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State of Iowa Return on Investment Program – Executive Summary

In preparation for the year 2000 legislative session, Governor Thomas J. Vilsack wanted a method to evaluate the benefits of information technology (IT) projects in state government.  He wanted to define current and future costs and, to the extent possible, quantify the benefits that accrue directly and indirectly to Iowa citizens.  In other words, the Governor wanted to know the extent to which IT projects deliver a bona-fide “return on investment (ROI).” 

For IT work related to Year 2000, the State of Iowa established an enterprise project office and appropriated the funding for Year 2000 remediation and testing to it.  Agencies would submit Year 2000-related IT funding requests (based on estimates) to the project office.  After reviewing the funding requests for compliance with applicable standards and sound business practice, state agencies were given an approved funding amount.  Agencies would then proceed with the work using existing funds (appropriations and receipts).  Upon completion of designated units of work, the agency would submit a reimbursement request to the Year 2000 project office up to the approved amount.  Agencies would be reimbursed only after:  a) submitting verifiable, auditable documentation for the expenses associated with the completed work; and b) successful completion of an independent validation and verification audit by the Year 2000 project office of the completed work.  In many cases the actual reimbursed amount was less than the original agency estimates.    

The Governor’s Office and the Office of the Chief Information Officer (CIO) wanted to continue many of the same business practices with the State of Iowa ROI Program.  We also sought advice and counsel from IT executives in both the public and private sector and asked for information about the utilization of ROI methodologies for IT projects in their organizations.  

The CIO ultimately carried the Year 2000 project office over after Year 2000 and renamed it the Enterprise Quality Assurance Office.  Upon completion of the ROI research, the Enterprise Quality Assurance Office was responsible for the following:

· Briefing the Governor’s ROI vision for IT projects to agency directors and to the enterprise IT community.

· Establishing an agency task force to assist the Enterprise Quality Assurance Office in the development of enterprise, quantitatively based, ROI standards.

· Educating agencies regarding the requirements of the ROI standards for IT projects.  

· Establishing an enterprise project funding request process and assisting agencies in assembling ROI based project funding requests.     

· Consulting, on a regular basis, with agencies during project implementation.

· Independently verifying and validating project results.

· Creating and maintaining an enterprise database and status reporting system that focuses on quantifying, to the extent possible, project results.    

The ROI program has been in operation for the FY01, FY02, and FY03 budget years.  

Written Justification

a) Description of the Project

In conducting research about ROI programs in both the public and private sectors, we learned the following:

Private Sector

IT executives from five large Iowa companies were interviewed.  As a condition of the interview, it was agreed that this report would not specifically reference a particular interviewee or company.  These executives provided some insightful comments regarding private sector ROI programs for IT projects.   

· Accountability, which was generally a non-issue for IT organizations in the past, has become a prominent concern.  This is especially true for IT projects, because they have such a profound impact (positive or negative) upon organizational performance. 

· Independent verification and validation (IV & V) of IT project outcomes is very desirable, but not common.  An IV & V program would be most helpful to upper management.  It would insure that the “right” projects got the “right” attention, and funding.  An independent certifying entity would improve project results.
· Few companies have a comprehensive ROI program for IT investment.  Quantification of results or follow-up is limited.  Most ROI efforts, regardless of cost, are performed on an informal, ad hoc basis and are not standardized or institutionalized.
· In varying degrees, the use of cost/benefit analysis is a common means of determining ROI.  Cost/benefit analyses are generally prepared by the entity requesting funding, with limited external or independent review.  Meaningful cost/benefit analysis standards for IT projects should be established and implemented.
· A review committee, comprised of senior level management (inclusive of senior IT staff), should make final funding decisions regarding proposed IT projects. This committee should also be responsible for reviewing project evaluations after implementation to confirm proposed results.
· “Threshold criteria” should be established concerning which IT projects would be evaluated and presented to the review committee.  

· Independent verification and validation of IT results should be as important for government as it is for the private sector because public funds are being expended.

The Public Sector
Executives from the State Information Technology Consortium (SITC) were interviewed.  SITC is a non-profit organization and a technical arm of the National Association of State Information Resource Executives (NASIRE).  Approximately 30 states are subscribers to SITC, including Iowa.  This organization maintains a current knowledge base of IT processes, IT procedures, and IT protocols that are in place throughout all levels of government.

In general, the following observations were made about the Public Sector:

· A comprehensive implementation of the proposed program would be useful in various states.  Many state programs have aspects of this proposal, but none (to the State Information Technology Consortium’s knowledge) contains all the elements being proposed by Iowa.  Most government IT projects do not appear to include significant evaluation effort from project proposal through project implementation.   

· Not every IT project in the public sector equally lends itself to the quantification of benefits.  For example, some IT initiatives or activities are undertaken for “political” or “legislative” reasons, while others may be “leap of faith” efforts, and strict ROI ground rules may be more difficult to establish.      

· Independent verification and validation of IT project results have generally not been positively received by State agencies or by their respective IT shops.  This is especially true for organizations which have been permitted to operate quasi-independently for years. 

· In order for the proposed ROI program to be effective, it should be personally endorsed and communicated directly to agency heads by the Governor.

