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SCOPE OF REVIEW

The Office of Internal Audit reviewed University of Wisconsin (UW) institutions’ use of private contractors to provide campus and student services.  Outsourcing services as a business management practice has many applications and facets.  This program review focuses on trends in and examples of outsourcing within higher education, UW institutions' use of outsourcing for services, and how well prepared UW System and its institutions are for likely increases in outsourcing as a business management practice in higher education.

Office of Internal Audit staff conducted visits to UW-Eau Claire, Madison, Milwaukee, Stout and Whitewater.  Staff also interviewed key personnel at four additional UW campuses -- UW-Green Bay, Parkside, Platteville and Stevens Point.  Institution staff interviewed included chief business officers, auxiliary services and physical plant directors, and purchasing office personnel.  Additional interviews were conducted with UW System Administration staff in the Offices of Procurement, Financial Administration, and Capital Planning and Budget.  Review work also included a literature review of outsourcing material and surveys and analysis of Board of Regents policies and state statutes.  

BACKGROUND

A variety of service delivery techniques can be used to maximize efficiency and increase service quality.  Outsourcing is the most commonly used type of privatization.  Approximately 80 percent of respondents to a Council of State Governments survey stated that they use outsourcing as their primary privatization method.
  Outsourcing, also referred to as contracting out, is a form of privatization that refers to an institution’s decision to contract with an external organization to provide a campus function or service.  In the purest form, the term refers to the shifting of the provision of a service from the public to private sector.  
INTEREST IN OUTSOURCING
To remain competitive and improve services, higher education institutions, like business and other public entities, have increasingly turned to a variety of popular management approaches, including outsourcing.  There are many reasons for higher education’s use of outsourcing as a business model for delivering campus services, including tighter budgets, increased competition from for-profit institutions, and greater public emphasis on accountability.  Services most commonly outsourced by higher education institutions are food service; vending; bookstore operations; custodial services; heating, ventilating and air conditioning maintenance; and laundry services.

Higher education has outsourced services to private vendors for many years.  For example, most UW institutions have outsourced food services for several decades and, in some instances, from the very creation of the institution.  According to the American School & University’s 6th Privatization/Contract Services Survey in 1999, only 5.3 percent of the nation’s colleges do not outsource services.
  In addition, while the percentage of higher education institutions that outsources services has remained relatively stable since 1993, institutions are contracting for a greater number of services.  In 1999, 43.6 percent contracted out five or more services, compared to 35.1 percent in 1997.
  A National Association of College Auxiliary Services (NACAS) survey further supports the assessment that outsourcing plays a significant role in institutions’ efforts to meet increased demands despite limited resources.
  The NACAS recently established the Center for the Study of Outsourcing and Privatization in Higher Education to help meet the demand for support concerning the outsourcing of higher education services and programs.

In Wisconsin the statutory and administrative framework for outsourcing public services was established in the early 1980’s.  Statutory provisions addressed legislative concerns about the effectiveness of management controls over contractual services agreements.  More recently, the Wisconsin Legislature demonstrated its continuing interest in the outsourcing of public services by creating the Wisconsin Commission on Privatization in 1995.  The Commission was directed to evaluate all functions of state government that may be delegated to the private sector at a savings to state taxpayers.
  

STRUCTURE FOR OUTSOURCING WITHIN WISCONSIN

AND THE UW SYSTEM
The statutory framework for the state’s contractual purchase of services is based largely on the results and recommendations of a Legislative Fiscal Bureau study completed in 1981.  The study examined the scope of the state’s purchase of contractual services and addressed legislative concerns about the effectiveness of management controls over contractual services agreements.


State statutes provide the authority for state agencies to purchase services.  The state Department of Administration (DOA) Bureau of Procurement is the state’s designated purchasing agent.  The Bureau may purchase centrally or delegate authority to other state agencies, including UW System and its institutions.  Chapter 16, Wis. Stats., grants the UW System the authority to purchase goods and services.  The statutes specify that DOA or its designate agents “may contract for services which can be performed more economically or efficiently” by private contractors.


