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I INTRODUCTION

1. The principal function of a budget is to provide the Member States and
legislative organs of each organization with "a plan in financial terms for
the carrying out of & programme of activities in a specific period. A
programme budget focuses upon the work to be undertaken and the objectives
sought through that work: it emphasizes the ends to be achieved and
translates them into the costs required for their implementation: decisions
relate both to resource levels and to results to be achleved.", as defined by
the Consultative Committee on Administrative Questions ({(Financial and
Budgetary Questions) (CCAQ (FB)) in its Glossary of Financial and Budgeting
Terms (ACC/1983/FB/1). On the basis of budget documents prepared and
presented by the organizations, grvernments take decisions on the budget of
each organization, bearing in mind their national budgetary procedures and
requirements. However, the budget documents presented by the organizations
are so different in their format, terminology, techniques and methods that it
is difficult to examine the budgets of the organizations in a comparable
manner. The "transparency" and “compasrability" of budgets of the United
Nations system has thus been repeatedly questioned.

2. The General Assembly of the United Nations reiterated in several
resolutions the efforts to be male to achieve the maximum possible
standardization and comparability in the budgetary and administrative
practices of the organizations concerned 1/. “Standardization" or more
flexible “harmonization" concerns the development of Jjdentical and
standardized formats, methods and techniques of budgets in the United Nations
system, thereby strengthening the common system. "Comparability" may be
related to efforts towards clear and concise explanation for the methodology
used in formulating their budget estimates.

3. With the developm:nt of programmes and activities of the system, the role
of the budgets has changed since the jnception of the United Nations system.
The Administrative Committee on Co-ordination (ACC) mede a number of proposals
and guidelines in this respect (see Annex), which has resulted in some
similarities in the ways the organizations prepare and present their budgets
in areas such as: budpe’ structure, budget presentation and financial and
budgetary terminology. in this respect, the Joint Inspection Unit (JIU) also
played an important role, by undertaking studies and notes and making many
recommendations 2/.

1/ Some of the more recent resolutions: 41/204A, 40/25, 40/251, 39/241,
36/229, 35/114, 33/142A, etc. See also A/44/222, A/43/286 and A/42/234.

2/ E/4894, Report on programming and budgets in the Unjted Nations family
of organizations; JIU/NOTE/70/3, Note on the presentation of an outline
programme budget for the United Nations; JIU/NOTE/75/1, Note on harmcnization
of programme budget presentation; A/9646, Report on medium-term planning in
the United Nations system; A/34/84, Medium-term planning in the United
Nations; E/ICEF/L.1403, Programming and budget problems in UNICEF;
E/ICEF.AB/L.216, UNICEF; The new budget format; A/36/168, Report on methods
of determining staff reguirements, etc.
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4. The Fconomic and Social Council called for in its resolution (LXIII) in
1977 inter alia the development of instruments to promote United Nations
system-wide harmonization of programme budgets and medium-term planning 3/.
This has progressively resulted in the adoption of biennial budgeting, the
synchronization of budget cycles and the development of a common budget

structure, including comparable prefatory wacerial 4/, The ACC has also
developed a series of uniform tabular presentations of financial data, and the
CCAQ (FB) has developed a glossary of financial and budgetary terms. The

adoption of programme budgets in the larger organizations and of biennial
budgeting ecysles has osnbhstantially copntributed to  the progress of
harmonization of budget presentation. However, dif{fersnces do exist due to
the obsticies met by organizalions, such as: constitutional or legis ative
requirement s; differant nature of activities and  organizational
structures; individna) circumstances; co existence in  the system of
programme budgets and of budgets based on objects of expenditures, etc. In
summary, the measures haviag been taken for the standardizatien and
harmonization of budgetary ,ractices in the United Nations system are limited
to such areas as the synchrenizetion of budget cycies and the development of
commen budpet structures and uniform tabular presentations of financial data,
rather thsn budgeting techniques and methods. The Report of the Group af
High-level Intergoveramental Experts to Review the Efficiency of the
Administrative and Financial Functioning of the United Nations §$/ included
inter alia a recommendation on “the efforts to harmonize the format of the
programme budgets of the organizations system" (Recommendation 13), which also
mainly concerns the presentation of budgets.

