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CONSOLIDATED TECHNOLOGY SERVICES (WaTech) RATE PLAN 
May 22, 2017 

Background 
This rate plan is being submitted to the Office of Financial Management (OFM) as a result of direction 
from RCW 43.105.052(3), which reads: 

“Develop a billing rate plan for a two-year period to coincide with the budgeting 
process. The rate plan must be subject to review at least annually by the office of 
financial management. The rate plan must show the proposed rates by each cost 
center and show the components of the rate structure as mutually determined by 
the agency and the office of financial management. The rate plan and any 
adjustments to rates must be approved by the office of financial management.” 

In response to these requirements, WaTech is submitting this rate plan that lays out the principles for 
establishing new rates and revised revenue structures as described in subsequent sections of this plan, 
and to target particular services for rate changes based on priorities described below.  The goal of the 
plan is to reduce or eliminate the agency’s current operating loss through enhanced financial 
management and cost control as well as increases in revenues to specific lines of business.  This will 
affect the cash position of the fund, but the agency cannot completely resolve the negative cash 
position without significant participation of OFM and the Legislature. 

WaTech offers a wide variety of IT services, each with its own rate.  Current published rates can be 
found on the WaTech IT Services site. 

Agency Financial Management Principles 
Spending Discipline 
Since its inception in July 2015, WaTech has implemented a more rigorous process of monthly fiscal 
reviews, with more resources for fiscal and business analytics that will improve the ability of the agency 
to analyze and control its expenditures.  The agency’s chart of accounts now provides a finer level of 
detail about expenditures within central service model allocated programs and Fee for Service (FFS) 
programs.  These changes provide more discipline and transparency in the development of rates that 
will allow services to be self-sustaining, to identify where overhead costs are a problem, suggest when a 
service should be retired, and identify the impacts to the agency and its customers. 

Specific steps taken to improve WaTech financial architecture: 

• Fully utilize and populate the Agency Financial and Reporting System (AFRS) - no more parallel 
budget/allotment systems. 

• Consolidate 27 businesses from three different agencies. 
• New Chart of Accounts - eases review for OFM and legislative staff. 
• Invoice re-design - improved customer information. 
• Overhead Distribution - straightforward and federally acceptable 

http://watech.wa.gov/solutions/it-services
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Improvements resulting in transparency of agency revenue and expenditures: 

• Monthly Fiscal Status Reports (MFSR) — discipline of internal monthly review and course 
corrections. 

• Use of SharePoint to provide internal access to information – and could also make some fiscal 
reporting accessible to external customers. 

• PowerPoint presentations on fiscal status that can be shared monthly. 
• Bottom up budgeting template for each service to be shared with executive staff on a regular 

basis.  

Additionally, the agency has implemented a formal review process, called the Service Catalog Process, to 
examine services on a periodic basis for sustainability and solvency (Appendix A).  As part of this process 
considerations will be given to: 

• Costs of standing up a new service 
• Costs of operating a sustainable service 
• Costs associated with retiring a service (what are the thresholds and criteria for retiring a 

service) 

In taking these steps, the agency’s intent is to implement and adhere to sound financial management 
practices, meet the requirements of current statute, RCW 43.105.052 (requirement for a rate plan and 
OFM approval of rates), as well as creating a corrective action plan in response to a State Auditor finding 
from the November 2015 to October 2016 Audit Resolution Report similarly recommending compliance 
with the same statute. 

As WaTech develops new strategies to streamline rate structures it will need to consider issues of 
compliance with the state’s Statewide Cost Allocation Plan (SWCAP).  OFM is responsible for the 
development and submission of the SWCAP as required under the provisions of the U.S. Office of 
Management and Budget (OMB) Circular 2CFR200.  The SWCAP is the mechanism by which the state 
identifies and allocates statewide indirect costs, and also includes financial and billing information for 
central services directly charged to agencies.  As WaTech takes steps to achieve solvency at the fund 
level, the agency will need to avoid excess earnings in any single service that could be subject to 
repayment to the federal government or rebate to customer agencies. 

Principles for Future Rate Setting and a Sustainable Revenue Structure 
As WaTech embarks on a long term sustainable revenue strategy, it will make decisions based on several 
principles to guide its direction: transparency and communication; cost control and cost recovery; and 
strategically defining services to be responsive to technological and market changes.  The ultimate aim is 
to establish rates that provide the incentive for state agencies and other customers to use WaTech 
services because they provide good value for the price. 

The agency currently has its own policy (Appendix B) related to cost recovery, rates, and earnings.  
Though we are not currently achieving all the requirements of this policy, we continue to work towards 
full compliance.  The policy states (in part): 

• Margin targets will be set each year during the biennial budget process. 
• Earning margins will facilitate the acquisition of fixed assets to meet customer needs for 

increased capacity, investment in new services, assurance of stable rates, and maintenance of a 
cash minimum of 45 days operating expenses. 

• When earnings exceed WaTech/CTS requirements the difference will be returned to customers, 
normally through rate reductions or rebates. 
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• WaTech/CTS may invest in activities that benefit a major segment of the state, such as small 
agency assistance, pilot and demonstration projects to benefit customer agencies, with 
permission from OFM and/or the Legislature as appropriate. 
 

Given the scope of the challenges WaTech faces in addressing future revenues that are sufficient to 
sustain the agency’s ongoing operations, it needs to consider additional principles beyond those above 
for establishing rates and generating revenue that go beyond marginal rate adjustments, which alone 
will be insufficient to address the scale of many of WaTech services’ revenue shortfalls.  

