0CT 09 2003

COMMONWEALTH of VIRGINIA

Cheryl Clark Virginia Information Technologies Agency TDD VOICE - TEL. NO.
Deputy Chief Information Officer 371-8076
Email:cheryl.clark@yvita.virginia.gov 1 ;?SSJJSIDS%/YES;LF:AS;;E‘IgT

(804) 371-5000

October 6, 2003

Mr. Glen Tittermary

Joint Legislative Audit and Review Commission
General Assembly Building, Suite 1100
Richmond, Virginia 23219

Dear Mr. Tittermary:

The purpose of this letter is to request the Joint Legislative Audit and Review Commission’s approval to reduce the
Unisys CPU rate from $.0088 to $.00858 per second, which represents approximately $300,000 per year reduction
for this service. The reduced rate would offset charges that the Department of Social Services (DSS) will incur as a
result of converting from a shared MAPPER 1 region to a dedicated MAPPER I region.

The conversion is a benefit to both DSS and VITA. In the current environment, VITA staff must perform database
maintenance on behalf of DSS to protect against unauthorized access to other agencies’ data. Also, maintenance
must be coordinated with other users due to systems downtime. In the dedicated environment, DSS will perform its
own database maintenance according to its schedule and without impact to other users.

Currently, VITA does not have a process to accurately identify and allocate certain shared region expenses. VITA
does charge for the full cost of dedicated regions. Accordingly, DSS will now incur a charge it did not heretofore

have. The purpose of the rate decrease is to make this conversion revenue neutral to VITA and expense neutral to
DSS.

If you have any questions, or would like a complete package of rate schedules, you may contact me at
(804) 371-5672.

Sincerely,

N

Mike Lane

C Mike Gleason, Department of Planning and Budget
Austin Matthews, VITA Chief Financial Officer
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COMMONWEALTH of VIRGINIA

Cheryl Clark Virginia Information Technologies Agency ~ TDD VOICE - TEL. NO.
Deputy Chief Information Officer 371-8076
Email:cheryl.clark@vita.virginia.gov 1:353#(;3;5\:52;2::;5;1?T ‘
(804) 371-5000
October 27, 2003

Mr. Glen Tittermary

Joint Legislative Audit and Review Commission
Suite 1100

General Assembly Building

Richmond, Virginia 23219

Dear Mr. Tittermary:

As you know VITA is in the process of transitioning in-scope agencies to VITA over the
next 14 months. The purpose of this letter is to request the Joint Legislative Audit and
Review Commission’s approval for the implementation of interim billing rates for services
new to VITA. These interim rates allow VITA to recover costs associated with providing
these new services, while continuing to accumulate accurate service and personnel cost
data during transition.

Methodoloqgy Used for New Services

The primary source of data used to develop the charge-back model and establish rates
for new VITA services was the Asset Portfolio database. This database was created
from due diligence surveys of all in-scope agencies that will transition to VITA. Included
in the database was purchase and ongoing cost information about servers, PCs, voice
and data network equipment, LAN devices, peripheral equipment and software. A
second database that mapped new employees from the in-scope agencies into specific
VITA functional areas was used to determine the personnel cost of supporting the new
services. This information was used to project the total expense VITA will incur in
providing services for nearly 60,000 PCs, 3,000 servers, 5,000 network and other
devices, and more than 1,000 licenses for software. The hardware, software and the
expected 890 new staff acquired from the agencies represent approximately
$140,000,000 in expenses new to VITA. All projected expenses were allocated to
various cost pools according to the new services VITA expects to charge for. Those
expenses were then integrated with existing expenses to develop a new budget and
ultimately determine the appropriate rates to charge for each unit of service.

Due to the magnitude of this effort, VITA contracted with a consulting firm that
specializes in developing charge-back methodologies and rates for IT services to assist
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us'. The firm has been in the charge-back consulting business for over 20 years with
private and public sector clients. The consultants reviewed our current rates and our
documented methodology for changing and establishing new rates. We discussed, with
the consultants, our general plan for developing VITA’s interim rates for new services.
Once the consultants were satisfied that our methodology was sound, they then met
with each of the Directors responsible for delivering services that we expected to charge
for. As a result of those meetings, the consultants assisted us in defining the
appropriate cost pools, specific components to include in the pools and units of
measure for which rates would be developed. The consultants confirmed that VITA’s
approach for establishing the rate structure for new services is reasonable and
consistent with other organizations.

