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EARZ 1983 3,130 530(16.9)
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el o Be H8ERE ofF #YAd A 2o Aedhe BE
&

=
i=3 =
A&l 9443 =2 13 (Performance Achievement Program)S #8311t}

o\ g Aw A dEe FeR A4 94 A FrFoEA 7
&g THAS AAGE SO 527§ ARe MulA FEEES FAsith ole
ARYBAR FRAL AN Fus] A% Aolth WS AAAHY 352 9
8 AL AAHO) AU ATF Aol PolAE 5o Hagel AT FSE 9
RO Al Akold A, Eafuld T 5o WHoR FAE AToEN £
& QABARE RN AT wHS 1SR T Aot A2A9] T W0
UHAA L= BAA B52 AFE d=d AT = A

<E 46> T AT AWAEI} AM of(Me 7|5 M)

(SH9]:2ey)
R L= | gmts | gnzs
b2 e n M °'(”)'7'I A <S§I e Efdi"“s e o1
a ©) e) (f)
o1 4d| 21,211 -3,168 1,100 19,143 14,750 4,393
o gofy|
-ZHy| 1,068 0 (0] 1,068 727 341
A2k A2t Y] 13,228 -1,420 300 12,108 11,753 355
= PIPIEINEE I 43 -1 0 42 19 23
=54 203 0 0] 203 164 39
ReK S
-2 a2t 4134 1,031 0] 5,165 4975 190
-g|2H| 8 0 66 0] 66 66 0
-0|AtH| & 0 731 0] 731 731 0

N= 120 4 0 124 76 48
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FA Aatd] 2,720 0 0 2,720 0 2,720
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SH|E 69,606 -3,073 1400 67,933 32,945 34,988

-J24 7,347 7,347 7,347

I U8 9.25 4.48 477

Z (d)=(@+b)+(0), (e)=(d)~(f)
AHZ: Flanagan and Perkins(1995), "Public/Private Competition in the City of Phoenix, Arizona”,
Government Review, vol.11, June, 1995, 2 M(1997)0IM Mol S
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ABSTRACT







Introducing Public/ Private Competitive Process
in Contracting Out of Public Services

Project Number SDI 2003-R-17

Research Staff Jong-Gyu Lee (in Charge)
So-Yeon Park

These days the government sector is pursuing small government, and is
improving efficiency and effectiveness of its business management. As one of these
movements, contracting out has come out and taken effect in many countries.
Though contracting out has much strength compared with government direct
management, it has weakness and problems as well. As a matter of fact, it is
unclear whether contracting out is efficient, effective, competitive, and fair in
operation. In this context, it is meaningful to search for solutions and to formulate
plans in order to overcome the difficulties in accomplishing contracting out. These
efforts have to be made so as to raise efficiency and effectiveness in providing
public services as well.

In this study, Public/Private Competitive Process(Compulsory Competitive
Tendering, CCT) has been examined as an alternative to make contracting out
efficient and effective by inspiring competitiveness. CCT 1s a kind of measures for
governmental reform features that both the public sector and the private sector are
participated in bids for selecting optimum providers of public services, who can
maximize the best long-term value for money. CCT has been in force positively in
western developed countries such as Great Britain and America since late 1970s
and early 1980s.

This study aims at arranging a plan to introduce and apply CCT in order to
make contracting out in Seoul Metropolitan Government more efficient and effective.
In addition, this study attempts to discuss preconditions and prior questions, before
CCT 1s brought in and applied.
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For these objects, this study reviews practices in countries and conducts a case
study for Tancheon sewage treatment plant as an example project. In this study,
the basic guideline and process for CCT have been prepared. The process for
applying CCT arranged in this study is as follows.

First step is to forge an organization in charge of CCT. The organization
consists of 3-level-subordinates, that is, CCT Steering Committee, CCT
Department(Unit), and CCT Team, in order.

Second step is to draw up a specification or a Requirement for Proposal(RFP).
This document is necessary for Performance Agreement, and it forms a basis of
concluding a contract or a Service Level Agreement(SLA).

Third step is to estimate a prime cost and evaluate it. The prime cost for
supplying service means the total cost necessary for carrying out the project at
present, that is, existing cost. This can be used for a standard price to compare the
bidding prices of in—house bid team and private tenderers.

Fourth step is to put a competitive tendering in operation and appraise it. In
this step, it is necessary to conduct a pre—qualification test in which a tender
should submit to CCT team with a sealed bid. In addition, the process of bid
evaluation consists of four parts: appraisal of capability, technique, quality, and
finance.

The final step is to evaluate performances and to monitor actual condition of
service supplies. This task is focused on quality plans and performance standards
in a contract or a SLA which are achieved as specified.

In order to conduct the process mentioned above, some policy recommendations
were presented in this study. They are as follows.

(1) First of all, it is a matter of consequence to ensure fairness and
transparency in CCT. This corresponds to achieving bidding process neutrality. For
the purpose of this, it is essential to apply equal standards in estimating hidding

prices and to eliminate preferential treatment to in-house bid team.

- One of possible complaints from private providers regarding CCT is that
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in—house teams fail to include full costs in their bid proposals, causing an unfair
cost comparison in the bidding process. Thus it is needed to consider omitted costs
together in estimating costs. It means total costs should be estimated, considering
cross subsidization, allocated overhead costs(such as insurance, utilities, facilities,
and administration), the cost of capital, capital requirements, and the costs of
outside expertise and so on. In addition, any subsidies provided by a government
should be made as transparent as possible and recognized explicitly in pricing
services.

- It could be a serious problem that local governments have made it a practice
of allowing in-house units to put together their bids after being shown the best
bids from the private sector. This practice allows in—house teams to adjust their
bid based on the private-sector proposals. For this reason, the same requirements
should be applied to in—house team as private bidders, concerning sealed bids and
proposals.

- Private firms could complain that the public sector is automatically
pre—qualified in CCT, despite the fact that poor past performance may be a main
reason for introducing CCT. Therefore, the qualifications, including technical and
managerial expertise of both public and private bidders, should be considered when
awarding bids.

- Regarding allocation of risk, private companies are typically asked to assume
a host of risks when they make contracts with governments. To minimize this
problem, it is necessary to examine the issue of risk before embarking on a CCT
project. The risks allocated to the public sector should be valued and added to
public bids.

- It 1s also important to prepare government units for competition. This task
requires examining current work process, labor practices, and personnel deployment
and determining how they can be streamed to make the work unit more cost
efficient and productive. In order to do this work, it is required to give maximum
flexibility to in-house units to re-engineer their operations.

(2) It is needed to select targeted tasks or undertakings for applying CCT

through systematic Prior Options Review for public services. For this, it have to be
carried out to evaluate and analyze the effect and influence when CCT is applied to
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each public service area in Seoul Metropolitan Government.

(3) It is necessary to offer incentives to providers so as to raise efficiency and
effectiveness in supplying public services. In actual civic affairs, it is critical that
the incentive system of performance should be existed to apply CCT as an
alternative to make contracting out more efficient and effective. In other words,
incentives or penalties are applied differently by different grades according to the
level of meeting requirements defined clearly in a contract or SLA.

(4) Finally, a counterplan should be arranged for the matter of treating and
deploying public servant manpower. That is, it is indispensible to minimize damages
to public employees caused by introducing CCT. And it is needed to take flexible
personnel measures suited to existing public agents, in case that private bidders are
awarded contracts. Therefore, it is requisite to enact a law or an ordinance that
includes regulations, such as TUPE(The Transfer of Undertaking Protection of
Employment) Regulations in Great Britain, to enable to transfer existing manpower
to private providers.
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