives for contractors to
launch and establish programs quickly. Shorter contracts may contribute to increased
competition as well, by reducing the advantages of long-term incumbency. They also reduce
risk by providing agencies more frequent opportunity to change performance targets or
payments. Unsatisfactory providers can also be released more readily. Many contracts
include provisions allowing the agency to terminate them before they expire, but doing so
can be difficult.
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In practice, the basic contracts in the study sites cover one or two years (Table IV.4). In
most cases, however, the contracts include options for renewal without a new procurement
if the public agency is satisfied with the provider’s performance. None of the study sites
offer contracts whose total length, with renewals, exceeds four years. Some exceptions to
these patterns occur under special circumstances. At least one site—Iower Rio Grande
Valley—issued a contract for only eight months to cover the period shortened by the
termination of a previous contract. In Hennepin County’s 2002 round of contract renewals,
agency administrators renewed three contracts for only six months, rather than a full year, as
part of a corrective action plan for providers that were not performing,

Table IV.4. Contract Duration in Study Sites

Basic Contract

Site Length Options for Renewal

Delaware 1 year 1 one-year renewal (both contracts)
Hennepin County 1 year 2 one-year renewals

Lower Rio Grande Valley 8 months 3 one-year renewals

Palm Beach County 1 year 2 one-year renewals (employment

services contract)
None for eligibility determination contract
San Diego County 1 year 3 one-year renewals®

Wisconsin 2 years None

#San Diego’s contracts have been extended for an additional year with a renewal option for up to 18 months.
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CHAPTER V

UPHOLDING ACCOUNTABILITY THROUGH
MONITORING

taxpayers—in addition to developing and implementing local policy, they continue to

be accountable for offering high-quality and effective services, complying with
program rules, and using public funds efficiently. Private contractors that provide services
on behalf of a public agency must, therefore, be held to similar standards. Contracts that
specify clearly providers’ expected performance are one important way to ensure this
accountability. Monitoring contractors’ activities to make certain that they meet their
obligations is equally important.

I )rivatizing TANTF services does not relieve welfare agencies of their responsibilities to

Independent auditors have highlighted deficiencies in the monitoring conducted by
many public agencies. In a review of single audit reports, the GAO found significant
problems with tracking of TANF fiscal and program activities in 15 states during 1999 and
2000 and noted potential problems in over a quarter of states (2002). State auditors in at
least two study sites also exposed inadequacies in agencies’ monitoring of contractors. In
Delaware, examiners found insufficient documentation to confirm some outcomes under a
pay-for-performance contract (State of Delaware Office of Auditor of Accounts 2001).
Wisconsin auditors discovered that contractors were billing for inappropriate costs
(Wisconsin Legislative Audit Bureau 2001).

This chapter discusses strategies for and considerations involved in monitoring TANF
contractors. Section A describes typical monitoring methods and outlines those used in the
study sites. Section B addresses the division of responsibilities among the public and private
agencies and other organizations involved in monitoring. The actions agencies take to
correct identified problems are described in Section C. Section D examines the burdens
monitoring places on both agencies and contractors.

A. TYPES AND METHODS OF MONITORING

Public welfare agencies need to verify that contractors meet standards in three basic
areas: (1) the quality and effectiveness of services, (2) compliance with program policy, and
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(3) proper invoicing and financial controls. Monitoring each of these areas requires different
methods—including collecting performance data, reviewing case documents and sanction
decisions, conducting customer satisfaction surveys, visiting contractor offices, examining
supporting documentation for invoices, and performing financial audits. Table V.1 presents
a summary of the methods commonly used to monitor contractors.

To some extent, the monitoring methods a public agency uses depend on the types of
contracts it has with service providers. Public agencies using pure pay-for-performance
contracts must give more attention to the documentation of performance outcomes (as they
directly affect payment), while those relying on cost-reimbursement contracts must put more
emphasis on verifying that contractors are spending funds properly. Agencies in the study
sites make use of all three types of monitoring described here.

1. Service Quality and Effectiveness

Public agencies must ensure that the services contractors provide meet standards for
quality and effectiveness. Much of this monitoring involves determining contractors’
performance on measures contained in their contracts. Agencies in most study sites gather
performance data automatically. Management information systems and databases, usually
developed by the welfare agency, record client activities and employment status as case
workers perform their duties. Reports produced through these systems indicate overall
program results, as well as the performance of individual contractors or service sites.
Because the accuracy of this information sometimes comes into question, some contractors
have created in-house performance tracking systems, which may include manual data
gathering. In one site, Delaware, contractors collect their own data and submit it via an
Internet-based form.