In addition to statutory purchasing and contract guidance, through Board of Regents policy, each UW institution is encouraged to enter into cooperative agreements as a way to reduce costs, increase productivity, and provide higher quality service.  Current UW System policy is less specific concerning the use of private service providers or what criteria should be applied when deciding whether outsourcing is appropriate.  Nevertheless, individual UW institutions have taken the initiative to contract out a variety of services. 

The UW System Administration Office of Procurement is responsible for UW System Administration purchases and certain systemwide purchases, such as information technology and library materials.  In addition, the Office supports campus auxiliary managers, consulting on various outsourcing and contracting decisions.  The Office does not dictate that institutions outsource a service but can provide background information on outsourcing and share the past experiences of others that have undertaken a similar effort.  The Office of Procurement also provides contract management support to an institution, such as contract templates and specifications once a decision has been made to outsource. 

DISCUSSION AND RECOMMENDATIONS
The review objectives were to document and summarize selected outsourcing efforts by UW institutions and identify the supporting management practices.  This review describes:  1) reasons for outsourcing; 2) keys to successful outsourcing; 3) outsourcing examples and trends within higher education; 4) unique factors and impediments to outsourcing in higher education; and 5) the future of outsourcing and how well positioned the UW System is to successfully address the likely growth in outsourcing.

WHY OUTSOURCE?  THE PROS AND CONS OF OUTSOURCING
Unlike most governmental entities, public colleges and universities operate in a highly competitive environment, where market forces play a significant role in institution business practices and decisions.  Higher education consumers ( students and parents ( can and will go elsewhere if they are dissatisfied with programs or their cost.  Interviews and a literature review indicate that this competitive environment is likely to continue to evolve as budget constraints, technological forces, and demographic pressures provide the catalyst for continuing changes within higher education.  An outgrowth of increased competition and budgetary pressures is a renewed emphasis on postsecondary education efficiency and performance.  In an effort to improve efficiencies and enhance accountability, more institutions are outsourcing operating, auxiliary, and even academic services.  

Advantages and Disadvantages

Outsourcing, when properly structured and monitored, can have many benefits, such as reducing costs, improving service quality, and increasing efficiency and innovation.  Outsourcing, however, also presents certain risks, and maintaining or improving service quality is not assured.  Proper contract procedures and oversight are essential to ensure that resources are appropriately used and services are rendered satisfactorily.

Proponents of outsourcing suggest that institutions are forced to be more responsive to the needs of students and employers, and outsourcing can generate efficiencies that can enhance the institution’s goals.  Further, advocates argue that the private sector provides services more efficiently and at lower cost than the public sector.  Proponents point out that outsourcing can reduce an institution’s labor and benefits costs, provide a single point of accountability, and provide predictable costs, allowing an institution to use the savings on its core educational operations ( instruction and research.  Other identifiable benefits associated with outsourcing include:

· Added expertise:  Contracts may be structured so that vendors bear the cost of acquiring new equipment and technology.  In the same way, the institution can bring new levels of expertise onto campus.  An institution can, in fact, gain access to higher-level capabilities in a variety of domains without having to hire personnel.

· Economies of scale:  Institutions can take advantage of economies of scale achieved by vendors.  Specifically, private vendors specialize in a particular service area, allowing them to purchase goods or services at a lower cost.

· Reduced costs:  Competition can be introduced into campus services that are often isolated from the profit factor.  Private managers are forced to find the most cost-effective means to provide a service to ensure that a profit is realized.

· Risk avoidance:  Risks, such as liability issues, can be transferred to the service provider, allowing the contracting agency to share or avoid risks associated with providing a service.