Sustainable Operations 
In Fiscal Year 2015, WaTech ended the year spending $17.8 million more in expenditures than revenues 
collected.  While this was the case, there was sufficient fund balance available that was spent down to 
cover the over expenditures.  WaTech started the 2015-17 biennium with a positive cash balance of $3.7 
million across its three operating accounts. Specifically, the Consolidated Technology Services Revolving 
Account (fund 458) had a cash balance of negative $2,478,036; the Shared Information Technology 
System Revolving Account (fund 461) had a cash balance of $373,000; and the Statewide Information 
Technology System Maintenance & Operations Revolving Account (fund 472) had a cash balance of 
$5,849,468.  In Fiscal Year 2016, WaTech continued to have expenditures exceeding revenues by $9.9 
million and by $5.6 million projected in Fiscal Year 2017 for a projected negative fund balance of $11.8 
million.  This translates into an estimated negative cash balance going into the 17-19 biennium of $10.5 
million (fund 458 negative $13,111,386 million; fund 461 negative $314,854; fund 472 $2,919,382).  The 
following charts help to illustrate this: 

 

  Year End Cash Balance  
  Fiscal Year 2015   Fiscal Year 2016   Fiscal Year 2017 (projected)  

Fund 458 
                 
(2,478,036) (6,553,655) 

                                    
(13,111,386) 

Fund 461 
                       
373,000  

                 
(542,704) 

                                          
(314,855) 

Fund 472 
                    
5,849,468  

                
3,479,168  

                                         
2,919,382  

Fund 419 
                                   
-    

                               
-    

                                                        
-    

Total 
                    
3,744,432  

             
(3,617,191) 

                                    
(10,506,859) 
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 Year End Revenue to Expenditure Variance  
  Fiscal Year 2015   Fiscal Year 2016   Fiscal Year 2017 (projected)  

Fund 458 
                                   
-    

             
(8,635,625) 

                                       
(5,786,167) 

Fund 461 
                                   
-    

                 
(571,043) 

                                          
(249,448) 

Fund 472 
                                   
-    

                 
(729,346) 

                                             
381,689  

Fund 419 
               
(17,841,640) 

                               
-    

                                                        
-    

Total 
               
(17,841,640) 

             
(9,936,014) 

                                       
(5,653,926) 

 

  Year End Fund Balance  
  Fiscal Year 2015   Fiscal Year 2016   Fiscal Year 2017 (projected)  

Fund 458 
                 
(2,478,036) 

           
(11,113,661) 

                                    
(16,899,828) 

Fund 461 
                       
373,000  

                 
(198,043) 

                                          
(447,491) 

Fund 472 
                    
5,849,468  

                
5,120,122  

                                         
5,501,811  

Fund 419 
                                   
-    

                               
-    

                                                        
-    

Total 
                    
3,744,432  

             
(6,191,582) 

                                    
(11,845,508) 

 

 

Although seemingly obvious, it needs to be said that the first step is to stop this negative cash flow 
through a combination of expenditure controls.  Then over the course of the next two years, continue to 
reduce costs and strategically increase revenues to restore the fund balance in the Consolidated 
Technology Services Revolving Account, fund 458. WaTech intends to resolve the cash deficiency in this 
fund by June 30, 2019, and continue to operate without an operating loss thereafter.  However, with 
continued losses in the State Data Center, due to the delays in getting customers in and collecting 
sufficient revenues, and the inability to use funds from other lines of business to cover these losses, this 
will be a challenge.    

Sustainability means having the agency spend only the revenue it earns, with the caveat that rates are 
built on realistic costs; for example, the need to consider vendor costs, inflation, PEBB and employee 
pay raises, among other costs that affect the cost of doing business.  It is incumbent on the agency to 
minimize overhead while still maintaining adequate support for sustainable operations.   

Current rates have not kept up with the costs of delivering many WaTech services, and many rates have 
not been reviewed or adjusted in years.  That is a reason WaTech has set up a process to review and 
validate services and to assure that rates are sustainable.  The service catalog process mentioned above 
is an example. Other measures to support sustained operations being considered include: 
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• Build a responsible cash reserve to manage unanticipated costs, and to allow for new service 
investments. 

• Ensure the agency has a solid administrative infrastructure to comply with necessary rules and 
regulations while minimizing overhead costs. 

Allocations and Core Services 
OFM and WaTech must define which services should be considered “core”, and ensure that there is a 
stable source of revenue that covers their costs.  We define core services as those that are used by most 
state agencies and are foundational to the enterprise of the state’s business. Core services provided by 
WaTech include: 

• Network 
• Phones  
• E-mail 
• Data center  
• Security 
• Mainframe 
• Enterprise application maintenance and operations 
• Disaster recovery 

There are a number of core services, Mainframe and the State Data Center being salient examples that 
are in financial trouble but can’t be shut down because they support key statewide operations.  Central 
Service Model allocations have the advantage of ensuring predictable, stable revenue to cover central 
providers’ operational costs.  Allocations are advantageous to customer agencies because of the cost 
control and financial support provided through the state’s budget process.  However, planning and 
accurate cost estimates become more critical as central service allocations can only be adjusted as part 
of the state budget cycle, without the flexibility to scale the service or make mid-year adjustments that 
are possible under a fee-for-service model. 