Table V.1. Monitoring Types, Purposes, And Methods

Type Purpose Methods
Service quality and To determine whether Automatic and manual collection
effectiveness contractors fulfill program of performance data

Compliance with program
policies

Financial integrity

goals

To determine whether
contractors deliver services in
accordance with policy

To determine whether
contractors bill for services
accurately and manage funds
adequately

Review of case documents
Customer satisfaction surveys
Visits to contractor sites

Automatic collection of case
processing data

Review of case documents

Review of sanctions

Visits to contractor sites

Review of supporting
documentation for invoices
Financial audits
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Limitations of management information systems have hampered some agencies’ ability
to collect performance data. San Diego County’s implementation of pay-for-performance
TANF contracts was delayed by the shortcomings of a system originally designed for the
county’s previous welfare program. The agency eventually decided to move ahead with
performance-based payments, requiring contractors to track their accomplishments manually
until an improved system was operational.

Several sites—Lower Rio Grande Valley, Palm Beach County, San Diego County, and
Wisconsin—use client satisfaction surveys to measure service quality. Although client
experiences and opinions are considered important, assessing them reliably has proved
problematic. Often, surveys take the form of short questionnaires distributed at service
delivery locations. These surveys, if designed by the contractor, may vary in content. They
also usually result in extremely small sample sizes. Contractors criticized the surveys for
highlighting complaints about issues outside service providers’ control, such as time limits
on cash assistance. In addition, survey respondents sometimes do not make a clear
distinction between the employees of public agencies and private contractors, complicating
the interpretation of their answers. Agencies might correct these flaws by conducting more
rigorous surveys on a regular basis, but the cost of doing so would be high.

Another common method of assessing service quality is reviewing case notes and other
documents to determine whether clients are given adequate information about program
services and conditions, have their skills and needs assessed, and receive appropriate
services.  These reviews can also be used to confirm the accuracy of contractors’
performance claims—by comparing paper records such as enrollment forms and pay stubs
with the data public agencies and contractors have collected. With TANF caseloads in the
thousands, however, monitoring staff clearly cannot review every case represented in
performance figures. Instead, the general practice is to draw periodically a random sample
of cases from each contractor and examine documents from these files.

Visiting contractor locations to observe the service delivery process can help provide a
general sense of client satisfaction and case worker responsiveness. A few agencies conduct
interviews with contractor staff to gain further insight regarding service provision. This
method of monitoring can be difficult, however, because its qualitative assessments require
monitors who are well versed in program details and the nature of case management. Public
agencies in the study sites typically conduct site visits one to three times a year.

2. Policy Compliance

In monitoring policy compliance, agencies evaluate whether contractors abide by
established TANF rules—which may include collecting documentation from clients, meeting
standards for timeliness in service delivery, and adequately justifying decisions (such as
sanction recommendations). In sites that have privatized eligibility determination,
contractors must comply with regulations for the correct determination of benefits and
appropriate application of sanctions.
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Agencies verify program compliance through a combination of automated and manual
methods. Computer systems in some sites collect information on the timeliness of service
delivery, such as the length of time it takes to process an application for benefits or the lapse
between a client’s referral to and engagement by a contractor. Monitoring compliance with
other program rules generally requires periodic reviews of random samples of case files.
These inspections tend to focus on whether files include all required documents, case notes
provide sufficient justification for decisions, and the correct supportive service benefits have
been offered.

The experiences of study sites highlight the particular importance of monitoring both
public and private agencies’ roles in sanctioning clients. In several sites where public
agencies must approve sanctions recommended by contractors, agency employees noted that
they often lack the necessary time and information for a thorough review of the
recommendations. Public agency administrators and advocates in Delaware found, early on,
that some contractors recommended a sanction after only one failed attempt to engage a
client, while others made additional attempts. As a result, the public agency changed its
contracts to establish minimum standards for outreach. A state auditor in Wisconsin found
cases in which sanctions were inappropriately applied (Wisconsin Legislative Audit Bureau
2001).