In addition to validating VITA’s methodology and assisting with the project, we asked
the consultants to research other government and private organizations to provide
additional documentation to validate the reasonableness of our rate setting process and
rate structure. While they are currently in the process of compiling the results of that
research, their preliminary conclusion is that VITA’s methodology is sound.

Proposed Rate Cateqories and Associated Rates

Listed below are the categories of services and associated rates for which VITA plans
to charge and the method of charging for each new service. These rates include direct
expenses such as hardware, software and staff that directly support the service, shared
expenses such as security, capacity planning and the customer care center, and
indirect expenses such as finance and human resources. Rates will become effective
the first full month following agency transition and will be considered interim. These
rates will likely exist for 18 to 24 months. At that time, VITA will have more accurate
data concerning the volume and cost of equipment and software. With server
consolidation and other cost savings measures implemented over the coming years,
VITA expects to adjust the rates downward over time. At the same time, we will revise
the charging model as experience indicates.

} C. N. Johnson & Associates, Phelan, CA — www.cnjohnson.com



Rate Categories for New VITA Services

Desktop Services

Desktop rates include desktop PCs, laptops, additional software and-hardware
outside of the standard, and wireless and handheld devices.

PC - standard rate ($94.78 per month)
Includes the standard hardware and software configuration, maintenance,
support and shared LAN devices such as printers, scanners, etc.
Based on a 4 year replacement cycle

PC - high end rate ($107.78 per month)
Includes the same items as the standard PC plus a more expensive
hardware configuration such as more memory, faster processor, larger
hard drive and larger monitor

Laptop — standard rate ($204.21 per month)
Includes the same items as the standard PC; hardware is more expensive

Based on a 3 year replacement cycle

Laptop — high end rate ($218.21 per month)
Includes the same items as the standard Laptop plus a more expensive
hardware configuration such as more memory, faster processor, and
larger hard drive

Additional PC software — cost + administrative support (8.9%)
Cost may be purchase, annual license fee, etc

Additional PC hardware — cost + administrative support (8.9%)
Cost may be purchase, maintenance, etc

Wireless/handhelds — cost + administrative support (8.9%)
Cost may be purchase, license, maintenance, usage, etc



Server Services

Server rates consist of a hardware and software component. The hardware
component includes hardware, maintenance, operating system software and
support. The software component includes licensing and support.

Windows/NT servers
Hardware component - Three tiers of rates determined by the cost of the
server.
Based on a 3 year lifecycle
Tier 1 - $338.30 per month
Tier 2 - $1,337.19 per month
Tier 3 - $2,777.62 per month

UNIX servers
Hardware component - Three tiers of rates determined by the cost of the
server.
Based on a 3 year lifecycle
~ Tier 1 - $431.15 per month
Tier 2 - $1,621.21 per month
Tier 3 - $3,529.27 per month

Server software for either type of server — Five tiers of rates determined by the
recurring annual cost of the software.

Tier 1 - $312.94 per month

Tier 2 - $3,014.77 per month

Tier 3 - $10,063.81 per month

Tier 4 - $23,662.38 per month

Tier 5 - $51,603.16 per month

Non-standard servers
When the cost of a server falls outside of the rated range, the hardware

charge will be specific to the server. The software charge will be
determined from the software rate table above.

Based on a 5 year lifecycle.

Hardware — monthly charge is purchase price times 3.11%

Software — from the Server software table above



Network Equipment Services - data (routers, bridges, switches, hubs)
Equipment cost plus support.
Based on a 3 year lifecycle.
Monthly charge is purchase price times 5.85%

Network Equipment Services - voice (Key systems, PBX, VOIP systems)
Equipment cost plus support.
Based on a 5 year lifecycle.
Monthly charge is purchase price times 3.51%

Other Hardware (production printers, tape, disk, etc)
Equipment cost plus support.
Based on a 5 year lifecycle.
Monthly charge is purchase price times 3.11%

A summary table of our proposed interim rates is provided in Attachment A.

