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Long-term analysis of ITU’s financial status

1. The current crisis

ITU is currently facing one of the most severe financial crises in its history. This is a result of the accumulation of a number of factors:

· A cut in the number of contributory units following the Marrakesh Plenipotentiary;

· A shortfall in income for 2003, in particular due to lower than expected cost recovery income and project support cost income;

· Cost increases, notably in staff salary costs; 

· The forward purchasing of US Dollars, in line with the decision taken by Council in 2002, was badly timed, resulting in a loss of purchasing power;

· A reduction in staff of around 10 per cent, or 105 posts;

· The Council in May 2003 did not approve a budget for the 2004-05 period and this decision is now deferred until October.

	Figure 1: Long-term trend in ITU regular budget, 1990-2003 and draft 2004-05
In millions of Swiss Francs, corrected for Swiss consumer price inflation
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Note:
Figures expressed in constant 1 January 2003 Swiss Francs. The regular budget is defined here to include the publications budget and support cost income, but to exclude regional radio conferences. 

Source: ITU Annual Report to Council and draft budget 2004-05 (C03/02)


How did these problems arise? This document presents a long-term analysis (since the 1989 Nice Plenipotentiary) of the ITU’s financial situation in order to better understand the nature of the current problems. The key decision, in this context, was Kyoto Resolutions 39, which set in train a process of budget reorganisation and greater dependence on sources other than the contributory unit. This is set against an analysis of the measures already taken to achieve greater productivity and efficiencies and the measures that would need to be taken if the financial plan for 2004-07 is to be implemented. In particular, it is proposed to create a one-off ITU restructuring fund to undertake the necessary reforms approved by Council.

2.
Decrease in income

The ITU budget has long been elaborated under the guiding principle of “zero nominal growth”. However, in practice, as shown in Figure 1, the budget actually grew by around 1.7 per cent per year in the first six years following the Nice PP, as the new ITU structure was implemented. Subsequently, it has declined by an average of 1.5 per cent per year since the mid 1990s. The draft budget for 2004-05 is now smaller in real terms than it was in 1990, before the creation of the BDT and despite all the new responsibilities that have been taken on since that date (see section 3 below). In particular, the funds available have declined in real terms by some CHF 23 million (-13 per cent) since their peak in 1996. 

	Figure 2:  Rise and fall in Member State and Sector Member contributions

Contribution in millions of Swiss Francs (with and without correction of CPI inflation)
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Source:
Annual report of Council and draft 2004-05 budget.


What has changed since the mid 1990s? 

· The value of the Member States contributory unit has fallen from a peak of CHF 334’000 in 1997 to CHF 315’000 now. 

· The Sector Member contributory unit has fallen from CHF 66’800 to CHF 63’000 (see Figure 2). In real terms, corrected for CPI inflation, the value of the contributory unit has fallen by 11 per cent. 

· Corrected for inflation, the contribution from Member States has fallen from a peak of CHF 134 million in 1995 to just CHF 106 million in the draft 2004-05 budget while the contribution from Sector Members has fallen from CHF 25.2 million in 1999 to CHF 21.1 million now. 

As a consequence, as shown in Figure 3, the overall contribution coming from assessed contributions has fallen from 85 per cent in 1995 to 80 per cent in the 2004-05 draft budget. Member States contributed three-quarters of the budget in 1990 but only two-thirds by 2005.

3.
Increase in costs

The period since 1990 has been a period of constant change in the telecommunications sector and convergence between telecommunications and the computing and broadcasting sectors. This period has witnessed the rise of mobile communications and of the Internet. During this period, ITU has been significantly restructured to respond to the changing environment, and many new responsibilities and new costs have been added to the mandate of the Union. Few, if any, responsibilities have been removed or reduced, meaning that the cumulative cost burden continues to grow. Although it is difficult to quantify the mandate of the Union, Figure 4 shows how the burden of responsibility has been increased by each successive PP. 

Each of the different tasks illustrated in Figure 4 has an additional cost associated with it. Given the reduction in the budget available during this period, these new tasks have had to be accommodated through an increase in efficiency and productivity. In some cases, however, the new tasks cannot simply be accommodated and have to displace other activities. For instance, the progressive use of the six working and official languages on an equal footing has led to an overall increase of the share of language costs in the total budget. 

External factors, such as the terms and conditions for staff under the UN Common System, or the increasing security costs associated with the opening of the Montbrillant building, have also had to be absorbed without any increase in budget.

	Figure 3: Main sources of income

In millions of Swiss Francs, corrected for CPI inflation
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4. Measures already taken to increase efficiency

In the context of a diminishing budget but increased membership expectations, the only way to balance the budget has been through making economies and increasing productivity. This is a long-term effort and is sometimes hard to measure. Nevertheless, there are a number of clear examples of measures that have succeeded in improving efficiency:

· The shift from paper to electronic format for documents and publications is now almost complete. While it is not possible, or desirable, to eliminate paper entirely, the shift to electronic format has enabled considerable savings and price reductions for publications, as well as generating new sources of income. Figure 5 shows the transition to electronic publications for ITU-T and ITU-R Recommendations. Since 2001, online recommendations have also been made available free of charge.

· Productivity increases are also evident in the provision of linguistic services. The transition from three to six working languages, in the context of a declining budget, has necessitated major changes in working practices in order to maintain and improve services to members. Improvements include greater use of remote translation, suppression or shortening of summary records, computerisation of terminology databases etc.

· In the area of IT services, significant savings have been made through centralised purchasing of equipment and decentralised budgets. Equipment replacement cycles have also been lengthened. In line with the wishes of Council, investment in information and communication technologies is now separately identifiable in the ICT Capital Fund.

