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FINANCIAL ISSUES AFFECTING THE BACKLOG

(Items 25 and 26 of the Action Plan)

Two action points are addressed under this heading: cost recovery and budget inflexibility. Each point will be considered separately.

Cost Recovery

Background

As identified in the SAT-BAG Action Plan (SBAG(01)24), the principal task in examining the issue of cost recovery is to undertake a thorough review of the entire process as applicable to satellite network filings. As background, the following resolutions and decisions need to be taken into consideration: Resolution 88 (PP-98) (Implementation of processing charges for satellite network filings and administrative procedures); Resolution 91 (PP-98) (Cost recovery for some ITU products and services); Council Resolution 1113 (Cost recovery for the processing by the Radiocommunication Bureau of space notifications); and Council Decision 482 (Modified) on the implementation of cost recovery for satellite network filings. In addition, the instruction to Council pursuant to Resolution 91 "to amend the Financial Regulations as required in order to enable the implementation of cost recovery and ensure accountability and transparency", will take the form of a Report to Council-02 which will contain proposed amendments to the Financial Regulations including a new provision relating to income, expenditure and retained earnings from activities, products and services subject to cost recovery. Council is also instructed, pursuant to Resolution 91, to keep the application of cost recovery under review at each Council session; both Resolution 91 and Resolution 88 call for a report to PP-02 on the implementation and operation of cost recovery including the processing charges for satellite network filings.

Cost Allocation Methodology and Cost Recovery

The generic cost allocation methodology, which was considered by Council at its 1998 session (Ref: C98/15, Annex B), contains four major elements in addition to costs charged directly to activities:

•
Primary costs. These correspond to the expenditures in the financial accounting. 

•
Invoiced costs. These are direct charges for the cost of services provided by the translation, reprography and typing services to operating programmes based upon the volume used multiplied by a cost per page.

•
Centralized support and administrative services re-allocated costs. These include the distribution of the administrative and support units of the General Secretariat (Secretary‑General, Internal Auditor, Legal Affairs Unit, External Affairs, Communication 

and Strategy, Finance, Personnel and Social Protection, Information Services, Common Services and Conference Services) among the various operating programmes based upon statistical units related to work effort.

•
Bureau support services re-allocated costs. These relate to the distribution of costs of bureau support services among the units within each bureau based upon the results of a work measurement survey.

The Cost Allocation Methodology and Satellite Network Filings

The elements currently included in the methodology as it applies to the implementation of cost recovery for satellite network filings are described in Annex B of Decision 482 (modified). They include the following:

•
costs of the Space Services Department associated with production of the content of satellite special sections;

•
costs of the Informatics, Administration and Publications Department associated with the production of satellite special sections;

•
a proportionate share of administrative support from the Personnel and Social Protection, Finance, and Information Services Departments of the General Secretariat;

•
a proportionate share of centralized support services, for the cost of non-mainframe equipment and non-network software acquisition or lease.

In the report of the External Auditor to Council-01 regarding the audit of the processing costs incurred by the BR for satellite network filings, it was recommended that:

•
the time survey of the BR be updated so as to reflect the real work effort devoted to this activity (Recommendation 12);

•
the current schedule of processing charges as per Decision 482 as modified include all of the re-allocated costs of the General Secretariat (Recommendation 18).

As indicated in Recommendation 12, the time survey that served as a basis for the calculation of the processing charges established in Annex A of Decision 482 as modified had been implemented in 1994 and no longer reflected the real work devoted to this activity. Moreover, the methodology endorsed by Council-98 recommended that the time survey be updated on a biennial basis. Accordingly, a new time survey was conducted at the end of 2001, based on the 2000-2001 period. The results are reflected in the revised schedule for processing charges that will be submitted to Council-02. 

Recommendation 18 of the report of the External Auditor suggests that the current schedule of processing charges as per Decision 482 as modified included only some of the re-allocated costs of the General Secretariat, viz., the Personnel and Social Protection Department, the Finance Department (excluding payroll), and the Information Services Department. 

It is also important to note that the costs involved in the complete processing of satellite network filings will still not be fully recovered. The Council Working Group recommendations, endorsed by Council-99, exclude the following services: processing of satellite network filings under Article 11 of the Radio Regulations (notification and recording of frequency assignments), and costs relating to the publication of all categories of filings.

Recommendation: The Council in its scheduled review of Decision 482 as modified may wish to review the methodology as outlined in Annex B and also cover those activities for which the publication of special sections are not required.

