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Translator’s note

There is growing attention on website functionalities in our country. One of such
functionalities is as a web portal. While there is an increasing expectation on public
websites to serve as portals, specific functions necessary for efficient web portals are

not yet fully understood.

The report entitled, “State Web Portals: Delivering and Financing E-Service,”
provides useful information on such functionalities of web portals. A web portal is
defined in the report as “an integrated gateway into a state government websites and
provides both external constituents and internal government personnel with a single
point of contact for online access to state information.” The authors then point out
four key functionalities of an efficient web portal: openness, customization, usability,

and transparency.

Our institute finds the report unique and useful especially in that it specifically
describes web portal functionalities and that it evaluates the U.S. state portals in
terms of functionality, conducts evaluation, makes recommendations to website

developers, and contributes to the development of accessible websites.

As to produce this translated version of the report, we would like to express our
gratitude to Professor Diana Burley Gant of Indiana University, one of the authors of
the report, for giving us translation. Although the report consists of two major parts:
“Enhancing E-Service Delivery” and “Financing and Pricing E-Service”, only Part I is
translated, and the rest of the report is attached in the original form due to the

limitation of time.

Finally, our institute conducts a research on agricultural information systems, and
the translation of the report has been carried out as part of the research. We hope
that this translation will contribute to the improvement of homepage designs and

functions of our government agencies as well as of the related organizations.
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State Name Standafd Portal Address (URL) | Alternative Address (URL)*
Alabama (AL) http:/www.state.al.us
Alaska (AK) http:/www.state.ak.us

Arizona (AZ)

http:/www.state.az.us

Arkahsas (AR)

http:/www.state.ar.us

California (CA)

http://www.state.ca.us

http://www.state.ca.us/state/portal/myca_homepage.jsp

Colorado (CO) htip://www.state,co.us
Connecticut (CT) http:/www.state.ct.us
Delaware (DE) hitp://www.state.de.us
Florida (FL) http://www.state.fl.us

Ceorgia (GA) http://www.state.ga.us
Hawaii (HI) http://www.state.hi.us
Idaho (ID) http://www.state.id.us
lllinois (IL) http://www.state.il.us

Indiana (IN) http://www.state.in.us
lowa (10) http://www.state.io.us

Kansas (KS)

http://www.state.ks.us

http://www.accesskansas.org

Kentucky (KY)

http://www.state.ky.us

http://www.kydirect.net

Louisiana (LA)

http:/www.state.la.us

Maine (ME)

http://www.state.me.us

Maryland (MD)

http://www.state.md.us

Massachusetts (MA)

http://www.state.ma.us

Michigan (M)

http//www.state.mi.us

Minnesota (MN)

http://www.state.mn.us

Mississippi (MS)

http://www.state.ms.us

Missouri (MO)

http://www.state.mo.us

Montana (MT)

http://www.state.mt.us

http://www.discoveringmontana.com/css1default.asp

Nebraska (NE)

http:/www.state.ne.us

Nevada (NV)

http:/www.state.nv.us

http://silver.state.nv.us

New Hampshire (NH)

http//www.state.nh.us

New Jersey (NJ)

http:/www.state.nj.us

New Mexico (NM)

http://www.state.nm.us

New York (NY)

http://www.state.ny.us

North Carolina (NC)

http://www.state.nc.us

http://www.ncgov.com

North Dakota (ND)

http://www.state.nd.us

http://www.discovernd.com

Ohio (OH) http://www.state,oh.us
Oklahoma (OK) http://www.state.ok.us
Oregon (OR) http://www.state.or.us

Pennsylvania (PA)

http:/www.state.pa.us

http://www.state.pa.us/PAPower/

Rhode Island (R))

http:/www.state.ri.us

South Carolina (SC)

http:/www.state.sc.us

South Dakota (SD)

http://www.state.sd.us

http://www.state.sd. us/state/sitelist.cfm

Tennessee (TN)

http:/www.state.tn.us

Texas (TX) hitp:/www.state.tx.us hitp://www.texasonline.state.tx.us

Utah (UT) http:/www.state.ut.us

Vermont (VT) http:/www.state.vt.us

Virginia (VA) http://www.state.va.us http://www.vipnet.org/portal/services/index.htm

Washington (WA)

http:/www.state.wa.us

http://access.wa.gov

West Virginia (WV)

http:/www.state.wv.us

Wisconsin (WI)

http://www.state, wi.us

http://www.wisconsin.gov/state/lhome

Wyoming (WY)

http:/www.state.wy.us
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Introduction

This study examines how state governments are
using web portals to enhance electronic service
(e-service) delivery. Until recently, state governments
developed their web presence on an agency-by-
agency basis with little tendency to develop an
integrated website that linked all state resources to
a central location. While this strategy allowed them
to create websites quickly, it did little to serve the
needs of an increasingly web-savvy public. Under
growing pressure to be more responsive to citizen
needs, state governments now are rethinking their
web strategy and reconfiguring their existing web-
sites into web portals.

At present, most state government portals provide
basic information on state agency policies and
access to a limited set of state services such as tax
filing and car registration. However, as the public
moves more of its daily activities online, expecta-
tions for online access to government information
and services will also rise. Further, because over
167 million U.S. adults (Nielsen netRatings) from
all demographic and geographic segments of the
population use the Internet, state governments must
simultaneously provide breadth and depth in the
content they provide.

Thus, to truly serve all web constituents, state gov-
ernments must build intelligent portals that include
information on state policies, access to state agency
services, and the ability to customize the informa-
tion to meet their specific needs. It is not surprising,
then, that state and local government spending on
e-government initiatives totaled more than $1 billion
in 2000 (Governing Sourcebook 2001). The chal-
lenge for policy makers and technology leaders is

Defining Web Portal Services

A web portal serves as the integrated gate-
way into a state government website and
provides visitors with a single point of
contact for online service delivery within
the state. Because portals integrate state
e-service, they can improve access to gov-
ernment, reduce service-processing costs,
and enable state agencies to provide a
higher quality of service.

to find the right level of portal functionality while
still maintaining fiscal responsibility.

Web Portals and E-Service Delivery:
the Status of the States

The objectives of this research are to assess the
level of functionality for each of the 50 U.S. state
web portals and to provide a benchmark by which
future developments in e-service can be judged. By
combining an extensive content analysis of each of
the portals with prior research on web portals, we
characterize the content and structure of the portals
along four dimensions: openness, customization,
usability, and transparency. Taken together, these
dimensions represent the key aspects of a portal’s
functionality.

Drawing upon prior research in e-government and
discussions with key state government and tech-
nology industry officials, we identify the role that



STATE WEB PORTALS: DELIVERING AND FINANCING E-SERVICE

portals can and will play in e-service delivery. To
illustrate how states use web portals to enhance
service delivery, we discuss the five state web portals
offering the most comprehensive level of e-service.
These e-service leaders—California, North Dakota,
Maine, North Carolina, and Pennsylvania—not
only provide online access to a variety of services
through their portals, but they also promote open
and equal access to government. These state web
portals exemplify citizen-centric e-service delivery.

We then summarize key findings on the function-
ality of state web portals and their role in e-service
delivery, and suggest recommendations for state
web portal development based on these findings.
Importantly, however, we must note that the find-
ings presented in this report represent the status of
state web portals during a single snapshet in time,
during the spring of 2001. Given the ever-increasing
demands of the public and the growing technological
capabilities of the states, web portals remain in a
constant state of development. Regardless of their
current state of portal development, the findings
presented here should provide some guidance for
state officials as they work to deliver the highest
level of e-service to their constituents.
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EXECUTIVE

SUMMARY

This report examines the financing and pricing of
state government web portals. State governments
are developing gateway web portals that have

the potential to revolutionize the way government
interacts with its citizens and customers. Web
portals offer the hope of giving government new
ways to deliver information and services, as well
as provide new information and services not cur-
rently being offered. Web portal technology—and,
more broadly, e-government operations—makes

it possible for government to operate more effi-
ciently with fewer bureaucratic procedures and
with a greater constituent-centric focus. Indeed,
web portal technology offers the potential for gov-
ernments to provide services online, anytime, and
from any location.