· Variable Staffing:
Contracting for seasonal work, such as lawn cutting and snow removal, can often be done on an as-needed basis.  Using variable service contracts allows an institution to pay only for the services needed without incurring the overhead associated with hiring permanent staff.

· Access to capital investment:  The ability to raise capital for facility renovations may be built into a contract.  Often, a contractor will fund facility renovations as part of its bid to provide a campus service.  This option can often allow a campus to offer a competitive service to the campus, such as a modern bookstore, that it might otherwise be unable to provide.

Outsourcing critics claim that private business practices are contrary to the established traditions of shared governance and to the academic profession, which require substantial professional autonomy, peer rather than hierarchical authority, and a less materialistic culture.
  Further, critics of outsourcing point out the human resources consequences, including lost jobs or decreased loyalty to the university.  Other identified negatives include:

· Poor contract management:  Institutions often lack the expertise to properly structure or monitor contracts.  For example, an institution may lack the expertise to ensure that a food service vendor is complying with the nutritional requirements specified by the contract.

· Lower service quality:  Vendors may not understand the culture and mission of a campus, resulting in a different or lower standard of service quality.

· Reduced collaboration:  Service providers may lack the interest necessary to participate in programming that is considered secondary to their mission.  For example, food service providers may not be willing partners with the institution in providing late night hours or incorporating student programming if it affects their profit or cost control. 

· Loss of in-house expertise:  The ability of the institution to provide services in the future is diminished, as in-house expertise is lost.

· Future cost increases:  The profit factor inherent with private enterprises often increases the cost of providing a service over time.

· Loss of continuity:  Continuity of service may be jeopardized because of the transition between contractors, higher employee turnover, or contractor bankruptcies.

Each institution that outsources a campus service will have varying degrees of success.  In some instances, the institution will realize benefits from the private management of a service.  In other instances, an institution may miscalculate the benefits, establishing a contract that fails to provide the expected level or quality of service.

Keys to Successful Outsourcing
There are several key factors that an institution can address to better ensure a positive outcome from a decision to outsource.  Outsourcing works best when the service or task in question is easily measured, subject to the incentives and penalties of the profit motive, and alternative suppliers exist.
 

While there is no single model that can be used for outsourcing services, there are several basic principles common to any successful outsourcing endeavor.  The three basic steps in the outsourcing process are:  feasibility determination; development of the Request for Proposal (RFP); and contract management.  The first two steps, determining feasibility and developing the RFP, are familiar to most service administrators.  The required skills of comparing costs, seeking input, structuring contract documents, and evaluating bids are necessities of any capable administrator.  The third step, contract management, includes several important aspects, including securing contractor feedback, developing specific performance measures, and monitoring contract performance.
OUTSOURCING TRENDS
While little has been done nationally to comprehensively assess outsourcing's impact on institutions of higher education, literature suggests many institutions have found outsourcing to be an effective means of reducing costs, assuring financial results, upgrading program quality, gaining access to expertise, increasing customer satisfaction, and obtaining capital for facility improvements.  We reviewed national survey results and recent examples of outsourcing, both nationally and at UW institutions.

National Higher Education Outsourcing Trends

Results of a 1998 survey by the Council of State Governments show that a majority of respondents, over 85 percent, had either increased or maintained their level of privatization activity in the past five years.  Table 1 summarizes the survey results, showing that governmental entities have increased their use of outsourcing and planned to continue to expand their use of private contractors. 

Table 1

Trends in Public Sector Use of Outsourcing:  1998

	USE OF OUTSOURCING
	PERCENTAGE REPORTING THIS Experience

 in Past Five Years
	PERCENTAGE AnticipatING THIS EXPERIENCE

 in Next Five Years

	Increased Use
	   60.1%
	    55.0%

	Remain the Same
	26.2
	30.8

	No Privatization
	12.3
	10.3

	Decreased Use
	0.2
	1.0

	No Response
	1.2
	2.9


Source: Council of State Governments

The outsourcing of more than 70 services by institutions of higher education was captured in a survey published by the National Association of College Auxiliary Services in 1997.  The survey results support that all services are outsourced, to some extent, within higher education.  Table 2 summarizes the ten most and least commonly outsourced services.

