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About ISO

ISO has a membership of 163* na-
tional standards bodies from countries
large and small, industrialized, devel-
oping and in transition, in all regions
of the world. ISO’s portfolio of more
than 18300* standards provides busi-
ness, government and society with
practical tools for all three dimensions
of sustainable development: econom-
ic, environmental and societal.

ISO standards make a positive contri-
bution to the world we live in. They
facilitate trade, spread knowledge, dis-
seminate innovative advances in tech-
nology, and share good management
and conformity assessment practices.

ISO standards provide solutions and
achieve benefits for almost all sectors
of activity, including agriculture, con-
struction, mechanical engineering,
manufacturing, distribution, trans-
port, medical devices, information
and communication technologies,
the environment, energy, quality
management, conformity assessment

and services.

* End July 2010.

financing NSBs2.indd 3

ISO only develops standards for
which there is a clear market require-
ment. The work is carried out by ex-
perts in the subject drawn directly
from the industrial, technical and
business sectors that have identified
the need for the standard, and which
subsequently put the standard to use.
These experts may be joined by oth-
ers with relevant knowledge, such as
representatives of government agen-
cies, testing laboratories, consumer
associations and academia, and by in-
ternational governmental and non-

governmental organizations.

An ISO International Standard repre-
sents a global consensus of the knowl-
edge in a particular subject or process,
be it the state-of-the art in that sub-

ject, or what is good practice.

ﬁ%/)a'/?g }\}535 3

25.08.2010 11:16:13



inancing NSBs2.indd 4 Y 25.08.2010 11:16:16



Preface

The financial sustainability of any organization, including any
national standards body (NSB), is critical. This might be tak-
en as self-evident, but standardization activity requires reve-
nue so that the NSB may operate effectively to meet the needs
of customers and stakeholders over the long-term. Almost all
ISO members are not-for-profit organizations that work to
meet the standardization needs of their stakeholders and rein-

vest any surplus back into this activity.

So, the emphasis in this publication is on providing further
information on activities, services and financing approaches
for NSBs but it is not an end in itself. Organizations need fi-
nancial resources to respond to the needs of their customers
and stakeholders, to ensure there are robust systems and proc-
esses that make standardization activities efficient and take
advantage of new technologies and allow those involved in
standardization, including technical experts and employees,

the training to do their job.

ISO and other agencies have therefore prepared a number of
publications that cover these other aspects including:

¢ The ISO/UNIDO publication, Fast forward — National
Standards Bodies in Developing Countries", that provides
good practice guidelines for the establishment and general
operation of a national standards body in a developing
economy. This publication deals extensively with the place

1) Fast Forward — National Standards Bodies in Developing Countries, ISBN 978-92-67-
10477-5, 1SO, 2008.
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of the NSB in the national quality infrastructure?, the
responsibilities such a body should take up, the services it
may choose to provide and its interfaces with relevant
organizations at the national, regional and international
levels.

* The ISO/UNIDO publication Building trust — The Con-
Jformity Assessment Toobox?, which deals extensively with all

forms of conformity assessment.

This publication is another useful addition to the above hand-
books which are collectively meant to provide ISO members
with the information and guidance needed to optimise their
operations and to sensitize their policy-makers to the impor-
tance of standardization and conformity assessment for eco-
nomic development and trade. It will be of particular interest
to managers of NSBs that are in the process of development or
envisaging a re-definition of their roles and operations.

This publication supersedes the ISO publication, Organizing
and self-financing of participation in ISO work — Guidance for
ISO member bodies, published in 1998.

Rob Steele, ISO Secretary-General.

a

2) The national quality infrastructure (NQI) is the total institutional framework (public
or private) required to establish and implement standardization, metrology (scientific,
industrial and legal), accreditation and conformity assessment services (inspection, test-
ing and product and system certification) necessary to provide acceptable evidence that
products and services meet defined requirements, be they demanded by authorities (i.e.
in technical regulation) or the market place (i.e. contractually or inferred).

3) Building trust — The Conformity Assessment Toolbox, ISBN 978-92-67-10511-6, ISO
2009.

6 Foarcing NSBs
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Introduction

An analysis of the statistics in the lat-
est ISO Members 2009 publication”
indicates that the annual budgets of
ISO members range from as little as
USD 1 million to well over USD 200
million and that funding to meet
these budgets is met from a variety of
revenue sources. Figure 1 shows the
number of member bodies funded
through government grants and clear-
ly indicates that there is no single
“golden path” to the financing of an
NSB.

A further key point is that almost all
standards activity undertaken by ISO
members is on a not-for-profit basis”.
This basis of financing reflects the
wide involvement and benefit derived
from standardization activity and the
fact that the full cost of standardiza-
tion activity includes, among other
inputs, voluntary contributions from
experts and their employers. It is clear
that the development of standards in-
volves many actors and the system, as
a result, is and needs to be based on

financing of the costs involved that is

diverse and which recognizes the

breadth of the benefits that accrue.

The role of many NSBs is also rapidly

changing as a result of the increasing

demand for standardization to sup-

port some or all of the following ac-

tivities at a national, regional or

international level :

¢ To build trade capacity and foster
access to world markets

¢ To develop standards and techni-
cal regulations identified at
international and regional trade
negotiations, as tariff issues are
settled through multilateral or
bilateral agreements

* To provide increasingly harmo-
nized international and regional
standards, to disseminate technol-
ogy and good business practices, as
well as to address global challenges
such as climate change, energy and
water efficiency, or food security

* To increase the effectiveness of the
multi-stakeholder consensus-build-
ing processes on which international

and regional standardization is built

4) ISO Members 2009, Twelfth edition, ISBN 978-92-67-01174-5, ISO 2009.
5) Only 1.2% of ISO members offer standards activity on a for-profit basis.

financing NSBs2.indd 9
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Figure 1: Sources of revenue of ISO Members
(Percentage provided through government grants)
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¢ To provide services and standards,
e.g. to multinational conformity

assessment service providers.

To successfully carry out such a rap-
idly changing, multi-faceted role,
proper management of human, phys-
ical and financial resources is of para-
mount importance for the financial
sustainability of NSBs. The world-
wide financial crisis of 2008-2009
that seriously troubled both govern-
ments and industry also highlights

the need for sound financial manage-

10 fmz;a‘/)g )\2535
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ment of NSBs no matter how their

operations are funded.

This publication sets out possible
sources of income for an NSB and
the possibilities of tapping into such
sources, especially for NSBs in devel-
oping countries and countries with
economies in transition which have
greater challenges to secure the levels
of income needed. It provides guid-
ance on the establishment of a robust
accounting system to meet the needs
of an NSB and its various stakehold-
ers, especially for the benefit of those

who must exercise sound fiduciary re-
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sponsibilities. An NSB, like any or-
proper

accounting of its resources and good

ganization, must have

management to instil confidence that
resources are being applied efficiently
and effectively. Lastly, it provides
guidance on the way in which NSBs
that are not “standards-only” organi-
zations can provide competitive con-
formity assessment services. This is
especially important in cases where de-
veloping country governments decide
to separate activities related to the set-
ting of technical regulations and mar-
ket surveillance from those related to
the development of standards and re-

lated conformity assessment services.

This is an entry-level publication on
the subject of NSB financing and
does not purport to be a definitive
text on financial accounting practices
or management accounting systems.
It does not replace any regulatory re-
quirement for financial accounting in
the NSB’s own country. Hence, it
should be seen as a good practice doc-
ument and its recommendations
should be considered within the con-
text of national requirements, reali-
ties, customs and practices. As far as
is possible, financial terms in this
publication have the same meaning
as any financial analysis or reporting
in any business. The terms are not

specific to an NSB.

Financial accounting is concerned with the financial rela-
tionship of the NSB with the outside world, its overall re-
sults in terms of income and expenditure or profit and loss
of its activities, and a historical review of what happened.

Management accounting is concerned with the financial in-
formation necessary to guide the course of the NSB success-
fully and deals primarily with what happens inside the

NSB.

financing NSBs2.indd 11
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Acronyms and abbreviations

IAF
[EC
ILAC
IRCA
ISO
NQl
NSB
OIML
REC
RSO
SC
SME
TBT
TC
UNIDO
WG

WTO

International Accreditation Forum

International Electrotechnical Commission
International Laboratory Accreditation Cooperation
International Register of Certified Auditors
International Organization for Standardization
National Quality Infrastructure

National Standards Body

International Organization for the Legal Metrology
Regionallsubregional economic community
Regional/subregional standards organization

ISO Subcommittee

Small and Medium Enterprise

WTO Technical Barriers to Trade

IS0 Technical Committee

United Nations Industrial Development Organization
1SO Working Group

World Trade Organization
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1 - Basic considerations and assumptions

1.1 Organizational forms

National Standards Bodies (NSBs) ex-
ist with varying legal status, scopes and
organizational structures. The ISO
publication ISO Members 2009 shows
that the legal status of ISO’s members
ranges from government departments,
public institutions (i.e. statutory bod-
ies), “ not-for-profit” private organiza-
tions, and “for-profit”  private
organizations. The range can be seen
in Figure 2 below. However, though
there are some regional differences
(see 1.2 below), the majority of the
NSBs in developing countries and

countries with economies in transition

are either government departments or

public institutions.

The trend, comparing 2009 with 2003
figures, is that the percentage of NSBs
as government departments or public
institutions is slowly diminishing. But
“not-for- profit” private organizations
increased significantly from 8% to
20 % during this period.

This may be a consequence of gov-
ernments recognizing NSBs as service
delivery organizations, rather than
policy makers, and hence a view that
NSBs should be seen as operating
more or less independently of gov-

Figure 2: NSB organizational structures

Government department
Public institution

Private organization (osfor-profis)
Private organization (-
Unspecified

B Member bodies

financing NSBs2.indd 13

20

B Correspondent members

40 60 80 100

Subscriber members

f‘f?@abg NSBs 13

25.08.2010 11:16:19



ernment. While maintaining or en-
hancing independence of operation is
very good, governments have a re-
sponsibility to foster vibrant stand-
ards activity in their country and
thereby ensure the long-term benefits
of such infrastructure to the whole
economy and the safety and health of
their citizens. Therefore, transferring
legal status from a public to a “not-
for-profit” or private entity should
not be the result of an abrogation of

such responsibility.

The percentage of NSBs as private or-
ganizations operating with a profit
motive (a model that has until now
only been used in developed coun-
tries) has also reduced from 9% to
1% between 2003 and 2009. This
may indicate that these NSBs, even
though they may provide services
against payment, have taken on great-
er “public good” responsibilities or
that they are unable to maintain the
profit model and have changed the
basis upon which they operate.