The new government strategy for the digital age
will not be realized until governmeénts enhance
their electronic service delivery infrastructure from
disjointed websites to integrated web portals pro-
viding online communications and transactions.
While web portals, when effectively designed, built,
launched, operated, and maintained, may help gov-
ernments provide a higher quality of service and
enhance productivity, at this early stage of develop-
ment many questions remain unanswered. This
report addresses two general areas of inquiry by
describing and analyzing how state government
web portals are financed and online services are
priced. Based on our study, we find that:

¢ States generally do not budget for their web
portal projects as capital projects. States should
classify and account for portal projects as

capital investments. Web portals are currently
viewed as an operating expenditure in most
state budgets rather than a capital expenditure.
As a result, most web portals are funded as
ordinary office equipment and personnel from
current general operating revenues. The operat-
ing budget approach makes it difficult for state
governments to fully invest in web portal initia-
tives that have an expected high return in the
future, but require substantial up-front funding
and long-term cross-agency collaboration. As a
consequence, the construction of web portals
is underfunded. As a capital investment, the
financing and development of web portals
should be accounted for in the capital budget.
Traditional information technology (IT) budget-
ing and financial reporting practices are not
adequate for portals. The web portal thrusts IT
from a back-office operation to a programmatic
function, with new budgeting, accounting, and
reporting requirements.

Web portals are long-term investments so states
should develop long-term strategies for financing
them. Effective financing strategies produce a
sufficient supply of capital at reasonable cost
on an as-needed basis. The financing decision
should be similar to any other government
capital asset, with the portal financed through
some combination of bond proceeds and cur-
rent revenues (“pay-as-you-go” financing). This
financing approach can produce stable, long-
term funding for web portals, as it does for other
important government capital assets. If public
officials choose to unbundle web portal proj-
ects into separate plan, build, launch, operate,
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and maintenance components, the capital
financing approach enables officials to make
optimal decisions at each stage of the process
over key issues like public/private partnerships,
financing, and pricing, without the worries of
uncertain funding for future expenditures.

Only one state reported conducting a benefit-
cost study before implementing a portal project.
A few states are now starting to systematically
evaluate and rank applications prior to bringing
them online, but all states should conduct an
exhaustive benefit-cost analysis that incorporates
the portal’s expected impact on multiple stake-
holders prior to engaging in a web portal project.
Moreover, a benefit-cost or cost-effectiveness
study should be undertaken when bringing
new applications online, since a primary func-
tion of the portal infrastructure is to enable
governments to bring new applications online
that produce administrative savings and
enhance constituent satisfaction.

The term “self-funded” has been applied to the
financing of portals developed by a private firm
without a major government appropriation. The
term implies that the portal is free to the govern-
ment and those that pay for the government. It is
a misnomer. Such portals are vendor-financed
portals, and the financing is usually provided for
an intermediate term. But regardless of whether
the portal is developed by a private firm, a gov-
ernment agency, or both, the constituents of the
government are the ultimate payers.

User charges are an appropriate form of
charging for certain portal services, but charges
need not be identical for government-to-citizen
(G2C) and government-to-business (G2B) ser-
vices. Indeed, policy makers may want to
explicitly set some G2B prices to cross-
subsidize the cost of G2C services that are
associated with substantial social benefits.
Governments should price online services only
after a careful analysis of demand; otherwise,
G2B services may be undervalued and under-
priced. For services that primarily benefit the
direct user, the price charged should equal
marginal cost. When social benefits are also
generated from providing a service, then aggre-
gate social benefits need to be considered. In
cases where benefits can be separated into

those enjoyed by direct users and those by
society in general, prices should be divided
among users (a user charge) and all of society
(general revenues). Direct users should cover
marginal operating costs, but capital costs that
provide societal benefits can be covered with
general revenues. Moreover, G2C services that
are price elastic and provide substantial social
benefits should be priced to stimulate more
online transactions and higher adoption rates—
the convenience discount providing the best
incentive. G2C charging schemes should
encourage socially optimal constituent adop-
tion levels. User-charge pricing also makes
sense when it can reduce congestion, which
requires charging different prices at different
times. There is a difference between demand at
peak times and off-peak times. This implies that
web portal charges should not be fixed, but
should vary based on congestion. Higher prices
are appropriate at peak times and lower prices,
perhaps zero charge, at off-peak times. Internet
congestion can result in delays and poor ser-
vice, reducing the benefit to individuals and
society.

Though the delivery of government online
services is still in its infancy, the revenue-
generating potential from online transactions
is significant. Revenue streams from several
states appear to be stable and robust, with
substantial upside potential as new services
demanded by constituents are brought online
and private vendor operating costs are brought
under control.

Government officials should not allow
electronic payment processing (EPP) costs to
get in the way of rolling out the portal or bring-
ing new transactions online. EPP costs, while
substantial, should be evaluated in terms of the
potential savings from lower check-processing
costs. Governments should give another look
at raising a limited amount of revenue from
web portal advertising or sponsorships; such
revenue may be able to offset EPP costs.
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Introduction

State government web portals are an indispensable
component in the sophisticated delivery of elec-
tronic services by government: e-government.
Ideally, the web portal serves as the face of digital
government, the front end of a fully integrated
system of databases and business processes that
cross government agency lines and levels of gov-
ernment in a seamless fashion. The web portal
should be designed emphasizing user-friendliness,
convenience, and personal service. As Diana Gant
and Jon Gant describe in Part | of this report, web
portals should exhibit four characteristics: open-
ness, customizability, usability, and transparency.
It will require substantial planning and money for
state governments to infuse these characteristics
throughout their web portals. Moreover, the move-
ment from simply having a web presence and
e-mail communications with the public to a system
that provides a broad array of online transactions
and actually transforms the way government and
constituents interact is a complex, multi-year
endeavor that requires substantial resources and
an ongoing funding stream.

The construction of a web portal is an expensive
undertaking and presents a significant financial and
administrative challenge, even for state govern-
ments. Because of the expense and technological
challenges, many state governments are turning

to public/private ventures to construct, host, and
operate their web portals. Such arrangements

offer promise, but many issues critical to their ulti-
mate success have yet to be resolved. This report
addresses issues associated with web portal public/
private partnerships and provides suggestions for
strengthening such web portal projects.

Based on a survey of state governments, this
research describes and analyzes the financing and
pricing structures of state government web portals.
Between April and July of 2001, the Indiana
University research team conducted a telephone
survey of state government officials responsible for
their state’s web portal. The survey asked respon-
dents questions about capital planning and budget-
ing practices, spending and costs, financing and
funding sources, description and pricing structure
of online services, citizen adoption rates, and cost
savings. The interviews were supplemented with
additional information from annual reports, board
meeting minutes, strategic e-government reports,
and information on web portal sites. Our sample
consists of information from 33 states.

The next section discusses the web portal as a
capital investment. Then state web portal financ-
ing and pricing policies are analyzed, and the
final section provides recommendations and
concluding remarks.

Is the Web Portal a Capital

Investment?