We are also analyzing the effect of these rates on agency mformatlon technology
budgets. That information will be forthcoming shortly.

In order to expedite this process and have interim rates in place as quickly as possible,
we would welcome a meeting among staff to go over calculations and assumptions
associated with the interim rates. If you have any questions, please give me a call at
371-5672. ’

Sincerely,

Michael K. Lane
Budget Director

Attachment

cc. Austin Matthews
Cheryl Clark
Eugene Huang
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11/24/03

VITA

PROJECTED PROFIT AND LOSS STATEMENT

INTERNAL SERVICE FUNDS
FY04-06

REVENUE

Current Services '

Computer Services

Telecommunications

Enterprise Systems
Subtotal

New Services

Computer Services

Telecommunications Services
Subtotal

Total Revenue

EXPENSES

Current Services Direct Expenses
Computer Services
Telecommunications
Enterprise Systems

Subtotal

New Services Direct Expenses

Computer Services

Telecommunications Services
Subtotal

Indirect Expenses 1/
Current
New

Subtotal

Total Expenses

PROFIT/(LOSS)

Start-Up Costs /2

RETAINED EARNINGS JULY 1

RETAINED EARNINGS JUNE 30

n

2

FY04 FY05 FY06
$45,474,448  $48,029,197  $50,237,174
$69,300,000  $69,246,279  $70,246,279
$2,723,838 $2,723,838 $2,723,838
$117,498,086  $119,999,314  $123,207,291
$19,190,936  $109,829,281  $131,673,997
$3,205918  $19,442,302 _ $283,466,604
$22,396,854  $129,271,584  $155,140,602
$130,805,141  $249,270,898 $278,347,893
$39,185,193  $40,231,398  $40,648,666
$64,360,574  $64,310,574  $65,510,574
$1,709,602 $1,709,602 $1,709,602
$705,055,368  $106,251,673  $107,868,841
$16,421,350  $93,979,003  $112,671,146
$2.916,103  $17,684,716 _ $21,345,221
$19.337,453  $111,663,719  $134,016,367
$21,506,048  $21,724,513  $21,724,513
$2,035,059 $7,783,148  $11,321,972
$23,631,107  $29,507,661 $33,046,486
$148,223,027  $247,422,954  $274,931,694
($8,328,787) $1,847,944 $3,416,199
($3,950,000) $0 $0
$26,362,876  $14,084,089  $15,932,033
$74.084,080  $15,032,033  _ $19,348,232

This line shows growth in new indirect expenses as a result of the new VITA organization. By
EYO08, the application of these expenses will be $11.9M to current services and $21.2M to new

services.

VITA and the Secretary of Finance have agreed to charge $4 million in start-up costs to the
Internal Service Funds in lieu of Finance transferring VITA's share of IT reductions out of this
account in the same amount. These costs will be distributed to the Expenses section of this

worksheet in the next update.



ZEZ'BYE'6LS EE0'2E6'G1S 680'v80'71S  680°¥BO'VIS Q9Y'6YEWLS ZpY'/6LYiS wmnw.mwc.mg 9Iy'CE0'GLS 06v'016'6LS £88°CEE'IeS 6v2'666'ceS 886'296°CeS Nmm.mw.c.wwm 2LE'6EE'GES  6¥9°G6£°GeS 0€ 3NNF SONINEYI QINIViIY