Allocation assumptions must account for vendor costs that WaTech does not always have control of (e.g. 
software licenses, telephone vendor rates).  Allocation methodology must ensure that customer 
agencies’ costs generally reflect their service utilization and are sufficiently funded for the information 
technology services they require.  This is critical for all customers so they can request funding for rate 
increases.   

Fee for service financing has advantages as well.  It is especially suited for starting up new or 
experimental services.  WaTech can scale the level of service to meet customer interest and demand, 
and has more flexibility, with OFM approval, to change rates as needed to meet changing circumstances.  
Additionally, customer agencies can decide how much they want to buy of a new service without being 
committed to a biennial allocation.  If a service matures and becomes more foundational (enterprise), 
then moving into the Central Service Model allocation should be considered. 

Rate Methodologies Must Be Comprehensive  
WaTech (and formerly as CTS and DIS) has had a practice of selling FFS services with the assumption that 
individual cost centers were to be self-supporting.  This tended to keep rate-setting in silos, without 
consideration for how different services of the agency were interconnected.  The idea of rates (both fee-
for-service and allocations) being offered at an aggregated business level higher than the cost center is 
advantageous for future planning.  An example of this is the Messaging business which encompasses the 
cost centers for Email Services, Enterprise Active Directory, and Live Communication Server 
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(Lync/Skype).  Providing services within a “bundle” or business allows for flexibility in managing costs as 
well as efficiency in deploying resources that can support more than one single cost center. 

Beginning in Fiscal Year 2015, WaTech has consolidated cost centers that provide related services into 
lines of businesses.  As long as the business line remains solvent, revenues and costs can balance out the 
individual cost centers.  This principle also applies between business lines as they relate to the bottom 
line of the entire agency.  This enables flexibility to respond to changes in the customer base for one or 
another set of services, as well as the opportunity to build some financial cushion to invest in new 
strategies and technologies and replacement equipment.   

Customer Involvement 
WaTech is developing strategies to engage customers and gain their support for the rates they pay and 
the quality of services they receive.  Transparency and predictability are important as customer agencies 
must understand what they are paying for, be able to plan ahead, and have ability to make internal 
decisions to control their costs.  Customers should understand how a given service rate came about and 
what costs are included in the rate, including administration and overhead.  This enables agencies to 
make more informed business decisions about what services to buy or how they can control their own 
costs.  Even for services agencies are required to buy from WaTech, such as through a statewide 
allocation, they need to know how WaTech can ensure they receive the best value and price for those 
services. 

Generally, increasing the number of customers reduces the rate charged for a particular service.  The 
cost of infrastructure or staff investments is shared across a larger base of paying customers.  Therefore, 
the agency will look at how aggressively it can pursue new customers.  Not all agencies buy WaTech 
services, even those that are part of the Central Services Model.  Potential new customers do not have 
to be limited to state agencies; they could include other public entities such as public universities or 
county/local governments. 

As part of the governance process to develop new rates and services within WaTech, customer agency 
input and feedback will be solicited.  A regular process to ensure OFM involvement, with legislative 
input, will be implemented. 

The agency has implemented or retained several ways to reach out to customers and promote customer 
engagement: 

• Executive Board – A  collection of directors,  and/or deputies from executive, separately 
elected, legislative and judicial branches along with representatives from state and local 
(Association of Cities and Counties) who provide oversight and visibility between WaTech and its 
customers into the business priorities of WaTech.  

• Customer Advisory Council - Agency chief information officers who meet quarterly to provide 
strategic leadership for statewide IT through the alignment of customer agency IT objectives. 

• Quarterly Customer Review – Provides a forum for customers to discuss particular services each 
quarter. 

• Customer Account Managers - WaTech single point of contact and advocate for customers. 
• Service Announcements – Sent as needed to inform customers of any service or rate changes 
• Governance - Technical and business governance committees on larger services like email and 

EAD. 
• Customer Satisfaction Survey – Last year WaTech originated a comprehensive customer survey 

that was sent to 75 customers and received responses and interviewed 63 of them; WaTech has 
taken those results and worked on several solutions to address our customers’ concerns.  
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• CIO Forum-- The CIO Forum generally meets monthly and draws chief information officers and 
deputy CIOs from Washington state agencies, state boards and the higher education 
community; primarily an information sharing opportunity; a venue for WaTech to communicate 
in person with the state CIO community about information technology policy changes, legislative 
activities, fiscal matters, reporting requirements, and updates about publications and awards.  

Priorities for Rate and Allocation Changes 
The agency will not be able to address all rate/revenue issues within a single biennium.  This plan is a 
result of a process of prioritizing services with the highest cost impacts or a source of major concern for 
customers that will be considered for rate/allocation changes.  For a comprehensive financial look at all 
of WaTech’s lines of businesses, see Appendix E.   

Those services and the direction WaTech is taking to address their respective revenue shortfalls are 
detailed in this section.  It is possible that after more thorough analysis, some of the services listed in the 
Fiscal Year 2018 Priorities will end up self-sustaining without a rate adjustment in the 2017-19 Biennium.  
On the other hand, this list does not preclude the agency from looking into other services and revenue 
alternatives.  Service priorities will also be influenced by major decisions about technologies or strategic 
direction, such as whether the state adopts Office 365 or how quickly it moves to a cloud environment 
and under what circumstances.   The agency’s Strategic Roadmap (Appendix C) is a coordinated and 
comprehensive strategy, with key objectives, options, and decision points identified, that provides a 
long-term direction for agency focus and a foundation for priorities and investments.  