The government web portal infrastructure is a
capital asset and should be designed, financed,
developed, deployed, and managed as a capital
investment. Government capital investments
involve spending money on physical assets that
are expected to provide benefits over an extended
period of time. Often the physical assets provide
the basic facilities and installations, the physical
infrastructure, of an important governmentally pro-
vided service, like water supply and distribution.
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Government capital projects are financed, man-
aged, and accounted for in fundamentally different
ways from operating activities. Most capital projects
have several common elements:

¢ Substantial expense
e Long-term duration
¢ Infrequent occurrence
e Limited irreversibility

* Significant, extended impact on the target
community

Capital projects are very expensive. The capital
investment decision is a long-run production deci-
sion. Capital costs are large, up-front fixed costs;
they are distinct from operating costs, which are
associated with the use of a facility or installation
over the short run. A small portion of capital costs
may be generated from operating funds, but the bulk
of the financing usually comes from long-term finan-
cial instruments. Most capital costs, once incurred,
are sunk costs invested in project-specific assets. The
sunk costs can't be recouped, and the assets, once
purchased, have limited, if any, resale value.

Capital projects are long term along three dimen-
sions. First, it takes a long time to bring a project to
completion. Capital projects are complex endeavors
that typically go through a series of capital planning
and budgeting processes, and require an extended
project construction period. Major capital projects
are not built often and, therefore, the planning that
goes into a project is substantial and vitally impor-
tant. Substantial up-front planning costs must be
incurred before construction gets under way. But
once construction starts, physical infrastructure proj-
ects are difficult and expensive to halt or reverse.
Second, the investment is expected to last a long
time; capital projects commonly have an expected
useful life of dozens of years. In addition, the invest-
ment is intended to have a significant effect on the
long-term well-being of the organization and target
community. Third, capital projects often involve the
transfer of resources over time. Capital expenditures
usually occur at the beginning of the project, while
most project benefits accrue over the intermediate
and long term. Because of their futuristic nature,
benefits are much more difficult to estimate than
up-front accounting costs, particularly tangible and
intangible social benefits.

Because of the nature of capital projects described
above, capital investment decisions are made with
great care. A variety of sophisticated project evalu-
ation techniques are used to systematically evalu-
ate the return on capital investments, such as
Benefit-Cost Analysis, Net Present Value Analysis,
and Cost-Effectiveness Analysis.' Each of these
techniques can provide useful information for deci-
sion makers, helping them make rational capital
investment decisions based on the careful determi-
nation and consideration of the costs and benefits
to all major stakeholders.

The Web Portal Infrastructure

The web portal infrastructure involves approaching
IT development from a new, constituent-service ori-
entation. Rather than simply adding bits and pieces
to the present labyrinth of independent information
management structures and systems, web portals
should be developed with an enterprise-wide struc-
ture in mind, creating a unified technological infra-
structure that presents a common and easy-to-use
interface to the public. The web portal infrastruc-
ture consists of an enterprise architecture including
user workstations, multiple routers, and load bal-
ancers; multiple web, application, and database
servers; software applications for security and
privacy programs; interfaces with legacy systems
and payment systems; and custom applications

for personalized technologies, such as messaging,
scheduling, and online transactions. In addition,
there are the costs involved in implementing net-
works, integrating databases, and, often, upgrading
the telecommunications infrastructure.

Web Portal Developers

Currently, state government web portal projects
are typically developed and implemented by either
a government agency, such as the Information
Technology Department in the state of lowa, or by
private vendors in partnership and/or under con-
tract with a government-sponsored governing board
or agency. The governing board or agency is usually
vested with the authority to make all policy and
contracting decisions. In Virginia, for example, the
Virginia Information Providers Network Authority,
VIPNet, is responsible for the development and
expansion of Virginia's portal.? VIPNet is a legal
authority with an 11-member board of directors
and approximately 20 full-time employees. VIPNet
is responsible for setting portal policies, overseeing
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operations, and approving all online services and
charges. VIPNet contracts portal services from
Virginia Interactive, a subsidiary of National
Information Consortium, Inc. (NIC).

Table 1 provides information on the distribution of
government agency and private vendor developers.
State officials report that 11 (33 percent) of their
web portals are agency developed, 14 (43 percent)
are vendor developed, and 8 (24 percent) are jointly
developed by government and the private sector.
The state of New Jersey’s web portal provides an
example of an agency-developed web portal. New
Jersey’s Office of Information Technology (OIT) pro-
vides a wide range of web-based services and prod-
ucts for its “customers”’—New Jersey’s departments
and agencies—including application development,
web-enabling legacy applications, and data integra-
tion and warehouse solutions. According to OIT,
they have developed and currently maintain 90 per-
cent of the applications used throughout state gov-
ernment. In most states, agencies must fund, build,
and maintain their own applications.

An example of joint portal development is provided
by California. California hired approximately 15
different vendors to work on various pieces of the
portal. While Deloitte Consulting was the project
manager responsible for integrating all of the
portal pieces, a government official stressed that
California’s Office of eGovernment maintained
oversight of the design of the portal throughout the
project. The government official emphasized that
they specifically did not want long-term contracts
with any vendor to develop the whole portal, and
that they contracted out each piece in short-term
contracts, helping them to retain full control over
the portal.

Table 1: Distribution of State Web Portal
Developers N=33

Number | Percentage
(%)
Government Agency 11 33
Private Firm 14 43
Joint—Government
& Private Firm 8 24

Web Portal Development

Agency Developer: Government agency acts
as prime contractor and builds and operates
portal internally.

Vendor Developer: Government contracts out
portal development and operations to private
sector firm(s).

Joint Government/Vendor Development:
Government works in concert with private
firm(s) to design, build, and operate portal.
Often a government agency will be the
prime contractor and be solely responsible
for overall project design and implementa-
tion. The agency works with multiple ven-
dors to build the portal, and individual
vendors are subcontracted for building, and
possibly operating, particular aspects of the
portal, but are not contracted to build and
operate the entire portal.

Many governments contract with a private firm to
develop their portal. NIC is the most frequent pri-
vate contractor, representing 63 percent of state
government portal contracts.* This figure is for
general portal contracts. It should be noted that
some firms are pursuing a strategy of bidding for
specialized (unbundled) applications, such as State
Department of Motor Vehicle Services or payment
engines, rather than a general portal contract.

Table 2 provides information on spending for 16
enterprise portal projects.’ State governments report
spending an average of $2 million on enterprise
portals, from a low of $303,250 to a high of
$6,500,000. These figures should be considered
low estimates because they do not include private
vendor software development costs, which can be
substantial. For example, NIC estimated their soft-
ware development costs at $3.5 million for their
subsidiary, Indiana Interactive. If software develop-
ment costs were included for states with a private
portal developer, the average cost would be higher.

A few additional caveats regarding portal spending
figures are in order. Many states surveyed could not
separate portal from other e-government spending,
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Table 2: Web Portal Spending Costs

N=16
Average Cost Standard:Deviation Minimum Maximum
$2,055,000 $1,828,000 $303,250 $6,500,000

so their figures are not included. States that
expended funds for very limited website purposes,
not a potentially enterprise-wide portal, are also
not included. Our intention is to present an accu-
rate picture of spending for comprehensive, enter-
prise web portal projects. In addition, many
governments, or their vendors, would not release
portal spending information, stating that it is propri-
etary, and some states reported that they did not
keep track of aggregate portal costs.

Planning and Budgeting for Web

Portal Projects

Over 85 percent of web portal projects, like most
traditional 1T budgets, are currently funded as oper-
ating expenditures in the annual operating budget
with little centralized tracking of expenditures. IT
agencies often use a charge-back system to bill
agencies for multiple IT services, and only a few
states report itemizing and separately tracking and
reporting web portal expenditures. States that have
established a budgetary line item for annual web
portal expenditures report an average annual bud-
get of $730,000.