· Other proposals agreed by the ITU Efficiency Committee which include, inter alia, replacing security guards with a card system at the entrance to the Montbrillant building, streamlining of the travel authorisation procedure, greater use of part-time working, and other economy measures outlines in Office Memo 03/03.

In the period between 2000 and 2003, it is estimated the productivity and efficiency savings amounted to some CHF 32m (see document C02/34).
	Figure 4: Increasing burden of responsibilities and expectations on ITU
Schematic representation of the decisions of each PP affecting the work plan of the Sectors and the GS
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However, some measures that have been taken to increase efficiency have had the unintended effect of reducing the budget available. One example is the application of cost recovery principles to the processing of satellite network filings. While this has succeeded in reducing the volume of notifications filed (“paper satellites”), it has not yet succeeded in recovering sufficient revenue to cover the costs incurred through this activity (see Box 1). Between 2002 and 2002, there was a budget shortfall of CHF 13m and this continues.
	Figure 5: The shift from paper to electronic publications

For ITU-T and ITU-R Recommendations, in CHF million, 1994-2002
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Another area where income has been reduced as an unintended side-effect of better management is in the financial stewardship by the Council of the different special funds and reserve accounts of the Union. In the past, Council has generally used these accounts as a buffer for the ordinary budget to accommodate special needs (e.g. extra staff to reduce the satellite backlog) or for capital investment (e.g., the ATM network). Through prudent financial management, Council has succeeded in reducing the contribution from the Reserve Account to zero since 2003 (it was formerly as high as CHF 14m per year). This decision was taken because of the fall in the balance of the Reserve Account. However, other special funds are now at a level that is much higher than in the past, both in actual terms (CHF110.9m at the start of 2003) and in relation to the ordinary budget (Figure 6). The Reserve for Debtors’ Account, in particular, now stands at over CHF53m compared with just CHF 7m in 1990. By transferring funds to the Reserve Account and to the reserve fund for staff installation and repatriation, it would be possible to consider more flexibility in future budget management.

	Figure 6: ITU Capital accounts

For 1990-, 1995, 2000 and 2002, in CHF million, and broken down by account, 31 December 2002
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Note:
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5.
Measures required to balance the budget for 2004-05

In order to produce a balanced budget for 2004-05, it has been necessary to make staff reductions that go well beyond those already undertaken in the past. Every effort will be made to make further efficiency and productivity gains, over and above those already implemented and those proposed in the 2004-07 financial plan. Nevertheless, because staff costs now account for 88 per cent of the total budget, the main area to make savings is in staff numbers.

In the draft 2004-05 budget, a staff reduction programme has been presented which would foresee a staff reduction of around 10 per cent. To a large extent, this can be accommodated by not replacing staff upon retirement and by cutting vacant posts (although these are often used to fund short-term positions). However, it will also be necessary not to renew some fixed-term contracts as well as terminating many short-term positions and SSA contracts. As Figure 7 shows, this would mean moving from the current situation where staffing is at an all-time high (end of 2003) to a position where there are fewer staff than at any time in the previous fifteen years.

	Figure 7: ITU staff

Number of permanent, fixed-term and short-term staff positions, and evolution of the reserve fund for staff installation and repatriation (in CHF million)
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The staff reduction plan foresees a virtual complete freeze on external recruitment for the duration of the 2004-07 financial plan. This would undoubtedly have a negative effect on the Union’s ability to fulfil its mandate and to renew its relevance to its membership. It would also make it difficult to recruit the necessary expertise in areas such as internal audit or financial management. 

	Box 1: Why satellite cost recovery is not delivering the expected income.

One of the most significant changes in the financial base of the Union is the increasing dependence on cost recovery. This has, in part, covered the decreases since the mid-1990s in the level of contribution from Member States and Sector Members. Cost recovery provides a projected income of CHF 51.6m, or 15.7 per cent of the total 2004-05 draft budget. The principles for the application of cost recovery are set out in Resolution 91 (Minneapolis, 1998).

The main source of cost recovery income in the budget is the charges levied for the processing of satellite network filings. The principle of applying cost recovery to this activity was approved in Minneapolis (Res. 88) and is currently implemented through Council Resolution 482. In anticipation of this new source of income, Council approved the reduction in the value of the contributory unit from 328’000 in 1999 to 315’000 thereafter. The assessed contribution revenue, which has been foregone as a result of this change, amounts to around CHF 5.66m per year, or CHF 22.6m for the period 2000-03. Anticipated income from satellite cost recovery was CHF 27m. However, actual income from satellite cost recovery during this period was only CHF 164’000 in 2000-01 and CHF 5.8m in 2002. What are the reasons for this shortfall in income?

· Initially, the backlog meant a delay in billing for work. Later on, as the backlog was addressed, a reduction in the demand for this service (as a result of the introduction of fees) has created a lower than expected income.

· The Council Working Group that established the methodology for establishing fees decided on a number of exemptions (such as one free notification per year, per administration) and other loopholes that have reduced the actual income.

· The Council Working Group decided to apply a cost recovery methodology that covers only part, but not all, of the costs of this activity, both in the Bureau and in the General Secretariat.

· The WRC has thus far not elected to impose any penalties on those administrations that fail to pay, thereby removing any incentive to pay fees, particularly for “paper satellites”.

Forecast income from this service in the 2004-05 draft budget is CHF 17.2million, but it is likely that this source of income will continue to be less stable than the assessed contributions it was meant to replace.

Box Figure 1: Actual, budgeted and “lost” income, from satellite cost recovery
In millions of Swiss Francs
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Figure Source: ITU accounts, 2000-01
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