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Comparing Costs of Public and Private Prisons:

A Case Study

by Charles H. Logan, Ph.D., and Bill W. McGriff, C.P.A.

¥ hat are the total
governmental costs

of imprisonment?
Would these costs be
lower or higher if
prisons were run by private companies
under contract? Many jurisdictions
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today are asking the second question
without a requisite understanding of
how to answer the first,

This article illustrates how one
jurisdiction, Hamilton County.
Tennessee, calculated answers to
hoth questions. Hamilton County
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found that contracting out prison
management generated annual savings
of at least 4 to 8 percent—and more
likely in the range of 5 to 15 percent—
compared to the estimated cost of
direct county management.

This is believed to be the first pub-
lished study comparing the actual
costs of public and private operation
of a prison facility, Results in differ-
ent corrections systems may vary.
Hewever, other jurisdictions may be
able to profit from—and improve
upon—this approach to analyzing
correctional costs. The methodology
used overcomes the major difficulty
in comparing correctional expendi-
tures—the problem of hidden costs.

Hidden costs of corrections
Generally, reports of government

correctional costs are taken from a
single budget, either that of a facility
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This report is part of a larger work to

be published as Charles H. Logan. Private
Prisons: Cons and Pros (New York:
Oxford University Press, forthcoming
1990, The research was supported by

the Visiting Fellowship Program of the
National Institute of Justice.



or of the agency in charge of the
facility. While correctional budgets
vary, it is fair to say that no official
budget shows all of the direct and
indirect costs of corrections.

Costs that do not appear in a budget
can be referred to, for convenience, as
“hidden costs.” This does not imply
that they are deliberately concealed,
only that they are not easily discern-
ible. Most of these costs come from
the budgets of cther agencies, or from

. Capltal costs' land purchases
construotlon, major equxpment :
i depremauon or amomzatxon

 ‘ Fmance costs' serv;ce and
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" overhead: prorated share of the Pt
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. Food costs (when other govern~ x
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: chasmg, data processing, general S or sub51d1es)

e Interagency personnel costs

~(when' perSOnnel are borrowed from

- other agencies for routme purposes
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e External oversnghtcosts. e
* inspections, p1ogram momtomng,.f‘

- and appeals of decis{ous, audmng S :
o ,' Treatment or program costs

- (when other agencies provide hos- -
",pubhc funds for inmate plamtlffs * . health care, education, jOb trammg,
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a general fund, where they may not be
identified specifically as expenditures
on corrections. Even a rough inven-
tory (see box) shows how extensive
the hidden costs of corrections can be.

Costs omitted from correctional
budgets can amount to one-third the
value of those that are included. A
1985 survey of State correctional
officials asked, first, for reports of
agency costs and, second, for esti-
mates of total costs of correctional

general liability insurance or costs . i
insurance

agency)

costs (when prowded by other i

pitalization, medical and mental -

confinement and care, taking into
account expenditures by other agen-
cies.! The 42 States responding
reported an average estimated total
cost that was 13.5 percent higher than
the average reported agency cost.
That, however, was for operating costs
only; if construction and financing
had been included, total costs would
have exceeded reported agency costs
by an even greater margin.

Citing studies from New York State,
New York City, and Canada, in which
total costs were estimated at 30 to

44 percent above normally reported
agency costs, the researchers con-
cluded that true total costs are likely
to be 20 to 35 percent higher than
reported agency costs, It is reasonable
to assume that real costs are typically
35 percent higher. When agencies

or facilities do not pay pensions

and fringe benefits out of their own
budgets, that omission alone will call
for a 25 to 30 percent inflation factor.

Correctional officials may find it
difficult to identify and estimate
correctional costs that are paid from
another agency’s budget. A county
auditor, however, is in a good position
to do so. That fact forms the basis of
the analysis that follows.

Hamilton County Penal Farm:
a cost comparison

On October 15, 1984, Corrections
Corporation of America (CCA)
assumed management of the Hamilton
County Penal Farm. This 350-bed
minimum-to-medium-security county
prison located near Chattanooga holds
convicted county misdemeanants,
State felons, and some pretrial de-
tainees under the county’s jurisdiction.