Changes in rates and allocations will, for the most part, adhere to the state’s biennial budget process.  
Likely these could be reviewed and possibly revised in line with supplemental budgets, but the intent 
would be to avoid mid-year or unplanned rate increases that could result in client agencies experiencing 
cash issues or operating losses within a given fiscal year.  However, achieving cost recoverability within 
the biennium is the agency’s goal. 

The timeline to complete analysis and to provide more definitive recommendations for rates and 
allocations align with: 

• 2018 Supplemental budget development schedule determined by OFM (summer 2017) for 
central services allocations or fee-for-service changes that may require decision packages from 
WaTech or other agencies. 

• Rate Day, June 2018 for fee-for-service rate changes. 
• 2019-21 budget development schedule determined by OFM (summer 2018) for central services 

allocations. 

This process of review and prioritization will be an ongoing one, with regular updates to this rate plan 
that will align with the state’s budget process and allow for review and approval of rates by OFM, in 
accordance with statute.  

Recap of March 2016 Plan 
Below is brief review of the specific, actionable, changes WaTech suggested in our previous plan.  
Included is summary of how each suggestion was dispositioned.   

Telephone Services Rates 
WaTech intended to review the current rate structure of telephone services with the aim of more 
uniform rates for services, and fewer individually tailored agreements with agencies.  We deferred 
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making changes to telephone services in Fiscal Year 2017.  Instead of trying to fix rates for all telephone 
services, WaTech is considering a new rate for central office telephone services (also known as Centrex).  
Centrex services are expected to have a shortfall of $810,000 (28% shortage) by end of Fiscal Year 2017.  

State Network Allocation 
Beginning in fiscal year 2016, WaTech converted the state network service from a fee-for-service 
funding model to an allocated charge to agencies. This allowed WaTech to take leadership on network 
service delivery to optimize resources and better control costs on behalf of the enterprise. During fiscal 
year 2016 WaTech collected data on state agency usage of the state network, and proposed a new cost 
allocation methodology for the 2017-19 biennium that will more fairly allocate costs. The new 
methodology to distribute costs to customer agencies is based on a combination of transport and 
connectivity utilization/capacity for each agency, plus a per-FTE distribution for Network Core services, 
resulting in an allocation that is fair and simple, and better aligns agency charges to usage. Though we 
are still waiting for a final decision from the Legislature, we do expect this change will be incorporated 
into the 2017-19 biennial budget.  

Server Hosting and Storage 
Server Hosting services is the biggest consumer of storage services within WaTech.  In order to provide 
Server Hosting services, storage is needed to house the data.  In considering rate changes, these two 
services should be analyzed in conjunction with one another.   

Legacy Server Hosting is tied closely to storage because we use the amount of storage a server is using 
to bill the client. One of the reasons Private Cloud was separated from the current Server Hosting was to 
accurately bill our clients for resources consumed. Agencies in the Private Cloud now pay separately for 
all components of the server: 

1. Memory per GB 
2. vCPU per processor 
3. Storage per GB 
4. Software License 

In the Private Cloud, storage is just a component of the environment, whereas, in the legacy 
environment, storage is what is used to bill. This unfortunately ties the two services together when they 
really should not be. As we migrate the legacy environment to the Private Cloud we will eliminate the 
dependencies. WaTech will be better able to purchase resources based on total use of resources which 
will allow us to budget appropriately for growth. 

In the past WaTech purchased four storage solutions, Avamar (backup), Vmax (High Performance), 
NetApp (daily access) and Centara (email vault). The idea around each of these solutions was to provide 
the level of storage experience the client needed. Vmax was purchased for its ability to provide high 
accessibility through Fiber Channels for the Mainframe as an example. Each of these solutions had high 
price tags, which, makes the products costs hard to recover with competitive pricing.  

As WaTech moves forward with its Server Hosting and Storage Solutions, it is our goal to segregate them 
for budgetary reasons. We are currently researching storage solutions which will use cloud storage as 
the final location. 

Server Hosting services continue to operate at a loss (over $3 million per year), and while storage 
services have maintained a positive balance, it has not been enough to offset losses in Server Hosting.  
The plan proposed in the 2016 Rate Study was to reduce rates in one or both of these services to 
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determine if that would encourage more agencies to purchase these services, and make up losses 
through volume.  However, server hosting and storage services will also be substantially affected by 
decisions across the state to maximize use of the Cloud.  Another challenge is that the cost of storage in 
the commercial world continues to go down, and WaTech had invested in a technology called Vmax in 
2013, the cost of which doesn’t allow for implementing competitive rates without significant loss in 
revenue until at least 2019. 

WaTech is looking into addressing losses in these services with a more comprehensive approach in its 
computing services.  WaTech is exploring encouraging private cloud hosting over on-premises server 
hosting and sun setting other services that are not cost recoverable.  These efforts will be discussed in 
more detail in the 2018 Priorities section below. 

E-mail Bundling 
For Fiscal Year 2017 WaTech considered revisiting a CTS 2015-17 decision package that proposed 
providing email as part of a bundled package of communication services that included Shared Services 
Email, Secure Email, and Lync (now Skype).  The proposal was to have a single rate per email mailbox for 
this bundled package that by spreading costs across all 72,000 users would result in lower rates for users 
of the combined services than would be the case for buying these separately.  The cost recoverability of 
this proposal was contingent on the participation of large agencies to add several thousand new Skype 
users to the customer base; otherwise this service would continue to lose money.  To date there has not 
been enough interest by agencies for this combined rate to justify implementing it.  