1.1.1 Government departments

Where an NSB is a government de-
partment, its finances are generally
totally integrated with government fi-
nances. In many cases, such NSBs
obtain 100% of their funding from

government sources and may not

14 fm/;a‘/yg )\/585
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have managerial and decision-mak-
ing independence. Some of these
NSBs do not provide conformity as-
sessment services. If there are any in-
spection and testing activities in
government departments, these are
usually in the regulatory domain, and
also funded through budgetary allo-
cations. Although this publication
may not be as relevant for such NSBs,
proper financial discipline is still re-
quired, and in many cases the estab-
lishmentofkey performance indicators
is very useful information to support
budget requests. Should these NSBs
evolve in the future to become public
institutions or statutory bodies, this
guideline becomes appropriate and is

useful for planning the change-over.

1.1.2 Public institutions
or statutory bodies

Statutory bodies are entities that are
established by legislation, usually an
Act of Parliament or similar. Such an
NSB may have a measure of financial
and managerial independence, with
oversight shared between a minister
in the government and a council or
board. It may thus have more free-
dom to pursue business-like services
in the marketplace. The funding from
government sources normally does

not cover the total costs of such

25.08.2010 11:16:19



NSBs, and frequently such funding is
earmarked for very specific activities
such as standards development, inter-
national and regional standards liai-
son work, and the like. Such
government funding is usually for the
generic activities of the NSB where the
benefit is clear but distributed so wide-
ly that funding for the activity is difhi-
cult to obtain from any individual
stakeholder or group of stakeholders.
In such cases, the NSB has to ensure
that its financial systems are set up in
such a way that it can give account of
the funds it obtains from government,
and that it provides its minister and
council with assurance that it has uti-
lised the allocated funds optimally.

1.1.3 Private organizations

Standards bodies that have been set
up as private organizations are pre-
dominantly of the “not-for-profit”
kind. Such bodies may be designated
as the “national” standards body
through an appropriate Memoran-
dum of Understanding or other con-
tractual arrangements between it and
the government. The government is a
customer of the NSB, like any other
client, although it has a special role to
recognize the body as the lead organi-
zation for voluntary standardization.
The NSB may have a contract with

financing NSBs2.indd 15

government for specific activities, or
even a lump sum grant, and the con-
tract should be specifically accounted
for on strict business principles. Gov-
ernment may diminish the funds if
the NSB cannot show what was
achieved with the funds. Often train-
ing, information and conformity as-
sessment services are the major source
of the funding and financial sustain-

ability of such NSBs.

1.2 Regional differences

In some parts of the world (e.g. in Af-
rica and Central Asia) most NSBs are
government departments, public in-
stitutions or statutory bodies. In con-
trast, in other parts of the world (e.g.
South America) NSBs are frequently
private organizations or public/pri-
vate partnerships registered as private
organizations. These regional differ-
ences may have to be taken into con-
sideration when considering the
long-term financial sustainability of
an NSB, but national preferences
could also dictate which model will
be the most appropriate. Most of the
guidelines and recommendations of
this publication apply in all regions,
irrespective of the administrative and
legal framework under which the

NSB operates.

fb@abg NSBs 15
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1.3 Standardization,
conformity assessment and
regulatory responsibilities
— conflict of interest?

An issue gaining prominence in de-
bates regarding trade is the propen-
sity of governments in developing
economies to allocate the responsi-
bility of administration and enforce-
ment of mandatory standards® to
the NSB. In such an instance, the
NSB becomes responsible for devel-
oping and enforcing mandatory
standards, in effect becoming the

regulatory body.

While this publication does not com-
ment as to whether this is acceptable
practice or not, there is increasing in-
ternational pressure to separate the
setting and enforcement of regulations
from standardization and conformity
assessment services to enhance good
regulatory practice. A small number of
developing economies have recently
separated the setting and enforcement
of regulatory activities from the NSB,
while others are contemplating such a

separation.

Many NSBs in developing countries
obtain the bulk of their funding
through administration of mandato-
ry standards, as technical regulations,
and even compulsory product certifi-
cation. Regulatory-related income
from some NSBs can be as much as
60% to 80% of their total annual
budget and this income may not be
dependent on service delivery levels

or the marketing efforts of the NSB.

While it is tempting for NSBs to re-
gard such income as “secure income”,
and a very comfortable way of getting
budgets to balance, such income from
mandatory standards or compulsory
certification may come to an abrupt
end by a decision outside the NSB’s
control. NSBs should therefore start
planning well ahead to deal with such
an eventuality. For example, even if or
when such separation occurs, NSBs
with conformity assessment capabili-
ties may be in a good position to pro-
vide testing services to their
governments or certification services

to industry on a contractual basis.

6) ISO Guide 2:2004 lists “mandatory standards” as a generic term. Where standards are made mandatory in
terms of specific legislation, some countries refer to them as mandatory standards, others use the term compulsory
standards or even compulsory specifications. To remain consistent with ISO/IEC Guide 2, this publication will use
the term mandatory standards, but all are included in the meaning thereof.

16 fmz;a‘/)g )\2535
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This publication offers some recom-
mendations to NSBs whose govern-
ments have made (or are about to
make) the decision to separate activi-
ties related to the setting of technical
regulations and market surveillance
from those related to the develop-
ment of standards and related con-
formity assessment services. While
these recommendations are based on
experiences in countries where such
separation has already occurred they
should also be evaluated against spe-
cific country realities and current best

practice.

1.4 Payment principle

Standardization supports the goals of
society as a whole, and contributes to
public benefit. It is the result of the
application of the principles of inclu-
sion of all interested in the work and
consensus amongst those interested
in the work. It should therefore be re-
garded as a self-governed activity of
the interested parties, including the
public authorities. As a consequence,
all those concerned should provide

resources for the task.

Therefore, a guiding principle for the
operation of an NSB, and a very im-
portant one for enhancing financial
sustainability, is that costs should be

carried as much as possible by the di-

financing NSBs2.indd 17

rect beneficiaries. If the beneficiary is
the country, then a good case can be
made that the costs are to be borne by
the government. On the other hand,
if the beneficiaries are enterprises or
individuals, then they should carry
the costs. Obviously, there are also
cases where society and enterprises
both benefit, in which case both
should contribute. This principle that
the beneficiary should pay is used as
overall guidance throughout this
publication.

fb@abg NSBs 17
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2 - Sources of revenue

2.1 Core funding versus
commercial income

A very useful concept that was intro-
duced in the Fast forward publication
is the differentiation between core
funding and commercial income.
Core funding is that part of the in-
come that is utilized to provide for the
“good of the nation” activities of the
NSB such as standards development
or standards information for which
there is no direct individual benefici-
ary, but where the country as a whole
benefits. In developing economies,
this would normally be provided
through the government budget or
other sources of government funding.
Proper management of the allocation
of the core funding is vital and key
performance indicators should be de-
veloped in order for the NSB to give
an accurate and transparent account-

ing of its use of such funds.

Commercial funding, on the other
hand, is that part of the revenue that
the NSB obtains usually from direct
beneficiaries of the service provided.
This could be as a result of any of the
services provided by the NSB to di-
rect clients, whether these are in the
public or private domain. The servic-
es the NSB renders against payment

financing NSBs2.indd 19

may include development of stand-
ards to meet an identified need from
specific stakeholders, standards sales
or information, accreditation, servic-
es such as measurement and calibra-
tion, analysis or testing, inspection
and certification (i.e. conformity as-
sessment services), as well as training,
consultancy work, applied industrial
research and many more. These will
be dealt with individually in this pub-

lication.

The picture for commercial income is
somewhat complicated where a NSB
is also administering mandatory
standards for it is paid a specific fee or
levy by law. Such fees or levies are
usually paid by the very suppliers that
provide the products or services that
fall within the scope of such manda-
tory standards. Strictly speaking,
these fees or levies should be seen as a
form of taxation, and hence should
not be considered as commercial in-
come. They will be dealt with in a
separate section of this publication.

2.2 Government funding

Government funding can come in a
variety of forms. In the first instance,
it may be a lump sum payment per
annum, or per month, that the NSB

f‘f?@abg NSBs 19
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can allocate according to its own
plans. This is unsophisticated fund-
ing and is a potential candidate for
reduction or elimination since it is
not of measurable benefit to anyone.
It is therefore not considered to be
very sustainable. Secondly, in more
sophisticated government finance
systems, the funding may be ear-
marked for specific ongoing activities
or projects, e.g. standards develop-
ment and publication, membership
fees of international or regional or-
ganizations, supporting participation
of national experts in regional or in-
ternational standardization, or the
World Trade Organization Technical
Barriers to Trade (WTO TBT) En-
quiry Point, etc. Thirdly, the govern-
ment may allocate funding for
specified one-off projects such as the
establishment or refurbishment of
laboratories, buildings or capital
equipment. The latter two sources of
government funding are usually

much more sustainable.

Whatever the system in place in a
specific country, it is obvious that
governments worldwide are demand-
ing more and formal accountability
for the management of the funds al-
located to the NSB as part of their
drive to implement better governance
in the public sector. While this may

20 fm/;a‘/yg )\/\385
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be regarded as simply good govern-
ance and business practice, it is also
one of the reasons why NSBs should
ensure that they are always in a posi-
tion to give proper account of expen-

ditures.

An example of sustainable best prac-
tice is where the NSB provides an an-
nual audited account to the treasury
or the ministry of the public funds
spent, the costs of the output, and
most importantly, the outcome or im-
pact that was achieved, measured in
terms that are relevant to government
objectives. If these outcomes or im-
pacts have characteristics in common
with government development poli-
cies, the NSB will be in a much better
position to petition public funds for
the next financial year. A proper busi-
ness plan is a very useful tool in this
respect. A formal, long-term commit-
ment of the government in this regard
is something that should be vigorously
pursued by every NSB, irrespective of

its organizational form.

An alternate funding model used in a
few countries is where enterprises pay
a form of standardization tax as a per-
centage of their turnover or their pay-
roll. This tax is collected by the
government and utilised to fund the
NSB activities, arguing that all bene-
fit, hence all should pay. However, lo-

25.08.2010 11:16:25



cal industry may find the taxation
unacceptable as it places them at a
disadvantage vis-a-visimported prod-
ucts, or they may argue they do not
make use of any standards or other
NSB services, and hence see no need
to pay. Alternatively, if such a stand-
ardization tax is levied, industry then
has some justification in believing it
should get all the services of the NSB
for free. Crucially, while this funding
model has the advantage of spreading
the cost of standardization across
many enterprises, it may not encour-
age accountability, efficiency, or en-
suring the work is targeted to
satisfying identified needs.

2.3 Subscriptions or national
membership fees
Enterprises, associations, institu-
tions and other corporate bodies
may be invited to become subscrib-
ing and contributing members of
the NSB if the latter’s statutes pro-
vide for such membership. In return,
they may access specific benefits,
such as: lower prices for national
standards; a free information service
on updates regarding new, amended
or revised standards; membership of
a standardization forum that pro-
vides recommendations to the NSB

regarding its activities; the possibili-

financing NSBs2.indd 21

ty to nominate members of the
council or board of the NSB for con-
sideration by the minister; etc. Ob-
viously the list can be extended based
on local custom and practice. But
unless the subscribers or members
perceive a real benefit, they will not
feel motivated to become members.