5. Ir an effort to achieve more comparability, tha Advisory Committee on
Administrative and Budgetary Questions (ACABQ) 6/ has submitted reports on the
basis of the General Assembly resclution 36/2?5%: (a}) detailed reports orn the
budgots of the specialized agencies and IAEA once every two years (since
1982}, and (b} the reports confined to tabular material and, as necessary, to
special studies on administrative and budgetary problems common to the United
Nations system, in intervening years. They contain general observatiors and
crganization-by-crganization reviews of budgetary practices. The CCAQ also
condustod several studiesz on many of these agpects with regard te such
questiens as inflation, exchange rates, categories of budget increases,
personuel japse factors and distributed costs, Howover, few of these studies
and reporis proposed concrefe measures to dmprove the “comparability" and
“transgarcopsy” of the budgets of ths organiadtions rconcerncd. Nevestheless,
the flow of informatiovn through the system by means of these stuedies and
reports have had a positive effect in achieving standardization to
discernible degree. In fa=t, similar budgeting techniques aud methods have
been introduced over the past years by various organizations as concerns: the
use of the constant donllar, the methodolopy for calculating staff costs and
the adiustment for staff turnover and delays (Japse faclor},

3/ See also E/5675 (Part I, paras. 23-29; E/5803 (Part II), paras.
23-42 and Part 1V, paras. 1172-117.

4/  E/1978/43/Add.2.

5/ Supplement No. 49, A/41/49.

6/ A/38/515, A/39/592, A/40/763, A/41/632, A/42/683 and A/43/760.
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BEST COPY AVAILABLE




-3 -

6. While the ACABQ believes in further efforts for standardization and
harmonization, it considers that the prime objective in preparing a budget
should be to set forth the estimates in a manner which is clear and
understandable to the governing body concerned and which is responsive to the
special requirements of that body. In its report (A/38/515) the ACABQ made
the following observations:

"36. .... the arrangements in the agencies for performing the above
functions vary greatly, thus lending support to the idea that
organizational mechanisms should be tailored to meet the needs and size of
the specific organization; in other words, the structure of a given
organization is a function of its programme and is heavily influenced by
its size and complexity. In this connection, and based on the
information it has received, the Advisory Committee cautions that
harmonization of the arrangements among agencies in respect of progranme
planning, budgeting and evaluation does not appear necessarily a desirable
or feasible goal."

7. With a view to achieving comparability in budgets of the organizstions,
the standardization of budget presentation is of primary necessity and
likewise the standardization of budgeting techniques which greatly affect the
presentation of budgets. Thus, the study focuses nainly on several aspects
of budgeting in the organizations and attempts to examine the extent to which
these efforts by the ACC and other bodies have actually resulted in
"standardization" and “comparability™ in budgets of the United Nations system
as well as the differences that have remained. It is understovod that these
techuiques and methods cannot be examined in isolation and irrespective of the
overall budgetary and financial policy of the organizations. Th: question of
budgeting is indeed a very broad and complex one. In appycaching this, the
lnspector felt that he should deal not only with budgeting techniques and
methods, but also with some related issues of financial management and

policy. This study is composed of two volumes: Volume 1: Comparative
analysis; and Volume 1I: Comparative tables. This study primarily concerns
1988- 1989 budget documents, unless otherwise indicated. An effort has been

made to include the most up-to-date information in the report. Volume I makes
a cross-organizational analysis of major techniques, methods and practices
in organizations 7/ of the United Nations system in the preparation of their
regular budgets on the basis of comparative tables contained in Volume I1f. 1t
also recommends measures so as to achieve harmonization and comparability in
budgets of the United Nations system. Volume 11 is designed to serve as a
guidebook on budgeting. These tables are intended to be updated and revised
from time to time.

8. Given the wide scope of this sindy, the Inspector makes only “snme
comparisons” of s2lected budgeting techniques and methods; therefore
recommendations are not exhaustive. He, however, intends to conduct
follow-up studies in order to examine more specifically detailed aspects cof
budgeting techniques used by organizations, for example on the calculation of
real growth rate of budgets.

9. The Inspector thanks the many persons who contributed to the preparation
of this study for their kind co-operation and useful observations.

1/ The study covers the regular budgets of all the participating
agencies of JIU (i.e. United Nations, FAO, 1AEA, ICAO, 1LO, IMO, 1TU, UNESCO,
UNIDO, UPU, WHO, WIPO and WMC).

/.'.
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II. BUDGET POLICY AND STRUCTURE (i1."le 1)

A. General characteristics of the budgets of the organizations

10. Budget policy concerns the course of action which the organization may
adopt. As to which budgeting techniques should be adopted is a matter of

budget policy. However, budget policies and budgeting techniques are
inter-linked. Budgeting also depends on many aspects of the organizations such
as the size, mandate and structure. Table 1 illustrates general

characteristics of budget policy and structures of the organizations of the
United Nations system. Generally speaking, the budgets of the organizations
could be divided into two groups by size. While the United Nations and five
of its specialized agencies (FAO, ILO, UNESCO, UNIDO and WHO) share similar
characteristics, the budgets of the others (IAEA, ICAO, IMO, ITU, UPU, WIPO
and WMO) are diverse.

