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A PROCESS TO ESTABLISH A NEW COST METHODOLOGY AND A NEW CHARGING METHODOLOGY



I. Summary


The invoices sent out for the recovery of costs associated with the ITU’s processing of satellite network filings during the past year have renewed concerns in many cases about the fairness of the current cost and charging methodologies.  They remind us that for the past five years there have been numerous unresolved questions about the costs being recovered, the allocation of shared costs and the validity of the charging methodology.  While the Ad Hoc Group is in a position to resolve numerous incremental and interim questions for the 2004 Council, the larger issues cannot be definitively put to rest until there is a thorough revision of the cost and charging methodologies. Now is the time to set in place a process that will achieve such a result in time to present a definitive proposal to the Council in 2005 because a new cost/charging methodology may not be agreed to now by the Ad Hoc Group or Council 2004.

The process should have four steps:


A.
Costs to be recovered must be identified with sufficient precision that they can be calculated from the ITU’s accounting records.  These costs should be limited to those fairly associated with the processing and publication of filings.  


B. Shared direct and indirect costs (such as information technology) must be allocated on a reasonable basis that does not cause either over- or under-recovery.   



C. Charging methodologies should be proposed that are simple to apply, as predictable in their results as possible and fair surrogates for the actual costs involved.


D. A final charging methodology should be adopted only after it has been empirically tested to assure that its application fairly mirrors the actual costs involved.


The Ad Hoc Group should work with BR staff to resolve costs, agree upon a fairer allocation formula, select various possible charging methodologies and then validate one or more of them.

This contribution outlines what might be the final formulations for resolution of each phase.   These details are not intended as a definitive proposal from this Administration, but rather as illustrations of the kind of detail we believe required to reach a final solution for consideration at Council 2005.  


II. Process


A. Costs to be recovered


The Ad Hoc Group has within its brief the opportunity to identify which costs incurred by the ITU are fairly recovered by the SNCR fee.  The BR and the General Secretariat have previously provided input on this question, but not based on the functions actually associated with processing and publishing.  We suggest the issue be revisited with the goal being the creation of a list of covered costs like the following: 

· Direct labor costs associated with processing and publication, including associated benefits costs that have at times been characterized as “indirect” or “overhead” such as health benefits, pension, leave and vacation costs.  (For purposes of calculating such costs, this illustration assumes that staff will work 1600 hours per year, and that the labor costs should be calculated by taking all costs associated with labor and dividing them by 1600 to come up with an hourly labor rate for each employee.)

· Direct computer costs, as well as the share of the cost of the BR’s Information Support Division, attributable to processing and publication.  To the extent other computer-related costs associated with the General Secretariat support processing and publication, they may be included.
· Direct telecommunications charges billed by third party providers, as well as an allocated fair share of the General Secretariat’s and BR’s costs for maintenance of the internal telecommunications system.

· Direct costs associated with the publication of special sections not otherwise treated above (such as, to the extent still relevant, paper and mailing costs).
· Office housing costs for those staff involved in processing and publishing, fairly apportioned (including depreciation for capital items). 
· With regard to all other costs, there is a recognition that at times an expense may be incurred that supports processing or publication of filings.  However, it is assumed for the purposes of this proposal that such costs are so infrequent and relatively small that it is not cost effective to measure them for inclusion in this cost recovery methodology.  As a way to resolve this issue without extensive accounting work, it is proposed that all such costs be recognized by adding 5% to the hourly labor rates described above.      
· In light of the fact that “free filings” costs are to be paid for from contributory units and not from fees, each of the foregoing figures that is made using the “total cost” for all filings (such as housing cost) shall be reduced by the percentage the fees associated with the free filings in the previous year represented of the total fees in that year.    
· In order to avoid repeated extensive accounting work and time surveys, it is proposed that full cost surveys be done only every three years.  In the second and third years of a cycle, costs may be adjusted using the index of consumer goods prices or labor costs published by the Swiss Government.
B. Allocation of shared costs

Allocation must not result in over- or under-recoveries.  The allocations methodologies employed thus far may result in over-recoveries.  In particular, a “post” system that does not take into account that staff may work on more than just one function runs a real risk of allocating more than 100% of the shared cost to different ITU tasks.  This concern is heightened because, as the backlog in processing filings has been significantly reduced, we believe that several staff members who previously worked extensively on such matters are now being assigned to other tasks. 

Therefore, we submit that the Ad Hoc Group and the BR should review the current allocation methodology with a view to creating one that is likely to yield a fairer allocation.  As a matter of consistency, we believe that the allocation methodology for overheads associated with “direct” costs and “indirect” costs should be the same.  We believe that an allocation method can be identified that will work for both types of costs.