A subscription or national member-
ship scheme also raises awareness of
the NSB and the benefits it brings to
individuals, industry and the coun-
try. These benefits need to be compel-
ling as it is usual for the general
perception amongst industry that it is
the government that is responsible
for funding the NSB. Also industry,
especially SMEs, may not be in a po-
sition to pay subscriptions or mem-
bership fees. The situation of industry
associations in developing economies
is a useful pointer in this regard.
These associations may have more
than half of their registered members
with membership fees in arrears at
any given time, so any organization
must ensure the membership fee
structure and the side benefits are
carefully aligned with country reali-
ties and member needs.

While it is therefore likely that NSBs
in developing economies may not
see substantial income being gener-
ated from membership fees, anecdo-

f‘f?@abg NSBs 21
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tal evidence, where this has been
pursued successfully”, indicates that
the membership is a very important
platform to successfully promote
other services, and that the members
become “good will” ambassadors
for the NSB within their respective
sectors. The leverage effect that
membership schemes can have on
the financial sustainability is there-
fore potentially very important.

2.4 Document sales

2.4.1 Selling standards

Some of the larger NSBs in devel-
oped economies obtain a significant
proportion of their annual income
from the sales of standards and relat-
ed products and documents. These
could, for example, be a collection
of all the standards dealing with the
building industry, or a collection of
all the quality management stand-
ards, on a subscription basis or not,
with or without update services, etc.
Examples of standards-related prod-
ucts are publications that provide
easy-to-understand guidelines for an
SME on how to implement the re-

quirements of an international or
national standard as well as hand-
books, compilations of standards on

CD-ROM, etc.

It is not only the sales of national
standards that are a possible source of
revenue, but also foreign, regional or
International Standards and related
publications. In the case of foreign na-
tional standards, the NSB needs to en-
ter into a commercial agreement with
the counterpart NSB in question.
Such a commercial arrangement could
specify the basis of access to standards
and other documents, price, commis-
sion on sales, etc. The same applies to
regional and International Standards.
In the case of ISO, the commercial ex-
ploitation of ISO International Stand-
ards or national adoptions thereof, are
covered by ISO POCOSA 2005%.
Many other international standardiz-
ing bodies have similar agreements in
place. The sales of regional standards
are covered by relevant agreements at
the regional level, and in some cases
the NSBs obtain the sole right to ex-
ploit such standards commercially, e.g.
national adoptions of European Stand-
ards (EN) in the European Union, or

7) As an example, ICONTEC, the standards body of Colombia (a country of 45 million people) has an affiliate
membership of more than 2500 organizations. The membership fees represent about 5% of ICONTECs total

budget of USD 20,5 million (2008).

22 fm/;a‘/yg )\/\385
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the EA Standards in the East African

Community.

The current situation in NSBs in many
developing economies is quite differ-
ent from the one of the larger NSBs as
described above — income from docu-
ment sales is marginal at best. Howev-
er, in order to enhance their financial
sustainability, it is an area that NSBs
in such countries should give much
more attention to. We are living in the
information age and information is

valuable.

The current reality in developing econ-
omies is that the income from standard
sales is relatively low for a number of
reasons such as the market is small as
industry is not yet aware of the value of
using standards. There are, however,
numerous possibilities the NSB could
pursue in order to increase its revenue
from the sales of documents. Market-
ing and communicating the value of
standards, providing a quick and cus-
tomer orientated online service and
providing collections of standards at

competitive prices are some of the as-

pects that the NSB should consider to

enhance income from this source.

2.4.2 Price of standards

When determining the price of stand-
ards, a number of factors have to be
taken into account. For example, the
policy in ISO POCOSA 2005 states
that the national equivalent of an
ISO International Standard may be
sold at a price lower than the original
ISO standard, provided it is not made
available for free. Also, the price of an
ISO International Standard must also
allow for payment of a royalty to ISO.
An NSB must therefore ensure that
its price structures for national stand-
ards continue to meet its internation-

al and regional obligations.

Other organizations may have differ-
ent arrangements with respect to ac-
cess and pricing. However, even for
publications that can be obtained as
free downloads through the Internet,
the responsible organization, for ex-
ample the OIML”, may have ongo-

ing obligations in place.

8) ISO Policies and Procedures for Copyright, Copyright Exploitation Rights and Sales of ISO Publications.

9) OIML BI11: Rules governing the translation, copyright and distribution of OIML publications, International

Organization for Legal Metrology (OIML), Paris, 2007.
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2.4.3 Print-on-demand system

In the past, once a national standard
was approved, the NSB usually
would print copies which then sat
on the shelves waiting for a purchas-
er. Print runs of 1000 or more cop-
ies were frequently made to get good
per unit print costs but the uptake of
the majority of the national stand-
ards in developing economies was
counted in 10s rather than 1000s
over their life span. Once a standard
was revised, the remaining copies of
the previous standard were shred-
ded. This process was a potentially
massive waste of scarce funds and re-

quired a lot of storage space.

This is why print-on-demand sys-
tems have been established. In this
approach, standards are stored on a
server as a PDF file and are only
printed once an order is received for
it. It need not be a very expensive or
sophisticated operation. A small
dedicated server, text that has been
transferred to a PDF file format for
ease of printing, a good office type
laser printer that can print both sides
of the page, a small binding machine
and the NSB can be in business.

10) ISO 9001, szlity management systems — Requirements.
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However, the documentation con-
trol of the files on the server needs to
be exemplary to ensure that the cli-
ent always gets the most up-to-date
version of any standard that he or
she orders.

2.4.4 IT-based standard sales

Users are increasingly expecting im-
mediate availability of information
and the world is rapidly moving to on-
line access to many types of documen-
tation. Standards are no different and
NSBs must ensure that they establish
the required IT technology to be able
to provide standards against payment
that is also online. Standards are in-
creasingly harmonized, so customers
can buy internationally recognized
standards, such as ISO 9001'?, online
from other NSBs. The local NSB
should therefore consider, and be able
to match, the offerings of other stand-
ards bodies either on the basis of price

or enhanced service, or both.

2.5 Conformity
assessment services

In order to satisfy customer demand
and complement the funding from
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government sources and the lack of
major income from membership fees
or standards sales, many NSBs look
to diversify sources of revenue to re-
main financially viable. Many offer

conformity assessment services.

Calibration, testing and certification
services can be, or are, a very useful
source of income for NSBs in devel-
oping economies and can also help
enhance the visibility of the NSB
through this expansion of service.
However, competition from multina-
tional conformity assessment service
providers that can claim international
accreditation and superior market ac-
ceptance in target markets abroad
must also be considered. One way to
counter this is for NSBs to pursue
recognition for their conformity as-
sessment services through appropri-
ate accreditation. Even if it is
expensive for the NSB to obtain ac-
creditation for its conformity assess-
ment services, it is unlikely to survive
without such accreditation.

The pricing policy of the NSB for
its conformity assessment services
has to be addressed carefully. Too
often, perhaps because the NSBs in
developing countries are mostly
public entities, the pricing policies
are set or approved by ministry of-
ficials or even the relevant minister.

financing NSBs2.indd 25

These decisions are inevitably col-
oured by political expediency, and
may bear little relationship to actu-
al costs or wider market prices. In
order to enhance its financial sus-
tainability, the NSB must actively
seck to be given the authority to de-
velop its own pricing policies,
which may be approved by the
council or board of the NSB. With-
in these policies, the NSB should
be able to negotiate prices for its
services based on market realities,
but which should cover the full op-
erational costs. If government wish-
es to support industry with
subsidized pricing of conformity as-
sessment services, such subsidies
should be dealt with outside of the
NSB. Otherwise the market will re-
main distorted and inefficient, and
the financial sustainability of the
NSB compromised.

The pricing for regulated activities
such as mandatory standards, com-
pulsory certification or legal me-
trology measures for which industry
has to pay by law should, however,
not be at the sole discretion of the
NSB. The appropriate political
checks and balances are required to
ensure that the NSB charges enough
to recover expenses associated with

providing the service and make a
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fair return. Normally such fees or
levies would be approved by the re-
sponsible minister on recommen-
dation from the NSB, preferably
after consultation with those that

will have to pay.

2.5.1 Testing

In some developing economies, NSBs
introduce testing as part of conform-
ity assessment services either to meet
or broaden customer demand and as

an additional source of revenue.

The government in some of these
countries actively supports the estab-
lishment of new laboratories, in turn
often supported by the donor com-
munity. In fact, the biggest problem
for an NSB may be over capacity at
the level of the country due to dupli-
cation of laboratory facilities in sev-
eral organizations. If this happens,
the supply of skilled laboratory staff
comes under severe pressure, general-
ly none of the laboratories operate at
viable throughput levels, and the
whole system cannot be self-suffi-
cient. Governments need to imple-
ment a strategy to bring some order
to this part of the public sector and

laboratory services require a good
business case before being established,
even if it is with donor funds.

Before the decision is made to estab-
lish testing laboratories, the NSB
must consider important financial is-
sues to keep the laboratory opera-
tional. These include budgeting for
and actually obtaining consumables
(i.e. securing adequate foreign ex-
change to do so), ensuring continu-
ous supply of electricity and water,
proper equipment maintenance re-
gimes and last, but not least, appro-
skilled
laboratory staff. All of these issues go

priate  remuneration  of
hand-in-hand with the implementa-
tion of an appropriate competence
system based on ISO/IEC 17025,
ultimately leading to accreditation by
an internationally recognized accredi-
tation body. Failure to deal with these
issues properly will only end in frus-
tration, lack of financial sustainabili-
ty and an underutilized laboratory.

When charging for testing services,
laboratories should invoice govern-
ment departments in the same way as
they would invoice economic opera-

tors, including industry, even though

11) ISO/TEC 17025, General requirements for the competence of testing and calibration laboratories.
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pricing may include rebates. It does
not help the long-term financial sus-
tainability of the NSB if government
departments or agencies can obtain
free services from the NSB, even
though it may be funded to a large
extent by the government in the case
of a public entity. All of the clients of
the NSB should realize that conform-
ity assessment services, standards in-
formation, etc. have to be paid for,
and the principle of the direct benefi-
ciary having to pay should be estab-

lished early and be clear to everyone.

2.5.2 Certification

A significant number of national
standards bodies provide certification
services and obtain income from
those activities, which is acceptable
since there is no conflict of interests
between certification and standardi-
zation activities. In order for a na-
tional standards body to be a neutral
reference point for standardization,
the two activities, which can be run
within national standards bodies,
should be managed separately. If rev-

enues from certification services are

made available to support standards
development work, they are generally

contributed to the central budget.