EE0'ZE6'GIS  6B0'VBO'YLS 9/8'298'928  BIV'GVE'VIS THY'L6L'VIS L2I'T0GIS OIY'SED'SIS OBFOLE'ELS ZBB'SEE'IZS 6VI'666'CZS BH6'296'€CS 2G8'SYO'veS TLE'GEE'STS 6Vv9'SEE'GeS 9.8'298'9CS L AN SONINEVE Q3NIV.LIY
0$ 0$ (oo0'0s6'es) 08 0% 03 [ (000°'056'E$) 0% 0$ 0$ 0$ 0$ 03 0% SHIJSNYHL
66191'E$ Y¥6'Lv8'LS (282'92e'98)  (616'9928)  (ve8'ivv8)  (BL1's1e8)  (Br'zzs)  (££0's268)  (266'5ev'is) (29€'E99'1s) (ovs'eoss) (bog'seos)  (02s'oses)  (se'oss)  (£22'296%) (SSO/LII0Hd
v69'1E6' v eS ¥S6eey LS _Le6'Eee8yiS 6LV IIV'GLS £92°000GIS 011'96S IS 162901 vi§ /28'280'viS O6v'LBL LIS /B5°088'018 92l ¢BL0LS 11OVB90LS BLOc6Y 013 268 0ec018 272999018 sosuadxg [e0),
S8Y'9y0'EES 199'£05'623 Z0V1E9'6ES  299'/22¢8 28v0lZeS  929'281'eS  9068.0CS  CvBBS0CS  BIVEJDCS  SS0SYB IS 0GL 628 13 OvEvi'iS vV vOLLS  GI0Z291S  Z18 78618 Eogng
CIE'ICE LIS BrL'E8l/S 650'GE0'CS  16L°ZLvS  1v6'66ES  09Ceee$  Oyr8lcE  9.y6528  vEGEves  BIOWYS £92°8% 2698 03 03 03 MoN
EISYRLIZS  EiE'veLES 8v0'965128  9/€'018'LS  1¥S'0LE'IS  99¥'008'}S  99v'008'LS  99K'008'LS  YEB'SLE'LS  99V'008°LS €8E'028'LS  VILEIS'IS  IVVVOLLS  SL0'Z29'MS  L18°286'1S waing
sosuadxy poaunpuy
L9E9LO'VELS  BLL'B99LLIS  ESY/ECELS  O9L'9BEPS  6GZ0I0WS 656 GeOES  6G66LCES  6G6GECES  cOLUEES  42G7ves . 1505918 905588 0§ 5] 0% Fwoigng
122 SyE 12 - 9LLveT IS £01'9L6'23  96/°699%  289'9098  69SEYSS GGy 08¥$  Gov08vs  BS0PSS PrS0rS 620223 SISEIS [ 03 03 SO0IAIBS SUOHBIUNWLIOOD|E L
oviLL92IS  E00'6L6'E68 0SE'12r'9LS  €9E'9ZL'ES  LL0'VOV'ES  16L'1BO'ES  YOS'6SL'ZS  POS'6SL'ZS  pYO'OLZS  EE0°2028  22O'BELS  L10'69% 03 0% [ SOOIIBS iBnduo]
SosuddX Jo4)( SINNIBS MAN
1v8'898'/018 _ELS'1GE'90IS  _B9E'SSE'SOLS 2694828 20984 B8  beb/8/85  Geo /B8 Ge6/8L83  Go6/028%  Ge628L85  Gr6ZBL'8S  6EL7BL 8% Z/VB9L8S /9l 66905 1958795% mogng
209°'604 18 209°'604°1% C0960L'4S  vEL'EPIS  v6LZviS  vBlevlS vl eri§  vBLCVIS el viS  VBhevlS  ¥BLevi§ | Y6HeplS  vBLavi§  YEEZviS  Favepis sweshg ssudioy
yIG'0LG'698  pLGOLEYES PLS'09E'Y98  ZOY'EOE'SS  1BE'COE'SS  YBE'EE'GS  GGE'EOE'SS  SEE'E9E'GS  GEE'EOL'SE  G6E'COE'SS  SE'EOE'SS  GOZESL'SS  vEL'6SE'SS  pIL'SSE'SS  S0L'0/E'SS SUOJBOIUNLILIOOBI |
999'8Y9'0rS  86E'LEZ'OVS E61'9BL'6ES  9E0'ZBT'ES  9T6'6/2'CS  OLL'ZA'ES 9EE'ZBI'ES 9EE'ZBZ'ES  OCE'CHZ'ES 9EC'Z8Z'ES OCE'ZOZ'ES  OEE'TSTES  65C'U8TES  6U8'U61'CS  Z6LTOL'ES S80jAIBS JAINdWIOD
sosuadxg joeliq SINMIBS JuaLng
. $3SNIdX3
S68°LVEBLES  868°04C6reS  _LyI'GEB'6EIS OvO'OvI'SIS 0//8SG VIS IE6O0BE YIS S66EB0VIS VGLZOL'ELE 6600UGL 68 GerZl263  OUCHIB0S Pl 06668  GA00006S  ore'09z0l3 15565068 anuansy o)L