The methods public agencies use to monitor client sanctions depend on the degree of
responsibility transferred to contractors. In sites where contractors recommend sanctions
that public agencies impose, the agencies’ control is intended as a form of monitoring. Once
contractor case workers send a recommendation for a sanction, public employees are
responsible for determining whether it is appropriate and taking the required action. San
Diego County relies on a central sanction reviewer, in addition to employees managing
individual cases, to ensure that requests from all contractors are handled similarly. In Palm
Beach County and Wisconsin, where eligibility determination is privatized, contractor
employees both recommend and impose sanctions. Public agencies in these sites rely
exclusively on the monitoring methods used for other aspects of policy compliance: data
from computer systems and case file reviews.

3. Financial Integrity

Public agencies monitor contractors’ finances to determine whether they bill for
appropriate services and properly administer funding for subcontractors or client supportive
service payments. Scrutiny is necessary not only to confirm that contractors are spending
public funds on allowable expenses, but also to alert public agencies about possible
weaknesses in the management of provider operations.

At least two sites—Wisconsin and Lower Rio Grande Valley—have had to address
problems related to contractor finances. The Wisconsin Legislative Audit Bureau exposed
charges for disallowable costs made by two contractors. These included staff time spent on
developing proposals for work in other states, entertainment expenses, and donations to
nonprofit organizations (Wisconsin Legislative Audit Bureau 2001). In Lower Rio Grande
Valley, workforce board employees discovered fiscal negligence on the part of a former
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contractor when they learned it was delaying supportive service payments to clients due to
cash shortfalls.

Financial audits are the main way public agencies verify contractors’ fiscal integrity.
Some welfare agencies provide specific guidelines for financial management procedures and
standards and use monitoring visits to confirm that required procedures are in place.
Ongoing financial control also occurs as public agencies review invoices submitted by
contractors. Information from study sites points to the importance of providing clear and
comprehensive guidelines on financial management, and using multiple approaches for
monitoring, as doing so increases the likelihood of identifying problems early.

B. WHO PERFORMS MONITORING?

Public agencies do not have sole responsibility for monitoring contractors. Other
organizations take part through formal relationships with the agency or on their own
initiative. These include the contractors themselves, professional auditors, and advocates for
public assistance recipients.

1. Division of Responsibilities Between Agency and Contractor

While public agencies retain ultimate responsibility for supervising the activities of their
contractors, service providers in all the sites also keep tabs on their own operations.
Contracts in some study sites—Lower Rio Grande Valley, Palm Beach County, and
Wisconsin—require service providers to undertake internal monitoring, effectively bundling
these functions with service delivery. In other locations, contractors perform internal
reviews on their own or in response to increased scrutiny by the public agency. The
sophistication and intensity of contractors’ internal monitoring varies widely across service
providers, particularly in sites where these activities are voluntary. Some contractors review
their operations continuously, addressing multiple aspects of service delivery and hiring
quality assurance staff for this purpose. Many providers, however, do so on an ad hoc and
irregular basis.

When contractors take on monitoring responsibilities, the public agency’s role
sometimes shifts to include technical assistance. Members of the Lower Rio Grande Valley
Workforce Development Board’s quality assurance staff, for example, consider their primary
duty to be guiding contractor staff in performing their own monitoring. Board staff may
conduct frequent reviews during the early phases of a new contract, but their aim is to turn
this task over to contractors.

2. Professional Auditors’ Role

Public agencies in most study sites hire private firms—or require contractors to do so—
for some of their monitoring. In some sites the purview of these outside reviewers is
restricted to financial audits. Palm Beach County gives professional auditors a larger role,
retaining a large accounting firm to undertake case reviews and an administrative audit of
ACS, the contractor. San Diego County employs an independent audit firm to verify
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employment case management performance data from all regions, including those where the
county provides services.

Using professional auditors enables public agencies to access expertise and
independence; however, there are some drawbacks to this approach. Private firms may be
unfamiliar with the policies and procedures of a TANF program, which limits their ability to
monitor service quality and policy compliance. Contractor staff in Palm Beach County
expressed doubts about how well the auditors could perform case reviews, given their lack of
experience in the field of welfare and workforce development. Monitors from the
accounting firm followed pre-determined review protocols very closely, leaving little room
for discussion of case workers’ rationale for actions in a specific case. For these reasons,
professional auditors appear most qualified to conduct financial reviews.