The cost of the contract is renegotiated
by CCA and the county every year.
For that purpose, Bill McGriff, the
county auditor (and one of-the authors
of this report), prepares an annual
analysis estimating what the total cost
would be if the county were to run the
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prison directly and comparing that to
the estimated total cost of continuing
to operate the facility under contract.
The costs estimated for fiscal year
198687, given direct county opera-
tion, are itemized in table 1.

Costs under county

management

The first nine items in table 1
appeared as line items in the Penal
Farm budget when it was under
county operation. Actual expendi-
tures in these categories are available
for fiscal year 198384, the last

year in which the county itself ran
the prison. To project from these
1983-84 expenditures what it would
cost the county to take back the prison
in later years, McGriff made four
assumptions:

1. Staffing would be the same as the
contractor’s, with certain adjustments.

2. Prison employee salaries would
have increased in the interim by the
same amount as the salaries of other
county employees.

3. Nonsalary expenses would have
increased at a rate equal to inflation
as measured by the Consumer Price
Index (CPI), and where appropriate,
a rate equal to the increase in the
prisoner population.

4. The county would have incurred
no extraordinary expenses, such as a
lawsuit settlement beyond the level
of insurance coverage.

The assumptions were designed to be
conservative—to underestimate costs
to the county if it had retained or
resumed management of the prison.

For example, the assumption that
county stafting would be the same as
that of the contractor is realistic for
purposes of pricing a resumption

of control. However, it could well
underestimate what the staff size
might have grown to under continued
county management because one of

or lower than the contractor’s. Fur-
thermore, the personnel department
indicated that since corrections
officers at the prison must be certified
and trained in the same manner as the
sheriff’s jail officers, they should be
paid accordingly. Jail officer trainees
with 6 months’ experience were paid
at grade §, while the entry level for
prison officers prior to the contract
was at grade 4.

the goals of contracting is to achieve
greater staffing efficiency.

Assumption 2 had to be modified in
fiscal year 198687 because a county
wage study indicated that prison
employees, among others, had been
especially underpaid by the county.
If the county took back the prison, it
would have to pay salaries responsive
to the wage study, whether higher

Table 1.

Hamilton County Penal Farm—Estimated Total Cost if Operated by
County, Fiscal Year 1986-87

: "‘Sa!anes and wages
i »ange beneflts :

.- Food and k;tchen SuPp“eS
4 ,;Medlcme : nd personal care
.5, - Utllmes o

9. Otheroperatingexpenses. - -

Subtotal: Cperating budget items

5. , Interest on pre contractor construction
F 216 ‘Amortnzed purchase of contractor addmon}

A :«Otherdirectcostsa .
18 ‘;Other mdlrect cc:stsb

$3,413,741
132,788
Cost per prisoner day $. 257

Total cost for year
Prisoner days (avg. pop.: 364)

T

: 'Other dlrect costs: personnel accounﬁng, ﬂnanctcl management. data processmg.
. _purchasing, county physlclan, human services admlmstrator. S

< b, “‘Other Indirect costs' county commlssuon, county executive, county audnor, . ,::," ‘
S county attomey, ﬂnance admlnlstrator kS o : .




On the other hand, the county had a
policy of not upgrading a position
more than two grades in one year,
which might or might not have applied
to the prison officers because they had
already been out of the county system
for a year. The fiscal year 198687
analysis assumed an upgrade of only
two grades if the county took back
the prison, leaving the prison officers,
at grade 6, about 13 percent below

the novice jail officers at grade 8.
This is a significant underestimate,
since it is reasonable to suppose that
corrections officers returning to the
county payroll (especially those with
experience) would be paid no less
than entry level jail officers. It should
be noted that underestimation of
salaries also implies underestimation
of fringe benefits. Together, these two
categories constitute close to half of
total costs.

Assumption 3, because it uses the CPI,
probably underestimates inflation in
other county costs. Since World War
II, the cost of services provided by
government has tended to rise sub-
stantially faster than the CPL? and
correctional costs have recently been
rising even faster than other govern-
ment costs.

Assumption 4, that no extraordinary
(i.e., unforeseeable or incalculable)
expenses would occur, is a necessary
one. However, because such expenses
are bound to occur sooner or later,

the assumption has the effect of
underestimating the potential costs

of county management. Without a
contract, all such costs would fall on
the county. Under private manage-
ment, the contractor serves as a buffer
by shouldering some of the risk of
uninsured losses or unexpected cost
increases, unless the contract can be
renegotiated.