Compliance with the literal requirements of Resolution 91 to ensure that income (revenue) from cost recovery does not exceed expenditures is difficult, since the calculation of fees is based upon estimated volume and cost and there will always be a variance. Moreover, since the fee schedule is based on partial cost recovery (costs arising from software development, for example, are not included), the provisions related to partial cost recovery conflict with the provisions of Resolution 91 (Council instructs 3 "to develop appropriate charges based on full attribution of the costs of providing the service").
Recommendation: The Council may wish to consider the application of the provisions of Resolution 91 (Cost recovery for some ITU products and services) from the point of view of the requirements to develop appropriate charges for activities subject to cost recovery, including those applicable to satellite network filings based on full attribution of the costs of providing the service. 

An additional consideration in the External Auditor's Report of 2001 (Recommendation 9), suggests that the identification of direct costs including staffing, translation, printing, travel and communications in the accounting system would improve transparency. 

Recommendation: The Council may wish to seek information from the BR and the Finance Department with regard to the experience gained in implementing Resolution 91 in a manner which allows for open and transparent accounting for costs and receipts. 
Further Options/Considerations

1)
In relation to the implementation of Decision 482 (modified), a concern has been expressed that, largely due to the backlog of the processing of filings, the payment after the publication of the filing by the Bureau would only be required approximately 2-3 years after the submission of the filing. Council-01 modified Decision 482 so that the flat fee component for filings received after 1 January 2002 would be required within six months of the date of receipt of the invoice which would be sent out after the receipt of the filing. This decision was considered by some administrations as creating an inequitable situation in which a filing submitted before 1 January 2002 would have some 2-3 years to make the payment, whereas a filing submitted after 1 January 2002 would only have some months to make the payment. A proposal by those administrations has been made, therefore, to modify Resolution 88 which would instruct the Council to rectify this inequity by requiring the invoices to be sent out as soon as possible after PP-02 and requiring the payment of the flat fee component within a period of [6] months after the receipt of the invoice.

2)
On the same subject, other administrations have argued that any new provision concerning the payment of charges must have a date of entry into force assuring that there is no retroactivity and that the fact that such a provision does not apply before its date of entry into force must not be confused with inequity. 

3)
A suggestion has been made that funds associated with cost recovery should be directed toward improving the service related to the processing of satellite filings.

4)
While support has been indicated on the application of consequences associated with non‑compliance in accordance with Decision 482 as modified, and as specified in footnote 9.38.1 of the Radio Regulations, it has also been suggested that the matter be dealt with only in the context of PP-02 (and/or WRC-03) discussions. 

5)
It has been suggested that income from cost recovery should be outside of the Ordinary Budget of the Union, since it is considered to be a product or service provided for the benefit of a limited number of Member States or Sector Members. This is a matter for Council and/or PP-02 discussion, since the adoption of such a proposal would, inter alia, require an amendment to Article 6 of the Financial Regulations.

6)
Some administrations suggested that cost recovery needs to be associated with the number of filings submitted in an exponential manner.

Budget Inflexibility

This issue was identified in the SAT-BAG Action Plan as SBAG(01)25. One factor associated with this issue relates to a contribution to the Working Group on ITU Reform from the Secretary-General relating to an apparent problem with the current ceiling on expenditure as it applies to activities subject to cost recovery. In brief, the generation of excess income over that forecast over a biennial budgetary period presents a potential twofold problem. In the first place, the use of excess revenue or income beyond the limit on expenditure must be approved by Council; in the case of satellite network filings being processed by BR, there could be a problem in hiring or extending the contracts of those engaged, for example, in helping to clear the backlog. Secondly, if such excess income is not used within the authorized time period, it must be deposited into the Reserve Account.

In order to address this issue, it was suggested in the contribution to the WGR that the following options be considered:

1)
Assert a limit on the value of the contributory unit only (and therefore eliminate the ceiling on expenditure). This would provide for increased responsiveness in the preparation and implementation of the budget. This would also allow cost-recovery income received from higher than expected demand for products and services to be applied to the provision of those products and services.

2)
Alternatively, if a limit on expenditure is still considered necessary, activities provided under cost recovery should be considered to be outside the limit.

These suggestions were considered by the WGR and reflected in Recommendation R12. A decision will need to be taken on the matter at the Council and/or PP-02.

______________







P:\ENG\ITU-R\CONF-R\SATBAG02\000\015E.WW9 (140066)
07.03.02
07.03.02
P:\ENG\ITU-R\CONF-R\SATBAG02\000\015E.WW9 (140066)
07.03.02
07.03.02