Three types of certification schemes
may be considered as part of the serv-
ices that the NSB could deliver:
products/processes/services, manage-
ment systems and certification of
competence of personnel. Product
certification has a very long history as
an integral part of the rise of many
civilizations, whereas management
system certification has only really
come to the fore in the past few dec-
ades. The scope of product certifica-
tion is gradually expanding to services,
for example being taken into account
in the revision of ISO/IEC Guide
65", due to become ISO/IEC 17065.
This expansion opens new opportu-
nities for NSBs operating certifica-
tion of services. Product certification
in developing economies suffer a
number of disadvantages, notably if
the product is exported and the prod-
uct certification mark is not recog-
nized outside the territory, whereas
management system certification

such as ISO 9001 or ISO 14001"™

12) ISO/TEC Guide 65, General requirements for bodies operating product certification systems.

13) ISO 14001, Environmental management systems — Requirements with guidance for use.
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can be accepted worldwide if the
NSB is suitably accredited or is part
of peer assessment programmes for
the mutual recognition of certifi-
cates.

In some regions, there are moves to es-
tablish a single regional product certi-
fication mark which would facilitate
movement of goods within the region.
In this case, product certification
schemes may be a very valuable and
sustainable source of income for the
NSBs in small countries. The third
form of certification in which an NSB
may engage is certification of compe-
tence of personnel, using the require-
ments of ISO/IEC 17024'¥ as the
basis. Typical areas are the qualifica-
tion of non-destructive testing opera-
tors, welders or quality auditors, but
the potential scope is much broader.

Management system certification has
become a major international busi-
ness, with approximately a million
ISO 9001 certificates issued by ac-
credited certification bodies'. Other

systems such as ISO 14001 (environ-
mental management) and ISO
22000'9 (food safety management)
have not yet achieved the same level
of recognition as ISO 9001, but are
coming into their own as concerns
about the environment and food safe-
ty increase. All of these certification
systems should therefore be consid-
ered by the NSB, but only after a
proper business case has been made.
It is in this area that the competition
from multinational certification bod-
ies is greatest. The resources and ef-
fort needed to train and register
auditors, to establish the internal
controls of the scheme, and to obtain
internationally accepted accredita-
tion against ISO/IEC 17021 should
not be underestimated. Evidence
from developing economies indicate
that it takes three years on average be-
fore an ISO 9001 type of certification
scheme becomes self-sufficient and
sustainable, and it may require con-
siderable investment during this

time.

14) ISO/TEC 17024, Conformity assessment — General requirements for bodies operating certification of persons.

15) A survey of the ISO 9001, ISO 14001 and other management system certificates issued worldwide is published
every year by ISO Central Secretariat. Details regarding the latest survey can be obtained on the ISO website:

htep :/[www.iso.org.

16) ISO 22000, Food safety management systems —Requirements for any organization in the food chain.

17) ISO/IEC 17021, Conformity assessment — Requirements for bodies providing audit and certification of management

.ry:temx.

28 fm/;a‘/yg )\/\385

financing NSBs2.indd 28

25.08.2010 11:16:26



An area that the NSB may be in the
best position to serve is the small and
medium enteprise (SME) sector, as
the NSB usually has a lower cost
structure than multinational certifi-
cation organizations and therefore
may be able to offer lower prices. In
addition, the NSB may be able to
take advantage of its own relation-
ships and established structures in its
own country to build business ad-
dressing this sector, thus avoiding the
establishment of completely new and
expensive infrastructures. Partnership
between government and the NSB
could also link a strategic national
goal of encouraging SMEs to improve
performance, e.g. through govern-
ment schemes to support the SMEs

financially to gain certification.

Schemes that pay back 50% of the
costs after certification, and another
30 % after an SME has maintained its
certification for three years, provide a
valuable service to SMEs whilst at the
same time enhancing the financial
sustainability of the NSB. The NSB
should however resist any pressure
from government to provide “cheap”
certification services; the financial
support should go directly to the
SME so as not to distort the market.
NSBs should charge for full costs and
any financial support should be han-
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dled separately. The future ISO 50001
on energy management will assist
SMEs and may prove to be a valuable
area for NSBs providing certification

services to engage in.

Inspection of consignments is current-
ly a lucrative business for many NSBs
in developing economies. However,
these inspection services are invariably
linked to mandatory import inspec-
tion or mandatory standards which
will increasingly come under pressure
as developing economies become more
export-orientated and adopt the com-
mon practices of the major trading
blocs such as the European Union or
Northern America by recognizing pre-
inspection in the country of origin or
having free trade areas with little or no
inspection at the border. The same ap-
plies to the establishment of common
markets in many developing regions.
Inspection of consignments may there-
fore not be a long-term sustainable
form of income, unless the NSB can
successfully change the scheme to a
voluntary, market-driven operation.
In this case, the NSB needs to demon-
strate the value and cost-effectiveness
of such a scheme and it would be ap-
propriate for the NSB to pursue ac-
creditation to ISO/IEC 17020 to

enhance its financial sustainability.
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2.6 Metrology

According to the ISO publication
ISO Members 2009, fundamental me-
trology, legal metrology and calibra-
tion services are provided by nearly
half of the ISO members. This situa-
tion will probably remain for the
foreseeable future, as many develop-
ing economies combine a number of
fundamental standardization activi-
ties in one organization in order to
gain economies of scale, especially re-
garding accommodation and admin-
istrative costs. In order to ensure the
financial sustainability of the metrol-
ogy activities, NSBs have to consider

a number of aspects.

2.6.1 Fundamental metrology

It can be argued that the establish-
ment and maintenance of national
(French:
étalon) is a totally “good for the na-

measurement  standards
tion” activity, and therefore should
be fully funded by the government.
Fortunately, developing economies
do not need to have the most sophis-
ticated and expensive measurement
standards in place — the accuracy ac-
tually required by industry and the
authorities will suffice. Developing
economies are also not involved in
fundamental metrology research as

practised by developed economies
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such as Germany, the United King-
dom or the USA where the national
metrology institute budgets are a
multiple of those of most NSBs in
developing economies. Once nation-
al measurement standards have been
obtained, and here the donor com-
munity is often willing to be of assist-
ance, mostly maintenance costs have
to be budgeted for. These include the
maintenance of the equipment, their
calibration from time to time against
primary standards of other more ad-
vanced economies, and maintenance
of appropriate laboratory conditions,

including operating costs.

2.6.2 Legal metrology

Legal metrology, sometimes called
“weights and measures” if it deals
only with trade-related measuring
equipment, is a regulatory activity.
But due to the common technology
and the scarcity of trained metrolo-
gists, it is often combined with fun-
damental metrology and located in
the NSB. Legal metrology has three
aspects to it that are important from a
financial perspective. These are:
¢ Type approval of measuring
equipment falling within the scope
of legal metrology legislation
e Calibration and verification of

measuring equipment in use
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¢ Control of pre-packaged goods.

With a few exceptions, most measur-
ing equipment utilised in developing
economies is imported. In addition,
not many NSBs have the capacity to
test the few types of new equipment
for which approval is required every
year. Therefore, type approval is usu-
ally based on test reports from ac-
credited test laboratories abroad, e.g.
an OIML test report. For the type ap-
proval certificate, most authorities
charge only a small administrative
fee. This is therefore not a major

source of income.

Once measuring equipment is placed
into service, it has to be calibrated
and verified at regular intervals, i.e.
once a year for scales in shops, or pet-
rol pumps. Normally, users pay for
this service. In developing economies,
this service can be provided by the
NSB as the responsible authority and
it can be a good source of income.
However, due to the fact that this is a
legal requirement though, NSBs will
have to make sure that they are able
to provide the service throughout the
country, not only in the big cities but
also in rural areas. This makes it a lo-
gistical and financial challenge. It
should also be remembered that the
fees for calibration, and especially

verification, are usually approved at
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the political level, typically the rele-
vant Minister. They will therefore
tend to be on the low side because
political considerations play a big
part in setting them. The NSB should
therefore be able to present clear in-
formation regarding the overall fi-
nances, to ensure that the fees are set
at a level where the service is at least
self-financing, and therefore sustain-
able. Consultative agreements regard-
ing such fees with the main
stakeholders are also very useful evi-

dence to present at the political level.

The other activities of the legal me-
trology division in the NSB centre on
market surveillance. This activity is
extremely important as it ensures that
the legal metrology requirements are
actually taken seriously by the mar-
ket. As this is fundamentally a con-
sumer protection issue — a “good for
the nation” issue — the government
should fund this activity. Experience
in developing economies indicates,
however, that funds are frequently in-
adequate to ensure an effective sys-
tem. Therefore, NSBs must secure
long-term commitments from the
government in order to render the
whole service sustainable. This com-
mitment should not only cover the
salaries and overhead costs of metrol-

ogy inspectors but, more important-

f‘f?@abg NSBs 31

25.08.2010 11:16:26



ly, also provide foradequate inspection
equipment and especially transport,
i.e. vehicles, fuel and maintenance, in
order to do the job properly.

2.6.3 Calibration services

Calibration of measuring equipment
used in production is of paramount
importance for the acceptability of
the quality of products. As develop-
ing economy industry endeavours to
become more export orientated, this
aspect of quality control increases in
importance. Providing a proper cali-
bration service can therefore be a very
useful addition to the finances of the
NSB, whether it is the national insti-
tution responsible for metrology or
not. In this case, the calibration serv-
ice will have to be appropriately ac-
credited to ISO/IEC 17025, and the
pricing will have to be aligned with
market realities. The activity needs to
be self-financing, i.e. income should
be in excess of total expenditure in
order to build up a reserve for future
development, for modernizing cali-
bration equipment, and for continu-
ous training of the metrologists, etc.

2.7 Accreditation

In a few instances (five cases within
the ISO membership at the time of
writing), NSBs are involved in ac-
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creditation. This should not be a
conflict of interest if the NSB does
not provide any conformity assess-
ment service. Studies have shown
that accreditation can become self-
financing once 200 to 250 laborato-
ries and certification organizations
have been accredited. This is seldom
the case in developing economies, so
it is not unusual for governments to
fund the accreditation function over
an extended timeframe. For this rea-
son, establishing more than one ac-
creditation body in a developing
economy, e.g. under different minis-
tries for different sectors, is likely to
render the whole system financially

non-viable.

It should also be clearly understood
that to gain international recogni-
tion for the accreditation division,
e.g. become a signatory of the Inter-
national Laboratory Accrediation
(ILAC) and International Accredita-
tion Forum (IAF) recognition ar-
rangements, can take a long time,
typically several years. During this
time, the accreditation division will
find it difficult to gain customers, as
most will want internationally rec-
ognized accreditation and would
therefore tend to utilise foreign, rec-
ognized accreditation organizations.

The financial sustainability of an ac-
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creditation division within the NSB
of a developing economy therefore
has to be considered extremely care-
fully. There are examples of national
or regional accreditation bodies in
developing economies partnering
with ILAC and/or IAF-signatory
members from more advanced econ-
omies in order to reduce the time
taken for achieving international
recognition.  Accreditation  units
within NSBs may wish to follow the

same path.