3. Client Advocates’ Role

Advocates for low-income families, such as legal aid societies, help uphold the
accountability of public agencies and contractors by focusing on clients’ rights to fair
treatment. Advocates can aid public agencies’ monitoring, particularly in the areas of service
quality and policy compliance, by keeping watch over the way contractors deliver services,
and drawing attention to instances where clients do not receive appropriate services or
benefits.

Privatization has made it more difficult for advocates to monitor welfare services in
some places. To fulfill their role, they must have access to information about clients’ cases
and the operations of private service providers. Private contractors’ legal obligation to share
such information with advocates is not always clear, however (Bass and Hammitt 2002).
The division of services between public agencies and private contractors further complicates
the situation, as advocacy groups may have to target multiple organizations to get results.

C. USING MONITORING TO IMPROVE SERVICES

Monitoring has the greatest value when public agencies and other organizations not
only gather and verify information on contractor services but use it to facilitate
improvements. This is a two-part process, incorporating (1) reporting the information
collected through monitoring and (2) working with contractors to address deficiencies.

1. Reporting Results

All of the public agencies in the study sites distribute periodic reports to contractors
summarizing their performance status. In sites with multiple contractors, these reports
sometimes include information on other service providers, offering comparison points and
creating an additional incentive to meet targets. In Hennepin County, reports show each
service provider’s performance on all measures and convert these results into an overall
grade of A to F. Some performance measures receive more weight than others in
determining the grade. While such ratings may be inexact, administrators feel that they
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facilitate interpretation of performance results (especially for people who are not experts on
the TANF program) and increase informal competition among contractors.

Monitors usually share the conclusions of case reviews and financial audits only with the
contractor they affect. The results may take the form of a written report, an exit interview
with contractor staff after a monitoring session, or both. Public agencies may also provide
reports of error rates, based on data collected through management information systems and
case reviews.

2. Addressing Deficiencies

When monitors in the study sites identify problems, the public agency generally
convenes meetings with service providers to address them. Delaware has formalized this
process by conducting quarterly “results and learning” sessions with each contractor. At
these meetings, representatives from the contractor and the four state agencies that run
Delaware’s TANF program review the contractor’s performance during the previous three
months and discuss difficulties or potential problems. Public agency administrators felt that
this approach encouraged an open exchange of ideas and helped keep contractors
accountable for their performance. While contractors agreed that the sessions could be
useful, they also noted that because they felt some pressure to portray their performance in a
positive way, frank discussions rarely occurred.

Public agencies might also take the opportunity to provide informal technical assistance
after case reviews. In Hennepin County, contractors reported that some public agency
monitors would not only point out errors in documentation or procedures but also spend
time discussing how contractor staff could prevent future mistakes.

When very serious problems arise, or when previously noted deficiencies persist, public
agencies may require contractors to submit a formal plan for resolving them, impose a
provisional contract extension or, in extreme cases, terminate a contract entirely.

* In Delaware, contractors whose actual performance misses targets by more than
20 percent must prepare a written narrative explaining why this is the case,
proposing actions to address the situation, and, if appropriate, requesting a
modification of the target.

* During Hennepin County’s most recent round of contract renewals, public
agency administrators created special provisions for four providers that had not
met half or more of their performance targets. The county required these
contractors to prepare corrective action plans, indicating how they intended to
change their services and management. It also issued three- to six-month
(rather than full-year) contracts to these providers, with the possibility of
renewal if performance improved.

* In Wisconsin, the state notifies contractors of the results of each monitoring
session and lists changes that require corrective action. If the contractor does
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not implement the changes listed in the corrective action plan, its right of first
selection may be revoked, it may be assessed a penalty, and/or its contract may
be terminated.

* DPersistent and serious problems with a former contractor in Lower Rio Grande
Valley, including financial mismanagement, contributed to workforce board
administrators’ decision to terminate the contract early.

D. BALANCING THE BENEFIT AND BURDEN OF MONITORING

Public agencies must weigh the benefits of monitoring against its costs. Consistent and
thorough monitoring is vital in privatized welfare programs, but it requires considerable
resources. In study sites with particularly exhaustive monitoring, public and private staff
devote much time to gathering and reporting information. Employees of contractors in San
Diego county, for example, stated that they spend considerable time on paperwork and data
entry related to the county’s monitoring requirements. Monitoring also involves specialized
expertise. This expertise can be obtained by training internal staff or hiring outside experts,
but both alternatives are likely to be time-consuming or expensive.
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CHAPTER VI

FACING THE CHALLENGES OF SERVICE
PROVISION UNDER PRIVATIZATION

typically involves one agency providing most services, with little likelihood of a change

in provider. Under privatization, services are provided by multiple agencies, some
private and some public, and service providers may change over time. These circumstances
pose new challenges to the agencies providing TANF services.