(a) Medium-term planning

11. A medium-term or the equivalent plan should constitute the principal
policy directive for budgets or programme budgets. KMedium-term plans or other
statements setting out longer-term objectives should serve as a basis for
budget formulation. Medium-term planning has not been generally adopted as
such by many organizations, although most of them do have a document setting
out medium-term or longer-term objectives. Table 1 indicates different periods
of plans which are on a “rolling basis" (i.e. being extended regularly for a
further period) or on a8 sfixed-horizon basis" (i.e. not extended during the
period covered). Given that medium-term planning is a matter of programming
rather than budgeting, it should not, as a principle, include detailed
financial indications or implications. However, medium-term plan can be a
useful tool for setting a resource level. Some organizations give
indications, and some do not provide any cost estimates at all. ITU and WMO
are very particular in that budgetary ceilings for 8 long-term period are
determined by the Conference and the Congress respectively.

12. In recommending the harmonization of programme budgets and medium-term
plans, ACC 8/ provided principles and objectives, and indicated the difficulty
in seeking harmonization for the medium-term plans, except in general terms.
Whatever the forms of medium-term plans, the Inspector believes that budget
proposals by the executive heads should derive from the decisions related to
longer-term periods, as well as on appropriate action on the part of the
Member States in earlier conferences and meetings of legislative organs.
Thus, the medium-term plan should serve as a framework for the formulation of
budgets.

(b) Budget cycle

13. The larger organizations (United Nations, FAO, ILO, UNESCO and WHO) and
some of the smaller agencies (IMO, UNIDO and WIPO) have adopted a biennial
budget cycle. They all cover the same budgetary period. The synchro-
nization of budget cycles has been thus achieved to a certain extent. The
remaining organizations (IAEA, ICAO, ITU, UPU and WMO) have different budgetary

8/ E/1978/43/Add.2.
/-oo




periods and budgeting cycles. IAEA has annual budgets within a biennial
programme period; ICAO has also annual budgets but within a three year
budgetary period; ITU and UPU have annual budgets within the ceiling of a
longer period determined by the Plenipotentiary Conference (for a minimum
period c. five years; currently for seven years) and the Congress (for a
period of five years) respectively; and WMO's budget is biennial within a
four-year budgetary period.

(c) ~ypes of budpet (programme budget or object-of -expenditure budget)

14. Two main types of budget are used in the Unit:d Nations system: (i) the
object-of- expenditure budget; and (ii) the programme budgat. While the
first type provides forecasts of expenditure required to implement progranmes
during a given period by the object-of-expenditures (e.g. salaries, travel,
equipment), the second provides resource allocations by specific progranmes
and sub- programmes and generally orovides succinct workplans and indications
of pr.orities. In this latter type, information on object-of-expendit re is
also provided.

15. The development of programmes and activities of the organizations has led
to the presentation of budget documents indicating more realistically proposed
progranme activities and their financial implications. JIU produced several
reports and formulated reconmendations to this effect.

16. As Table 1 indicates, eight organizations have progranme budgets, most of
which are fairly well structured. However, improvements could be made, in
particular, by UNIDO, since its programme budget i3 so far rudimentary in the
sense that it does not provide sufficient information on plianned outputs. It
is recommended that_ orpanizations which do not have programme budgets review
the possibilities of their introductivn, and that puropramnme budgets be

the budgets. They should report to their poverning bodies on the outcome of

their review. As CCAQ pointed out 9/ in 1978: “The budgets also serve among
other things as instruments for progranme and financial control within the
organizations during the implementation period. For the publiec, for

governments and for the organs concerned with central analysis and
co-ordination of the activities of the system, they are an important source of
programme and financial information.' A satisfactoty programme budget is the
product of a fully fledged progranme planning, budgeting and evaluation system
within the organization.

(d) Unit account (budget currency)

17. Budgets of the organizations are usually expressed in United States
dollars, except in five organizations: IMO based in London, in pounds
sterling; and 1TU, UPU, WIPO and WMO, based in Switzerland, in Swiss Francs.
The greater the proportion of expenditure of these organizations made in the
budget currency, the lesser the risk of budgetary losses for currency
fluctuations. A number of organizations which have adopted the United States
dollar as the budget currency are located outside the United States and expend
the greater part of their resources in currencies other than the dollar. 1In
these cases, the instability of the dollar hds led to problems of money
management. Some organizations (TAEA, 1LO, UNIDO, UNESCO) have found measures
to protect themselves from substantial current fluctuation problems. (For
details, see Chapter VI.)

9/ CCAQ/FB/R.15, Annex 1II1, p.3.
/'0.