2.8 Training services

The NSB in a developing economy is
often a centre of excellence with re-
gard to technology, especially if it also
provides testing and certification
services. This is an inevitable result of
one of the main objects of standardi-
zation, namely the transfer of appro-
priate technology and good business
and organizational practices. It is
therefore only natural that the NSB
should provide training related to
specific standards and even standardi-

zation in a broader sense.

NSBs may provide training services
in areas where there is a demand. This
means that they need to be in close
contact with industry and other sec-
tor organizations to anticipate needs.

It has been shown that once an NSB
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offers good training schemes , e.g.
with regard to management system
standards, then trainees are very like-
ly to come back to the NSB once the
decision is made to have the compa-
ny certified to ISO 9001, ISO 14001,
ISO 22000, etc. The income derived
from providing training services is a
useful and sustainable source, but just
as important is the fact that such serv-
ices help the NSB to become better
known to potential customers of its
conformity assessment services. It
should be noted however, that where
an NSB provides training and also
conformity assessment activities, the
training provided should be generic

in nature.

In some countries, training institu-
tions may receive a formal recogni-
tion by government structures, e.g.
ministry of education or similar, to
ensure that the quality of education
and training in the country meets
specified minimum criteria. In addi-
tion, in many countries, industry
may claim tax benefits if they have
their staff trained at such recognized
institutions. Where such systems are
in place, the NSB should be suitably
recognized so as to provide its clients
with the assurance that it is fully inte-
grated into the national system of

training and education, and in this
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way provide an additional financial
incentive for industry to have their
staff trained at the NSB.

2.9 Consultancy services

Income from consultancy can be lu-
crative, but it has associated business
risks and restrictions. For example,
the accreditation requirements for
certification bodies do not allow the
latter to offer any consultancy servic-
es. As accreditation is non-negotia-
ble, this means that this source of
income is no longer available to NSBs
that offer certification services. The
NSB would, most likely, concentrate
on the conformity assessment servic-
es it offers and the income derived,
instead of running the risk of losing
this business by also offering consul-
tancy services.

In practice, there are ways to address
the inherent conflict of interest. A
certification body cannot set up a
separate legal entity to provide con-
sultancy since such a structure does
not actually result in a legal separa-
tion of the activities. This is because
the consultancy would merely be in a
subsidiary to the certification busi-
ness. However, establishing a holding
company that has two separate sub-
sidiaries, a legal entity that is a certifi-
cation body, and a separate legal

34 fm/;a‘/yg )\/585
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entity that is a management system
consultancy, does achieve legal sepa-
ration. However, additional controls
should be implemented. For exam-
ple, the certification body cannot im-
mediately certify any client consulted
by the related management system
consultancy body; only two years af-
ter the consultancy has ended would
the certification body be in a position
to certify the company. Whether such
a construct would be possible in a
particular developing country would
depend on the legal system, customs
and practices, and frequently, govern-
ment policy as regards to govern-
ment-owned NSBs.

2.10 Mandatory standards

The income from testing and certifi-
cation services mandated by law, in-
cluding import inspection, is a very
useful and often a major source of in-
come (in some cases more than 80 %
of the income of the NSB). In cases
where standards are mandatory, the
NSB may, in effect, be given a legal
monopoly on certain types of inspec-
tion, testing and certification without
the NSBs having to market their serv-
ices, show technical competence or to

be especially customer orientated.

This system will increasingly come un-
der pressure as developing economies
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negotiate trade agreements with devel-
oped economies that provide for mu-
tual acceptance of tests and certificates.

Whatever the case may be, if the NSB
is currently heavily dependent on such
“guaranteed” income and if it is a ma-
jor component of the total income, the
NSB should move to diversify its sourc-
es of revenue as such “guaranteed” in-
come may not be sustainable in the
long run and change may come more
quickly than envisaged.

If a government decides to separate ac-
tivities related to the setting of techni-
cal regulations and market surveillance
from those related to the development
of standards and related conformity
assessment services, it will invariably
start a consultative process with the
NSB. The NSB should then do every-
thing possible to ensure that the
emerging technical regulation regime,
i.e. the administration of mandatory
standards, is based on internationally
accepted good practices. This entails
three issues, namely:

¢ Utilizing standards, whether

national, regional or international,

as the basis for technical regula-
tion, even to the extent that they
are directly referenced in the
relevant technical regulations'

* Providing suppliers with a choice
of technically competent conform-
ity assessment service providers (to
be paid for by the suppliers at

market related prices)

e The regulatory authority putting
emphasis on product approvals be-
fore being marketed if necessary,
operating an effective market sur-
veillance system and applying sanc-
tions where products and/or

suppliers fail to meet regulatory re-

quirements.

Utilizing standards in this manner will
provide the NSB with the leverage
that all normative type documents de-
veloped by other regulatory authori-
ties responsible for environment,
health,
etc. can then be published by it as na-

transport, communication,

tional standards, as much as possible
by national adoption of international
standards'”. This helps the country in
complying with the WTO TBT Agree-

18) Using and referencing I1SO and IEC Standards for technical regulations, International Organization for Standard-

ization, September 2007, ISBN 978-92-67-10454-6

19) ISO/IEC Guide 21-1, Regional or national adoption of International Standards and other International De-

liverables — Part 1: Adoption of International Standards
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ment, establishes a reliable source for
the documents, and consequently en-
hances the financial sustainability of
the standards development and publi-

cation activities of the NSB.

Regarding the provision of testing
services, the NSB is then in a very
strong position to become the con-
formity assessment service provider
of choice to suppliers that have to
show compliance of their products
to the regulatory authority, both for
the domestic and external markets.
An added advantage is that the NSB
can then provide testing services un-
der a number of technical regulation
regimes of various ministries, and is
no longer seen as an organization re-
lated to a sole ministry, most often
in charge of industry and/or trade.
Demonstrable technical competen-
cy, e.g. through accreditation of its
laboratories, is a prerequisite for at-
taining this position. Successfully
pursuing such arrangements will en-
hance the financial sustainability of
the NSB conformity assessment
services considerably, help compen-
sate for lost levy income from ad-
ministering mandatory standards,
and enhance the possibilities of the
accredited services also being accept-
able to export markets and their reg-

ulatory authorities.
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The key point to emphasise here is
that these strategies are not for the
self-interest of the NSB. They help
improve the competitiveness of in-
dustry in export markets, improve
consumer choice by allowing com-
petition in the local market from
goods and services that meet a rec-
ognized standard and thereby pro-
mote economic activity and growth.

2.11 Donor support

The developed economies can pro-
vide significant financial assistance to
NSBs in many developing economies
and economies in transition either
through their own development agen-
cies, or through international organi-
zations such as United Nations
Industrial Develoment Organization
(UNIDO) and others. Such assist-
ance is extremely welcome, as it can
help an NSB to develop much more
rapidly than what would otherwise
have been the case, and to gain recog-
nition for its services. Such support
does, however, also have financial sus-
tainability issues.

The donor community is increasingly
demanding very clear commitments
and measurable and tangible contri-
butions from the recipient organiza-
tions, such as providing buildings,

environmental controls, staff, etc. In
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other words, the support is geared to-
wards establishing technical infra-
structure — the accommodation,
manpower, provision of consumables
and maintenance of equipment is the
responsibility of the NSB. Likewise,
the support is geared towards the real
and demonstrable “needs” of the
country, and not only to satisfy the
“wants” of the NSB. A common
theme running through the design of
many of the more recent donor
projects is a very clear indication of
the output, the outcome and the im-
pact. These developments are to be
welcomed, as they support clear ob-
jectives associated with financial sus-
tainability. Clearly, the NSB should
not consider that donor support
would help to balance the annual
budget — this remains the sole respon-
sibility of the NSB. Long-term finan-
cial sustainability of the NSB will
depend on not only having all of the
above but in ensuring that the assets
that have been developed are being
used effectively to meet clear and rel-
evant needs amongst industry, con-
sumers and government in the
country and that these are generating
the cash required for the activity over

the long-term.

fb@abg NSBs 37

financing NSBs2.indd 37 25.08.2010 11:16:26






3 - Financing of standardization work

3.1 Principles

In section 1.4, the principle that
those benefiting from standardization
should contribute most to financing
it, has been established. In any econ-
omy, but especially in developing
economies, this is not easy to imple-
ment. NSBs are frequently required
to provide the bulk of the finances to
cover costs, a situation no doubt ex-
acerbated by a commonly held view
by industry that the government is re-
sponsible, hence the government
should pay. This attitude is a fallacy,
and the NSB must convince industry
that having a strong and responsive
NSB is vital to their sustainability, be
it economic, environmental or soci-
etal. At the same time, the NSB should
not carry on with practices that en-
courage industry and authorities to
shirk their duties, e.g. by perpetuating
the common practice of paying tech-
nical committee members an attend-

ance fee.

3.2 Costs related to standards
development

The costs related to standards devel-
opment at the national level will de-
pend to some extent on the level of
decentralization practiced by the
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country. In most developing coun-
tries, the NSB should remain respon-
sible for the secretariat of the technical
committees (TCs), subcommittees
(SCs) and working groups (WGs).
This should be done to ensure that
the NSB maintains a watchful eye
over the progress of national stand-
ards development, and to ensure that
the country complies with its WTO
TBT Agreement obligations of pro-
viding a six-monthly overview of all
the national standards development
activities. The Chair of TCs, SCs and
WGs can and should be handed to a
prominent, active, competent and
important stakeholder within the rel-
evant committees, either from indus-
try or authorities. Appointing a good
Chair can substantially lower costs re-
lated to standards development as the
work is well organized, deadlines are
respected and commitments made
are kept. On the other hand, having
an incompetent Chair can signifi-
cantly add costs related to standards
development. The NSB will have to
budget for the types of costs enumer-
ated below.

a) Remuneration of staff in the
standards development depart-
ments. These costs should be the

complete “cost to company” for
p pany
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b)

<)

each individual and not only di-
rect salaries. Any allowances such
as medical aid, pension scheme,
housing subsidy, etc have to be
budgeted for.

Accommodation, electricity, wa-
ter, telephone and IT system in-
frastructure costs. These costs
should be allocated to the stand-
ards divisions through an appro-
priate management accounting
system so that they do not remain
hidden in a “black box.” Manag-
ers can only manage properly if
they are given appropriate cost in-

formation.

Office consumables such as paper,
printing cartridges, copying, files,
etc. This seems to be a mundane
list, but it is frightening how of-
ten a standards division in a de-
veloping country comes to
grinding halt because there is no
paper or printing cartridge.