Table 2

Outsourced Campus Services

Survey of Higher Education Institutions:  1997
	Most CommonLY OUTSOURCED
	Least CommonLY OUTSOURCED

	Service
	Percentage of Institution Respondents
	Service
	Percentage of Institution Respondents

	Research Waste Removal
	100%
	Student Activities
	(1%

	Travel Agencies
	93
	Admissions
	(1

	Asbestos Removal
	92
	Fund Raising
	1

	Textbook Publishing
	83
	Student Financial Aid
	1

	Vending 
	81
	Placement Centers
	1

	Waste Removal
	81
	Career Services
	1

	Architectural Services
	81
	Student Housing Staff
	2

	Amusement
	77
	Student Unions
	2

	Banking
	74
	Research
	2

	Food Service
	71
	Housing Operations
	3


Source:  National Association of College Auxiliary Services

The survey results showed a high degree of similarity between public and private institutions.  However, of the 71 services covered in the survey, private institutions outsourced 23 of the services to a higher degree (an 8% or more difference) while public institutions outsourced only two services to a higher degree.  It appears that public institutions are more likely to have sufficient human resources or equipment compared to private institutions, decreasing the need to outsource services because of a lack of staff, campus expertise, or specialized equipment. 

The 1997 survey also suggests that the size of an institution influences the extent to which an institution outsources services.  Larger institutions tend to perform more services in-house than smaller institutions, even for specialized services such as waste and hazardous waste removal and textbook publishing.  Conversely, larger institutions are more likely than smaller institutions to outsource auxiliary services such as bookstores, housing facilities, and athletic concessions.  Smaller institutions appear to be more innovative by contracting for less traditional services, those that are newer to the arena of privatization, such as student health centers.

There appears to be no particular pattern to the outsourcing of services.  That is, a majority of institutions use differing combinations of self-operated and contract-managed services.  Each service the institutions provide appears to be viewed as a separate entity, be it self-operated or outsourced.  This is typical of the information collected from UW institutions, where decisions are made individually by campus and department.  

In recent years, higher education institutions have been exploring opportunities to outsource activities that are not at the core of teaching and research.  For example, as of 1997, slightly more than one-third of all college bookstores were operated by outside contractors.  In addition, the building of on-campus housing by private companies is a $500 million business and may soon double.
  Examples of outsourcing within higher education include the following:

· George Mason University has been very aggressive in its use of private service providers, having contracts totaling more than $30 million for 50 campus services and operations, including the bookstore, dormitories, mail delivery, and parking.

· The University of Texas System has outsourced student housing to some extent.  Reasons cited include the ability to offer on-campus housing without having to make the capital investment or fund the infrastructure to manage housing operations.  The University of Texas-Dallas alone estimates $500,000 in annual savings from privatizing on-campus housing.

· The City Colleges of Chicago system has outsourced its payroll, purchasing, and other financial operations to American Express Tax and Business Services.  System officials made the move because of the difficulty in attracting top financial officers and the desire to concentrate on the system's core mission – education in liberal arts, work-force development, and adult and continuing education.

· The University of Tennessee outsourced janitorial services and estimates that it saves $565,000 per year.

· The University of Maryland at College Park contracted with a private vendor to operate and convert its steam plant to generate electricity and chilled water.

· The University of Miami contracted with a private vendor to acquire all materials required for repair, maintenance, and operations at its main campus and medical center.

· Chatham College hired a contractor to run its library and hire most of the library staff.

· Cabrini College outsourced its information technology operations to Drexel University as a means to remain competitive.