It is not uncommon for expenditures to be com-
mingled across different activities, functions, and
agencies in government operating budgets. [n capi-
tal budgets, in contrast, expenditures are accounted
for separately for each project, which enables the
government to better manage spending on par-
ticular projects over time. No state in our sample
explicitly funds all portal expenditures from a
capital projects fund. A few states use the capital
projects fund to account for most expensive IT
hardware purchases. Two states, Georgia and
Washington, have established enterprise funds for
portal spending. Using an enterprise fund approach
is an important step forward because it acknowl-
edges that portal spending will be ongoing and
that funded projects should be self-sustaining.

Enterprise funds are used to account for activities
for which a fee is charged to users to cover service-
related costs, including capital costs such as depre-
ciation and debt service.* Fees or charges of
activities accounted for in enterprise funds should
include depreciation expenses, and are commonly
levied at a rate to cover debt service costs, as well
as operations and maintenance. Therefore, portal
fees and charges accounted for in enterprise funds
should be derived from real costs.

Since web portal projects are rarely accounted for
in the capital budget, they usually do not go through
a capital planning process where their return on
investment is calculated and directly compared to
other potential investment projects. Only one state
reported conducting a benefit-cost or return-on-
investment analysis prior to investing in a web por-
tal project. The annual (incremental) operating
budget approach makes it difficult for state govern-

National Information Consortium (NIC)

NIC was formed in 1997 to combine under
common ownership individual companies
operating in the states of Kansas, Indiana,
Nebraska, and Arkansas, and the National
Information Consortium USA, Inc. NIC has
become a national leader in the provision

of Internet-based, electronic government
services. NIC’s services include the develop-
ment and management of official government
web sites (portal outsourcing); document
management, filing, and ethics and elections
reporting systems; and web-based supply
chain and e-purchasing services. Portal
revenues accounted for 66 percent of total
NIC revenues in 2000.

Source: National Information Consortium 2000
Annual Report.
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ments to fully invest in web portal initiatives that
have an expected high return in the future, but
require substantial up-front funding and long-term,
cross-agency collaboration. Government officials
are often hesitant to highlight expected savings for
fear of having the savings cut from their base bud-
get. Budgeting systems should provide incentives for
administrators to make cost-saving portal invest-
ments. Officials should be allowed to reinvest the
savings into expanding the portal infrastructure,
especially for portal services that are demanded by
constituents and provide significant social benefits.

Indicative of the lack of long-term planning, only

a few states have developed procedures for project-
ing future portal spending. This lack of long-term
planning is disconcerting for two reasons. First, one
of the main benefits of the portal is that.new appli-
cations can continuously be fitted to the portal
infrastructure, adding more value to the initial
investment. A web portal is a dynamic, not a static,
investment; it is designed to be able to grow to
provide new and improved content and services.
Therefore, future costs, beyond mere maintenance
costs, and future benefits are integral aspects of any
web portal investment.

Second, many portals in operation today are really
enhanced pilot projects, and are not yet fully
scaled portals providing multiple online communi-
cations and transaction services linked to back-end
legacy systems.” Many states have chosen to launch
“something” very quickly, adding infrastructure
improvements and applications piecemeal over-
time, rather than plan and construct a full-scale
portal initially. Such portals are built with the fore-
knowledge that future development costs will be
substantial and recurring. Despite these planning
shortcomings, a clear advantage from contracting
with an established private vendor is the rapid
speed with which they are able to bring a basic,
scalable, portal architecture online. Moreover,
unbundling segments of the portal infrastructure
and applications into separate contracts makes eco-
nomic sense provided it is implemented within an
overall strategic plan and vision of what the final
product will look like. The vast majority of portals
were reported to be up and running within one
year. Some private vendor projects were completed
even sooner; North Carolina’s @Your Service portal
was reportedly completed in six weeks.?

Enterprise Funds and
Internal Service Funds

While enterprise funds and internal service
funds are both classified as proprietary funds
(fiscal and accounting entities used to
account for governmental activities that are
operated as quasi-businesses), they differ in
their focus. Traditionally, most IT activities
have been accounted for in internal service
funds, recognizing the traditional role of the
IT unit as a service provider within govern-
ment. Internal service funds are used to
report activities where an agency provides
goods or services to other funds, departments,
or agencies of the government on a cost-
reimbursement basis.

With the advent of web portals and online
transactions, a new orientation toward enter-
prise fund accounting is appropriate and
reflects the new external, programmatic ori-
entation of many IT activities. Enterprise
funds are used to report activities for which a
fee is charged to external users for goods or
services. According to the Governmental
Accounting Standards Board, activities are
required to be reported as enterprise funds if:

1) debt is secured by a pledge of net revenues
from fees and charges of the activity;

2) the cost of providing services, including
capital costs such as depreciation or debt
service, are to be recovered with fees and
charges, rather than with taxes or similar
revenues;

3) pricing policies establish fees and charges
to recover costs, including capital costs.

Source: Governmental Accounting Standards
Board, Statement No. 34 of the Governmental
Accounting Standards Board: Basic Financial
Statements —and Management’s Discussion and
Analysis—for State and Local Governments,
(June 1999).
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How State Governments
Finance Web Portal Projects

Most websites were initially financed and devel-
oped from internal government resources, often
using the labor of motivated employees. This was
sufficient when the web was primarily used to
display information on government offices and
officials. But now that the web can be effectively
used for collaborative commerce (i.e., transacting
business, delivering services, facilitating communi-
cations and interaction between citizens and
government, and between levels and types of gov-
ernments), the traditional financing and develop-
ment strategies are no longer robust enough to
produce a sufficient amount of capital on a timely
and regular basis. Therefore, new financing strate-
gies for web portal projects should be adopted.

State governments employ two basic financing
approaches: 1) government financed; and 2) pri-
vate vendor-financed (the so-called self-funding
model). The notion that portals developed by pri-
vate firms—without any major appropriations from
the state government—are “self-funded” is a mis-
nomer. In such a case, the private firm simply puts
capital up front in the expectation of receiving
cash flows from the portal. The vendor makes a
business decision that the discounted value of
expected future net cash flows from portal opera-
tions will be greater than the up-front investment.
Those future cash flows, however, come from citi-
zens and firms. Private vendors attempt to recoup
their investment by generating revenue from two
basic sources: 1) charging users for the “conve-
nience” of transacting business over the web rather
than through traditional channels such as over-the-
counter and mail-in; and 2) charging businesses
for “enhancing” the value of basic government
information. These two added-value approaches

form the primary funding streams behind the
Internet-based model.

Despite the long expected useful life of the web
portal infrastructure, most state governments do not
use a long-term financing strategy. Most portal con-
tracts are from three to five years, indicating that
vendors are willing to supply state governments a
form of intermediate-term finance. Bond proceeds
were used in only one state, and only two states
report using a special technology fund. As imple-
mented, these special technology funds set aside
funds for portal projects, but they are not revolving
funds.® Revolving funds are set up to recycle funds in
order to make the fund self-sustaining. The revenues
from current and seasoned projects flow back into
the system to provide money for new projects. State
revolving funds have proven successful at financing
major physical infrastructure programs, but even
the most successful revolving funds received public
start-up funding in the form of federal grants and
matching state government debt proceeds.

The charge-back system used to support many [T
budgets does not provide, by itself, a sufficient and
sustainable amount of revenue to implement full-
scale portal development in a comprehensive fash-
ion. However, a financing strategy that couples an
enterprise-based charge-back system with some
form of intermediate or long-term financing from
state government bonds may be effective. A bond
financing program can generate a large, flexible
pool of funds for multiple capital investment proj-
ects over an extended period of time. Such an
infrastructure-financing model has proven success-
ful at financing a wide variety of major capital
improvements and can be an effective and efficient
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financing mechanism to support the next wave
of web portal development, along with other
e-government investments. An enterprise-based
charge-back system, with charges established at
rates based on the marginal cost of service provi-
sion, can provide an incremental revenue stream
to support debt service (or lease rental) payments.