Cost items 10 through 18 in table 1
would not appear in the Penal Farm
budget under county administration;
rather they would be charged to other
budgets, as the following examples
show.

* Maintenance and garbage removal
at the prison. These were previously
provided by the county out of other
budgets.

* Liability and property insurance.
McGriff estimated what it would cost
the county to obtain liability and
property insurance for the prison by
using a portion of the total cost of
insuring the sheriff’s department,
which includes a jail.?

* The salary of the workhouse records
clerk, who keeps records on time
served by prisoners. The salary for
this position is separate from the Penal
Farm’s budget.

® Hospital care for all prisoners.
This is paid by the county from funds
set aside for indigents.

® Depreciation and interest costs.
These are calculated for all construc-
tion at the prison prior to the contract.

Item 16 reflects the $1.6 million in
renovations and additions invested
by the contractor in its first year of
operating the prison. If the contract
were terminated, the county would
have to reimburse the contractor. The
estimated cost of this reimbursement
assumed a bond rate of 7 percent and
a depreciation period of 40 years.

Other direct costs include activities
of central offices that routinely
perform services for all county
agencies: personnel, accounting,
financial management, data process-
ing, and purchasing. Under county
management, the prison required
these services although they were
not paid for out of the prison budget.
The salary of the county physician,
who worked part time for the county,
is an example of a direct cost as are
the salaries of the human services
administrator, whose division includes
the prison, and her secretary.

Other indirect costs are those incurred
by certain county officials at the
executive level. These officials and
their staffs must spend some portion

of their time dealing with matters
pertaining to the prison.

Prorating formulas

For other costs, both direct and
indirect, conservative prorating
formulas were used to calculate what
proportions of various other budgets
to attribute to the prison. The Péerson-
nel Department costs, for example,
were attributed to the Penal Farm in
the same proportion as prison employ-
ees were to total county employees.
However, personnel turnover is much
greater in corrections than it is in other
areas of county employment. The
county personnel director confirmed
that the assumption of equal effort per
worker underestimates the time his
department would spend dealing with
prison employees.

The county physician attended
prisoners at the jail as well as at

the prison, so his salary and fringe
benefits were attributed to the Penal
Farm in the same proportion as Penal
Farm inmates fo the total inmate
population (prison plus jail).

The salary and fringe benefits of the
human services administrator and her
secretary were prorated based on the
Penal Farm’s portion of the county’s
total human services obligations.

All other direct and indirect costs were
prorated based on total Penal Farm
obligations as a percentage of the
county’s total General Fund obliga-
tions. This formula assumes that the
ratio of external costs to internal costs
was no greater at the Penal Farm than
in the average county operation.

Again, such an assumption may

well underestimate actual costs. For
example, auditing and purchaging for
the prison are more difficult than for
other county operations and thus are
underestimated by the prorating
technique. As a case in point, the
county had to go through a formal
bidding process every week for prison

=




kitchen supplies. After the contractor
took over all prison purchasing, the
county was able to eliminate two
buyer positions.

It is safe to assume that when it was

under direct county administration, the .

Penal Farm caused more headaches
per dollar of internal spending and
required more time from some county
executives than did the average county
operation. The county attorney, for
example, probably spent more time

on prison matters than on many other
county matters prior to contracting.
County commissioners everywhere
cite the county jail or prison as a
disproportionate source of problems,
particularly when they are uninsured
against personal liability in the case
of lawsuits. Thus, the proportional
attribution of part of the time and
budgets of county executives to prison
matters was probably on the low side.

Table 1, then, shows a modestly
estimated total cost of $3,413,741 for
fiscal year 1986-87, if the prison were
under direct county management. Note
that the total cost shown at the bottom
of table 1 is 38.6 percent higher than
the subtotal, which includes only
prison budget line items. As noted
earlier in the discussion of hidden
costs, we suggested adding 35 percent
to most prison budgets to reflect
estimated indirect costs. If Hamilton
County had charged fringe benefits

to a general budget, as many other
Jjurisdictions do, the total would have
been 74 percent higher than the
subtotal.