While most institutions that are outsourcing services have been able to demonstrate positive results, inevitably outsourcing of services results in negative experiences, as well.  For example, the University of Pennsylvania's effort to contract out building maintenance was unsuccessful because the buildings were in disrepair and the contract terms could not be met.  Efforts to contract out student health services at Radford University in Virginia, Western Kentucky University, and Boise State University were unsuccessful because the provider went out of business.  In general, less than satisfactory results from outsourcing services occur for a number of reasons, including unreasonable expectations, lack of communication, poorly developed measurable performance criteria, and inadequate contract management and monitoring.  

UW System Institution Outsourcing Experiences

Many factors, often unique to an institution, such as the size, location, operational history, or academic mission, influence the decision to outsource services.  As a result, each UW institution operates in a decentralized manner when deciding whether to outsource.  More specifically, individual departments at each institution decide whether to outsource a specific service.  The UW institutions outsource a significant number and wide range of services.  Outsourcing examples within UW System can be separated into three service areas: 1) operational, 2) auxiliary, and 3) academic.  

Operational Services

Higher education institutions, much like any business or municipality, require numerous operational services in order to operate and achieve their primary missions.  Services such as building and grounds maintenance, waste disposal and recycling, utilities, and fleet maintenance are all essential to maintaining a safe and accessible learning center. 

The UW System has long contracted for operational services.  The UW System specifically studied the use of external vendors to maximize productivity within buildings and grounds maintenance in 1992.  This study concluded that UW institutions contracted out a substantial amount of physical plant services.
  Every institution contacted during the review outsources a range of operational services.  Reasons cited for outsourcing, both in the previous study and during the course of this review, include insufficient staff resources or expertise, cost efficiency, and liability concerns.  Examples include:  

· UW-Eau Claire outsources fire protection maintenance because such work requires the technician to be certified by the state.  The campus currently does not have staff with the necessary certification, and hiring a qualified individual is impractical compared to contracting for the service.  This is an example of an operational service being outsourced as a means of expanding existing staff, without hiring a full-time employee.

· UW-Green Bay, along with several other institutions, outsources elevator maintenance.

· UW-Milwaukee has been active in outsourcing operational services, at one time outsourcing 50 of 51 identified physical plant services.
  

· UW-Stevens Point is the only campus within the UW System that outsources janitorial services in its auxiliary supported facilities, such as the student union and residence halls.

· UW-Stout, along with 11 other UW institutions, outsources solid waste disposal.  Only UW-Madison continues to provide this service in-house.  The reasons given for outsourcing solid waste disposal include the required capital investment in equipment and the need to use limited staffing authority for more critical campus functions.

· UW-Whitewater outsources its campus heating generation to a local private provider, saving the institution $675,000 annually.

Auxiliary Services

In addition to operational services, each institution provides an array of auxiliary services designed to enhance campus life through housing, food, student center, and other services.  In many cases, the array and quality of auxiliary services provided determines the institution’s ability to compete within the higher education arena.  Auxiliary services are supported by program revenue generated through fees paid by the users of the service.  The primary reasons the institutions cited for outsourcing auxiliary services were cost efficiency, management expertise, and the ability to acquire new technology.

· UW-Eau Claire recently outsourced its bookstore after conducting an outsourcing study.  The study concluded that the best possible scenario for the students at the university was to switch to a contract management lease of the bookstore operation.  Reasons cited in support of outsourcing included the immediate sale of existing inventory, financial flexibility, guaranteed income, store renovations, technology upgrades, and increased level of service.

· UW-Milwaukee’s University Outreach contracts for its food services.  Outreach staff considered hiring permanent staff and using UW-Milwaukee student union food services before concluding that a private vendor offered the most cost effective service option.

· UW-Platteville recently outsourced its college bookstore when a long-time manager retired.  A combination of factors influenced the decision, but the ability to bring in an established vendor with expertise in campus bookstore operations was an important factor.