Taxes, Fees, or Charges?

Ultimately, all state government web portals are
paid for by some combination of general revenues
(mostly taxes), user fees, or user charges from con-
stituents doing business with the state. According to
Mikesell," user fees involve the sale of licenses by
government to engage in otherwise restricted or
forbidden activities. User charges, in contrast, are
prices charged for voluntarily purchased services.
While user-charge based services may benefit spe-
cific individuals or businesses, they are provided to
fulfill basic governmental responsibilities.

The distinction between fees and charges is impor-
tant for online services provided by government,
since most government services currently provided
online are also provided, for a fee, through tradi-
tional mechanisms. For example, the cost to renew
a vehicle registration is a user fee. The vehicle regis-
tration is a necessary condition for operating the
vehicle simply because the government requires a
payment for granting people the privilege of driving
a car. The additional charge for the option of renew-
ing a vehicle registration online is a user charge,
provided there are alternative ways of renewing the
registration. A critical element of a user charge is
that it's voluntary, implying that consumers are not
legally required to purchase the service, or, if they
are, that there are alternative providers. Therefore,
most so-called convenience fees are user charges.

User charges have several benefits. First, they
enable government to make the people who benefit
from the service pay for the service; conversely,
people who do not benefit do not have to pay. This
improves equity because non-users are not forced to
subsidize users. Secondly, they help officials gauge
constituent preferences and estimate demand for a
service. This can enhance operational efficiency
and improve internal resource allocation decisions
because services need only be provided for users

at the level they demand. In addition, user charges
make more economic sense when demand is price

elastic, implying user demand is price sensitive. The
more price elastic demand, the greater the potential
for inefficiency if users do not face true costs.

User charges, however, may not be appropriate
when the services intentionally subsidize low-
income or otherwise disadvantaged households,

or when the services provided generate substantial
social benefits. User charges are commonly set
based on both the benefit derived from usage and
the cost of service provision. The basic rule for effi-
cient economic pricing requires marginal benefit to
equal marginal cost. For services that primarily
benefit the direct user, the price charged should
equal marginal cost. When social benefits are also
generated from providing a service, then aggregate
social benefits need to be considered. In cases
where benefits can be separated into those enjoyed
by direct users and those by society in general,
prices should be divided among users (a user
charge) and all of society (general revenues).

Indeed, user charges make more economic sense
when direct users enjoy most of the benefits. User
charges should be based on marginal benefits, not
total benefits. For example, it may be argued that as
more people become comfortable with using web
portals, and more services are put online, the bene-
fits from individual online usage will spill over to
all of society by reducing the digital divide and
making government more constituent-centric. In
such a case, direct user charges should be based
only on their marginal benefit, not the entire social
benefit. Direct users should cover marginal operat-
ing costs, but capital costs that provide societal
benefits can be covered with general revenues.

User-charge pricing also makes sense when it can
reduce congestion, which may require charging dif-
ferent prices at different times. There should be a
difference between demand at peak times and off-
peak times. This implies that web portal charges
should not be fixed, but should vary based on
congestion. Higher prices are appropriate at peak
times, and lower prices—perhaps zero charge—at
off-peak times. Internet resources, such as band-
width, are limited; once the service becomes
crowded, additional users impose congestion costs
on other users. Therefore, another role of the user
charge can be to reduce overcrowding during peak
hours, which should increase constituent satisfac-
tion and overall usage.
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Web Portal Funding and Financing Models:
Traditional, Infrastructure-Finance, and Internet-Based

TRADITIONAL
MODEL

FUNDING STREAMS—General revenues: monies appropriated from the general
fund. Charge-back pricing: internal assessments that allocate costs to individual
agencies or departments for centralized and distributed operations and services.

FINANCING MECHANISMS—None.

INFRASTRUCTURE-
FINANCE MODEL

FUNDING STREAM—Debt proceeds: funds generated from the sale of state or
local government notes or bonds.

FINANCING MECHANISMS—Debt securities: state governments sell short-term
notes and long-term bonds in the municipal securities market to raise money to
pay for capital improvement projects. There are three basic types of debt securi-
ties: general obligation, revenue, and lease rental. General obligation (GO)
bonds are full faith and credit debt secured by the general taxing power of the
issuing government. GO bond debt service is repaid from general governmental
revenues. Revenue bonds are sold to finance projects that are intended to be
“self-sustaining”; that is, they are expected to generate enough revenue through
user charges and other non-tax sources to meet debt service payments and
cover operations and maintenance activities. Lease rental securities are sup-
ported by leasing contracts that include an annual appropriation requirement
that is structured to cover rental payments. Lease rental securities, sometimes
also referred to as certificates of participation (COP), are often sold by general
service agencies to finance intermediate-term equipment purchases.

Revolving funds: funding programs that recycle loanable funds to finance suc-
cessive generations of projects over an extended period of time. Using dedi-
cated capital from various sources including grants, asset sales, borrowing, and
equity contributions, revolving fund managers employ portfolio management
techniques to lend funds to projects at low or zero cost, and recycle the incom-
ing funds into future lending or granting activities. Leveraging is commonly used
to expand the resources available to the fund. Leveraging involves using fund
assets to provide additional security for debt repayment, enabling the fund to
generate financing that is a multiple (e.g., 4-to-1) of fund assets.

INTERNET-BASED
MODEL

FUNDING STREAMS—Advertising: revenue generated from the sale of advertis-
ing space, or “sponsorships,” on web portal pages.

Portal Access and Transaction-Based Revenue: subscription fees are fixed, up-
front charges for access to additional (premium) services. Typically, the subscrip-
tion fee is an annual fee that is coupled with a variable charge for services such
as information searches and report printouts or downloads. User fees: revenue
from the sale of licenses by government to engage in otherwise restricted activi-
ties. A hunting license fee, for example, that is levied by the government as a
condition for the individual to exercise the “privilege” of hunting. User charges:
prices charged for voluntarily purchased services. Prices levied for online ser-
vice transactions are convenience charges. User charges are established on an
exchange market model where a good or service is traded for funds. Individual
consumers or firms can be identified and charged for the good or service, and
non-payers can be excluded from consumption.

FINANCING MECHANISM—Vendor Finance: intermediate-term financing
where private vendors pay for start-up costs, commonly using internal funds

or equity proceeds, and intend to recoup their investment through online trans-
action charges and subscription fees.
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The Structure of Portal Revenue

and Prices

The amount of web portal revenue produced from
online services is a function of price and quantity.
Revenue is generated from the delivery of services
over the Internet such as renewing motor vehicle
registrations online. Price is the charge for purchas-
ing government services online, and quantity is the
number of online transactions. Obviously, the
higher the prices charged and the greater the num-
ber of online transactions, the greater the revenue.
Equally obvious, governments should not charge
citizens or businesses a price that maximizes portal
revenue—it is the business of government to pro-
vide services with a social demand at a price that
covers a portion, if not all, of the costs of provision.
But it is not governments’ business to maximize
revenue. Moreover, governments should not charge
a price that reduces demand below socially opti-
mal levels, especially for G2C services. High prices
for online services may increase revenue, but at the
cost of fewer transactions and lower adoption rates.
Such a policy is not socially optimal if web portal
services provide substantial social benefits.

The special nature of information provision makes
this especially important. State government web
portal pricing policies and practices should be con-
sistent with sound information pricing principles.
The cost structure of an information technology
supplier generally involves high fixed costs and
very low marginal costs. Therefore, producers,
especially private vendors, have an incentive to
create a virtual monopoly, limiting competition
and controlling supply.