(e) Full and semi-full hudgeting
18. "Full budgeting” is defined as the inclusion in budget estimates of all
increases in costs (staff remuneration, expenditure cn goods and services)
expected to occur in the course of the budgetary period, taking full account
of inflation forecasts (see footnote, Table 1). In the case of ITU and UPU,
such increases are not included in their annual budgets, but they are
compensated within the overall ceilings determined by the Conferences and
Congress respectively, With ‘“semi-full budgeting", budget estimates include
only cost increases likely to occur in the first half of the budgetary period,
thereby leaving the expenditure resulting from the cost increases occurcing
during the remaining part of the period to be absorbed within the limits of
the budget by means of savings on various budget compo’ents. Full-budgeting is
based on the conviction that there must be correspondence between the budget
and programme, both of whichr are approved by the legislative bodies. This
enables the executive heads to implement the entire programme, as far
as increasos in costs do not substantially exceed the hypotheses on the basis
of which the budget was drawn up. Semi -full budgeting is based on the
assumption that some activities may be implemented by less costly modalities
of action and that others may either be cancelled due to external factors or
implemented only in part with reduced resources. In .jew of the probable
evolution of salaries and the cosis of goods and services, this method thus
tolerates a possible deficit to remain in the budget or a gap between the
approved allocation and *%»e cost of the programme. Where the United Nations
General Assembly hat ,«t to take decisi-ng on recommendutions from the
International Civil Service Commission or the United Nations Joint Staff
Pension Board on items of the Common Syscem affecting staff costs, Geneva
based organizations wcither make no provision for them in the budget or
identify them as conditional items.

19. In connection with its consideration of the effects of currency
instability and inflation, the ACC has reaffirmed its position in favour of
full -budgeting (A/C.5/1622, para. 12). CCAQ expressed its continuing belief
that this method was the most consistent with both biennial budgets and
programme budgets 10/.

20. Table 1 indicates that this principle is virtually applied by all the
organizations. The only exceptions are IJAEA and WNO. IAEA has an annual
budget. “FlexibiliLy clauses" of WMO mean the authority of the
Secretary-General given by the Executive Committee in the form of budget
resolution to incur expenditures, within a limited amount, resulting from
specific reasons mentioned in the resolution.

21. Although the terminology and definition vary, many organizations have the
possibility of making revised or supplementary estimates (see Table 3),
whereby the secretariats submit to legislative organs, whenever required,
proposals for financing additional expenditure which was not anticipated and
not covered by the original budget. The "flexibility clauses” of WMO also
fall into this category. Some organizations make a distinction between the
financial years (budgetary or off-budget years). Supplementary estimates or
appropriations can be authorized to finance extra expenditure, in the case of

10/ CCAQ Handbook, section 16.3, p. 31.
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necessity, without modifying the approved budget. It should be pointed out,
however, that, despite the existing authorily and relevant provisions, some
organizations (IAEA and WHO) do not use them as a policy, and some others
cannot use them for practical reasons. For example, at FAO, such
supplementary estimates are authorized by the Conference which meets only
every two years.

B. Budget presentation

22, The ACC recommended that the programme budget follow a common presentation
structure comprising the following elements, preferably in the same rder 11/

(a) table of contents;

(b) 1list of abbreviations;

(¢) introduction by the executive hecad,
(d) ~xplanatory notes;

(e) summary tables;

(f) draft appropriation resolution;

(g) programmz narrntives and tables;
(h) information annexes.

The ACC provided guidelines on (c), (d), (e), (g) and (h) in order to develop
a common budget structure and presentation formats, 1including tabular
presentation on financial data. These guidelines cover also the presentation
of medium-term plans.

23. Teable 1 gives some indications on certain aspects of budget presentation.
With regard to elements mentioned in paragraph 22, a common structure has not
yet been established in the system, and budget presentation formats are far
from jdentical. Furthermore, ACC guidelines have not been applied as had
been regquested.

24. The harmoniczation and standardization of budget presentation formats have
been reiterated a number of times, ‘n particular by inter-agency bodies for
co-ordination, such as ACC, CCAQ, AL ABQ, etc. On the same occasion, as in
paragraph 16, CCAQ indicated that the issue of harmonization of presentation
arises primarily in respect of the functions of budgets as an important source
of programme and financial information, which should be provided to
governments and the organs concerned with central analysis and co-ordination
of the activities of the system. Given that the governments should take a
position on the basis of various budgetary proposals of the organizations (see
Chapter IlI and Table 2), further efforts should be made to present budgetary
proposals and budgets so as to provide comparable and transparent information
on the activities of the organizations.

11/ E/1978/43/Add.2.

/oos




C. Budget structure

25. The structure of budgets of organizations largely depends on the type of
budget. In cases where programme budgets have been adopted, the programme
structure is one of the determining factors for the budget structure.