· UW-Stout has outsourced its campus bookstore as a way to help finance needed facility renovations.  Other reasons cited by campus administrators included securing guaranteed income, removing the financial costs of maintaining more than $300,000 in inventory, and needing to improve the store’s performance.

· UW-Whitewater, along with nine other UW institutions, outsources food services.  In most instances, the institutions have outsourced food services for several decades.  The rationale for outsourcing this service is primarily because it is more cost effective to use a private contractor.  

Academic Services

While not traditionally considered a service that could be contracted out, academic programs have recently become more commonly viewed as services that can be outsourced.  The outsourcing trend within the core academic mission of higher education institutions is illustrated by the increase in distance learning and the acceptance of the role technology can play in furthering an institution’s academic mission.  There are several national examples of higher education institutions that have either outsourced or contracted to provide an academic program.  While many UW institutions are actively involved in providing distance education, only UW-Milwaukee was identified as being engaged in outsourcing services for an academic program.  UW-Milwaukee has contracted with Global University Alliance (GUA) to provide delivery services for UW-Milwaukee’s existing doctorate degree in nursing.  The contract with GUA will generate revenue for the campus as well as raise the profile of the nursing program at the institution.

UNIQUE FACTORS AND IMPEDIMENTS TO OUTSOURCING

IN HIGHER EDUCATION
We interviewed UW institution administrators to determine the factors that most directly influence or impede an outsourcing decision.  The consensus was that no impediments exist significant enough to prevent them from contracting for services when needed.  However, a number of unique factors associated with higher education were identified that affect the decision to outsource.  In addition, a number of inconveniences were identified that, if addressed, would simplify the contracting process and possibly encourage more outsourcing.  

Factors Unique to Higher Education


The core mission of teaching, supported by independent research activities, is unlike the mission of any other public agency.  As a result, there are a number of unique factors associated with higher education that have a direct impact on campus business decisions, including:

· Mission:  An institution’s academic mission takes precedence over certain business decisions.  For example, UW-Stout continues to maintain a self-operation food service as a way to support a core academic program — restaurant and hotel management.  Additionally, institution initiatives to support academic achievement can reduce the profitability of a contractor, reducing a vendor’s incentive to provide a service.  An example is UW-Stout’s laptop initiative through which each student will purchase a laptop.  While this initiative supports the institution’s academic mission, it directly impacts the private bookstore computer sales.

· Service hours:  Many campus facilities, such as research laboratories, residence halls, and student unions, operate 24 hours a day, seven days a week.  These operating hours are considerably different from most typical business offices and facilities and require janitorial and maintenance staff to work night and weekend shifts.

· Academic calendar:  The operating or business year for an institution revolves around an academic calendar, typically nine months.  For three months, plus holiday breaks, business on campus slows considerably, often making a service uneconomical for a private vendor due to low volume.  Additionally, many of the UW institutions are located in smaller communities where competition among service providers may be lacking.  Moreover, there has been sufficient consolidation within certain service industries that it is no longer possible to have a truly competitive procurement process.  In these instances, there is more control over costs and quality of service by using in-house labor.

· Societal issues:  Students, faculty, and academic staff often support goals that may be contrary to those of outsourcing.  Specifically, the campus community may be more conscious of larger social issues such as minority hiring or equal pay issues.  An example is the current interest at Tulane and Harvard in ensuring campus employees, or those that provide services to the campus community, receive a living wage.  At UW-Stevens Point, contracted janitorial staff receive health benefits paid for by the institution, in part because of pressure brought by student groups on campus.  Providing the contractor an additional rate per day to cover health care costs for its employees can reduce cost savings in contracting for janitorial services, especially with rising health care costs.

· Decision-making process:  The tradition of shared governance in higher education may require a more extensive level of communication than for some other entities.  To successfully outsource services such as a campus bookstore, faculty, staff, and students all must be consulted and included in the decision-making process in order to set realistic contract expectations and to educate the campus community about the outsourcing objectives.  Failure to do so may lead to the failure of the campus community to accept the decision.  