Transport, accommodation and
daily allowances for NSB staff
should the TC, SC or WG meet-
ings take place outside of the
NSB. In addition, the NSB staff
may have to visit industry or au-
thorities during the development

of the initial committee drafts,

and this has to be budgeted for.
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e) TTesting costs on rare occasions
when TC, SC or WG members
wish to have comparative infor-
mation on qualities of various
products on the market when a
standard is being drafted for that
product.

f) The cost of maintaining assets
such as buildings and equipment,
including the depreciation of
these assets. Appropriately main-
tained equipment is vital as is
making allowance for its eventual
replacement because of age, new

technology or changed use.

3.3 Costs related to
international or regional
standards development

Part of the costs related to internation-
al or regional standards development
can be attributed to national activities
to ensure an effective presentation of
national interests in international or
regional level. A useful list that can be

utilized as an aide memoire follows.

a) Costs related to the preparation of
national positions; including the
costs of the involvement of ex-
perts, national travel and national
secretariats.

b) Costs related to the actual partici-
pation in international or regional
meetings, including participation
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of experts, international or region-
al travel, accommodation and dai-

ly allowances.

c) Administrative costs of interna-
tional or regional TCs, SCs and
WG Secretariats if they are hosted
by the NSB.

d) Costs of hosting international or
regional meetings. Although the
participants should be responsible
for their own travel, accommoda-
tion and daily allowances, the host
NSB still has to provide venues,
refreshments, local transport if
necessary, copying, printing, and

Internet access.

e) Frequenty, the host NSB would
also host a special reception in
honour of the participants, and
these costs have to be provided for.
Sponsorship may be obtained if
the NSB approaches government
departments or industry well

ahead of time.

3.4 Membership fees
of international or regional
organizations

Membership of the international or
regional standards organizations also
carry a cost. Both ISO and the Inter-
national Electrotechnical Commis-
sion (IEC) require members to pay

fees for them to cover their head of-
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fice and other costs. These fees are of-
ten calculated by taking the GNI and
other factors of the economy into ac-
count. There is also a difference in
membership fees, as in the case of
ISO, based on whether the NSB is a
subscriber or correspondent member
or a member body. The membership
fee varies from organization to organ-
ization; hence the NSB must find out
what the costs are for its membership
and budget for it.

Sometimes, smaller NSBs are support-
ed by a donor organization to become
a member of ISO or IEC and then,
when the donor project comes to an
end, the NSB does not keep up mem-
bership payments and is then suspend-
ed or worse, the membership is ended.
Such a development does not do the
image of the NSB any good, so it is
important that a long-term source of
funding is identified and the benefit of
the membership is clearly stated and

reviewed from time to time.

Many times the membership fees are
questioned as being too high for devel-
oping countries, but it should be re-
membered that with the appropriate
category membership, with ISO and
IEC specifically, the NSB is given full
usage of International Standards. If
they were not a member, these would

have to be purchased, and at an aver-
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age unit price of USD 90, the 20000
or so standards from these two organi-
zations alone would cost the country
USD 1 800 000 for a single set of
standards for one-time use. Seen in
this light, the membership fees which
are less than 2% of this number for
smaller countries, are good value for

money.

Obviously, the same arguments apply
in the case of regional/subregional
standards organizations (RSOs). It
should be noted that while some RSOs
are purely membership-based organi-
zations, others may be subsidiary enti-
ties of regional or subregional
economic communities (RECs) or
trade blocs. Thus, the nature and
depth of involvement by NSBs in re-
gional standardization activities de-
pends on the political constructs of
the region. Membership in organiza-
tions related to RECs is mostly auto-
matic, as the NSBs frequently have to
represent their countries in these re-
gional organizations, not only for the
harmonization of standards but many
other issues related to trade and typi-
cally technical regulation as well. On
the other hand, membership-based or-
ganizations may encounter financial
difficulties for operation due to low

level of subscription by members.
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3.5 Sustainable
financial principles

As a matter of principle, the NSB
should be encouraged to take steps to-
ward financing its participation in in-
ternational, regional and national
standardization activities by the inter-
ested parties who are the beneficiaries
of such standards. The following are
some good practice guidelines based on
the different types of costs discussed in

detail in the previous sections.

a) Costs for preparing national stand-
ards, or national positions to be
presented at regional and interna-
tional level, should be covered
mainly from contributions of the
interested parties. The NSB will be
responsible for secretariat costs. In
some cases, e.g. for the develop-
ment of basic standards used in
many sectors, a contribution from
the central budget may be consid-
ered. Experts participating in the
national meetings should be paid
(including travel costs) by the in-

terested parties they represent.

b) Costs for participating in interna-
tional or regional meetings, i.e.
experts participation and travel,
should be covered directly from
the interested parties participat-
ing. The experts work at the na-

tional level on an honorary basis.
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d)

In some cases, it may be appropri-
ate to create a sector-related fund-
ing pool for international travel
in order to have the interested
parties share the costs of interna-

tional representation.

Costs of international TC, SC
and WG secretariats should be
covered from contributions of in-
terested parties, including public
institutions. Before taking on the
responsibility of an international
secretariat, appropriate negotia-
tions with the private sector and
the authorities should be made to
ensure that adequate resources
will be provided and that the sup-
port will be sustained. The NSB
holding the secretariat bears high
responsibility, but has much in-
fluence on the effective conclu-

sion of the international work.

Costs related to regional standard-
ization work is somewhat differ-
ent. Mostly this work will have
been mandated by the respective
governments that make up the
membership of the regional struc-
tures; so they should provide ade-
quate funding. On the other hand,
private industry also has much to
gain from harmonization of re-
gional standards, especially those
that form the basis of future re-
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£)

gional technical regulations, so
that a similar scenario as under (b)

above should be pursued.

Costs for hosting international
meetings should be covered from
direct sponsorship, including spe-
cific government funding of the
interested parties on a case-by-
case basis. ISO rules stipulate that
accredited delegates shall not be
obliged to pay a fee as a condition
of their participation in ISO
meetings. However, in very ex-
ceptional cases (e.g. large and
complex meetings), some charg-
ing mechanism may be necessary,
but such mechanisms shall be ap-
proved on a case-by-case basis by
the Secretary-General of ISO.

Costs for ISO, IEC or other mem-
bership fees should be taken from
the central budget of the NSB, as
this is a general precondition for
participation  in  international
work. There are numerous cases
where NSBs are fully financed by
governments or at least on par
with financing provided by the
private sector. In such cases gov-
ernment funds are usually ear-
marked for specific uses such as
membership fees of international
and regional standardization or-

ganizations.
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4 - Financing conformity assessment services

4.1 Principle

Conformity assessment services are
provided worldwide by a myriad of or-
ganizations, from both the public and
the private domain, small and large.
Ultimately, these services should be
provided at market related prices and
they should not be cross-subsidized
within the NSB by government fund-
ing in order to ensure that market rela-
tivity is maintained. The NSB should
in no case have a legal monopoly as
this is bad for the economy, denies po-
tential clients a choice, and limits mar-
ket forces that ensure adequate service
levels for the price paid. Arguments re-
garding technical competency are best
answered with an appropriate accredi-
tation system.

4.2 Establishing conformity
assessment services

Establishing conformity assessment
services is an expensive business, wheth-
er these are laboratory, inspection or
certification services. Therefore, many
developing economy NSBs look to the
government or the donor community
for support in this regard. This may be
appropriate as the private industry in
developing economies is seldom in a

position to develop such services. And
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the multinationals will only appear
once an adequate market has developed
requiring such services.

In establishing laboratory services, the

NSB will have to do a proper market

analysis, and has to consider issues

such as:

¢ Is the service required by local pri-
vate industry, by importers or by
the regulatory authorities or both,
and how consistent is the need?

e What is the extent of the business
now, and what is the forecast for the
future?

* Who else is providing similar con-
formity assessment services in the
country or in neighbouring coun-
tries, are they public or private enti-
ties? Is there enough business for
more than one?

* What infrastructure is required for
establishing laboratories, e.g. ac-
commodation design requirements,
air-conditioning and humidity con-
trol, dust-free environment, elec-
tricity and water supply?

e What are the main types of equip-
ment required and at what capital
costs?

e What are the running costs associ-
ated with the equipment, e.g. con-
sumables, glass ware, gases, reference
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materials, chemicals, and where can
they be obtained? Is the foreign ex-
change readily available as these nor-
mally have to be imported?

e What are the proficiency testing re-
quirements and how can they be
dealt with in a developing econo-
my?

¢ Are adequately trained and skilled
personnel available in the country or
do they have to be specially trained ?

Only when a decent business case can
be made, including a judgement call on
financial sustainability, should the NSB
continue with the establishment of lab-
oratories. In some very specific cases,
the government may wish to establish
testing capacity for strategic reasons,
but then it should be made clear that
the government will have to maintain
financial support to such a laboratory,
possibly over a very long time.

The same sort of discipline should be
followed for the establishment of prod-
uct or management system certification
services. In the case of these two, the
training and registration of quality
management auditors will pose addi-
tional challenges. In all cases, the in-
vestment that is required before the
service becomes self-financing and later
shows a surplus income over costs, has
to be planned for. This can be for as
long as three to four years, and can be
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substantial. This funding has to come
from somewhere but must be secured

before the project gets under way.

4.3 Market related pricing

“Cost is a fact, price is a decision!”
goes an old saying. Hence, once the
cost of the service has been estab-
lished, a decision has to be made
what the pricing policy will be. The
NSB should in any case always en-
deavour to cover the full costs with
the income derived from a specific
service, otherwise financial sustaina-
bility will be doubtful. The NSB
should also try to steer clear of any
cross-subsidization within its ranks.

Issues that have to be taken into ac-

count when setting pricing policies

and actual prices include:

* What is the purchasing power of
the clients?

e Is the service to run at a profit in
order to set aside funds for further
development, or should it just
break even?

e What is the pricing policy of com-

petitors?

The managers should also have the
freedom to negotiate prices with pre-
ferred or major customers, as long as
they operate consistently within an

overall framework or policy that may
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have to be approved by the NSB’s
council or board. The NSB should in
any case, whether it is a government
department or a public entity, ensure
that the price of its services is not set
for political expediency and certainly
not at the political level, i.e. by the re-
sponsible Minister or other staff in
the ministry. Political interference, al-
though still prevalent in developing
economies, hampers the proper fi-
nancial management of the NSB.

4.4 Financing SME support

In a developing economy, the industry
or producer segmentation shows up as a
few large enterprises, often with multi-
national connections, and a vast majori-
ty of SMEs. The definition of what an
SME is may differ from country to
country, but in essence these are typically
family-run businesses with less than 25
employees, frequently as small as two to
five people. It is quite obvious that the
purchasing power of individual SME:s is
nowhere near that of the large enter-
prises. On the other hand, the SME sec-
tor also needs the testing, calibration and
certification services of the NSB.