26. The column on "Programme structure” of Table 1 shows different programme
levels which are indicated in budget documents. With regard to the programme
hieracrchy, four levels ate identified for the sub-division of tie
organizations' overall programmes (major programme, programme, sub-programme
and programme element). Not only do these levels tend to vary from one
organization to another, but also the programme narratives focus on different
progranme levels in budget documents. Where fully-fledged programme planning
systems are lacking, the "programme structure' may be simply a label placed on
a8 pre-existing organizational structure.

27, Referring to Table 3, the column on "Appropriation structure" reflects the
diffevence in the structurve of appropriations and budget. 1t also indicates
that the budget structure of come organizations corresponds o the administra-
tive division of their secretariat, and the budgets of some others ate only
prepared on the basis of the programmes.

28. With regard to organizations which have not adopted programme budgets, the

budgets focus on objects of expenditure, the division of which varies from one
organization to another.

[oe
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1II1. BUDGET PREPARATION AND SURMISSION PROCEDURE (Table 2)

29. The budgetary process cousists of several stages: prepavation (including
informal consultation) decision making, implementation, monitoring, evaluation
and control. This study focuses on the preparation phase. Budget
preparation is undertaken flrst by the secretariat in the form of budget
proposals which are submitted to the appropriate executive and legislative
bodies for examination and approval. Before this stage, a prroup or committee
on budgetary and financial matters, which usually consists of experts or
governments' delegates, may receive the budget proposcls and make
reconmendations to the legislative bodies concerned. Table 2 indicates
different preparation and submission procedures of the organizations.

A. Budget preparation procedures by the secretariats

30. Responsible offices: Usually budget divisions or sectlons are responsible
for the preparation of draft budget proposals. To this end, in cases where
programme budgets atre used, programme managetrs and the departments concerned
are requested to present Lheir proposals on the basis of their planned
programming for the forthcoming budgetary period, taking into account the
existence of internal directives setting out management's budget policy, and

the rvesults of internal programme and budgetary review committees. In
organizations with object-of-expenditure budgets it 1is essentially the
responsibility of budget divisions to develop the costs, gathering information
as required from a multiplicity of sources. The collected information is used
as a basis for the construction of the whole budget within the framework of an
overall budget policy. Thus, in both cases, the costing of proposals in
money terms 1{is developed centrally by budget divisions. Calculation of
projected cost increases and effects of exchange rates, us well as adjustments
to these rates, are also their vesponsibility.

31. Preparation cycle: Although budget preparation is an interactive process,
the cycle for the preparation usually corresponds to the budgetary period of
the organizations, The types of preparation differ from one organization to
another depending on budget submission procedures (see Section B), In some
organizations (United Nations, UNESCO), the procedures are distinct for 'off
budget years" and ‘'budget years", and tequire the secretariat to provide

different backgtround documents. However, generally speaking, the
secretariats start preparing budget estimates rcegularly one or two years
before the beginning of the budgetary period. In cases where supplementaty

estimates are made, since a budget analysis is made annually (e.g. a
performance review of the United Nations) budgeting is almost an annual
exercise, despite their biennial period.

32. Methodologpy: The ACABQ expressed its belief in 1its report that
"notwithstanding variations 1in budgeting practices, a clear and concise
explanation of the methodology used in formulating the estimates should
be readlily available, perhaps in the budget document itself™ 12/, While the

12/ A/39/592, para. 17. See also E/1978/43/Add.2, para. 16, y
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organizations do provide some overviews of their methodology in this regard,
not many of them are designed to explain technical aspects, but only to
indicate the results of this exercise. In an effort to reduce documentation,
some organizations (e.g. UNESCO) provide detajled technical explanations to
the governing bodies in the form of information documents accompanying the
principal budget document,

33. There .re "cost" and “programme” increases. The former comprise cost
increases due to the effects of currency instability and inflation, together
with "statutory" Iincreases. The details of methodology for establishing
budgetl estimates will be examined in Chapter V. The budget estimates should
indicate both the real growth and cost increases (decreases). The rate of
real growth, for budgetary purposes, which is the ratio as a percentage of net
increases (decreases) at the budget rates requested, 1is arrived at by
excluding the increascs on account of inflation foreseen for the ensuing
budgetary perlod, ana increases or decreases due to depreciation or
appreciation in the value of budget currency.