One way suppliers attempt to limit competition is to
control the flow of information. Information on rev-
enues generated by web portals is very limited
because most web portals have only recently begun
to bring services online, and current public disclo-
sure and reporting practices need improvement.
Most states do not record and report portal revenues
centrally. More states should consider establishing
the web portal, or the governing board, as an
accounting entity for financial reporting and public
disclosure purposes. In cases where officials believe
this to be overly burdensome, they should never-
theless do so to enhance the public’s trust of their

Indiana Interactive, Inc.

Indiana Interactive, Inc., was created in 1995
to develop, operate, maintain, and expand an
electronic government portal for the Access
Indiana Information Network, a State of
Indiana government instrumentality created
by the Indiana General Assembly for the pur-
pose of providing access to state, county, and
local information for Indiana citizens and
businesses. Indiana Interactive, Inc., is
responsible for funding up-front investment
and ongoing operating costs, and managing
and marketing the portal.

Source: Indiana Interactive, Inc., and subsidiary,
Consolidated Financial Statements for the Years
Ended December 31, 1999 and 1998.
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e-government efforts. While many states that con-
tract with private vendors were very forthcoming
with information, including audited financial reports
and contracts, some states responded that the infor-
mation was proprietary, indicating that some states
need to implement procedures for publicly disclos-
ing web portal finances and other activities. Even
when the portal is operated under contract by a pri-
vate firm, its activities and finances should be dis-
closed to the public in a full and timely manner,
just like other governmental activities.

Despite the limitations mentioned above, our
inquiry indicates that state government web portals
have substantial revenue-generation potential. One
important aspect of a revenue structure is its ability
to produce a stable revenue stream. Indianais
widely acknowledged to have established one of
the first portals with a broad array of online trans-
actions. Table 3 shows Indiana Interactive, Inc.’s
financials from 1996 to 1999.

The data show steadily increasing revenues from
$11.65 million in 1996 to $14.57 million in 1999.
Gross profit increased sharply between 1996 and
1998, dipping slightly in 1999. But net income has
decreased sharply since 1997, because of increas-
ing operating expenses. The “cost of revenues” fluc-
tuated between 76 percent and 82.5 percent of
revenues, indicating that prices for online services
remained steady over this period. The cost of rev-

Table 3: Indiana Interactive, Inc., Financials

enues in web portal accounting terminology refers
primarily to the contractual amount of fees remitted
to government agencies from online transactions.
Another example of the revenue potential of web
portal services is provided by Virginia, which real-
ized a gross profit of $3.9 million in 2000, based
on $21 million in revenues. The revenue figures
from the early deployment of online services and
transactions in Indiana and Virginia indicate that
the portal and its applications have substantial rev-
enue potential."

Portal revenue is a function of online transaction
volume (not merely hits, accesses, sessions, or any
other measure that does not involve an exchange
of funds for a service or product); the more online
transactions, the more revenue generated. While
aggregate data on transactions is currently scant,
early data from Texas is illustrative of the transac-
tion volume potential. In the first quarter of 2001,
Texas collected $8,062,159 on 11,632 payment
transactions, which were mostly generated from a
few agencies with applications that went live in
July 2000.

What Online Services Are Provided?
States now provide a variety of online services to
citizens (G2C) and businesses (G2B). These new
developments involve both opening up new distrib-
ution channels for traditional services, and the

1996 1997 1998 1999
Revenues $11,658,194 $12,524,065 $13,850,258 $14,574,808
Cost of Revenues $9,623,884 $10,040,041 $10,601,849 $11,402,941
Gross Profit $2,034,310 $2,484,024 $3,248,409 $3,171,867
Operating Expenses $1,309,734 $1,671,922 $2,862,963 $2,880,120
Operating Income $724,576 $812,102 $385,446 $291,474
Net Income $711,223 $803,777 $279,411 $118,435

Source: Indiana Interactive, Inc., and subsidiary, Consolidated Financial Statements for the Years Ended December 31,
1995, 1996, 1997, 1998, and 1999.
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creation of new information-related services. The
services offered to businesses and those offered to
citizens should be viewed as distinct services with
different demand and other relevant characteristics.
Business organizations have a better technological
infrastructure, and business users have more tech-
nological knowledge than the average citizen. In
addition, businesses have a demand for different
services, and probably a greater ability and willing-
ness to pay for services that are comparable to G2C
services in terms of production costs. As a result,
different pricing structures are appropriate for G2B
and G2C commerce.

The most frequently reported G2C online services
involve motor vehicle agencies—vehicle registra-
tion renewal, specialty plates, and driver’s license
renewal. Many states enable citizens to obtain
other licenses online for hunting and fishing, real
estate, and other professional occupations. Other
frequently provided online services include state
park reservations and personal income-tax filing.

States report providing many G2B added value ser-
vices for authorized businesses involving searching
records and generating reports for driver’s records,
vehicle titles, liens, and registrations; business cer-
tificates of existence, entity name, and principals.
Other business services include Uniform Commer-
cial Code (UCCQ) filings and searches, tax payments,
business registration and renewal, and license veri-
fication. Most states offering added value business
services have designed a two-part pricing structure,
charging firms a fixed annual “premium service”
subscription fee of $50 plus a per search or report
fee. States now appear to be modestly increasing
the premium subscription fee: Tennessee now
charges $75, and Montana is proposing to charge
$75. Despite the increase, G2B services may still
be underpriced, both in terms of recovering the full
cost of provision and their marginal benefit to busi-
nesses. For example, for the $50 annual subscrip-
tion fee accessindiana provides businesses with 10
accounts covering 21 services, including monthly
billing and online account management services. A
rigorous demand analysis would likely find that a
$50 or $75 annual premium service fixed fee plus
a small variable cost per search or record substan-
tially undervalues the premium service, given:

1. the substantial fixed and variable costs incurred
to design and build the portal infrastructure;

2. annual operations and maintenance costs,
including the non-trivial cost of providing
monthly billing and online account manage-
ment services; and

3. the likelihood that businesses have an inelastic
demand for most premium services, such as
motor vehicle and title lien searches.

State governments, not just their private vendors,
need to rigorously analyze the demand for current
and prospective G2B services. A two-part pricing
structure lends itself to fixed and variable cost
recovery, where the fixed charge is set to cover
fixed (capital) costs, and the variable charge is set to
cover operating costs. States should also distinguish
between mandated versus non-mandated services.
Services that are demanded by private firms but are
not mandated by the state should be priced based
on firms’ willingness to pay, and revenues generated
above costs can be used to subsidize portal activi-
ties that provide substantial social benefits. On the
other hand, services that are mandated by the state,
like vehicle registration renewals, should not be
priced above the cost of provision.

The Pricing Structure of Online

Services

When private vendors operate the state portal, G2C
and G2B service charges are under the authority of
a governing board. In practice, the vendor proposes
a fee structure that the governing board usually
approves without making substantive changes. In
states where portals are run by the government
agency, it is not clear that there is an economic
basis used to derive portal charges. States report
that their charges are not based on a formal break-
even analysis or similar methodology. In most cases
the convenience fee is established like other fees in
the budgetary process, where the agency through
the executive branch recommends a fee structure
and the legislature enacts it into law, sometimes
with modification.

Most states, around 80 percent, impose some type
of charge for online services. The total charge for
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online services (TOC) includes the statutory fee for
service provision through traditional channels. It
may also include a convenience fee (CF)—a usage-
based charge imposed on citizens to use the sys-
tem—or a convenience discount (CD), where the
cost to the public is lower for services transacted
online. Only two states in our sample, 8 percent,
use convenience discounts. States appear reluctant
to use CDs despite anecdotal evidence that demand
is price elastic. In Arizona, for example, adoption
rates skyrocketed for online vehicle registration
renewals once the $6.95 charge was eliminated in
1998." For online services with an elastic demand,
sharp CD programs may translate into substantial
administrative savings if properly planned and
implemented.