Mainframe 
In the previous 2016 Rate Plan, WaTech proposed looking into the option of moving to an allocation, 
especially given the planned migration of major customers – Employment Security and Department of 
Corrections – off the mainframe in Fiscal Year 2017 and in the 2017-19 biennium.  Another large 
customer, Labor and Industries, plans to reduce its workload on the mainframe – a further loss of 
revenue.   In response, the Governor’s 2017-19 budget proposed adding $8 million to the Enterprise 
Systems Fee allocation to maintain mainframe support for statewide applications. 

Analysis has been centered on what it costs to maintain the mainframe only for core statewide 
applications (which must be defined), with the possibility of subscription-based tiered rates for agencies 
that choose to use mainframe for purposes other than those core applications.  In coordination with 
OFM and its One Washington financial systems project, WaTech is considering a long range plan to 
eventually shut down the mainframe.  Of course this also entails proactive planning and funding for 
agencies that rely on the mainframe to migrate off this service and onto alternative platforms for their 
applications. 

State Data Center 
The State Date Center (SDC) revenues are not sustaining the costs of this facility.  RCW 43.105.375 
requires all state agency servers to be located in the SDC, but migration of state agency servers into the 
data center has been slow and not at a level that supports the cost of the SDC.  WaTech and the Office 
of the Chief Information Officer (OCIO) pressed agencies to make this a priority as part of their 2017-19 
budget planning.  However, even with this effort, the planned number of enclosures will not be 
sufficient to cover operating costs without a rate adjustment and a concerted effort to bring additional 
customers into the SDC, including entities that are not state agencies.  The OCIO submitted the 
Washington State Data Center Report to the Legislature in April 2017 outlining some of the challenges 
related to filling Halls 1 and 2, or in finding alternative uses for Halls 3 and 4.  Further details on these 
and other issues can be found in the April report on the Office of the Chief Information Officer web site.  

http://ocio.wa.gov/sites/default/files/public/About/Reports/SDC_Plan_Update_May2017.pdf
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Statewide Allocations 
As WaTech becomes more reliant on statewide allocations for revenue, it continues to be important to 
review all central service statewide allocations for factors that would have an inflationary impact on 
agency costs.  The costs include direct and indirect costs for scheduled salary increases, health benefits 
changes, licensing contract terms with built-in increases, changes in technology, or any other external 
factors the agency does not have control over.  This activity will occur within the regular biennial budget 
process.  The agency will also examine selected allocations and assess the fairness and the 
comprehensiveness of each allocation methodology.  For example, this was done with the statewide 
network allocation in 2016 for the 2017-19 biennial budget.   

Fiscal Year 2018 Priorities  
Impact of 17-19 Budget 
Once the 17-19 Budget is adopted and analyzed, there may be changes to our 2018 priorities depending 
on what is adopted.  For instance, compensation increases would impact all of our fee-for-services areas 
likely requiring rate increases.  Changes in allocations or other business changes also could affect our 
priorities.    

Mainframe 
Mainframe revenues do not support its costs, a problem that will continue to increase without 
intervention from the Legislature. The mainframe costs approximately $15M per year to run, mostly due 
to licensing costs. These costs do not notably decrease as applications migrate onto or off of the 
mainframe. Since 2016, DOC, ESD, and LNI have fully or partially migrated off the mainframe, reducing 
WaTech’s revenues without decreasing WaTech’s costs. Therefore, as agencies migrate their 
applications off the mainframe, WaTech is left with the expensive cost of operating the mainframe and a 
decreasing number of client agencies that pay for the service.  

WaTech must continue to operate the mainframe until all applications have migrated off. Many of the 
remaining applications are enterprise applications on which all state agencies rely. To this end, WaTech 
submitted a decision package for the 2017-19 biennium to allocate this shortfall to all state agencies. 
The Governor’s budget proposes making up this revenue shortfall by increasing the Enterprise Systems 
Fee allocation.  

WaTech recently awarded a contract to International Consulting Acquisition Corporation dba ISG Public 
Sector to help us understand the different options and hopefully cost saving measures for the 
mainframe applications.  This information will be available late June 2017.   

State Data Center 
The State Data Center (SDC) currently is not cost recoverable.  When the SDC was designed and built 
there was a large need for data center space; however, with advances in technology, the need for this 
space has diminished.  While state agencies are coming into the data center, their need for enclosures is 
much smaller than they currently have and some are moving over into cloud-based technology shrinking 
that need even further.  In order to bring in revenues to cover the SDC cost there will need to be 
outreach to other public and private (on a limited basis due to the use of bond funding) entities to come 
into the data center.  Further, a rate increase should also be considered based on comparison to outside 
markets and comparable services.  WaTech will work with OFM and other state partners to find 
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additional tenants to stop the continued loss in revenue to the data center.  Further strategies and 
explanation can be found in the Washington State Data Center Report published in April 2017.    

 

Server and Mainframe storage 
As reported previously, WaTech’s original plan was to reduce rates in these services to determine if that 
would encourage more agencies to purchase these services.  However, it has been determined that 
strategy would do more harm than good.  Even with a decrease in price, WaTech would fall so far into 
the red that even as cheaper storage solutions were implemented, it would take five years to become 
cost recoverable.  Currently service owners are exploring options that will allow WaTech to find a cloud-
based or physical appliance which would allow WaTech to broker storage through public cloud storage 
resources such as Azure and Amazon Web Services (AWS). This would reduce the need to buy physical 
storage devices.  WaTech would broker the appliance to the agencies to ensure expertise in negotiating 
the best solution for the enterprise and compliance with OCIO standards.  This may lead to an eventual 
decrease in rates, but not until current storage devices are paid off. 