: ; ervice delivery is fundamentally changed by privatization. Public provision of services

This chapter discusses these challenges and the strategies the study sites use to address
them. Section A discusses the factors that complicate ongoing coordination of work
between public and private agencies, and strategies to promote and facilitate it. Section B
focuses on the issues that arise during the transition from public to private provision of
services. The chapter concludes in Section C with a discussion of some issues that arise
during the turnover of service providers.

A. COORDINATING PUBLIC-PRIVATE PROVISION OF SERVICES

Public agency staff always need to coordinate with private agency staff in the provision
of TANF services, at least to some extent. Even when the entire TANF program is
privatized, as it is in Wisconsin, private agency TANF workers need to coordinate with
public agency staff conducting food stamp and Medicaid eligibility determination. And in
those sites where only employment-related case management functions are privatized, public
agency workers who conduct TANF eligibility determination and other case processing
functions need to coordinate with the private agency employment case managers.

1. Coordination Challenges Created by Privatization

The study sites vary in how successfully the public and private agencies manage this
coordination. In some sites, such as Delaware, both public and private agency staff viewed
the collaboration between the two types of agencies to work well. In other sites—most
notably Palm Beach County and Lower Rio Grande Valley—some public and private agency
staff reported coordination difficulties.
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Coordinating Eligibility Determination for TANF and Other Assistance
Programs. In Palm Beach County and Wisconsin, private agency staff determine TANF
eligibility while, as required by law, public agency staff determine food stamp and Medicaid
eligibility. 'This division of eligibility determination responsibilities has caused problems in
Palm Beach County, but less so in Wisconsin. This difference is mainly because the
responsibilities of the public and private agencies are much more interdependent in Palm
Beach County. Opinions about the desirability of the integration of eligibility determination
functions across programs also differed between the two sites.

In Palm Beach County, the split in eligibility determination between TANF and other
assistance programs was viewed as a constant source of confusion and conflict for both the
private and public agency line staff. Private agency staff are responsible for collecting
information and documentation needed to establish eligibility for TANF, food stamps, and
Medicaid, but they are responsible for determining eligibility for TANF only. Food stamp
and Medicaid eligibility is determined by a state worker from the Department of Children
and Families, using the information collected by the private agency staff. The state workers
complained that information or documentation necessary to determine food stamp and
Medicaid eligibility was frequently missing. This lengthened the time the state worker needs
to spend with the client. And, as information collected by the state worker must be shared
with the contractor before any action is taken, missing information may also delay the
client’s eligibility determination. Both state and private agency staff in Palm Beach County
expressed the view that it would be more efficient in their system for one agency to
determine eligibility for all three programs.

In contrast, in Wisconsin the division of eligibility determination functions between
contractor and county staff seems to pose less of a problem. The private agencies are not
responsible for collecting information and documentation for food stamp and Medicaid
eligibility determination, although information they collect for TANF eligibility is available to
the county workers via the management information system (MIS). And it is the client’s
rather than the contractor’s responsibility to provide information to the county. In contrast
to Palm Beach County, neither public agency nor contractor staff in Wisconsin viewed the
integration of eligibility functions across programs as necessarily desirable. Splitting the
eligibility determination functions by program was viewed as a way to avoid staff having to
learn the complicated eligibility rules for three programs in addition to providing intensive
case management.

Aligning the Goals of the Public and Private Agencies. Due to the differences in
their roles and responsibilities, public and private agencies involved in the provision of
TANTF services may have different goals. This is especially true in those sites where a public
agency conducts eligibility determination and other case processing functions and private
agencies conduct employment-related TANF case management. Public agencies charged
with case processing functions are judged on accuracy and close attention to program rules.
The private agencies in the study focus more on assessing client goals, needs, and barriers to
self-sufficiency, and are judged more on client outcomes, such as placement and retention
rates. Although these two goals are not inconsistent, staff may pay more attention to tasks
that affect the attainment of their agency’s specific goals.
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Lack of prompt and accurate information sharing about clients is the most frequently
cited example of how line staff focusing on the goals of their own agency can affect the
performance of line staff in another agency.