209°0vL'SSIS  YBG'LLZ6ZIS vGR'96EceS  /02160G$ B/LGYOVS  6VI66L P OZLEGEh  OZLEGLES  CE0ZEES  peS9szs  O10 1618 805565 03 o3 [H roang
v09'9OrEes  cOEchr el BI6'S0Z'€S  ¥OL'9ELS  [/6'9998  (BGZ6GS  S028258  S02'8eGS  LEP6SS €L5°7vS SiZ62% 858713 [H 03 0% S30|AIBG SUOHEOJUNWIWIOB|B L,
LE6'ELO'IEIS  LBCETB'E0LS  OEB'06M'61S  EYAVSE'VS  L0Z'8/6'ES  8SG'I09'ES  9I6'v2E'ES  916'WeZES  109'22€$  1S6'IvE$  JOC'L9I$  059'08% 0% 03 2] seoniag Jeindwoy
Saonieg maN
L6202 €ClS VIE6666LIS  9BEB6V'/LIS EEBVS0'0IS 260EL666 18/ 181018 S/BCGEC OIS YEG60v6s  JO07IE 68 0L 0C68S  O/E 77068  G07t0668 S0 0T6E GioeT0IE 155°669°63 -Eogng
BEG'ECLTS 8Eg'ECLeS BEB'ECLTS  98T/8IS  OIELLIS  Ccc/98S  OLGEBES  ¥OOVBIS  828¢0Z8  MOLGLIS  OJ9€8IS 1260028  SO0CHIS LETE0rS  EA000ZS Swashg asudiouy
BLZ'9vZ0LS  BLZOFZ'69S 000'00E'698  BIG'GBE'GS  L/1'6VL'SS  2Ly'628'SS  FOV'EE0'9S  2BS'SSY'S$  2ZZTIEGS  0STYRO'SS  9EV'S6L'SS  ES6'VBLSS  vEQZYE'SS  ZvO'SBE'SS  O.SEE'SS SUOHEDIMUALIODSID).
PLLIETOSS  L61'620'BVS BYY'pLy'SyS  656'448'ES  O0V/B6'ES  BB0'S96'ES  LYE'EIG'ES  BBYGOL'ES OIUBSC'ES OZE'ILOES  BSZBYUCS SCC'LLE'SS  COZOL9'ES  S99'BLL'YS | B90°Z9SES: SBOAIBS JNdWoD)
SaOIARS JuBLINY
INANIAIH
90AL SOAd vo-Aep yo-idy 0-1eN v0-qad yo-uep €023 €0-AON €020 €0-dag €0-bny £0-I07
IejoL =104,
VOAd HOd ATHINOW
90Ad4-v0Ad
SONNA BDIALIS TYNYIINI

SS01 ANV 11404Hd A3103r04d
VLA



The Auditor of Public Accounts is conducting a special review of the budgeting,
accounting and other financial information system and internal controls over these
systems. The detailed objectives of the review are listed below including the starting and
end date of the audit work. The Auditor of Public Accounts intents to issue the report on
this work by early January, 2004.

Audit start: November 10, 2003
Scheduled end: December 15, 2003

Audit Objectives

1.

Determine that VITA’s services are outlined in a business plan in sufficient
detail to be used by divisions as their guiding principles.

Determine that business directorates are supported by automated systems
required to perform the business functions.

Determine that VITA’s business processes have adequate internal controls to

- protect the assets of the Commonwealth.

Determine that VITA continues to make business decisions based on valid and
reliable data in conformity with their business plan.

To compare the cost of VITA operations, especially overhead, to pre-VITA
information and estimates to determine the reasonableness of increases or
decreases.

Examine compliance with State and Federal laws and regulations.



