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PART 1:  MEASURES TO STRENGTHEN REVENUE BASE THROUGH COST
RECOVERY ACTIVITIES OF UNION
Purpose

1.
The purpose of this paper is to propose measures which could be considered for adoption and implementation by the ITU so as to further generate the necessary cost-savings which in turn could enhance revenue on cost recovery activities thus reducing the imbalance in the budget of the Union.

Background 

2.
Based on the Financial Plan for 2008-2011, out of the CHF 628.9 million which in the Union’s funding requirement, approximately 82% or CHF 521.9 million will come from the contributions of its members. Sector members contribute 12 % of the Union’s total income and member states contribute 69 % while the rest comes from the associates members. Cost recovery income will represent the second-largest source of revenue with a 16% contribution or CHF 100.6 million of which the publication sales  income is expected to generate approximately CHF 47 million or 47% of the total revenue for this segment. The contribution from the sales of publications is considered low in comparison to the 66% and 49% registered during the quadrennial years of 2002-2003 and 2004-2007 respectively. In addition, it is also noticed that the cost-recovery income from the sales of publications is expected to register a decrease of 11% and 3% or CHF 5.977 and CHF 1.289 million respectively in comparison to the last two quadrennial periods.   

Cost Recovery Activities   

3.
Given the fact that the contributory unit is fixed at CHF 318,000 as reflected in  Decision 5 of the PP06, the Union needs to explore all possible options to maximise revenue from cost recovery activities especially from project support costs, sales of publications and ITU TELECOM  apart from reducing other operational costs so as to achieve a balanced budget for the quadrennial years of 2008-2011. This is in line with the idea of resolution A/55/546 November 2000 of the General Assembly of the United Nations which calls for appropriate approaches to be taken by the various UN agencies to improve the profitability of their commercial activities particularly in respect of the sales of publications as well as in the identification of new income-generating measures to strengthen their financial base.

Proposal 

4.       A cost-recovery principle generally applicable to the recovery of administrative support costs incurred in respect of services performed in the context of common services or services provided for extra budgetary programmes between the Union and other UN agencies especially technical cooperation projects. Although the spirit of the above principle is not to generate net revenue over and above the recovery policy agreed among 
the agencies involved, their full costs at least especially in relation to the indirect cost such as the cost of office space, furniture and utilities should be fairly reflected and factored in the balance sheet of the cost-recovery activities. Furthermore, a 13 per cent recovery rate for the activities related to cost recovery established by the UN must also be fully observed in the computation of the cost of services. In line with this principle and the requirements of the relevant resolutions of the United Nations mentioned in paragraph 3, Malaysia would like to propose that several measures as follows be considered for implementation so as to maximise the income from the cost recovery activities of the Union :

a) Modus Operandi Pertaining To Cost-Recovery Activities

The cost-recovery activities of the Union, in particular the publications, ITU TELECOM, project-support costs  and  satellite network filings should be managed separately from other core activities of the General Secretariat so as to enhance its operational efficiency. For this reason, the General Secretariat should consider the possibility of merging the said revenue-generating activities into a single business unit or division which should be given the following responsibilities:

i) to establish and manage the marketing and sales operations so as to reach out to  interested parties on behalf of the Union;

ii) to implement an appropriate human resource and administrative framework so as to respond to the special nature of the operations under the special delegation of authority, 

iii) to regularly improve the financial results of its activities by adopting appropriate strategic and operational business plans related to sales, collections and billings;

iv) to manage and negotiate contracts with external entities; 

v) to establish appropriate  financing mechanisms such as special revolving funds by providing flexibility to this business unit to mobilise its resources, in kind or cash, to meet start up capital;

vi) to ensure that an appropriate percentage of the proceeds from these activities be reinvested with the goal of securing long-term financial and management self-reliance of the business unit concerned; and

vii) to support and foster cooperation and coordination among the Secretariat departments as well as the relevant UN agencies on marketing, public-outreach, funding and programmes.   

b) Raising Revenue From Publications 

To ensure the operational sustainability of its in-house publications service, given the prevalent financial situation, the Union should consider pursuing two major policies. First, the publications service must play an effective role to advance the statutory mission of Union related to the provisioning of global telecommunications networks and services through the provision of effective and efficient dissemination of information services. Secondly, the publications services should also find innovative 
means to raise adequate income so as to support the realisation of the said mission. These two policies are mutually reinforcing and demonstrating a virtual correlation between the management of revenue-generating activities according to efficient business principles and the achievement of effective results in promoting the legislative mandates of the Union. Given the above policy scenarios, Malaysia proposes that the following approaches be considered for implementation so as to enable the publications service to create new values and achieve the required administrative and technical efficiencies with regard to its service delivery:

i)  to harmonise the present distribution of tasks related to documentations and  publications as an approach  to enhance quality control and clarify accountabilities;

ii)  to increase the revenue by raising the visibility of all publication programmes through expanding the geographical coverage of its marketing and sales operations;

iii) to establish enabling rules and procedures to fulfill the need to disseminate information and maximise revenue through the sale of publications including the achievement of a balance between free (including free access over the Internet) and paid distributions; 

iv) to explore the possibility of leveraging on licensing rights for translations and reproductions of low-cost local editions, especially in the developing countries as  a means of reducing overhead costs ; and 

v) to review the profiles of the divisions and units and develop suitable approaches to coordinate the division of labour which could enhance accountability, optimise human resources and realise the necessary cost-savings related to this activity.  

c) Intensifying The Outsourcing Approach In Relation To Revenue-Generating Activities

