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INTRODUCTION

During the 2010 ExMC meeting, Members determined that the level of the IECEx General Reserve should target a level of covering 2 years Operating costs of the IECEx System as a safe guard against any unforeseen world events.
This drafty Policy Document, prepared by ExMC WG13 (Business Development) is issued for consideration during the Berlin 2010 ExMC meeting and forms part of the Report from the WG13 Convener and IECEx Chairman, Mr McManama.
Related ExMC documents to be considered in the development of this Draft IECEx Policy on General Reserve include:

ExMC/622/CD – Draft IECEx Business Plan
ExMC/624/R – IECEx 2010 Annual Report Card
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Introduction
Article 13 of the IEC Statutes require that all IEC Conformity Assessment Systems are responsible for their own finances.  This is reflected in Clause 13.1 of the IECEx Basic Rules, IECEx 01 which requires that the IECEx System is self-financing.  With this in mind the IEC Conformity Assessment Board (CAB) seek to ensure that the IECEx manages its finances which include provisions for an adequate General Reserve in the event of any major world crisis that may cause a temporary impact on the IECEx finances and its operation.
Background

During the 2009 IECEx annual meeting, the IECEx Management Committee, ExMC, determined that a level of general reserve be set to cover 2 years of operating expenses.  In noting that the current level of IECEx General Reserves covers 1 years operating costs, ExMC requested WG13 to consider a proposal for achieving this level along with a timeframe as part of their work in developing the formal IECEx Business Plan.

It should be noted that in the development of the IECEx System and its Schemes, over the past 10+years incurred costs fall under the following two categories

a) Direct costs to run the IECEx Secretariat, staffing, Office, Equipment, Travel etc; and
b) In-direct costs borne by industry by way of industry experts participating as Officers of the System, members of specialist Working Groups, participation in annual meetings, costs such as travel, time attending IECEx meetings and working on documents, etc

While costs associated with item a) are available by way of annual audited accounts, costs associated with b) are not so easy to determine yet are substantial and extend way beyond those of a).

The costs associated with b) may be regarded as the “Industry Investment” into the IECEx System, with the availability of Test Reports, Quality Audit Reports and Certificates of Conformity that are being used worldwide being the “Return on that Investment”.

Given the substantial industry investment in developing the IECEx System to where it is today it is therefore questionable whether or not industry would be prepared to repeat such an investment, should a major world event occur that could result in the temporary negative impact on IECEx funds and a possible temporary cessation of the IECEx System. With this in mind, the ExMC have determined that a general reserve to cover 2 years operating costs would be an adequate insurance cover for such a situation 

This paper therefore provides a WG13 proposal to build the general reserve to meet the ExMC’s agreed level of 2 years operating costs, noting the following:-
i) That as at the beginning of 2010 the IECEx level of General Reserve stands at around 1 years operating costs

ii) That while annual costs have increased due to IECEx System’s growth, the growth in annual income and hence annual surplus has been well ahead of costs.

iii) While the IECEx Certified Equipment Scheme is reaching maturity, the annual growth rates continue along with new immerging markets, eg Middle East

iv) The two newer Schemes, IECEx Certified Service Facilities Scheme and the IECEx Certificate of Personal Competencies (CoPC) are set to follow similar growth of that experienced with the IECEx Certified Equipment Scheme.

v) Since early days of operating the IECEx System and its Schemes, ExMC have always maintained a very conservative approach to Budgetary and Financial Planning.
Financial Performance

The following 5 sets of Figures show a combination of past financial performance as per annual audited accounts and the current financial performance during the current year 2010 up to 20 July 2010 and then carefully considered future estimates based on sustained trends and the introduction of new and recent IECEx Schemes, eg IECEx Certified Services Scheme, IECEX CoPC Scheme as well as the on-going annual growth of the well established IECEx Certified Equipment Scheme.
Figure 1 – Past Financial Performance to end 2009
	
	Year
	A
	B
	C
	D
	E
	F
	G
	H
	I
	J
	K

	
	
	Income Budget CHF
	Total Income Actual 
CHF
	Certificate Fee Income CHF
	Operating Costs Actual CHF
	End year General Reserve Budget CHF
	End Year Surplus (General Reserve) Actual CHF
	General Reserve CHF
	% Actual annual  Surplus v Budget Surplus
	% Diff Operating Costs v Income
	% Gen Res of Annual Operating Costs
	% Income Growth Year on Year

	
	1997
	
	85,270
	0
	
	0
	-16,011
	-29,076
	
	
	
	

	
	1998
	107,750
	111,905
	0
	94,985
	0
	16,919
	-12,157
	
	
	
	