In many developing countries, the gov-
ernment has policies in place to develop
the SME sector in order to build up the
manufacturing or producer industry, to

enhance the overall quality levels of local
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production, and to increase the export
potential of the country. It is therefore
frequently expected of the NSB to sup-
port these policies by providing “subsi-
dized” services to the SME sector,
sometimes even for free. Whilst this may
be a laudable endeavour, it does little for
the long-term financial sustainability of
the NSB. A much better approach is for
the government to use the funds that
they would have given the NSB to pro-
vide rebate payments to such SMEs once
they have paid the NSB in full for its

services.

In this way, SMEs get used to the no-
tion that such services cost money and
provide real value for the expenditure,
the conformity assessment market is
not distorted, the government has bet-
ter control over which enterprises get
supported and the financial sustainabil-
ity of the NSB is enhanced. A typical
example would be for the Ministry re-
sponsible for trade and/or industry to
pay back, on application by the SME,
50% of the ISO 9001 certification fee
once it has been certified, and to follow
up this payment with another payment
of say 30 % after three years if the enter-
prise has successfully maintained its
certification. The beauty of such a
scheme is that it is also feasible in the
case of the NSB being a private organi-

zation, rather than a public one.

f‘f?@abg NSBs 47

25.08.2010 11:16:39



48 f}y@a}yg )\}585

financing NSBs2.indd 48 25.08.2010 11:16:39



| |.i

iy

1 i e

S

e

5 - Financial management

5.1 Principles

Financial information, both expendi-
ture and income, is a reality that no
manager in a business can afford to
ignore. This principle is just as rele-
vant to a manager in an NSB, be it a
government department, a public en-
tity or a private organization. If an
NSB wishes to grow and to achieve
financial  sustainability, ~managers
must know and understand the costs
and income of their divisions, and
manage accordingly. In this respect, it
is important to understand the differ-
ence between financial accounting

and management accounting.

Financial accounting, i.e. income and
expenditure statements, cash flow
statements, balance sheets, notes to
the financial statements and the audi-
tor’s report are important to tell the
outside world, i.e. the council, minis-
tries and other relevant external stake-
holders, what the financial health of
the NSB is all about. The format of
the financial statements is mostly de-
termined by legislation which the
NSB obviously has to comply with,
or in the absence of country specific
legislation, there are international

practices that can be followed.
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Management accounting, on the oth-
er hand, has to do with the additional
detail that managers need to manage
their department successfully, finan-
cial information that would normally
not be provided to, or needed by,
outside stakeholders.

5.2 Managing expenditure

In order to ensure financial sustainabil-
ity, the NSB will have to prudently
manage costs that relate to its activities,
many of which have to be incurred to
ensure that its services are acceptable to
paying customers. It should be borne in
mind that one-off expenditure is fre-
quently accompanied by recurring ex-
penditure. A good example is the
purchase of a vehicle, which then incurs
running and maintenance costs with-
out which it is useless. It is in this area
that the NSB has to be especially vigi-
lant, e.g. when donor funding supports
capital expenditures on equipment, the
recurring costs are then the responsibil-
ity of the NSB and often not adequate-
ly considered.

5.3 Recurring expenditure

Recurring expenditures that have
to be catered for include (but are
not limited to) the following:
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e Remuneration of staff

e Accommodation costs

* Membership and active partici-
pation in relevant international
and regional organizations

e Accreditation costs for laborato-
ries, and inspection and certifi-
cation services

* Electricity and water supply

* IT and telephone services

e Consumables for laboratories

* Maintenance of laboratory
equipment and air-conditioning

* Maintenance of accommoda-
tion, e.g. laboratories and
offices

* Marketing and promotion of
the NSB and the work it does

¢ Printing costs for standards and
other documents for sale or
distribution

* Depreciation and amortization
of assets owned by the NSB

¢ Transport costs, vehicle mainte-
nance and fuel

* General administration,
including printing, papers and

postage.

Foreign exchange is a major issue in
many developing economies. The
NSB will have to ensure that it can
obtain adequate foreign exchange

to fund recurring costs that have a
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foreign exchange component. These
include the membership fees of in-
ternational organizations and at-
tendance at their meetings. Even
laboratories can quickly grind to a
halt if the foreign exchange to pur-
chase vital laboratory consumables

is not available.

5.3.1 Funds for capital

expenditure

Capital expenditure has to be pro-
vided, for example, for new vehi-
cles, new equipment, upgrading of
accommodation and environmental
controls and new IT equipment.
The funds for capital expenditure
can come from the government in
the case of public NSBs, or it can be
provided through funds the NSB
generates through its services or
both. In some cases, initial invest-
ments in equipment may be donat-
ed by external agencies, but they
will need to be replaced or at least
kept functioning over their useful

economic lives.

A budget for capital expenditure
should be developed, for instance
over a five-year basis, with allow-
ance made for the replacement of
assets as well as for capital expendi-

ture on new projects or equipment.
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5.3.2 Financial security of the

organization

A NSB, even a public NSB, should
be authorized to maintain a general
fund where surplus income over ex-
penditure can be transferred to so as
to meet unexpected financial needs or
to allow activities to continue through
an economic downturn which might
otherwise limit revenue from usual
operations. The amount in the gen-
eral fund may be invested in low-risk
investments that are easily converted

to cash if required.

To limit speculation and to imple-
ment proper control, the rules for
such funds may cater for a maximum
that can be kept by a public NSB
(e.g. 50% percentage of its annual
turnover), and they can only be in-
vested in financial institutions ap-
proved by the council or board or the
minister. In the case of private NSBs,
these matters will be dealt with in the
articles of association and by board

decisions.

The effect of developing and main-
taining such a general fund is to fos-
ter the long-term sustainability of the
NSB and to preserve the independ-
ence of the organization in times of

financial stress. These are worthwhile
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objectives when the purpose of the
NSB is considered.

5.4 Management accounting

Financial accounting is ultimately
geared to the preparation of the an-
nual financial statements which are
an indispensable aid for the apprecia-
tion of the financial situation of the
NSB. However, as an aid to day-to-
day management, they suffer from
two following distinct disadvantages.

Firstly, they are historical. If the situ-
ation is bad, corrective action should
have been taken by management
long before annual accounts are pre-
pared. This is also the reason why
many organizations prepare income
and expenditure accounts much
more frequently, i.e. monthly.

Secondly, they are global. Manage-
ment is concerned with detailed, or
segmental, operating results of each
aspect of the NSB’s business activi-
ties, in addition to the overall posi-
tion revealed by the annual financial

accounts.

If, for instance, the testing services
show an excess of 6% on total in-
come, then the management of the
NSB might be very happy consider-
ing the vagaries of testing services

in general. But a completely differ-
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ent picture may emerge if the, for
example, four testing laboratories
are considered separately. It may
transpire that one of the laborato-
ries is running at a massive loss,
whereas two are just breaking even,
and one is making a very nice “ prof-
it.” This means that one laboratory
is heavily subsidizing at least the
loss-making laboratory, perhaps
even the other three laboratories.
This may be unavoidable or even es-
tablished policy, but at least man-
agement should be fully aware of
the situation, and it is then in a po-
sition to take whatever action it

deems necessary.

Clearly, there is a need for some-
thing additional to financial ac-
counts if management is to make
sense of and the best use of its fi-
nancial information. This need is
filled by management accounting,
sometimes also known as cost ac-
counting, which provides up-to-
date accounting information on the
detailed operating results of indi-
vidual jobs, processes, divisions or
any other segment of the NSB’s
business activities. How is this to be
achieved? The following sections
give an indication of some of the ele-
ments of management accounting

available to an NSB. The NSB, how-
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ever, will do well to consider the es-
tablishment of a financial division
that can ably support the NSB in de-
veloping proper management ac-
counting systems, and to teach the
managers of the various divisions a
basic understanding of this financial
information, so as not to manage

only on a technical level.

5.4.1 Direct expenses

The first step is to separate, evaluate
and add together those items which
can be related conveniently and di-
rectly to a job. These items are gener-
ally one of three types, namely:
Direct  labour: Productive labour
hours directly employed on the job
are obtained from time sheets or job
cards completed by operatives and
priced at the appropriate wage rate
Direct material: Quantities of ma-
terials directly used on the job are
obtained from stores requisitions,
material specifications or other
stores documentation and priced at
the appropriate price of the materi-
al used

Direct expenses: Any other expendi-
ture incurred specifically for the job
— e.g. subcontracting parts of the test-
ing to another laboratory — is ob-

tained from relevant invoices.
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Only operatives directly working on
the job can be regarded as direct la-
bour. Their hourly rates should take
into consideration their availability
as well, i.e. holidays should be ac-
counted for. All other labour is clas-
sified as “indirect labour” and
should be included in indirect ex-
penses (see the next section). Simi-
larly, only consumables and material
which can be directly identified with
the job is regarded as direct. All oth-
er consumables, such as glassware,
detergents or grease used to oil ma-
chinery, are classified as “indirect
material” and are also included in

indirect expenses.

5.4.2 Indirect expenses

(overheads)

After dealing with direct expenses,
there remains a large volume of ex-
penditure which cannot be related di-
rectly to a particular job because it is
incurred generally for all jobs. Within
this group are included items such as
general laboratory maintenance, su-
pervision, materials or consumables
that cannot be allocated to a specific
job, management salaries, electricity,
water, telephone, transport, paper,
printer inks, depreciation and general

NSB overheads.
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A big decision is how to allocate these
indirect costs to a specific job, i.e.
what proportion of the indirect costs
shall be absorbed by, or recovered by,
the specific job. A simple solution is
to add a percentage, based on past ex-
perience, to the direct costs. An anal-
ysis of operating expenses charged in
the previous year’s profit and loss
statement might reveal an appropri-
ate percentage, i.e. typically 300 %.
Therefore, if the direct expenses of a
job are USD 250, then the indirect
expenses can be calculated as USD
750, and the total cost will be USD
1000. This means that the price for
the job should not be less than USD
1000, better still with a mark-up of
some kind, if the NSB wishes to re-

main sustainable in the long run.

Allocating the indirect costs (or
overheads) as a flat rate across the
board is the easy way out, but may
not be equitable. Overheads are not
incurred uniformly throughout the
NSB - some divisions are more ex-
pensive to operate than others. In
addition, a large part of the overhead
is incurred in relation to the passage
of time, hence the longer a job takes,
the greater perhaps should be its ab-
sorption of the overhead. Therefore,
a method of absorption must be

found which acknowledges these
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variables. This type of analysis goes
beyond the scope of this publica-
tion, but the NSB is urged to pro-
vide these sorts of tools to their
managers so that they can manage
more effectively, thereby enhancing
the NSB’s financial sustainability.

The examples cited above relate to
a laboratory, but the principles
hold true for any of the service of-
ferings of the NSB, from standards
development and information,
metrology, inspection and testing
through to certification activities.
In chis way, it is possible even to
gain insights into the real costs of
developing standards as a cost per
page for example, i.e. the total cost
of production of the standards,
plus relevant overheads, divided
by the number of pages published
annually. One of the key perform-
ance indicators of a standards divi-
sion manager can then be to ensure
that the cost per page comes down
on an annual basis, or at worst, re-
mains stable. A laboratory manag-
er on the other hand has to show
an excess of income over total ex-

penditure.