At an estimated total cost per prisoner
day of $25.71 for fiscal year 198687,
Hamilton County would have been
very frugal. A 1986 survey showed

a reported cost of $30.26 per prisoner
day for 10 jails in the East South
Central region (Alabama, Kentucky,
Mississippi, Tennessee).* In 1983—
1984, the reported cost per prisoner
day across all of Tennessee’s State
adult confinement facilities was
$30.17.5 Even though this figure

includes capital as well as operating
expenditures, it is probably not as
inclusive as the Hamilton County
estimate, and the period it covers is
3 years earlier.

Clearly, then, Hamilton County’s
estimated costs for county manage-
ment of the Penal Farm were low
relative to those of other govern-
ment-run facilities in the same region.
Therefore, this facility provides

a fairly severe test of a private con-

 tractor’s ability to lower costs to

government of operating a prison.

Costs under contracting

After estimating costs under county
management, total prison and related
costs to Hamilton County under
contractual management can be
calculated fairly clearly, simply, and
thoroughly. The fee per prisoner day
is fixed by contract and the number
of prisoners, while not always predict-
able, is known precisely for any past
or current period. To these per diem
payments, however, three other sets
of costs must be added:

1. The salary of the superintendent
(who monitors the contract and makes
all release and gain time decisions)
and that of his secretary.

2, Certain other costs that the county
corntinues to pay directly: the salary
of the clerk of workhouse records,
county hospital care for prisoners,
and depreciation and interest on
construction prior to the contractor
coming on board (items 12-15 in
table 1). *

3, Other indirect costs (item 18 in
table 1). The prison continues to
require some attention by county
executives, but only a small fraction
of the time they devoted to prison
matters under county operation; this
fraction is estimated generously as
one-quarter.

These costs, which could be called
the “hidden costs” of contracting, are

offset by what might be referred to as
a “hidden rebate” from contracting.
Every year, the contractor pays about
$64,000 back into the community in
local sales, property, and business
taxes that would not otherwise have
been collected.

Comparison of costs

Table 2 shows the total costs to
Hamilton County for each of the first
3 fiscal years, when the prison was
managed by the contractor. These
are compared to the total costs (as
estimated by the methods described
for table 1) that would have been
incurred under county management.

Fiscal year 1985-86 was the first full
fiscal year under the contract. The
contractor’s fee that year was $21

per prisoner day. The higher per diem
figure of $24.10 shown in the table is
based on total county costs under the
contract—including hidden costs—
not just the fee paid to the contractor.
In fiscal year 198687, the fee was
raised to $22, where it remained the
following year.

Table 2 shows savings to the county
of at least 3.8 percent the first year,
3.0 percent the second year, and 8.1
percent the third year. The savings
dipped a little when the contractor first
raised its fee; however, they increased
considerably the following year, when
the contractor held (or was held) to the
same fee while the county’s own cost
basis increased.

Because of the conservative nature of
the county cost estimates, the savings
are certainly more than those identi-
fied in table 2. For example, consider
the effects of assumption 2 (regarding
county salaries) on the figures for
fiscal year 1986-87, where savings
were lowest. Even if average pay of
prison officers had been estimated as
equal to that of novice jail officers,
rather than two grades lower, this
would still have underestimated
county costs. However, it would have




added $148,676 to the estimated
county costs, and the estimated
savings for that year would have
been 7 percent rather than 3 percent,
This adjustment would not affect the
estimate for fiscal year 1985-86 (see
] earlier discussion of assumption 2},
but the $148,676 increase in county
salaries would continue during fiscal
year 198788, so the estimated
savings for that year would be 12
percent rather than 8 percent.’

There still remain several other
downward biases in the county cost
estimates and therefore in the esti-
mated savings. These include the
underestimation of governmental
inflation, the assumption of no
unforeseen expenses, and the conser-
vative prorating techniques for other
direct costs and other indirect costs.
Only the direction of these biases is
known; it is too difficult to estimate
their magnitude. However, based

on a subjective allowance for their
existence, a reasonable yet still
cautious estimate of real savings
over the 3-year period would range
from 5 to 15 percent per year.

Table 2.