Telephone Service Rates (Centrex) 
WaTech deferred making changes to telephone services as expected in Fiscal Year 2017.  Instead of 
trying to fix rates for all telephone services, WaTech is considering new rates for Central Office 
Telephone Services (also known as Centrex).  While most of the other telephone services are self-
sustaining, Centrex services are expected to have a shortfall of $810,000 by end of Fiscal Year 2017 
which represents a 28 percent revenue shortage to support this service, and therefore considered a 
leading candidate for rate adjustment and simplification.  These rates have gone without adjusting since 
March 1997. 

Additionally, this service is largely brokered and was reliant upon a contract negotiated in 1989, which 
unfortunately expired in February 2017.  While WaTech has been able to secure a good rate and service, 
we are unable to compete with the pricing from nearly two decades ago.   

To remain cost recoverable and reduce customer and administrative complexity we are proposing 
separate rates for each of the two providers we utilize due to their service footprint within Washington 
State (CenturyLink and Frontier). This would mean elimination of seven of the rates we have in place 
today and would mean a rate increase for the CenturyLink and Frontier brokered service. 

Office Virtual Private Network (VPN) 
Office VPN represents a lower cost alternative to directly connecting remote agencies and partners to 
the SGN.  Instead of building a physical connection, a VPN creates a ‘Virtual Private Network’ for a 
fraction of the cost while maintaining an appropriate security profile.  This approach allows for 
significant cost avoidance and faster implementation. As a result, the service is growing in popularity.  
WaTech projects growth from 115 ‘tunnels’ to 169 tunnels in the next 12 months. 

However, with the existing rate structure, we project a 40 percent shortfall in 2017 and a 30 percent for 
2018 (adjusting for new customers and a hardware refresh to accommodate them).  To achieve the cost 
avoidance, and simplify the rate structure, WaTech is proposing we replace the existing nine rates, with 
two simplified ones.  

Enterprise Security Allocation 
Within the Enterprise Security Allocation there are security services for which the cost of providing the 
service exceeds available revenue: Firewall, Domain Naming Services (DNS), logging and monitoring, and 

http://ocio.wa.gov/sites/default/files/public/About/Reports/SDC_Plan_Update_May2017.pdf
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vulnerability assessments.  At publishing, this is still under review.  If found to be underfunded this would 
likely become a Fiscal Year 2018 supplemental decision package request. 

Exploration of Cost Recoverability of Services  
The previous analysis focused on the core services WaTech provides. WaTech also provides additional 
services for customer convenience that could be provided by agencies or by private industry. Below is an 
analysis of some of these such services that are not currently expected to be cost-recoverable in Fiscal 
Year 2018. For each of these services, WaTech should either increase the rate or decommission the 
service.  

Wireless 
Wireless is a strategic and central part of the long-term mobility and network strategy for the 
state.  However, the current offering was incorrectly priced from the beginning and, as a result, is 
unsustainable.  The original rate did not take into account several costs.  As a result, the service was 
priced at $35 per access point per month.  To be cost recoverable, we estimate it would need to be 
about equal to the commercial market price of $65 a month.  

WaTech’s current wireless service allows users to simply open up their laptop and automatically connect 
to the right place in the State Government Network (SGN) without choosing wireless points and entering 
user information. It is very convenient, comprehensively secure and industrial grade.  It is a competitive 
product (hardware- and software-wise) to what is available in the open market. The current wireless 
service allows staff members to connect to the SGN from any location that supports the WaTech 
wireless system. Under its current pricing model it is not expensive, and is under market value. It is only 
available to staff members within agencies using the wireless service. This is not unlike the services 
Microsoft and Amazon provide their workforce. 

We are currently in negotiations with the Washington State Parks to deploy an outdoor Wi-Fi service for 
them.   The pilot with State Parks does not reside on the government network. It uses a Software as a 
Service (SaaS) solution along with the fiber access that State Parks approves. This will provide 
commercial access within campgrounds, allowing campers to use mobile devices to access movies, 
music, games and browsing. WaTech provides the infrastructure (not yet determined as we are in a pilot 
to understand camper reception to the service), installation and preliminary mapping. Then State Parks 
will be set up on the SaaS application to monitor traffic.   

If we win the contract with State Parks, that revenue may help the wireless service to become cost 
recoverable next biennium, but only with an increase in rates for both the current and new State Park’s 
services. 

Recommendation:  Increase rates for wireless and continue the service. 

Listserv 
With recent price changes in similar/better services and the availability of Granicus (formerly Gov 
Delivery) packages, clients will have the ability to pay less for a better product than WaTech can provide.  
In order for this service to be cost recoverable, prices would need to double and would not be the best 
option for our customers.   

Recommendation:  Sunset Listserv service as soon as we can.  
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SharePoint 
Hosting on premise SharePoint is no longer strategically important.  The strategy has shifted to using 
SharePoint in the cloud via our Office 365 license.  For agencies that would like to operate customizable 
instances of SharePoint, we will work with them to find alternatives.  

For our existing installation, rates would need to more than double to be cost recoverable. If the public 
cloud highway is funded, our goal is to move all SharePoint to the cloud; if it is not funded, we will need 
to explore moving the service off-premise or sun setting it.  

Recommendation:  Depends on public cloud highway funding. If funded, move service to the cloud; if 
not, explore off premise options or sunset SharePoint services. 