	
	1999
	97,750
	108,370
	0
	98,571
	0
	9,798
	-2,358
	
	
	
	

	
	2000
	99,750
	108,885
	0
	91,676
	0
	17,208
	14,849
	
	84%
	16%
	

	
	2001
	132,000
	156,881
	0
	132,000
	0
	22,007
	36,857
	
	84%
	28%
	

	
	2002
	148,000
	154,001
	0
	148,691
	0
	5,309
	42,167
	
	97%
	28%
	

	First CoC issued late 2003
	2003
	152,000
	152,086
	0
	153,586
	0
	-1,500
	40,667
	
	101%
	26%
	

	
	2004
	166500
	191,266
	0
	191,266
	0
	5,079
	45,745
	
	100%
	24%
	

	
	2005
	267,000
	246,269
	0
	246,269
	0
	35,976
	81,722
	
	100%
	33%
	28.7

	CoC Fee + Contribution to Reserve introduced
	2006
	306,000
	349,517
	149,975
	202,723
	35,000
	73,397
	155,119
	210%
	58%
	77%
	41.8

	
	2007
	343,500
	439,937
	207,625
	318,797
	50,500
	121,140
	276,259
	240%
	72%
	87%
	25.8

	
	2008
	451,750
	501,082
	269,125
	387,791
	37,750
	113,291
	389,550
	300%
	77%
	100%
	14.1

	
	2009
	563,000
	581,824
	314,625
	457,197
	82,000
	124,627
	514,178
	152%
	79%
	112%
	16.0


Notes:
1. Certificate Fees introduced in 2005

2. Budgeting for an annual contribution to build the general reserves commenced in 2006 as highlighted

3. Colum J shows percentage of General reserves against annual operating costs at that year end.
4. Colum K shows percentage annual income growth, actual
Figures 2 – Current Certificate Fee Income to 20 Jul 2010

	2a : Equipment Scheme—Annual Budget for 2010 = CHF350,000 

	Month
	Total
No of CoCs
issued
2010
	Budget estimate
on monthly basis
CHF
	Actual
income
CHF
	% of 
Monthly Budget
income
	Total
No of CoCs
issued
2009

	Jan
	130
	29,167
	21,875
	75.00
	67

	Feb 
	242
	58,333
	65,520
	112.32
	194

	Mar 
	422
	87,500
	110,950
	126.80
	319

	Apr 
	595
	116,667
	152,770
	130.95
	415

	May 
	757
	145,833
	198,770
	136.30
	572

	Jun
	 894
	175,000
	 228,870
	131.87
	707

	Jul (20th)
	 1031
	192,740
	 263,465
	136.69
	790

	Aug
	 
	233,333
	 
	0.00
	907

	Sep
	 
	262,500
	 
	0.00
	1063

	Oct
	 
	291,667
	 
	0.00
	1179

	Nov
	 
	320,833
	 
	0.00
	1301

	Dec
	 
	350,000
	 
	0.00
	1480


	 2b : Services Scheme—Annual Budget for 2010 = CHF 20,000

	 
	
	
	
	
	 

	Income as of 20 Jul 2010

	CoCs
issued
to date
	CoC Initial Fee 
to date
CHF 
	Annual fees
CHF
	Income**
YTD 
(20 Jul) 

CHF
	Monthly Budget 
(Jul 20)

CHF
	% of 
Monthly Budget
income

	13 (10 new* + 3 suplementaries)
	12,000
	10,250
	22,250
	11,014
	181.6%

	 
	
	
	
	
	 

	* This will add CHF 5’000 (500 each) to next years Annual fees. 

	** Fee income has already surpassed total Annual Budget for 2010
 


	 
	 
	 
	 
	 
	 

	2 c Total Position to date 20 Jul  2010:  Certificate Fee Income 
YTD compared to Budget YTD

	Scheme
	Income
to date
CHF
	Monthly Budget
to date
CHF
	Annual
Budget
CHF
	Income to date
as % of Budget
to date

	Equipment
	263465
	192,740
	350,000
	 
	 

	Services
	22,250
	11,014
	20,000
	 
	 

	Personnel
	250
	8,260
	15,000
	 
	 

	Total 
	285,965
	212,014
	385,000
	135%
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Figure 3 – Tracking of past IECEx General Reserve compared with annual operating costs to end 2009
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NOTES:
1. The first IECEx Certificate, being the Equipment Scheme, was issued late 2003.

2. Certificates fees were introduced in 2006 IECEx budget along with the commencement of including a dedicated sum to build the general reserve.