Over half of the states charge a convenience fee
(CF), which is placed on top of the fee for services
delivered through a traditional venue. Since cus-
tomers still have the option of using the service
through a traditional venue (e.g., over the counter),
the CF is actually a user charge and is referred

to herein as a convenience charge (CC). In most
states, the portal charge consists of the conve-
nience charge (CC), or convenience discount (CD),
and the electronic payment processing (EPP) fee.”

Electronic Payment Processing
(EPP) Fees

Some states that impose an additional cost for
using online services do not impose a CC, but they
do pass along the EPP fee. Often electronic pay-
ment processing fees frequently constitute the
largest part of the price of doing business online,
and are clearly viewed by policy makers as an
impediment to the growth of online service deliv-
ery. However, officials should not view electronic
payment processing costs in isolation; rather they
should be compared to check-processing costs. A
recent study reports that, per transaction, check-
based payment is more costly than electronic pay-
ment for payees receiving point-of-sale and bill
payments, $1.25 to $0.23."

States report three basic ways credit card process-
ing charges are structured for online services: 1) as
a single rate percentage of the transaction; 2) as a
percentage range; and 3) as a single rate percent-

age of the transaction plus a fixed transaction fee.
For single percentage rates, credit card processing
charges per transaction range from 1.50 percent to
2.28 percent; ranges vary from 1.7-3.5 percent to
2.5-4 percent per transaction; and single percent-
age plus fixed fees vary from 1.614 percent +
$0.24 to 2.35 percent + $0.10 per transaction.
Generally, these figures are substantially higher
than the CCs states are charging.

In many states the credit card processing fee paid

to the merchant bank is not transparent, because it's
folded into the transaction fee. However, in other
states, the EPP fee is clearly designated as a separate
charge. Some states have comprehensive agree-
ments with merchant banks, but commonly the
state will negotiate a separate agreement for online
services, and private vendors have negotiated agree-
ments on behalf of the government in a few states.

In some states, around 20 percent of our sample,
the government cannot, or does not, impose an
additional charge, so the agency must absorb the
cost of online transactions, whether the service is
provided in-house or by a vendor. Arizona vehicle
registration renewals provide a case in point.
Arizona contracts with IBM for their vehicle regis-
tration renewal portal operations. But the state is
prohibited from levying an additional portal charge
on citizens for vehicle registrations and licenses.
The charge for each vehicle registration renewal
that IBM processes over the web has three compo-
nents: a $1.00 fixed charge, plus 2 percent of the
vehicle tax (or $4, whichever is greater), plus up to
1.7 percent of total transaction costs for merchant
(EPP) fees. Arizona reimburses IBM up to 1.7 per-
cent of total transaction costs for merchant (EPP)
fees. IBM gets to keep $1.00, plus 2 percent of the
vehicle tax (or $4, whichever amount is larger).
Therefore, IBM is guaranteed a minimum of $5

per transaction and an indeterminate maximum
amount, but the maximum could be substantially
higher since Arizona uses an ad valorem system,
not a fixed registration fee, to determine the vehicle
registration renewal fee, and uses $363 as a typical
registration amount on their website. For specialty
plates, Arizona levies a $4 portal charge on top of
the $25 fee, and the entire $4 goes to IBM. The
agency is, however, responsible for absorbing up
to 1.7 percent of the EPP fee.
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Advertising as a Revenue Source
State government officials have put thumbs down
on the advertising revenue model. Only 12.5 per-
cent of state government portals offer any form of
advertising, and even these states do not use adver-
tising to generate revenue. lowa recently contracted
with govAds to sell web advertising, referred to as
“sponsorships,” on its portal. lowa’s strategy of sell-
ing advertising comes as a direct response to the
50 percent budget cut in its e-government initia-
tives by the lowa General Assembly. According to
lowa officials, the state retains the right to remove
advertisements and incurs no up-front expense.
govAds is responsible for setting up the advertising
operation and receives revenue through a negoti-
ated split in revenues from the advertisements.
lowa provides a test case of the appropriateness of
advertising on state government web portals, as
well as advertising’s ability to generate a sufficient
and stable revenue stream.

State governments probably can’t generate substan-
tial revenue from advertising, even when they want
to. But they may be able to generate enough rev-
enue from benign advertising, like the tourism
advertising links on the Minnesota web portal, to
largely offset EPP and other costs. State officials
should follow lowa’s lead and re-evaluate the rev-
enue potential of benign, non-controversial adver-
tising. Clearly, there are a myriad of issues that
states will have to work through in order to estab-
lish a viable advertising revenue model, but such
impediments can be surmounted. States should
assertively tackle the obstacles because it will only
increase their ability to expand the benefits of
e-government to their constituents. In addition,
many citizens may view advertising more favorably
than state government officials believe. In Texas,
for example, almost 75 percent of state residents
reportedly view advertising as either an entirely

or somewhat acceptable e-government funding
method."
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Recommendations

The web portal has the potential to change how
government is organized and how it interacts with
its constituents. But in order to move forward effec-
tively, IT professionals must work together with
budgeting and finance experts to find solutions to
financial and management problems associated with
the development and operation of web portals and
online transactions. Government officials and private
vendors should build upon the best traditional ways
of funding portals by incorporating proven tech-
niques from infrastructure finance coupled with
unique Internet-based funding mechanisms.

While the empirical data is not yet sufficiently
developed to provide solid evidence on complex
public policy issues like the efficacy and cost effi-
ciency of portal vendor development and financing,
it is clear that government officials and private firms
should view the ultimate end users of the portal as
customers with a demand for new services and
improved service delivery. These new and improved
services must be designed based on the needs and
capacities of users, not merely traditional organiza-
tional structures and inter- and intra-governmental
relationships. They must be priced in a way that
maximizes social, not just private, benefits, which
in many cases should lead to charging no price at
all. The changes described in this report, if imple-
mented, will go a long way toward alleviating the
underfunding problem in web portal development,
while simultaneously maximizing adoption and
usage. Specifically, we recommend that decision
makers consider the following:

Recommendation 1

Web portal projects are capital projects and should
be classified and accounted for as such. Web portal
expenditures should be viewed as a capital invest-
ment, classified as capital expenditures, accounted
for in the capital budget, and reported distinctively
and comprehensively in budgetary and financial
reports.

Recommendation 2

Web portals are long-term capital investments and
should be financed like other long-term capital
investments. Web portal projects should be sup-
ported with long-term financing that is repaid from
multiple funding sources. User charges are appro-
priate but should not be relied on to finance capital
costs for services generating significant social bene-
fits. The capital financing approach produces stable
and substantial longer-term funding, and facilitates
an optimal portal and online transactions develop-
ment process.

Recommendation 3

Governments should conduct studies that analyze
the benefits and costs of developing web portals
and applications for online transactions." Such rig-
orous studies should be used to guide portal and
application development decisions, particularly in
terms of estimating potential cost savings, social
benefits to stakeholders, and the demand for partic-
ular online services. Before setting user charges for
G2B services, governments should estimate the
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demand for G2B services since such services may
significantly reduce a firm’s cost of business. And
before imposing user charges for G2C services,
governments should understand the potential inter-
mediate and longer-term cost savings from the
strategic use of convenience discounts.

Recommendation 4

Within G2B online services, states should distin-
guish between mandated versus non-mandated ser-
vices. G2B services that are demanded by private
firms but are not mandated by the state should be
priced based on firms" willingness to pay. Revenues
generated above costs can be used to subsidize
portal activities that provide substantial social ben-
efits. On the other hand, G2B services that are
mandated by the state, like vehicle registration
renewals, should not be priced above the cost of
provision.