B. Budget proposal submission and approval procedure

- ———

34, Column two of Table 2 illustrates different procedures for budget proposal
submission and approval. The budget proposals prepared by subsidiary organs,
after submission by the secrotariat, are adopted by the supreme legislative
organs of the organizations, where all the Member States are represented.
Consideration should be glven to involving the Member States, at an early
stage, as was decided 13/ for the United Nations budget outline. More
specifically, the Secretary-General submits the "outline" fos the following
biennium containing indications on several aspects, which will be examined by
geveral committees (CPC, Fifth Committee and ACABQ), through which the Member
States can participate in the budgetary preparation from its early stages and
throughout the process. FAO has also introduced on an experimental bas!s,
the practice of an Outline Programme of Work and Budget, submitted to its
Programme and Finance Committeces. Moreover, its summary budget is circulated
among member nations for advance consultation, which is unique compared to
other organizations. The ILO also has introduced a process of prior
consultation with its Governing Body on the [lnancial psrameters and main
programme themes of the next programme and budget before work is commenced on
the preparation of proposals.

35. Some other organizations also include in their procudures the involvement
of Member States. UNESCO has in the past sent gquestionnaires to Member
States to obtain their views on the programmes and activities to be proposed
for Lhe next blennium. Preliminary estimates are then drawn up and submitlted
to the Executive Board for examination. A final draft budget 1is then
proposed by the Director-General. UNESCO has a procedure whereby individual
Member States or groups of States may submit draft resolutions containing
proposed amendments to the draft report. Given that the secretariat appends
its comments to the draft programmes and budget, siice these draft
resolutions, which can be numerous, are translated Jnto all official
languages, the procedure implies significant costs. ICAO sends the draft
programmes and budget to Member States for comments before the final
preparation of budget proposals. At WIPO before proparing the draft programme

13/ General Assembly resolution 41/213, Annex I y
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and budget for each blennium, the Director-General sends e clircular ‘o
governments of Member States of WIPO and/or th. Paris and BRerne Unsons,
inviting them to communicate to him their wishes to see any activily included
in the draft programme. Most of the suggestions recelved are explicitly or
implicitly covered by the draft programme that is prepared. These more or less
formalized procedures seom somewhat cumbersomec and also expensive. Therefore,
the Inspector favours a more informal approach with Member States, which is
already applied effectively in a number of organizations, such as JAEA and
UNIDO.

C. Group or committee on budgetary and financial matters

36. All the organizations have committees on budgetary and financial matters,
in one Yorm or another, which review budget proposals by examining the details
of basic programmes and activities. It is noted that such committees of most
organizations are composed of governments' delegates (including delegates of
employers' and workers' groups in the case of ILO) who will also take part
later in discussions on budget at meetings of legislative organs.

37. With regard to the ACABQ of the United Nations and the Finance Committee
of FAO, the composition is different. The members of ACABQ serve as experts
in financial and budgetary matters in their individual capacity, rather than
as delegates of governments. Similarly, the members of FAO Finance Committee
are individuals with special competence and experience in administrative and
financial malters, while representing the Member Natlions elected to the

Committee. The examination of budget documents, which are wusually
voluminous, requires intensive work and adequate judgement. It is the
opinion of the Inspector that budgetary procedures should involve technicsl
intervention by a small group of experts. Such a budgetary examination

exercise could efficiently contribute to the development of clear and
transparent budgetary procedures and decisions.

38. Such experts' groups should be limited in the number of members. The
fact that the Finance and Administrative Commission of the Executive Board of
UNESCO is composed of the same number of members (S51) as the Board seems
inadequate. Therefore, the Commission cannot perform the functions as
efficiently as small groups of experts. For this reason, the Commissjon has
seen it necessery on many occasions to constitute small working groups from
among its members to bring together different positions on difficult
questions. Ad _hoc expert groups have also been involved in reviews and
reforms of the Organization's budgeting techniques. On the other hand, FAO
has the Finance Committee composed of nine members and the Programme Committee
composed of eleven, who are representatives of the Member Nations elected to
the respective Committees by the Council for two years, and who are
individuals with special competence and experience in the technical matters
with which these Committees deal. The Director-General's budgetary proposals
are reviewed by the Finance Committee with regard to their financial
implications and by the Programme Committee from the aspects of the content
and balance of the proposed programmes, co-ordination, and priorities. Both
Committees have the possibility to meet jointly. The Inspector is convinced,
from his own experience, that such sub-committees to the governing bodies
composed of & limited number of independent experts serve the organizations
:he best. It is, therefore, recommended that_ organizations establish & small
group of experts on budgetary, financial and programmatic matters in order to
efficiently examine budget proposals and related guestions.
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IV. DEFINITIONS AND FUNDAMENTAL ELEMENTS FOR
SOME BUDGETARY AND FINANCIAL TERMS

39. The CCAQ lssued & glossary of financial and budgetary terms (see parsa. 1)
in response to General Assembly resolution 2150(XXI) of 4 November 1966, which
called for a standard nomenclature of budgetary and financial terms to be
adopted and followed throughout the United Nations system 14/, This chapter
will examine how several of these terms are used in the organizations.