As an example of what we have in mind, one approach would allocate overheads and indirect costs based on time expended on specific tasks as compared to time expended on all tasks.  That is, for computer work, the consultant could identify a representative two week period, track the percentage of computer time spent on processing and publication versus total time the system operated, and use that percentage to calculate overheads.  Similarly, for office costs, a survey could account for the amount of labor time spent on processing and publication over a two week period versus the total amount of work done in the Geneva buildings during the period, with the resulting percentage being the basis of the allocation of housing costs.    

C. Charging methodologies

The charging methodology should be simple, predictable, and, most of all, it should accurately reflect the cost associated with processing the filing in question.  The invoices sent out over the past year suggest that even if the accumulation and allocation of costs had been done properly, the fee structure does not accurately reflect those costs on a filing-by-filing basis. 

As many charging methodologies as seem likely to yield reasonable results should be identified and tested to determine the three deemed most promising for their accuracy.   

The following three  methodologies are deemed the most promising, but we recognize others could be proposed for assessment.  The three are:

1. Actual cost: The model assumes that the largest single cost element is the direct labor involved in processing and publishing the filing.  Rather than attempting to identify a surrogate way to measure the amount of work done on each filing, the BR staff would keep time and subsequently charge the filer accordingly.  Other costs would either be accumulated directly (such as telecommunications charges) or added on top of labor cost as some percentage of the hourly rate.  Although there might be an up-front payment with this methodology, it is obvious that the final amount could not be calculated until all labor charges are incurred and identified.  This methodology is likely to be accurate, but it is less satisfactory in terms of simplicity or predictability, and it imposes an on-going timekeeping burden on BR staff.  (However, all methods presumably require at least some periodic time keeping to provide the ability to audit the correctness of other charging methodologies.)
2. Fixed and/or up-front charge: It is clear that virtually all filings of the same type go through some of the same processes, and that such processes incur relatively the same cost regardless of the particular filing.  For example, receipt, data preparation, initial examination, validation, database updating, cost recovery invoicing and publishing in the IFIC should be similar for each filing within type of filing.  It should be possible to calculate those costs one time and then apply them to each filing.  Similarly, overhead costs, such as housing, could be apportioned on a direct per filing basis.  With regard to more variable costs, such as those labor costs associated with the coordination function, the BR staff should be able to build on its prior work to identify the costs per band by type of filing.  If, as some prior BR reports suggest, the amount of such effort does not vary significantly by filing, then a single charge can be associated with each type of filing.  In that case, the cost can be added to the fixed costs, permitting, if desired, a single fee established for the filing, which could be paid up-front.  Such a fee structure based on type of filings, and possibly number of bands, would be simple and predictable, and if validated, accurate.  

3. Mixture of fixed charge and variable charge:  If the empirical accounting exercise suggests, however, that the labor costs are not consistent on a type of filing basis, then one might divide this fee between a charge based on the fixed costs and a subsequent charge based on the variable costs.  The actual, direct labor, computer and telecommunications costs could be identified (as in the first model) and subsequently billed to the filer.   This model is more predictable than the first one and potentially more accurate than the second.  If the fixed part of the fee is configured as an up-front payment, it would provide some assurance of income, even if the filing is subsequently cancelled for any reason..  

D. Validation

Recent experience suggests that previous charging methodologies have not accurately reflected the actual cost of the work done.  Before Council adopts any new charging methodology, it should be validated as a reasonable reflection of the costs actually incurred.

Fundamental to this process is an analysis of the actual costs associated with this work.  The considerations in sections A and B above will provide a basis for identifying those costs and associating them with individual filings.

Charging methodologies (2) and (3) are “surrogates” for actual costs.  Their validation depends on meeting some standard for accurately reflecting the cost in the fee.  The Ad Hoc Group should engage in a discussion of what would constitute meaningful validation.  The types of parameters could be something like the following:  The BR staff could take a large cross-section of each type of filing.  If a unit charge (e.g., band by type of filing) can be identified that will be within a range of plus or minus15% of the average costs of handling all such filings analyzed and within plus or minus 20% of the mode of such charges in at least 95% of the filings analyzed, then the charging methodology could be deemed validated.   If two or more methodologies are thus validated, the Council could select between them.

The actual cost charging methodology presumably does not have to undergo the same type of validation.  However, it does clearly impose additional timekeeping and accounting burdens on the BR.  As a part of the validation process, the actual cost method’s actual costs could be identified and reported to Council for its consideration. 
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