5.5 Some pitfalls for NSBs

Unfortunately, financial manage-
ment in NSBs in developing econo-
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mies is often undermined by less
than optimum practices. These have
sometimes developed over time, or
are part of a general pattern in pub-
lic enterprises. In addressing finan-
cial sustainability, these have to be
considered carefully by NSBs and a
better solution be found than what
is generally practiced. Two typical

examples are discussed below.

5.5.1 Attendance fees

One typical example is the common
practice of paying members of tech-
nical committees “attendance fees”
notwithstanding the general princi-
ples of standards development enu-
merated in Part 3 above. This has two
consequences. Firstly, the budget of
the NSB is extremely stressed result-
ing in a restriction on the number of
technical committee meetings that
can be held during the year. Any in-
crease in standards development ac-
tivity demanded by the market
requires funds the NSB may not
have, and therefore the NSB is hog-
tied by its own rules. Secondly, it may
be debatable whether the most ap-
propriate people attend the technical
committee meetings, or whether
many just come to get the “attend-
ance fee.” The argument of the NSBs
that if they do not pay, then nobody
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comes, needs to be reconsidered —
maybe the standard is not really need-
ed, maybe participants have just
fallen into bad habits. If such a prac-
tice is followed within an NSB, it
needs to be reconsidered by the man-
agement, and everything possible
should be done to get back to sus-
tainable and justified principles of

standards development.

5.5.2 Internal trading

The equitable allocation of the in-
come in an NSB, that provides a va-
riety of services such as testing and
product certification that are inter-

dependent, is an issue.

It is common for clients, for exam-
ple, to pay the NSB a lump sum for
a product certification licence. This
fee has to cover the costs of testing,
auditing, surveillance visits and all
the other activities the NSB engages
in to run the scheme. When the cli-
ent pays the NSB, the income is
generally allocated to the product
certification division. But the prod-
ucts that it samples are tested by the
laboratories. The question is how
should the laboratory recoup the
costs incurred ? Arguing that it does
not matter, and that the laboratory

should do the testing for “free” for
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another division of the NSB, is the

wrong approach.

The testing for product certification
can be a very large part of the labo-
ratory’s activities. Hence, their man-
agement accounts should reflect an
internal allocation of the income re-
ceived, and the product certification
division management — accounts
should reflect an internal transfer of
income to the laboratory to cover
their costs. In this way, the financial
information will not be skewed to-
wards the product certification divi-
sion, looking good with a massive
“profit”, when in fact the NSB is
losing out because the laboratory
costs are not properly accounted for.
This would also ensure that the lab-
oratories are given their appropriate
due when analysing the finances of
the various divisions. Failure to do
so can lead to a situation where the
laboratory’s contributions are not
appreciated and, as a result, disas-
trous decisions are made on such in-
complete financial evidence.
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6 - Budget practices

6.1 Business Plans

Any business activity must be
planned. However, although all
managers plan in some way or an-
other, there are considerable differ-
ences as to how this is done. As the
NSB’s business grows in size and
complexity, responsibilities have to
be allocated as personal lines of con-
trol by the CEO are severed. The
person on top no longer has every-
thing at his or her fingertips and,
similarly, the manager of the labora-
tory may not be aware of the de-
tailed actions of the manager of the
certification division, and the stand-
ards manager operates in isolation
from them all. Under these circum-
stances, there is a compelling need
for the NSB to formalise planning
procedures and control techniques.
Planning and control embrace the
following five interrelated and inter-

dependent aspects.

Long-term planning on a strategic
basis which looks at the NSB, its
markets and its environment over a
number of years ahead, in order to
develop an overall strategy for the
NSB’s long-term growth and devel-

opment.
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Strategic planning (including capital
expenditure budgeting) which fore-
casts how future cash flows will be
affected over the life of a specific
project or development. Each project
under consideration should, howev-

er, be linked to the long-term plan.

Short-term planning or budgeting on
a tactical basis which takes the first
time-period (usually annually) of
the long-term plan, together with all
ongoing projects, and develops a fi-
nancial blueprint for achievement of
this part of the long-term plan.

Monitoring actual results on a fre-
quent and regular basis, comparing
them to budgets which have been
produced and highlighting variances
or deviations from the plan for man-

agement to take action on.

Ongoing control of day-to-day activi-
ties of the NSB’s business, in order
to ensure that actual results are in
line with the short-term plan; or to
give the earliest warning that either
the short- or long-term plan cannot
be achieved and perhaps should be

revised or updated.

The above elements should be for-
malized in a business plan which

should be reviewed at least annually.
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This is the place where the map is
drawn, for as every traveller knows, a
journey is a lot less risky when you
have directions. The business plan is
the document that the Council or
Board will assess and approve as to
whether the NSB is going in the right
direction; the document that the
NSB can udilise to garner funds from
government; and, in the final analy-
sis, the document against which the
performance of the management of

the NSB should be evaluated.

A good business plan not only con-
tains numbers, but deals in a fair
amount of detail with the key driv-
ers of the NSB’s success or failure,
i.e. the people involved, the oppor-
tunities, the context or big picture
and the risk and rewards. The NSB
is therefore well advised to utilise ef-
fective business plans to enhance its
financial sustainability. It should not
be a massive tome with hundreds of
pages — nobody will read it or take it
seriously — it should rather be no
thicker than 5 mm. It should reside
permanently on the desk of every
NSB manager, and guide their eve-
ry-day decisions. business plans are
therefore very useful documents to
provide alignment to achieve agreed
goals and to give direction in the
drive for financial sustainability of
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the NSB, irrespective of its organiza-
tional make-up.

6.2 Budgeting

A budget is a written plan expressed
in quantitative terms. The budgetis a
blueprint for future operations with-
in a selected period of time: a month,
year or longer. Detailed budgets are
prepared for each of the divisions of
the NSB prior to being combined
into a master budget to reveal the co-
ordinated business plan for the budg-
et period. The obvious question is:
Where shall a start be made? Nor-
mally, it will be necessary to prepare a
budget based on an honest attempt
to forecast and evaluate future activi-
ties for the forthcoming budget peri-
od. Past results may be used as a
guide, but these have to be amended
in the light of anticipated conditions
in the budget period. It may be
tempting to use a budgeting process
consisting of automatically increas-
ing the previous year’s figures across
the board by a fixed percentage, e.g.
10% or 15%, but this may not be
the best approach.

Elements of budgeting that have to
be considered at the divisional level
include sales estimates, production
limitations, labour requirements, ma-

terial and purchasing requirements,
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equipment, and divisional and NSB
overheads. The divisional budgets are
then utilised to compile the master
budget for the NSB as a whole. The
master budget is therefore the grand
plan or co-ordinated blueprint of op-
erations for the forthcoming budget
period. This is the most critical stage
of budgeting because, if the master
budget reveals a forecast of an unsat-
isfactory state of affairs, it may be
necessary to start all over again on
different premises in an attempt to
improve the situation. This is not just
playing with numbers, but the devel-
opment of a map appropriate to the
journey into the next budget period
— a journey that may take the NSB
into new territory. Selecting the most
advantageous route s critical to max-
imise opportunities and minimize

threats to the NSB.

6.3 Effective budgetary
control

This is the area in which financial
planning and control of operations
is brought together. Budgetary con-
trol takes the detailed annual divi-
sional budgets and compares them
with actual results at frequent inter-
vals. In an NSB, there is typically on
a monthly basis throughout the
budget period. Similarly, the master
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budget is frequently compared with
the actual income and expenditure
account, balance sheet and cash flow
position. The value of budgetary
control lies in the fact that it does
not stop at a mere comparison but
looks into the causes of differences
between budget and actual perform-
ance. Thus, managerial action is di-
rected towards divergences from
plan and action can be taken to cor-
rect the situation whilst there is still
time. The process should act as a dis-
cipline, stimulating divisional effi-
ciency and more effective utilization
of resources. It should not be em-
ployed as the whipping block for re-
criminatory — post-mortems, nor
should managers be allowed to abdi-
cate their responsibilities by blam-
ing the “system.”

An effective budgetary control should
prompt management action by iden-
tifying the cause of each variation
from budget. A vital principle which
must be followed is that no-one
should be held responsible for some-
thing over which they have no prima-
ry control. Towards this end, the
following points should be noted.

a) A budget should not be imposed
from above. It should be pre-
pared in conjunction with the
person on whom control is to be
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exercised. This person should
agree to the budget before it is fi-
nalised.

b) Everything is controllable by
someone. The budget-centre
structure must ensure that no
item is included in any budget
unless it is primarily within the
control of the person responsible
for that specific budget centre.

¢) Control must recognize chang-
ing conditions. A budget is nor-
mally prepared in the light of a
given volume of service delivery.
Should the actual volume differ
from the budgeted volume, it is
unrealistic to push the compari-
son between actual volumes and
the given volumes too far. If
there is a radical change in exter-
nal conditions for instance, it
may be necessary to revise the

budget.

No one can control the past, only
the future. Towards this end, control
information should be forward look-
ing. For example, there is more mer-
it in presenting information which
compares the original budget with
the now anticipated outcome for the
year rather than in comparing the
expired portion of the budget to
date with the historical outcome to
date.

60 Tipareing NSBs
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In conclusion, it should be stressed
that financial information is not
the only information a manager
requires in order to plan, control,
or reach a reasoned decision. Nor
is it suggested that management
accounting information can re-
place a manager’s exercise of initia-
tive and judgement. However, the
possession of pertinent manage-
ment accounting information
should facilitate the exercise of
sound judgment.
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Conclusion

The journey through this publication
has taken us from the identification
of the possible business opportunities
for a NSB in a developing economy,
taking into consideration the nature
of the international development,
best practices for a national quality
infrastructure and the challenges of a
developing economy in the world
markets. It has looked at possible
sources of income, set out principles
for the financing of standards devel-
opment, and considered the financial
requirements for the establishment of
conformity assessment services, all of
which are guided by principles to-
wards ensuring the financial sustain-

ability of the NSB.

The journey also visited the princi-
ples of managing costs and setting
prices. Financial and management
accounting practices were presented
as very important tools in the hands
of NSB managers. Budgeting and its
concomitant budgeting control also
received appropriate attention. All
of these may sound a bit foreign to
NSB personnel that are in the first
instance mostly technically orientat-
ed. The reality, however, is that with-
out a proper understanding of basic

financial principles, NSBs may just
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find themselves in financial straits
and their long-term existence threat-
ened.

The final recommendation is there-
fore to give careful attention to the
holistic picture. It is not just about
technology, nor is it just about fi-
nances. It is about a healthy synergy
between the two which will enhance
the long-term financial sustainability
of the NSB, suitably embedded in
the development plans of the govern-
ment, in order to uplift the competi-
tiveness and sustainable development
of the country.
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