Follow-up 
As mentioned previously, future steps subsequent to this plan will follow the regular discipline of budget 
development, fiscal year close and balancing, and regular expenditure review required of state agencies.   
WaTech will carefully assess the 2017-19 biennial budget, once enacted, to determine the impacts on 
each service and identify which are the best candidates for rate review. If WaTech determines there is 
an unavoidable need to adjust rates, we will request approval from OFM to do so as quickly as possible, 
to provide client agencies sufficient time to submit decision packages for the 2018 supplemental budget 
if necessary.  

Appendices 
Appendix A - Service Catalog Process   

Appendix B - WaTech Policy 4.1.2 Cost Recovery, Rates and Earnings 

Appendix C - Strategic Roadmap (Infrastructure) 

Appendix D - Relevant Statutes 

Appendix E – Fiscal Year 2016 Revenue to Expenditures 
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Appendix A - Service Catalog Process 
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Appendix B - WaTech Policy 4.1.2 Cost Recovery, Rates and Earnings 

Policy 4.1.2 

Cost Recovery, Rates and Earnings 
Contact: Chief Financial Officer 

4.1.2.1  Purpose 

 
The purpose of this policy is to provide overall guidelines for administration of the agency's service 
rates and revenues. 

Washington Technology Solutions (WaTech) refers to the “consolidated technology services (CTS) 
agency” identified in RCW 43.105. 

4.1.2.2  General Operations 

 
1. WaTech/CTS services are generally self-sustaining and achieve targeted margins.  

2. Investment in fixed assets may be financed partly through cash and partly through 
borrowing. The debt-to-equity ratio will not exceed 1 to 1.  

3. Delinquent accounts in excess of 90 days may be subject to a 1% late payment charge 
per month.  

4. Accounts that remain delinquent after continued collection efforts are subject to 
termination of service; advance deposits may be required to reinstate service.  

4.1.2.3  Rates 

 
WaTech/CTS rates will be competitive with those in the private sector; reflective of the service level 
offered to customers; and equitable among all customers (that is, like rates for like quantities and 
services, not necessarily identical rates for all quantities and services). WaTech/CTS may establish 
product and service rates which provide incentives for customers to optimize their use of state 
information technology resources. 

4.1.2.4  Earnings 

 
1. Margin targets will be set each year during the budget process.  

2. Earning margins will facilitate the acquisition of fixed assets to meet customer needs 
for increased capacity, investment in new services, assurance of stable rates, and 
maintenance of a cash minimum of 45 days operating expenses.  
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3. When earnings exceed WaTech/CTS requirements the difference will be returned to 
customers, normally through rate reductions or rebates.  

4. WaTech/CTS may invest in activities that benefit a major segment of the state, such 
as: small agency assistance, pilot and demonstration projects to benefit customer 
agencies (these may be funded in part by the agencies), development and 
administration of master contracts (costs may be recovered through a customer service 
surcharge).  
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Appendix C – Strategic Roadmap 
Washington Technology Solutions publishes a strategic roadmap that serves as a coordinated and 
comprehensive strategy for the agency with key objectives, options, and decision points identified 
through 2021. The roadmap provides a long-term direction for agency focus and a foundation 
for priorities and investments. A one-page summary, represented in the graphic below, can be 
downloaded from the WaTech site and a more detailed interactive version can be viewed as well.   

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

http://watech.wa.gov/about/strategic-roadmap
http://watech.wa.gov/sites/default/files/ctsroadmap.pdf
http://www.govsharpcloud.com/html/#/story/bf658fb1-2953-425c-8aa7-62498992e107/view/d3e6342a-1cf6-4c5b-aed9-d2dd28ed76f1


18 

 

Appendix D - Relevant Statutes 
RCW 43.105.052 requires the rate plan 

RCW 43.105.375 requires all servers to be in the State Data Center 

RCW 43.105.385 requires agencies to use WaTech as their central service provider 

 

RCW 43.105.052 

Powers and duties of agency. 

The agency shall: 

(1) Make available information services to public agencies and public benefit nonprofit corporations; 

(2) Establish rates and fees for services provided by the agency; 

(3) Develop a billing rate plan for a two-year period to coincide with the budgeting process. The rate 
plan must be subject to review at least annually by the office of financial management. The rate plan 
must show the proposed rates by each cost center and show the components of the rate structure as 
mutually determined by the agency and the office of financial management. The rate plan and any 
adjustments to rates must be approved by the office of financial management; 

(4) Develop a detailed business plan for any service or activity to be contracted under RCW 41.06.142(7) 
(b); 

(5) Develop plans for the agency's achievement of statewide goals and objectives set forth in the state 
strategic information technology plan required under RCW 43.105.220; 

(6) Enable the standardization and consolidation of information technology infrastructure across all 
state agencies to support enterprise-based system development and improve and maintain service 
delivery; and 

(7) Perform all other matters and things necessary to carry out the purposes and provisions of this 
chapter. 

[2015 3rd sp.s. c 1 § 104; 2011 1st sp.s. c 43 § 804; 2010 1st sp.s. c 7 § 16; 2000 c 180 § 1; 1999 c 80 § 6; 
1993 c 281 § 53; 1992 c 20 § 10; 1990 c 208 § 7; 1987 c 504 § 8.] 

RCW 43.105.375 

Use of state data center—business plan and migration schedule for state agencies—Exceptions. 

(1) Except as provided by subsection (2) of this section, state agencies shall locate all existing and new 
servers in the state data center. 