Recommendation for Initial ROI Program Implementation:

The comments from the private and public sectors clearly indicate a need for an outcome oriented ROI program for IT projects, especially in government. In both sectors, the independent verification of results was highly desired, but generally not occurring.  This absence of attention in both sectors should not deter Iowa from moving forward with an IT project accountability program that focuses on documented, objectively verified and validated, quantifiable results (where applicable). 

Accordingly, a program was created and responsibility for its administration was assigned to the Enterprise Quality Assurance Office within the Information Technology Department. The Enterprise Quality Assurance Office was responsible for ensuring the Governor’s vision for ROI was successfully implemented and maintained.   According to SITC, Iowa was the first State to establish such a comprehensive program.  One of the key elements of a successful ROI program was the independently verification and validation project results. To support and track the program, the Enterprise Quality Assurance Office created and maintains an enterprise database and status reporting system which focuses on quantifying, to the extent possible, project results. Current and past year ROI information can be accessed at the State of Iowa ROI website located at:

http://www2.info.state.ia.us/roi/index.html
b) Significance of the Improvement

The ROI program provides a number of improvements in decision-making and strategic planning in state government.   An ROI application must be completed for IT expenditures in either of the following circumstances:

1. All Non-routine IT expenditures.

2. IT expenditures over $100K.

3. When submitting a request for funding from a central source (outside the agency appropriation) called the Pooled Technology Fund.  This fund is established to support special cost saving or innovative IT projects and/or reengineering using information technology.

The Pooled Technology Projects are reviewed and ranked by an Information Technology Council.  This council is made up of the CIO and representatives from the three branches of government as well as private citizens.  The ranking criteria for projects are shown below:

Ranking Criteria 
Points

Is the project a statutory requirement; legal requirement; federal or state mandate; health, safety or security requirement or issue; and/or required for compliance with the enterprise technology standards?
15

Will the project improve customer service?
15

Does the project have a direct impact on citizens? To what extent does the project help reconnect state government with Iowans?
10

Does the project provide a sufficient tangible and/or intangible return on investment? Will it generate savings or income? Has the applicant maximized their own and other resources in the project?
10

Does the project make use of information technology and its practical application in reengineering traditional government processes consistent with the goals and objectives of the state’s strategic plans?
10

Risk: What are the risks associated with the project?  Such risks may include those internal and external to state government, the risk of doing a project, the risk of not doing a project, and the risks associated with changing technologies, potential cost overruns, and changing citizen demands and needs.
10

Is this funding required to continue a project that was begun prior to the year funding is being requested for and does it have proven past performance? Is the funding part of a multi-year strategy?
10

Will the project be for only one agency, multiple agencies, or the state government enterprise?
10

Has the applicant maximized their own and other resources in the project? Is alternative funding unavailable for this project? (If no other funding available, project will not be completed without Pooled Technology funding) 
5

What is the credibility of the requester based on past performance on other projects? 

 
5

For Pooled Technology funding requests, this scoring methodology is applied against the information contained in the ROI document describing the project or initiative. A consensus is reached among state government IT leaders and the limited Pooled Technology funds are allocated accordingly. Non-routine and IT expenditures over $100K are reviewed to ensure that there is adherence to enterprise IT standards.  Additionally, projects that are substantially similar or that use common technologies or IT components (e.g. conversion to electronic documents, Internet web payment engine, etc.) may be combined across agencies to affect a more consistent and cost beneficial solution.

b) Benefits realized by service recipients, taxpayers, agency, or state

Policy makers and constituents can use the ROI website to read descriptions of the proposed projects as well as the funding requests and justification for the projects.  

By reimbursing agencies upon verification of the successful completion of the project work, the Enterprise Quality Assurance Office: a) ensures that only costs associated with the project are paid from Pooled Technology funds; b) provides incentives to agencies for the timely completion of work; and c) seeks to ensure the work completed meets the program requirements (audits for functionality).

Most people involved in the budget process realize there is considerable margin for error when the formulation and submission of an agency budget up to 22 months before the actual expenditure of the money is made.  Making funds available to agencies based on the actual expenses associated with properly executed work tends to lower the costs associated with the implementation of technology in government.  

The competition for Pooled Technology funding in past years has generated considerable agency interest in innovative and cost saving IT programs. In FY02, the Information Technology Department received 24 ROI project funding requests totaling over $79 million; in FY03, there were 36 ROI project funding requests totaling over $74 million.

d)  Return on investment, short-term, long-term payback

Since the inception mandatory ROI submissions, we have seen significant cost savings derived from two aspects of this program.  The initial cost saving method employed is to combine similar and/or duplicative IT programs. This facilitates the development of common solutions to various operational issues and pools the resources of state government IT workers in different agencies. The second cost saving comes from the IT program funding and payment methodology. Agencies have the ability to compete for funds (Pooled Technology Funds) for innovative or cost saving IT related programs and activities. The agencies must pay the expenses incurred by IT projects and submit actual expenses to the Enterprise Quality Assurance Office for reimbursement. All such requests are audited and verified.   Savings realized to date:

State of Iowa ROI Program – Past Years Results


Total Pooled Technology Funds Available
Savings From Combining Similar or Duplicative IT Projects
Savings From Payment Of Actual (vs., Estimated) Expenses

Fiscal Year 2001
$19.14 Million
$2.40 million
$3.22 million

Fiscal Year 2002
$15.54 million
$1.06 million
$1.10 million
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