Recommendation 5

Government officials should not allow electronic
payment processing costs to prevent the establish-
ment of new online transaction services. EPP costs,
while substantial, should be evaluated in terms of
the potential savings from lower check-processing
costs. Governments should re-evaluate the option of
raising a limited amount of revenue from benign,
non-controversial web portal advertising or sponsor-
ships, which may help offset EPP costs.

Recommendation 6

More states should consider establishing the web
portal or the governing board as an accounting
entity for financial reporting and public disclosure
purposes. States should record and report portal
revenues centrally, preferably in an enterprise-type
fund. In cases where officials believe central track-
ing and reporting to be overly burdensome, they
should nevertheless do so to enhance the public’s
trust of their e-government efforts. Even when the
portal is operated under contract by a private firm,
its activities and finances should be disclosed to
the public in a full and timely manner, and in a
manner that enables the public to track and evalu-
ate the operations of the portal and the delivery of
online services.

Recommendation 7

Government budgeting systems, including charge-
back systems, should provide incentives for admin-
istrators to make cost-saving portal investments.
Budgeting systems should enable programmatic
savings generated from web portal investments to
be enjoyed by line agencies. Administrators should
be encouraged to reinvest the savings into expand-
ing the portal infrastructure, especially for portal
services that are demanded by constituents and
that provide significant social benefits. In addition,
charge-back systems should be based on real costs,
and savings from portal investments should be
credited to IT units when appropriate.
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Appendix: More on the Pricing of
Online Services and the Impact on

Agency Budgets

The basic pricing structure for online services can be illustrated with the following equation:

Total Online Service Charge (TOC) = Statutory Fee (SF) + Convenience Charge (CC) — Convenience
Discount (CD) + Electronic Payment Professing Fee (EPP)

~ The total charge for online services (TOC) includes
the statutory fee for service provision through tradi-
tional channels. When imposed, the convenience
fee is placed on top of the fee for services delivered
through a traditional venue. Since customers still
have the option of using the service through a tra-
ditional venue (e.g., over the counter), the conve-
nience fee is actually a user charge—a usage-based
charge imposed on citizens to use the system—and
is referred to here as a convenience charge (CC).
TOC can also include a convenience discount
(CD), where the cost to the public is lower for ser-
vices transacted online. Some states that impose

an additional cost for using online services do not
impose a convenience charge but pass along the
EPP fee. In most states, the portal charge (PC) is

an additional charge, where:

Portal Charge (PC) = CC (- CD) + EPP
(Eg. 2)

An example of a PC is provided by electrical con-
tractor license renewals in [daho. The statutory
electrical bureau fee (SF) is $100 for obtaining a
license renewal on site. The portal charge (PC) for
online service is $5. Therefore, the total charge for
an online (TOC) license renewal is $105. The $5
portal charge has two components: 1) the Access
Idaho transaction fee of $2.35, plus the EPP fee of
$2.65. The EPP fee is paid to a merchant bank for

{(Eg. 1)

processing credit card payments. Notice that the
EPP fee is larger than the Access Idaho transaction
fee. This is not uncommon, especially for higher
TOCs, since the merchant bank fee is commonly
a percentage of the transaction.

Table A.1 provides an example of online service
delivery transactions from the government agency’s
perspective. Table A.1 presents agency revenue (AR)
as a function of several variables already discussed—
SF, CC, CD, EPP—and a new variable PV, the
amount of the charge allocated to the private ven-
dor. It illustrates the revenue impact on the agency
for three basic scenarios: 1) the agency receives
new net revenue; 2) the agency receives no new
revenue, but incurs no new costs; 3) the agency
receives no new revenue and incurs new costs.

[n the online service new revenue scenario, the
agency receives $2.35 in new revenue per online
transaction (line 1) because the agency imposes a
CC greater than the EPP fee. (Note that the agency
receives $100 for delivering the service on site.)

In this case the agency is responsible for the devel-
opment and operation of the portal, not a private
vendor. The CC, however, is non-trivial. While cov-
ering the EPP fee and providing additional revenue
for new investment, it may create a disincentive for
constituents to use the online system.
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In the second scenario (lines 2a and 2b), the
agency receives no new revenue, but incurs no
additional costs. The agency imposes a CC suffi-
cient to cover the EPP fee (line 2a), and does not
contract with a private vendor. This has the advan-
tage of a lower portal charge and helps to expand
in-house IT capacity. When contracting with a ven-
dor, the agency can charge a CC equal to the EPP
fee plus vendor’s fee (line 2b). This has the benefit
of a quick launch, but the portal charge to the con-
stituent is greater. '

In the third scenario, the agency loses revenue
directly from the online transaction. In line 3a, the
loss is due to the EPP fee; in line 3b it is due to
both the EPP fee and the private vendor fee. While

ostensibly an entirely negative result for the agency,
this situation may provide agencies with a strong
incentive to realize the commonly “hypothesized”
savings from bringing transactions online.
Moreover, it enables the agency to bring applica-
tions online quickly, maximizes constituent adop-
tion, and may increase social benefits.

No scenario presented in Table A.1 has a CD,
which would reduce agency revenue directly, at
least initially, but would likely increase usage
quickly and broadly. States that provide CDs have
the agency absorb the cost. If substantial cost sav-
ings result from moving services online, then these
initial costs should be viewed as an investment in
future savings.

Table A.1: An lllustration of the Impact of an Online Service Delivery Transaction on an Agency Budget

Agency Revenue (AR) = Statutory Fee (SF) + Convenience Charge (CC) — Convenience Discount (CD) -
Electronic Payment Processing Fee (EPP) — Portal Vendor Fee (PV)

1.  New Revenue AR = SF + CC - CD - EPP - PV
$102.35 = $100 + $5 - $0 - $2.65 - %0
2a.. No New Revenue, AR = SF + CC - cb - EPP - PV
but Agency Breaks $100 = $100  + $2.65 - $0 - %265 - $0
Even (no vendor)
2b. No New Revenue, AR = SF + CC - Cb - EPP - PV
but Agency Breaks $100 = $100 + $5 - $0 - $2.65 - $2.35
Even (with vendor)
3a. Net Revenue Loss AR = SF + CC - CD - EPP - PV
(no vendor) $97.35 = $100 + $0 - $0 - $2.65 - %0
3b. Net Revenue Loss AR = SF + CC - €D - EPP - PV
(with vendor) $95.00 = $100 + $0 - $0 - $2.65 - $2.35
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Local Governments, (June 1999).
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business performance by integrating strategic change, performance improvement and technology solutions.
Through a worldwide network of skills and resources, consultants manage complex projects with global
capabilities and local knowledge, from strategy through implementation. PricewaterhouseCoopers
(www.pwcglobal.com) is the world’s largest professional services organization. Drawing on the knowledge
and skills of more than 150,000 people in 150 countries, we help our clients solve complex business prob-
lems and measurably enhance their ability to build value, manage risk and improve performance in an
Internet-enabled world. PricewaterhouseCoopers refers to the member firms of the worldwide
PricewaterhouseCoopers organization.

For additional information, contact:

Mark A. Abramson

Executive Director

The PricewaterhouseCoopers Endowment for The Business of Government
1616 North Fort Myer Drive

Arlington, VA 22209

(703) 741-1077, fax: (703) 741-1076

e-mail: endowment@us.pwcglobal.com
website: endowment.pwcglobal.com

The PricewaterhouseCoopers Endowment for

" The Business of Government

1616 North Fort Myer Drive
Arlington, VA 22209-3195
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