A. Appropriations (Table 3)

40. Appropriations are used in the same sense in virtually all organjzations.
Appropriations are approved, usually by resolution, by the principal
legislative organ of each organization. At  JTU, the Plenipotentiary
Conference of 1982 concluded the Convention which, inter alia, determined the
cellings of the expenditures for each year of the period 1983-1989. On the
basis of this, the Administrative Council approves annual budgets. Similarly,
the WMO Congress, which convenes every four years, also places a ceiling on
expenditure. Authorization is given to the Executive Council to approve
appropriations, for each of the two biennia comprising the budgetary period,
without exceeding the amount voted by Congress.

41. Each executive head ijs authorized to make transfers belween budgetary
sections. Authorization may be conditional wupon prior approval by the
appropriate legislative organ. In addition, executive heads are authorized to
make, without prlor approval, transfers within appropriation 1lines or
sub-headings.

42. Appropriation structures reflect the types of budgets and activities of
each organization: for thouse organizations with programme budgets, the
structure largely corresponds to their major programmes; for those without,
appropriations are structured on the basis of administrative divisions or on
the objects of expenditure.

43. With regard teo the content of appropriation resolutions, organizations
with programme budgets provide a summary of programmes, and the appropriations
are voted according to programme subdivisions. With objects-of-expenditure
budgets, the appropriations are adopted according to the types of goods &nd
services for which specified expenditures are authorized. Approving bodies
when adopting appropriation resolutions, only teke note of the work plan.
Since, however, the work plan forms an integral part of budget, the
appropriation resolution should relate not only to resource levels. but also
to the corresponding programme and to the results expected to be achieved.
Moreover, to facilitate the comparability of budgets of the organizations,
gross flgures shculd be used, rather than those resulting from the subtraction
of other income.

14/ A/6343, para. 59(c)
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B. Assessments (contributions) (Table &)

44, The United Nations, through its Committee on Contributions, has developed
a scale of assessments based on several criteria. This 1is determined
periodically on the advice of the Committee on Contributicns. Many
organizations develop their own scale by adjusting the United Nations scale of
assessment to take account of the characteristice and mombership of tLheir
organizations. For example, at ICAO, the United Nations scale constitutes 75
per cent, and aviation importance 25 per cent, the latter being measured by
international air scale. At IMO, the United Nations scale counts for just 10
per cent, with 90 per cent based on merchant tonnage.

45, ITU, UPU and WIPO have a system of contributione, whereby Membar States
choose voluntarily the class of the scale of contributions they wish to pay.

46. The contributions which Member States should pay are generelly composed of
the total appropriations, minus estimated miscellaneous income. IJLO, ITU and
UPU, however, assess Member States for total budgetary appropriations without
deducting miscellaneous income.

47. In deducting the miscellaneous income, some organizations use "estimated"
figures, and others use the realized miscellaneous income. This practice of
deducting the estimates of miscellaneous income in order to errive at
assessments mauy be questioned, since such estimates may not be reliable due to
the uncertain flow of contributions and fluctuation of exchange and interest
rates. Or, such forward estimates should be moot conservative, to avoid cash
deficits that arise when the estimated miscellaneous income deducted from
assessments is not realized. At WHO, the decuction in miscellaneous income
is based on the actual amount of funds available in its casual income account
at the time of taking appropriation resolution. In the case of ILO, uny cash
surplus for a blennium is deducted from the assessed contributions for the
second following year of any Member States which have paid their contributions.

48. With regard to the annual amount of payment, it is the responsibility of
Member States to make the necessary arrangements in their own budgetary period
in order to effect their payment of contributions in accordance with the
relevant financial rules and regulations.

49. One of the recurrinz problems facing practically all organizations is that
of non-payment and late payment of contributions by Member States. To deal
with this problem, two possibilities may be envisaged.

50. First, an "“incentive prompt payment scheme" of contributions which was
recommended by JIU in its report on Cash Management (A/21/649) could be
established to the extent possible. Many organizations (FAO, JCAO, J.0, INO,
UNESCO, WHO and WMO) have already introduced such a scheme. Incentive schemes
are being kept under continuing review. The Inspector is still confident that
such a system would effectively contribute to reducling the liquidity problems
of organizations.