(2) State agencies with a service requirement that requires servers to be located outside the state data 
center must receive a waiver from the office. Waivers must be based upon written justification from the 
requesting state agency citing specific service or performance requirements for locating servers outside 
the state's common platform. 

(3) The office, in consultation with the office of financial management, shall continue to develop the 
business plan and migration schedule for moving all state agencies into the state data center. 

http://app.leg.wa.gov/RCW/default.aspx?cite=41.06.142
http://app.leg.wa.gov/RCW/default.aspx?cite=43.105.220
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(4) The legislature and the judiciary, which are constitutionally recognized as separate branches of 
government, may enter into an interagency agreement with the office to migrate its servers into the 
state data center. 

(5) This section does not apply to institutions of higher education. 

[2015 3rd sp.s. c 1 § 219; 2011 1st sp.s. c 43 § 735. Formerly RCW 43.41A.150.] 

RCW 43.105.385 

Agency as central service provider for state agencies. 

(1) The office shall conduct a needs assessment and develop a migration strategy to ensure that, over 
time, all state agencies are moving towards using the agency as their central service provider for all 
utility-based infrastructure services, including centralized PC and infrastructure support. State agency-
specific application services shall remain managed within individual agencies. 

(2) The office shall develop short-term and long-term objectives as part of the migration strategy. 

(3) This section does not apply to institutions of higher education. 

[2015 3rd sp.s. c 1 § 220; 2011 1st sp.s. c 43 § 736. Formerly RCW 43.41A.152.] 

 

 
 
 
 
 
 
 
 

 
 
 
 
 
 
 

http://app.leg.wa.gov/RCW/default.aspx?cite=43.41A.150
http://app.leg.wa.gov/RCW/default.aspx?cite=43.41A.152
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Appendix E – Fiscal Year 2016 Revenue to Expenditures 
 

  Revenue 

Operating 
Expenditures 

(exclude 
Overhead) 

Overhead 
Expenditures Variance 

Program 010           
Agency Management Overhead  $169,762  $20,803,963  ($20,764,617) $130,415  

Agency Technologies (Overhead)  $49,955  $1,277,608  ($1,227,653) $0  
Wheeler Allocation/DES Rent  $18,079,610  $17,385,193  $0  $694,417  

Professional Services  $3,358  ($0) $0  $3,358  
Subtotal Program 010  $18,302,684  $39,466,765  ($21,992,270) $828,189  

      
Program 030           

TSD Phone  $20,169,653  $19,352,544  $1,877,545  ($1,060,436) 
TSD Data Network  $23,239,132  $19,827,660  $1,926,725  $1,484,747  

TSD Other Services  $342,667  $794,204  $142,166  ($593,703) 
Subtotal Program 030  $43,751,452  $39,974,407  $3,946,436  ($169,391) 

      
Program 040           

Content Management  $913,797  $863,555  $221,034  ($170,792) 
Server Hosting  $4,306,954  $5,974,187  $877,291  ($2,544,524) 

Messaging Summary  $6,050,150  $5,874,866  $873,095  ($697,811) 

Enterprise Storage Management  $3,608,520  $3,023,129  $315,197  $270,195  
Disaster Recovery  $1,067,536  $1,189,538  $103,551  ($225,554) 

Mainframe  $17,059,602  $15,387,251  $2,054,849  ($382,497) 
Subtotal Program 040  $33,006,560  $32,312,526  $4,445,016  ($3,750,983) 

      
Program 050           

Data Center Facilities (includes Node 
Sites)  $4,485,599  $6,695,548  $486,110  ($2,696,058) 

      
      

Program 060           
Enterprise Security  $12,963,048  $14,279,029  $2,047,934  ($3,363,915) 
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Note:  Overhead (OH) is distributed throughout all programs based on the non-OH FTEs.  Of the $22 
million in OH, 32.7% or $7.2 million is facility costs (rent and utilities). 

      

  Revenue 

Operating 
Expenditures 

(exclude 
Overhead) 

Overhead 
Expenditures Variance 

Program 080           

Desktop & Network, Applications  $8,141,215  $6,041,079  $1,617,168  $482,968  
Enterprise Solutions, SWV Unit, Warrants  $37,392,994  $30,094,510  $8,027,831  ($729,346) 

Jindex, TLA*  $415,800  $269,107  $86,723  $59,970  
Geospatial Portal, WAMAS  $356,499  $242,327  $17,766  $96,406  

Subtotal Program 080  $46,306,508  $36,647,023  $9,749,488  ($90,002) 
      

Program 080 - E Gov           
WABOS/Access WA  $1,539,961  $1,228,144  $333,632  ($21,816) 

Other E-Gov  $27,028  $577,631  $194,349  ($744,952) 
Web Platform  $11,000  $0  $0  $11,000  

Subtotal Program E-Gov  $1,577,989  $1,805,776  $527,981  ($755,768) 
      

Program 120           

OCIO Fund 461 (GIS Initiatives, WAGIC)  $73,000  $35,619  $9,031  $28,350  
OCIO Appropriated (incl First Net, Trails, 

E-Gov Holacracy)  $3,789,214  $2,895,785  $751,469  $141,960  
OCIO 800Mhz  $0  $79,590  $28,804  ($108,394) 

Subtotal Program 120  $3,862,214  $3,010,994  $789,304  $61,916  
      

Total WaTech  $164,256,054  $174,192,067  $0  ($9,936,013) 
      

Variance      
 OCIO Proviso's  $0  $529,759  $0   
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