Most of the revenue-generating activities such as the sales publications, satellite network filings and project support costs of the Union are managed in-house. In the light of the current financial situtation, it would be sensible and prudent for the Union to consider formulating coherent outsourcing strategies for the possible outsourcing of these activities by taking into account the following aspects:

       i)   the special nature or specific objective of each activity needs to be defined ;

       ii)  the availability of in-house technical and commercial expertise in the relevant fields to establish and monitor contracts with private-sector entities need to be assessed;

       iii) a thorough evaluation on sustainable options to outsource certain revenue-generating  operations on a global scale or within geographical segments should be carried out ;

 iv) potential risks associated with the possibility of granting exclusive rights need careful study; and

v)  the possibility of outsourcing a certain segment of these activities on a staggered or pilot-project basis as a strategy to accumulate know-how and experience in outsourcing fields should be seriously looked into.
d) Strengthening  The Marketing Function

Marketing and sales functions are among the important elements related to cost-recovery undertakings that need to be reinforced so as to raise the visibility and public-outreach of the Union’s mission related to these activities. Among the key marketing functions that should be considered for implementation to fulfill this requirement include the followings:

       i)  through periodic market research to define market potential and requirements, identify competition, search for ideal market segments, analyse prices and sales of publications products and services;

       ii) except when price discounts are applicable, the pricing-related cost-recovery undertaking activities should be guided by mark-up or cost-plus principles with both direct and overhead cost elements being fully reflected in the pricing;

       iii) for statistical and other high-valued publications, valued-based pricing which focuses on values instead of the costs of products should be considered;

      iv) different fee rates should be established for institutional and individual users; and 

  v) further measures must be taken to broaden the distribution channels including enhancing the presence of the distribution outlets, cross-selling, profiling of customer groups, etc

Conclusion 

 5.
The primary purpose of the cost-recovery activities is the promotion of the overall public image of the Union while raising adequate income to recover the costs comes as a secondary objective. Malaysia believes that the enhancement of the managerial performances of these activities is an indispensable condition for achieving their primary purpose and for improving their revenue-generating capacity or profitability. The interrelated nature of these objectives must be adopted as a principle to promote the legislative mandates of the Union while maximising revenue so as to enhance the efficiency and achieve economies of scales which in turn will ensure their sustainability. 
PART 2 - IMPLEMENTATION OF RESULTS-BASED BUDGET (RRB) OF THE UNION 
Purpose

1.
The purpose of this paper is to highlight some general principles which could be considered by the Union as guidelines to enhance the implementation of the RBB over the next biennial budget in response to Member States’ demand for greater visibility and transparency in the budgetary processes of the Union.

Background 

2.
Efforts to experiment the RBB in the budgetary processes of the Union begun way back in 1996. The draft financial plan for the period 2000-2003 reflects a continuation of the efforts to further identify the full costs of the activities of the Union through the separation of the direct and indirect  costs of a particular, product or service. As a result some elements of the activity base such as major objectives for activities, performance indicators and internal service level indicators have been reflected in the budget for the 2002-2003 biennium. Subsequently, the Bureaux have made several initiatives to establish and incorporate the performance indicators as reflected in the various operational plans being presented during the Council sessions of the last biennium.     

Proposal

3.
Based on the efforts that have been taken to date, Malaysia suggests that the Union should continue its works to further intensify and strengthen the implementation of the RBB concept throughout the organisation. Given the fact that the implementation of the RBB will involve several performance elements, it is further suggested that appropriate frameworks of the RBB be established and used as a guidelines to enhance the implementation of the RBB.   

RBB Framework

4.
Since there is no universal and standard definition of the RBB, Malaysia would like to propose that the following definition offered by the United Nations be considered for adoption by the Union. 

       “ A programme budget process in which :

a) programme formulation revolves around a set of predefined objectives and expected results:

b) expected results justify the resource requirements which are derived from and linked to outputs required to achieve such results; and

c) actual performance in achieving results is measured by objective performance indicators.”
5.      A key feature of the RBB process is the establishment of expected results, with their achievement being measured by objective performance indicators. This leads to performance measurement being linked the achievement of results concerning the budget and thereby enhancing transparency and accountability of the programme owners. Based on the definition in 

paragraph (4), all the logical elements such as objectives, expected results and performance indicators will represent the core building block of the proposed RBB framework. Since these elements need to be defined, the following concepts could be considered as a guideline:

a) Objective 

The objectives are the purpose or aim of the programme or activity. It also reflects the overall desired achievement including the process of change which is aimed at fulfilling the needs of the Members of the Union within a specific time-period. Therefore, the objective must be realistic and attainable results.   

b) Expected Results

Describes the derived outcomes of a programme including the benefit to the intended users in the form of qualitative or quantitative values, rates or standards. It must be measurable and quantifiable and may relate to the enhancement of knowledge, skills, behaviour, condition, quality and timeliness of service delivery.  

c)  Performance Indicators 

There are features or characteristics that are used to measure the results. Two indicators namely, quantitative and qualitative, can be used. In addition to quantitative indicators such as numbers, amounts and ratios, other qualitative indicators that may provide indications on a situation and feature can also be considered.

Conclusion 

 5.
The RBB is an evolutionary improvement of the programme budget. It has included the element of expected results as a key parameter and the use of performance indicators to measure the achievements of the said results. The adoption of the RBB concept in the budgetary processes of the Union is a significant initiative towards the reformation of the financial processes of the Union. The benefits that can be expected from the use of the RBB in terms of improved budgetary processes will require strong commitments from both Member States’ and the management of the Union. Annex A illustrates the RBB.

. 