* In San Diego County, contractor case managers said that county staff do not
always promptly inform them when clients quit or lose their jobs. This affects
how quickly they can provide re-employment assistance in order to meet the
program’s retention goals.

* Public agency staff in Delaware noted that contractor staff sometimes entered
data on clients’ hours of participation in work activities into a shared data
system incorrectly. This affected the public welfare agency’s ability to determine
clients’ monthly TANF benefits.

* In Wisconsin, county staff complained that contractor case managers do not
always inform them promptly of changes in their clients’ work hours or
earnings, which can affect their food stamp and Medicaid benefits and inflate
quality control error rates.

Recommendations for sanctions can be another source of conflict. In Lower Rio
Grande Valley, public agency staff considered contractor staff sometimes too quick to
initiate sanctions without checking carefully enough that the client was not exempt from the
work requirements. Correcting these mistakes placed a significant burden on the public
agency staff.

Ensuring a Seamless Delivery of Clients Between Agencies. When TANF services
are provided by more than one agency there is the potential for clients to “fall through the
cracks” when referred to another agency. To guard against this, Palm Beach County requires
that the contractor accompany the client to the public agency worker. In other sites, such as
Delaware, the referral to a contractor is done automatically via the MIS. In addition, when
clients have a choice of providers, as in Hennepin County, it is important that the public
agency staff have sufficient information about differences among contractors so they can
assist clients in choosing the most appropriate providers.

Promoting Good Working Relationships Between Staff at Different Agencies. In
several sites, there were clear tensions between public and private agency staff. Some of
these tensions resulted from differences in agency goals, as discussed above. Other tensions
arose from differences in pay between public and private agency staff—private agency staff
sometimes were paid more and often received more of their compensation in cash bonuses.
Differences in work rules—such as the hours worked and the dress code—and differences
in the general culture and mission of the agency also contributed to tensions. In Palm Beach
County and Wisconsin, these differences exacerbated resentments public agency staff already
telt about private agency staff “taking over” functions they had previously performed.
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2. Strategies to Facilitate Coordination

Administrators and line staff across the sites identified a range of practices that promote
coordination between public agency and private contractor staff. These include cross-
training, regular meetings and staff interactions, shared access to data systems, and
colocation.

Cross-Training. Line staff at both the contracted providers and public agencies
reported finding it useful to learn—formally or informally—about their counterparts’
functions. In Delaware and San Diego County, welfare agency staff who visited contractor
offices reported that it was useful to learn in detail about the staff roles and services offered.
Learning about the responsibilities of welfare agency staff and the mechanics of their work
seemed to be equally valuable for contractor staff. Cross-training should occur on an
ongoing basis to respond to staff turnover and keep staff abreast of policy or procedure
changes.

Staff movement from the public agencies to the private contractors enables this cross-
training and facilitates coordination. The public agency staff who join contractor
organizations typically become resources for information about the services and operations
of the welfare agency. However, public agencies should guard against private contractors
“poaching” trained workers. In Palm Beach County, the contractor pays for its own workers
to be trained by the public agency in TANF eligibility determination but has also hired
public agency staff who have just completed their training.

Regular Meetings and Other Staff Interactions. In each of the study sites, senior
managers and administrators from the private contractors meet regularly with public agency
staff. In several sites, such interactions are formal requirements of the providers’ contracts.
Typically, manager meetings happen monthly or more frequently.

Respondents across all the study sites agreed that regular and ongoing interactions
among the upper-level managers of the private and public agencies are important in setting
the tone and example for collaboration. Reported perceptions of the overall usefulness of
upper-management meetings varied, nevertheless, depending on their structure and focus.
Respondents felt that regular meetings were most valuable when their objective was not only
to share program updates and developments, but also to resolve problems. In Wisconsin,
each of the state’s TANF regions has a community steering committee that meets quarterly.
The committees are intended to help the contracting agencies identify resources to aid
clients. They typically include community businesspeople, advocates, and other interested
parties. Contractor staff in Milwaukee felt that advocates more interested in changing
policies than dealing with day-to-day management challenges sometimes dominated the
committee meetings.

