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Executive Summary

Budgeting for the procurement and maintenance of information technology (IT) is vital to
providing county government services in North Carolina. However, little has been published
about current technology budgeting techniques to manage public funds and maintain the
infrastructure required for conducting government business. This research identifies ten better
practices county budgeting and technology offices are using to plan for, procure, and manage the
increasing technology needs across North Carolina counties. Findings from this research provide
county budgeting and technology officers with potential practices for improving current
budgeting processes for the procurement and management of IT.



PURPOSE
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additional 30 percent on top of a central IT budget." The survey goes on to identify causes of
hidden IT spending such as unapproved purchases of computer equipment, a lack of centralized
IT purchasing, and a lack of good IT governance. This research explores budgeting policies and
processes that North Carolina counties are using to procure and manage IT goods and services.
More specifically, it analyzes different areas that impact budgeting processes such as
organizational structure, funding sources, and contracting processes counties are using to manage
annual IT expenditures and major one-time investment requests. The goal is to provide county
budgeting and technology officers with information and ideas to consider for the management of
IT budgeting in their respective counties.

LITERATURE REVIEW

Research on local government budgeting techniques for information technology is limited. A
series of professional white papers and journals discuss different aspects of IT funding models,
organizational structures, and ways to reduce IT costs. The majority of these papers direct their
findings toward private sector entities and processes. Although the papers discuss budgeting, the
focus is traditionally from an IT perspective, not a budgeting perspective. In addition, some
federal, state, and local government case studies provide information and shared experiences on
different aspects of IT budgeting.?
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for business decisions when working with IT investments in 2001. The purpose of the project was
to develop a business case methodology and process to determine the expected financial and
operational impacts of IT investments on governmental units.® The Harvard Policy Group on
Network-Enabled Services and Government also published a guideline paper on improving
budgeting and financing IT initiatives in 2001. This research recommends guidelines in
addressing different challenges of tradi
value IT investments.”*

Overall, the literature addresses key themes that organizations should consider in budgeting and
tracking IT investments. They include the significance of IT planning, correlating IT budgets to
the overall strategic direction of the organization, assessing total ownership costs for IT
investments, and using different contracting vehicles for different types of IT investments.

METHODOLOGY

The basis of this research is a phone survey conducted with a representative from each of the 25
largest counties in North Carolina (Appendix A). The 25 largest counties were selected in
response to research showing that innovative management practices tend to be more common in
larger organizations.” A literature review, feedback from two local government officials, and
feedback from one state government official served as the basis for the creation of the survey
instrument (Appendix B). A participation request and a copy of the phone survey questions were
distributed via email to the budgeting or finance officer in each county. Representatives from 18
counties participated in this survey for a response rate of 72 percent. Although the survey was
sent to either the budgeting or finance officer of each county, some counties opted to have their
technology officer participate in the survey. Eleven of the survey participants were budgeting
and finance officers and seven of the survey participants were technology officers.

This analysis did not attempt to measure the extent of the county budgeting processes in all 100
North Carolina counties. Interviews were designed to solicit budgeting processes and policies
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be indicative but not exhaustive of current practices in place across the state. In addition, some
county budgeting officers elected for the technology officer to complete the phone survey. This
research does not evaluate the content of the policies and processes discussed with technology
officers any differently than the information discussed with budgeting officers.

Finally, this reseatcherdeast I' {Betterpractitdssdboot ecepr act i
measure the actual performance of the practice in place in the county. The better practices

identified from this research emerged from the survey findings. The literature and state law also

were used to support and augment them. The following criteria were used to guide the analysis:

support by literature findings, applicable to a large number of counties, simple to use, and

flexible. The identified practices were not required to have met all criteria.

RESULTS

Although many counties have specific budgeting processes and policies in place, there are very
few budgeting practices specifically for procuring and managing information technology.
However, in general, survey participants commonly use external monies, such as grants, to
upgrade or purchase technology assets when they are available. Participants do not outsource the
day-to-day management of IT but do outsource technology services for system implementations.
The definition of IT for the purposes of budgeting varied across the counties. For instance, phone
networks may or may not be a part of the technology budget depending on the county.