3. The IECEx General Reserve at end 2009 stands at CHF 514’178
4. Some 84% of the IECEx General Reserve at end of 2009 was generated in the last 4 years.
Figure 4 – Financial Outlook 2010 to end 2014
	Year
	A
	B
	C
	D
	E
	F
	G
	H
	I
	J
	K

	
	Income Budget CHF
	Total Income Actual 
CHF
	Certificate Fee Income CHF
	Operating Costs Actual CHF
	End year General Reserve Budget 
CHF
	End Year Surplus 
(Contribution to General Reserve)

Actual CHF
	General Reserve at Year end

 CHF
	% Actual Surplus v Budget Surplus
	% Diff Operating Costs v Income
	% General Reserve of Annual Operating Costs
	% Income Growth Year on Year
Actuals

	2010
	656,000
	698,189
	385,000
	601,000
	54,700
	97,189
	611,366
	178%
	86%
	102%
	20%

	2011
	804,500
	837,827
	505,000
	742,500
	62,000
	95,327
	706,692
	115%
	93%
	87%
	20%

	2012
	915,500
	1,005,392
	600,000
	842,500
	73,000
	162,892
	869,584
	223%
	84%
	99%
	20%

	2013
	995,500
	1,206,470
	675,000
	862,000
	133,500
	344,470
	1,214,054
	258%
	71%
	141%
	20%

	2014
	1,095,500
	1,447,764
	775,000
	892,000
	203,500
	555,764
	1,769,818
	273%
	62%
	198%
	20%


Notes:
1. In noting the two incomes Colum A+B are show a conservation increase in budget income compared to a more realistic approach to actual annual income for the purposes of determining timeframe to achieve the desired IECEx General Reserve.

2. Average Actual Annual percentage Income growth Year on Year (YoY), for past 5 years has been 25% (Refer Colum K Fig 1) hence the figure 20% is shown in Colum K for years 2010 – 2014 and used as a basis for the realistic projections of actual income in Colum B.  Also noting that past budgets have maintained a very conservative approach when estimating income. 
3. Budget Figures for 2010 and 2011 are from the approved Budgets with actuals being estimated (items in Italics)
4. Increases in Forecasted operating costs ONLY occur where the forecasted increase in income is possible 

5. Certificate Fees for Equipment Scheme were raised starting from beginning of 2010 (refer to OD 019) 
6. Past and Current trends of issued certificates along with continued growth in number of “Draft” certificates entering the system are used as a basis for the predictions

7. According to current trends the General Reserve level of covering 2 years operating expenses may be achieved around 2014/2015 period, Colum J.  This also assumes no changes in Annual Fees nor Certificate Fees as set out in OD 019 at 2010.

Figure 5a – Tracking of Predicted IECEx General Reserve compared with annual operating costs to end 2014
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NOTES:
1. This graph shows a flattening of rise in operating costs beyond 2011 while the General reserve increases its rate of rise.

2. Based on current data and trends at current rate the 2 year operating costs for a general reserve should be achieved by 2014/2015
Options to Consider
Since IECEx first sought to establish a general reserve in 2005/2006 the level of general reserve growth over the past few years has been impressive (up to 305% in 2008) due to the end of year surplus being way beyond budget predications for each of the past 4-5 years, a result of careful business planning and a conservative approach to finances.  As with any growth in business resulting increased income, is usually accompanied by some increase in operating costs.  This has been the case for IECEx however increased income has maintained well ahead of increases in operating costs at actual levels.

With current services and operations of the IECEx, Fig 5b predicts a decreased rate of increase in operating costs from 2011/2012 compared to previous years as development for the new IECEx Schemes are almost complete and IECEx moves more into a maintenance and continuous improvement phase.
Therefore in noting the detailed information in Figures 1 – 5 above WG13 puts forward the following options for the IECEx Management to consider in terms of when and how to achieve the agreed level of General Reserve to achieve a level that would cover 2 years operating costs.  These options may include, among others:
Option 1 – A special levy being applied to Members of the IECEx system that may provide an immediate increase to the desired level of General Reserve

Option 2 – Revise OD 019 “IECEx System Schedule of Fees” to increase either or both the Annual Fee or the IECEx Certificate Fees

Option 3 – Reduce expenditure by removing duties and workload of the Secretariat and having these performed by Members, with the agreement of the IEC General Secretary and CAB as this may require a revision of the Basic Rules.
Option 4 – At this stage take no action other than to have the IECEx Treasurer and IECEx Officers monitor the tracking of Figure 5b at each year end to ensure the finances remain on track to achieve the agreed general reserve level by 2014/2015. 
Action for ExMC Members
In light of this document and the above 4 options, WG13 recommends that ExMC adopts Option 4.  Therefore Members are requested to consider these options ahead of the Berlin 2010 ExMC meeting in order for ExMC to arrive at a decision at the meeting.
---------------------------------------------
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