Regular meetings or other interactions among lower-level management and line staff
from public and private agencies do occur, but are not required in any of the study sites. In
San Diego County, for example, coordination between provider and welfare agency case
workers varies by contractor and region. Liaisons for Catholic Charities and county case
workers visit each other’s offices weekly, and collaborative meetings occur every other
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month. Neither ACS nor MAXIMUS case workers have regular meetings with their public
agency counterparts. MAXIMUS respondents indicated that coordination happens easily
and informally, as they are housed in the same building as the public agency.

When interactions among line staff or lower-level managers happen regularly, welfare
agency and contractor staff members find them to be useful. In San Diego County,
employment case workers noted that joint “case staffings” on clients who were not engaged
in work activities or were about to be sanctioned helped staff share information on child
care, domestic abuse, child protection, and other issues to determine the best course of
action. Similarly, public agency caseworkers reported that periodic visits by contractor
liaisons facilitate the resolution of issues and enabled critical information sharing.

Organizations in some study sites designate liaisons to facilitate coordination. Doing so
seems to be important, especially in sites where the relationship between public agency and
contractor staff is more adversarial. In Palm Beach County, a mid-level manager in the state
agency has been assigned to serve as a liaison to ACS, to help its staff get up to speed on
TANTF eligibility rules and other agency procedures. The liaison spends a substantial amount
of time troubleshooting issues and providing technical assistance on the shared data system.
ACS management and staff considered this assistance extremely useful. Hennepin County
created a special coordination office, staffed by public agency employees, to run the “client
choice” system and help contractor and agency staff work together.

Shared Access to Data Systems. Contractor staff in all study sites have at least
limited viewing privileges to the data systems used by their public agency counterparts. In
most sites, contractors’ access to data systems is notably more extensive. In Delaware, Palm
Beach County, and Wisconsin, for example, contractor and public agency staff use the same
data system for eligibility determinations and ongoing case management. In Lower Rio
Grande Valley, the data systems used by contractor and public agency staff share
information on a daily basis.

Shared access to information systems facilitates coordination among private and public
agency staff in a number of ways. In San Diego County, Lower Rio Grande Valley, and
Delaware, welfare agency staff can electronically refer clients to employment service
providers. Shared access to data systems also facilitates the resolution of problems, making
it possible for contractor and public agency staff to collect information from or identify
discrepancies in their counterparts’ systems. In Delaware, private and public case workers
can even share case notes via the computer system.

Shared access to data systems is not without challenges, however. The type and extent
of access granted to contractor staff does not always meet their needs.

* Contractor staff in Hennepin County have view-only access to a limited set of
data in the MIS. Contractor staff noted that the information on clients’ hours
of employment is often outdated, and they do not have the access to be able to
update it. Yet this information is needed by contractors to accurately report
their progress in meeting their performance standards.
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* In Wisconsin, public agency and contractor staff use the same data system.
Both staff complained that the system was designed for one worker with full
responsibility for all services, and thus is cumbersome for two workers to use.

* In San Diego County, clients sometimes show up as work-mandatory in the
contractor’s but not the public agency’s data system (or vice versa). Such
discrepancies are reconciled manually. Public agency and contractor staff noted
that this time-consuming process hinders their availability to work directly with
clients.

e State staff in Palm Beach County complained that every time contractor staff
updates information on one part of an electronic case file, they have to manually
update client information in other parts of the file.

Information also needs to be shared about policy or procedural changes that occur at
cither the public or private agency. This does not always happen, however. Both public and
private agency staff in Lower Rio Grande Valley, for example, complained that they
frequently heard about policy or procedural changes only through informal communication
with their counterparts at the other agency.

Colocation. In the two sites where all TANF case management and processing is
privatized—Wisconsin and Palm Beach County—public and private agency staff are
typically colocated. In the other four sites, colocation of staff occurred only in some offices

or not at all (Table VL.1).

While the usual goal of colocation is to increase clients’ access to services and to
promote “one-stop shopping,” it also facilitates cross-organizational communication and
coordination. In several sites, both public and private agency staff noted that face-to-face
interactions among staff from different organizations enabled prompt resolution of issues
and decreased the likelihood of miscommunication. Formal and informal interaction can
make it easier for public agency and contractor staff to familiarize themselves with each
other’s roles and responsibilities, and personal familiarity can help staff overcome
resentments or misconceptions. Some contractors argued that coordination suffered even if
public and private agency staff were on different floors of the 