Better Practices

Three general categories emerge through analyzing the specific findings: 1) budgeting practices,
2) procurement processes, and 3) organizational standards. The budgeting practices category
focuses solely on policies and procedures based in the county budgeting offices. The procurement
processes category highlights findings with a focus on acquiring IT services and equipment for
the county. The organizational standards category involves not only budgeting personnel but the
overarching IT structure and how departments interact to develop and manage the IT budgets and
assets.

Category #1 Better Practice
Earmarking Funds
Budgeting Practices Leveraging the Capital Improvement Plan
Establishing a Chargeback System

EarmarkingFunds

Earmarking funds is designating revenues for specific expenditures. Earmarking funds can be
either statutory or voluntary. Participating counties identified instances of both statutory and
voluntary earmarking for IT goods and services. For example, many counties identified statutory
earmarking for register of deeds and 911 improvements. Counties may use the earmarked funds
for items such as process or system improvements. Very few counties are currently earmarking
funds on a voluntary basis. One particular county allocates a percentage of the tax rate directly to
a technology reserve fund on a yearly basis. These funds are earmarked and set aside in the
technology reserve fund. This fund is used for technology projects over $100,000. Earmarking
funds enables counties to plan for and improve IT services on a continual basis.

Leveragihg the Capital Improvement Plan

A capital improvement plan identifies projects and equipment that are anticipated and scheduled
over a selected period of time.® Capital improvement plans help local governments to look ahead,
assess what their needs will be, and plan for future projects. Survey questions did not focus
specifically on capital improvement plans but many counties cited using the capital improvement



plan as part of the IT budgeting and planning processes. Including the capital improvement plan
as part of an IT budgeting process enables budgeting officers and technology officers to work
together to ensure business goals are met while maximizing the life cycle of an overall IT
investment.

Establishinga Chargeback System

The purpose of a chargeback system is to recover all operating costs by charging other
departments internally for the goods and services provided to the departments. A Gartner survey
finds that technology organizations that fund operations through chargebacks maintain a tighter
linkage to the policy priorities in an organization.” The value of a chargeback system is to show
the true cost of IT services. Few participants in the survey have established formal technology
chargeback systems to support IT assets and services. However, one county has established a
pseudo internal service fund to budget and track its IT services on an annual basis. Internal
service funds are a form of chargeback system. In this case, the budgeting office created a cost
sharing system in which the departments budget for anticipated IT services to be used in the
upcoming year. The services are deducted from the departmental budgets as they are provided.
Although the pseudo fund is not an established fund, it does provide a structured format for
tracking IT goods and services on a yearly basis thereby demonstrating the value of IT to the
department.

Category #2 Better Practice
Structuring IT Procurement Processes
Procurement Processes Group Purchasing
Leveraging Leases

Struduring IT Procurement Processes

A practice heavily cited in the literature and supported by survey responses is the structuring and
management of IT procurement processes. These processes establish standards for ongoing IT
purchases and for major one-time purchases. A 2004 report by the United States Government
Accounting Office (GAO) outlines a framework for structuring and improving IT investment
management.® Additional research conducted by the Schoolo f Gover nment’s Center
Technology outlines different recommendations for establishing a business case methodology for
IT investments.® Establishing specific methodologies as part of major one-time purchases enables
local governments to budget and track IT investments. Survey participants have established
different processes to procure and track IT investments. One county in particular has established a
Technology Committee to review all non-routine IT requests. This committee then makes
recommendations to the commissioners as a formal annual work plan. Other counties require
annual IT procurement plans as part of the budgeting process. These procurement plans
correspond to the annual IT budget and overall county strategic plan or objectives.