Hamilton County Penal Farm Costs: Estimated Cost of
County Qperation vs. Contractor O
Fiscal Years 1985 Through 1987

Comparing the costs of
public and private prisons:
an overview

Two methodological problems in
particular make it hard to compare the
costs of public and private prisons.
One, as already discussed in detail, is
the problem of hidden costs, which
vary in size and source depending on
the type of prison administration.
The other is the “apples and oranges”
problem. The facilities and programs
being comipared are not sufficiently
alike in other respects to make a
straight dollar comparison fair.

The study summarized here reduces
the magnitude of both problems by
comparing the total cost of a privately
operated county prison with the
estimated total cost (projected from
prior expenditures) to the county if it
operated that same facility itself.

The words “total” and “same” must
be immediately qualified, however.
Although it is fairly thorough, this
study undoubtedly does not capture all
costs, and the prison, as administered
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by the contractor, is different in im-
portant respects from what it would
have been if the county had continued
to operate it directly.

In estimating correctional costs, the
only certainty is that there will be
errors, generally errors of omission.
In this study, however, those errors
actually strengthen the findings.
When reliable figures could not be
obtained, the study either omitted
costs or used assumptions that erred
on the low side. Thus, we have
confidence in the direction if not
the absolute size of the findings.

It is clear that Hamilton County saves
money by operating its prison under
a private contract.

In response to the “apples and
oranges” problem, the Hamilton
County Commission, in deciding

to renew the contract, considered
some costs and benefits that were

not quantifiable. For example, the
contractor carries $5 million in
liability insurance. In the event of

a successful lawsuit, an indemnifi-
cation clause in the contract could
save the county (and perhaps the com-
missioners personally) a considerable
but unpredictable amount of money.
The added staff training, new inmate
classification system, computer
records management, and other
improvements introduced by the
contractor would also have cost the
county money not included in the
auditor’s calculations.

In addition, commission members
said the contractor provided better
management and more professional
training than previously existed and
spared county officials many of the
daily hassles involved in running a
prison. Grand jury reports were all
positive after the contract began, thus
eliminating the time and expense
required of the county to correct the
sorts of problems criticized by earlier
grand juries.

Two benefits in particular make the
contractor-operated facility not fruly
comparable to the county-run opera-
tion: new physical improvements and
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the added service gained by splitting
the superintendent functions from the
warden function,

The county benefited from $1.6
million in new construction handled
by the contractor. The cost for this

is factored into both sides of the
analysis. However, if the county had
bid the construction itself (i.e., had
there been no contract), the cost
almost certainly would have been
higher. Inmate housing constructed by
the county in 1981, for example, cost
approximately $65 per square foot.
The contractor’s cost to construct
inmate housing in 1985 was $48.62
per square foot. Thus, for the price
assumed on both sides, the county
would not have been able to add as
much housing without the contract.

In addition to the new construction,
the contractor invested capital and
labor in repair and preventive mainte-
nance of every aspect of the physical
plant, including plumbing, heating,
and electrical systems, which it
received in a deteriorated state.

This cost was included in the con-
tractor’s fee, but the analysis does
not estimate the cost of such extra
repairs and maintenance under county
administration.

The contract added human as well as
physical capital. Under the contract,
the county has two full-time managers
(each with a secretary) performing
three functions: warden, superintend-
ent, and monitor. Without the con-
tract, the county would have only one
person (with one secretary) to perform
as both warden and superintendent,
and it would have no monitor. It
should be emphasized that monitoring
is not just an-added cost; it is an added
benefit as well. The monitor adds a
new element of independent review
of disciplinary and other decisions,
which protects due process, and an
onsite supervisor and regulator to
ensure the quality of operation.

The county has also gained expertise.
The warden under the county had no
prior correctional background, while
the warden under the contract is a

man with considerable experience in

corrections. The county on its own
would have been unlikely to attract
comparable candidates for that
position. Moreover, the Hamilton
County facility now has behind it
the experience and expertise of the
contractor’s top corporate officers,
who oversee the operation of over
a dozen such facilities around the
country.

As this study shows, the prison
operation that Hamilton County has
under private contract is not the same
as it would have had otherwise. By
contracting for its prison management,
the county has apparently received
more and better prison services for
less money.? INIJ
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