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Action required: 


The participants are invited to consider the liaison statement and give comments for the future work of the Rapporteur’s Group on Question 12/1.


Abstract: 


The liaison statement contains the answer of ITU-T Study Group 3 Working Party 2/3 to questions asked by the Rapporteur’s Group on Question 12/1 about the concepts of cost methodology, methods of calculating costs and cost models.
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CONTACT:	Dr. Werner NEU			Tel:	+49 2224 922520�			Research Institute for 		Fax:	+49 2224 922568�			CommunicationServices		E-mail: w.neu@wik.org�			D-BAD HONNEF


______________��To the Rapporteurs and Experts on Question 12/1 (Version 2, 14.00h)





WP 2/3 of Study Group 3 has created a Rapporteurs Group on Cost Methodologies in its meeting in December 1998. The Group is in the process of reviewing the structure of various costing approaches, especially the models of the Regional Groups of TAS, TAL and TAF, and evaluate their applicability to relevant circumstances.


The results of the work carried out so far are contained in a report of the chairman of the Rapporteurs Group to WP 2/3. This report is attached to this document. It contains information that is relevant to the questions raised by the Rapporteurs and Experts on Question 12/1.


In particular, regarding the questions of the differences between the concepts of 


cost methodology,


methods of calculating costs, and


cost models,


the following answers may be given:


To the Rapporteurs Group’s Chairman’s knowledge there is no such a thing like the “concept” of a cost methodology. One may call each FDC or LRIC a “methodology”, however, the aforementioned Chairman’s Report argues that they actually do not satisfy the criteria of a methodology in the scientific sense. They are rather approaches to the problem of costing where FDC has its origin in accounting practice and LRIC in the economic analysis of market processes.


As regards “methods of calculating costs”, this refers to the actual computational steps needed for arriving at cost figures, like converting investment outlays into annualised cost figures with the help of depreciation rates and interest rates; or determining the shares of the cost of some center of operations to be assigned to different services, given the information on what the cost drivers of that operation are. The way in which the methods are applied, e.g. what kind of depreciation regime is used, whether assets are valued at historic or current prices, etc., then determines whether one is following the FDC or the LRIC approach.


A “cost model” is the concrete implementation (on a spread sheet, for example) of a particular “method for calculating costs”. Given the raw data on costs (prices of capital goods, values of depreciation rates and interest rates, values of cost driver coefficients assigning shares of total cost of an operation to different uses) the model throws out the cost figure for a particular service, for example, at the push of a button. The “cost model” is thus the servant of the cost analyst using a particular “method of calculating cost”.
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