Group Purchasing

A majority of survey participants cited using group purchasing agreements when applicable and
available. A group purchasing agreement enables a group of businesses, or governments, to
obtain discounts from vendors based on the collective buying power of the group members. There
is a North Carolina general statute that allows counties to form a cooperative purchasing
agreement.’® About half of the survey participants are currently using state group purchasing
agreements for technology items such as computers and servers. Additional survey participants
cited using state contracts as leverage when working with individual vendors. One participant
highlighted working with a neighboring county to arrange group purchasing agreements when
possible.



Leveraging Leases

IT projects can be costly and require investments to be incurred upfront. Supporting literature

highlightsus i n g -Yeamfuniding ivehicles such as lease agreements where up-front costs lead

to downstream benefits.”** Two types of lease agreements were considered in this research: lease

purchase agreements and operating lease agreements.*? Eleven of the eighteen survey participants

have used, or are using, leasing agreements to purchase smaller equipment. In addition, one

survey participant has established a “pseudo” ir
office arranges an upfront paymenttotheve ndor and t hen establishes an |
departments. The departments pay the internal lease in installments from their budgets over time

to avoid the large upfront cost. The lease also provides an accurate way to track IT costs to the

budget.

Category #3 Better Practice
Asset Management

Implementing Performance Metrics
IT Organizational Structure
Collaboration

Organizational Standards

Asset Management

IT asset management involves financial, contractual, and inventory business processes that
support the management and strategic decision for an IT environment. Asset management
programs are one method Gartner identifies for tracking 1T costs.*® Tracking IT assets helps local
governments to assess the cost of technology in their county and align those costs with the
services citizens require. The current ability to track all IT assets, regardless of size, within the
counties is minimal. Survey participants are tracking assets at varying levels within the counties.
Very few participants have established a formal IT asset management system. For instance, some
counties track IT items above $5,000 through the purchase order system. Some counties track IT
assets through a capital improvement plan. And others have various line items for IT in their
budget but they may not be tracked consistently across the county. One participant did cite the
ability to track all IT assets, regardless of size, corresponding to specific budgeting line items
through the use of an asset management software program

Implementing Performance Metrics

Performance measurement is the process of tracking metrics to support program objectives.*
Selected counties have established performance measures for higher accountability. In return,
these counties have allowed departments on a voluntary basis to carry over budgetary savings in
exchange for tracking their outcomes. Departments are permitted greater flexibility with budgeted
savings and are permitted to carry over a percentage of those savings for expenditures, including
IT. A report by William C. Rivenbark and David N. Ammons provides additional information on
accountability and flexibility with performance reporting.” A second report by Genie N.L.
Stowers supports that “ grformance measurement is important to e-government efforts so that
governments can track what is working and whatisnotand assur e citizens that
time and funds are being well spent.”*® Moreover, the literature identifies different ways in which
federal, state, and local governments can implement and track e-government measures to support
government IT services.

IT Organizational Structure

An overwhelming majority of survey participants currently have a hybrid organizational structure
model. The hybrid model centralizes IT standards, not people, across the county as a whole with a
few exceptions. For instance, some counties have separate health or public safety systems,
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standards, and IT personnel. Centralizing IT standards allows county governments to take
advantage of similarities across county departments while reducing IT processes and budgeting
redundancies such as multiple networks within a county. Literature by Gartner argues that
“organizations have made progress in curtailing wasteful IT spending by centralizing IT
procurement, and driving software and hardware standards companywide. They have also
combined and consolidated decentralized IT functions, such as infrastructure.'” One particular
participant cited the need to have IT personnel on the ground in different departments. In this
case, all IT personnel report directly to a centralized IT office but are located within the
individual departments. This structure enables departments to have a hands-on IT person while
working from similar infrastructure standards and a central budget.

Collaboration

Survey questions did not focus specifically on external collaboration; however, the practice
emerged through interview discussions and literature findings. County budgeting and IT offices
are currently arranging new, innovative ways to work together to reduce IT system costs. Survey
participants cited different ways to work with municipalities within their county to share system
costs in areas such as public safety and topography. In this case, counties and cities work together
to determine system requirements, implementation costs, and ongoing maintenance costs after a
system is in place. A report by Jane Fedorowicz examines five case studies of e-government
collaboration.”® The report highlights common lessons learned in developing common technology
platforms. Collaboration allows counties and municipalities of all sizes to work together to reduce
IT costs and implement consistent standards.