Outsourcing Impediments

In addition to unique factors found on campus, UW institutions identified a number of statutory and administrative requirements in place because of public policy considerations that complicate their ability to outsource services.  These include:  

· Funding restrictions:  The manner in which UW institutions receive their appropriations often provides a disincentive for outsourcing.  Typically, funds are provided each year for increases in salaries and benefit costs, but funding for services and supplies and other non-personnel classes of expenses does not increase.  UW institutions have not received a general increase in funding for such costs, whether to offset inflation or other factors, for a number of years.  Therefore, employing people to accomplish certain tasks allows funding levels to be adjusted each year to provide a continuous level of support.  However, with contracted services, funding is provided through the services and supplies budget, which has not increased annually.  As a result, appropriations fail to keep up with escalating costs associated with outsourcing.  Additionally, operations funded with GPR cannot reallocate fringe benefit savings into supplies and services in order to pay for service contracts.  

· Employee collective bargaining agreements:  The most direct limitation on UW System outsourcing efforts is the obligation to bargain collectively concerning the subcontracting of any work that would otherwise be performed by represented state employees.  The state may not enter into a contract that is in conflict with collective bargaining agreements.  This limitation means that each contracting entity on campus must first notify the affected bargaining unit before a contract for service can be signed.  In most instances the bargaining unit recognizes the need to have a private vendor provide a service.  However, there may be a few notable exceptions.  Specifically, institutions that do not currently outsource some larger services, such as janitorial and food services, would most likely be challenged by unions representing employees in the positions to be privatized.  

· Contract length requirements:  Based on Department of Administration procurement guidelines, UW System Administration requires UW institutions to re-bid any service contract every five to seven years.  This requirement increases the administrative burden of outsourcing and also increases the risk that a campus will lose a contractor that has a good understanding of the campus and its needs.  By being required to re-bid periodically, the campus is assured that the contractor is cost competitive but also is at risk of losing an experienced contractor to a lower bidder who may not provide services at an acceptable level.

These factors may not be direct impediments but do influence how an institution contracts for services or whether it contracts at all.

FUTURE OF OUTSOURCING

Despite these impediments, one trend appears clear within all the survey figures and data:  higher education’s use of outsourcing nationally as a business management practice continues to grow and is playing a significant role in institutional efforts to meet the many challenges associated with stagnant revenues and increasing demand.  The prominent role outsourcing plays in delivering campus services will continue to evolve with many new developments occurring, such as:

· Trend toward more privatization:  More campus services not traditionally privatized in the past will move in that direction.  Career and placement centers, health centers, and printing operations are likely candidates for further private management consideration.

· Public scrutiny:  Higher education institutions will continue to be responsive to pressure by legislators and their own campus administrators to find more cost-efficient ways of delivering campus services.  This will result in institutions taking a closer look at outsourcing services traditionally provided by the institution.

· Emphasis on cost savings:  The shift of resources from the administrative to the academic side of the institution will require a continuous review for ways to cut service delivery costs or generate new revenues.

· Technology:  Continued technological developments, such as the Internet, will result in institutions having to adapt to new methods of operation in the delivery of campus services to remain competitive.

The outsourcing activity of UW institutions demonstrates the wide variety of services that are already outsourced.  If UW System institutions follow national trends, decisions about outsourcing may need to be made even more frequently.