CONCLUSION

Information technology continues to become an integral part of the way government provides
services to citizens. In 2003, Nicholas Carr of the Harvard Business Review related technology
services to other infrastructure industries such as power, railroads, and communication.™
Information technology is no longer a side project within local governments. It is a key
component of the way counties conduct business with their employees, citizens, and visitors.

To some extent, the survey findings in this research support the literature findings. The most
common practices currently being used in the participating counties are leveraging the capital
improvement plan, structuring IT procurement processes, group purchasing, and leveraging leases
(Appendix C). Of the counties using lease agreements, more are using operating leases than lease
purchase agreements. The hybrid organizational model enables counties to align themselves with
other better practices such as structuring IT procurement processes, asset management, and
establishing a chargeback system.

Although little has been documented on the best way to budget and manage IT investments in
local governments, many practices are currently in place to track IT services in different
government environments. Further research into specific IT budgeting techniques for local
government environments may help to assess whether the techniques in place fit the specific
environment. For example, are there specific budgeting processes counties in North Carolina
should consider based on size? Nonetheless, establishing consistent IT budgeting practices,
organizational standards, and procurement processes will help counties to identify total costs of
IT and budget for future initiatives to better serve the citizens of North Carolina.
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APPENDIX A

County Title
Buncombe Budget Manager
Cabarrus Budget & Performance Manager
Catawba Budget Officer
Davidson Assistant County Manager
Durham Budget & Management Services Director
Forsyth Budget Officer
Gaston Chief Information Officer
Harnett Director of Finance
Henderson Information Technology Director
Iredell Chief Information Officer
Johnston Technology Services Director
Mecklenburg Chief Information Officer
New Hanover Budget Director
Orange Budget Director
Pitt Chief Information Officer
Randolph Budget Officer
Union Finance Department
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APPENDIX B

Can you please describe how your office defines information technology? More
specifically what does your office include, and not include, when budgeting IT items?

For the purpose of question two, centralized is defined as one IT office for your county
(all IT allocations go directly to one agency). Decentralized is defined as each agency
having teir own IT organization (IT allocations to different agencies).

Do you have a centralized information technology office, a decentralized information
technology office, or a combination?

Do you outsource any day-to-day IT management or administration functions?

Isa formal IT plan required for budgeting purposes?

For the purpose of question number five;gming is defined as IT allocations budgeted each

e

10.

11.

12.

13.

year. Nonroutine items are defined as IT allocations budgeted on a periodic basis.
Do you have separate processes in place for different types of IT procurements?

Could you please describe any processes in place for purchasing on-going IT items?
Could you please describe any processes in place for purchasing non-routine IT items?

Are you leveraging any current State of North Carolina IT contracts or other group
purchasing arrangements?

Do you have internally dedicated funding sources for the procurement of IT? If so, can
you please describe the dedicated funding sources?

What types of funding does your office use to pay for major one-time investments?

Does your office have a way to identify IT purchases across the organization from an
accounting standpoint?

Are grant monies, or other externally dedicated monies, used for different IT
expenditures?

Do you use operating lease arrangements for any of the following?
Hardware b. Software  c. Networks

Do you use lease purchase agreements for any of the following?
Hardware b. Software  c. Networks

Do you have an internal service fund established for any technology investments or
services?



APPENDIX C

Category Better Practice Number of Counties
Earmarking Funds 10
Budgeting Practices Leveraging the Capital Improvement Plan 9
Establishing a Chargeback System 3
Structuring IT Procurement Processes 6
Procurement Processes Group Purchasing 10
Leveraging Leases 11
Asset Management 3
. Implementing Performance Metrics 1
Organizational Standards IT Organizational Structure 14
Collaboration 2

10