During the course of the review, it became clear that staff at each institution had a unique perspective regarding the services they believed to be appropriate to provide with institutional staff versus contracted staff.  The differences in decisions among the UW institutions are often appropriately based upon the unique needs of students at the institution.  However, the differences also raise the possibility that UW institutions could benefit from a formal process to share ideas about contracting decisions and practices.  To maximize existing efforts, we recommend that the UW System Office of Procurement work on a more formal and regular basis with UW System groups and entities, such as chief business and student affairs officers, auxiliary and physical plant directors, and campus purchasing directors, to provide a central forum for addressing outsourcing issues.  Among the activities the Office could coordinate are:  1) monitoring outsourcing developments at the state or federal level; 2) developing model criteria or documentation for UW institutions to use to support a decision to outsource services; 3) discussing strategies for effective and consistent contract monitoring; 4) expanding the use of joint purchasing agreements so UW institutions can better leverage down the cost of outsourcing services; and 5) expanding the use of collaborative agreements with other public or non-profit entities.  The Office could also consider coordinating an annual outsourcing colloquium to discuss these issues.

CONCLUSION

The outsourcing of campus services is an issue that continues to receive the attention of policymakers at all levels of government and campus administration.  The reality of tight budgets, increasing student demand, and a renewed emphasis on accountability for educational outcomes requires administrators to reevaluate how to provide campus services.  Nationally, institutions of higher education have found outsourcing to be an effective means of reducing costs, upgrading program quality, gaining access to expertise, and increasing customer satisfaction.  As a result, institutions continue to expand their use of outsourcing to include more services.

UW institutions have actively contracted for services from the private sector.  In many instances, UW institutions have outsourced services for many decades.  Institutions continuously review whether services should be outsourced or provided in house.  Administrators make modifications as necessary and are conscious of budgetary and staff constraints.  While there is little uniformity in the services UW institutions outsource, each UW System institution has outsourced a variety of services.  On most campuses, a combination of operational and auxiliary services is outsourced.

The basis for and circumstances surrounding decisions to outsource at each institution vary and depend upon factors such as institutional size, location, and academic mission.  Also, some factors unique to higher education limit the use of outsourcing.  Institutional mission, service hours, academic calendar, and shared governance can all affect university outsourcing decisions.  Additionally, state policies and practices, such as the current budgetary practice of not providing for cost adjustments for services and supplies, can directly affect outsourcing efforts.

Nonetheless, as outsourcing by higher education institutions continues to evolve, it seems likely that UW institutions will increasingly use outsourcing as a management tool and as a way to remain competitive.  A centralized forum for outsourcing issues would present an opportunity to discuss the support needed for outsourcing and to anticipate and address future challenges.  We have recommended that the UW System Office of Procurement serve as this central forum.  Among the activities and issues the Office could coordinate are:  monitoring outsourcing developments at the state or federal level and communicating these to UW institutions; developing model documentation and criteria for UW institutions to use to support a decision to outsource services; and identifying opportunities for UW institutions to use joint purchasing agreements to better leverage down the cost of outsourcing services.  A coordinated effort will help ensure that the UW System is properly positioned to take full advantage of the benefits of outsourcing while minimizing the negatives.

Outsourcing is a form of privatization in which an entity contracts with an external organization to provide a service.





More than 94 percent of the nation’s colleges outsource campus services.








The three basic steps involved in outsourcing are determining feasibility, developing the RFP, and managing the contract.





Critics of outsourcing believe it conflicts with the higher education traditions of shared governance and peer authority.





Proponents believe outsourcing can allow an institution to better focus on its core educational operations — instruction and research.





Outsourcing can help institutions of higher education meet budgetary, technological, and demographic challenges.








There is no single approach to outsourcing campus services; each institution makes a case-by-case determination.





Although UW System policy does not specify criteria to apply when deciding whether to outsource a service, UW institutions have contracted out a variety of services. 





The state’s statutory framework for contractual services was established in 1981.





Factors unique to each UW institution, such as size and academic mission, influence outsourcing decisions.





Reasons cited for outsourcing operational services include insufficient resources and staff, cost efficiency, and liability concerns.





Reasons cited for outsourcing auxiliary services include cost efficiency, management expertise, and acquisition of new technology.








Potential impediments to outsourcing services include funding restrictions, collective bargaining agreements, and contract requirements.





Institutions of higher education must address many unique factors when considering the outsourcing of campus services.
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