51. Secondly, to meet liquidity problems, mainly stemming from the late or
non-payment of assessed contributions, the Introduction of a "contingency
margin" #*ould seriously be considered. Such a contingency margin was
implemented in UNIDO for the biennium 1988-1989. The extract of the related
resolution (UNIDO resolution 22) is as follows:

/oo
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“{e) Decided that, from the total amount of the 1988-1989
appropriations, an amount representing 15 per cent of tnose
appropriations shouvld be kept in reserve by the Director-General,
pending receipt from Member States of thelr &assessed contributions";

This implies that only 85 per cent of the programme budget appropriations can
be utjlized. It is only when more contributions have been paid that further
programmes can be implemented, depending on the amount received. Similar
though differently worded provisions were agreed upon by WHO for the years
1986-1987 and 1988-1989, and also for 1CAO. The percentage “or the
contingency margin could be determineda on the basis of the average
long -standing late payment and non-payment of contributions over the last
three to five years. This procedure could encourage Member States to pay
their contributions on time, which would be beneficial to them on the one
hand, and would lead from the outset to a deairable setting of priorities or
even "post-priorities" on the other.

52. Setting such a "“contingency margin" does not mean an jmpedizent or
restructuring of an approvaed budget by the secretariat. It would simply have
the effect that the cexecution of the approved budget follows the avallability
of the necessary resources. The lack of necessary resources to execute the
budget as planned would in any case force the secretariat to set priorities
(i.e. the execution of programmes on a selective basis) and/or to take
decisions to delay programme implementation. It is interesting that, in the
case of FAO, as a measure to deal with serious liquidity problems, its Council
approved a set of programme adjustments in ielation to the Programme of Work
and Budget 1986-1987 which had been approved by the Conference tu yield total
savings of $US 25 million. Some organizations put forward reservations about
such a method due to practical reasong, by emphasizing that the contingency
margin may even negatively affect the willingness of Member States to fully
pay their contributions in anticipatirg such & margin. In UNESCO, the
Executive Board recently dismissed a similar proposal presented by a Member
State because of its nume:r us legal, constitutional and prog:ammatic
implications. Given the difference of opinions, the Inspector hesitates at
this stage to recommend generally the establishment of a contingency margin,
combined with an incentive scheme. However, he recommends close observation
of the_ experience gained by organizations which _have epplied this method and
to consider the possibility of the introduction_of such a method, after having
discussed this within the CCAQ (FB).

C. Staff assessment (Table 5)

53. Budgetary presentation: The United Nations, FAO, UNIDG and WHO, among the
larger organizations, present their budgets on the basis of both gross and net
salary scales. Two of the larger organizations, ILO and UNESCO, and all the
smaller organizations make budgetary presentations on a net basis only.
Budgets, though not presented uniformly, &re nevertheless comparable in the
sense of having net salary scales as a common denominator.

54. Financial arrangements (assessments): As to the method of assessing
Member States, all organizations do so on a net basls, i.e. exclusive of staff
assessment, including the United Nations where only the largest contributor is
assessed on a gross basis (sce Table 5).

55. Tax reimbursement arcsppements: The organizations which both present
their budgels and ussvss their Member States on a net basis, i.e. ILO and the
smaJler organizations dc¢ not have Tax Equalization Funds (TEFs). They
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nevertheless do have accounting mechanisms needed to handle all financial
transactions concerning income tax rveimbursements to staff membetrs and
payments related thereto by the Member States concerned, purposes for which
the TEF is basically designed.

56. Of the others (FAO, UNIDO, the United Nations and WHO) which make similar
budgetary presentations (i.e. both on a gross and net basis) and assess their
members on a net basis, UNIDO does not maintain a TEF but does have accounting
mechanisms akin to those desccibed in parvagraph 55 which it considers
sufficient for its purposes.

57. The maintenance of TEFs has had to be introduced for the sole purpose of
accommodating the payment of taxes in respect of salaries of international
civil servants which should, in principle, be free of national taxation. If,
however, some Member States continue to require those of their nationals who
are international civil servants to pay national income taxes, they should
compensate timely the entive costs of administering these special
arrangements, especlally the relevant staff costs, costs which are now shared
by other Member States who have met their international obligations in this
regard. This suggestion is recognized in part by the latest Tax Reimbutrsement
Agreement between one Member State and two organizations which do not maintain
TEFs (WMO in 1987 and WIPO in 1988). The agreements 15/ stipulate that this
State "shall deposit at the earliest possible date each year a sum sufficient
to cover all tax reimbursements paid in vespect of the preceding tax year" and
that "subject to the availability of funds™ this State and the organizations
concerned "may agrec to a reimbursement for such reasonable and necessaty
expenses as the organization may incur in connection with the implementation
of the adnministrative procedures required to carry out the provisions of the
Agreement". The Inspector reconmends that in ai:l cases the Member States
concerned should make an _advance payment sufficient to cover the estimated
income taxes payable and the costs of administering these arrangements.

D. Working Capital Fund (WCF) (Table 6)

58. The purpose and amounts of WCFs are established &end determined from tine
to time by the legislative bodies of the organizations. Originally, in most
organizations (except 1LO and 1MO), the purpouse of a WCF was solely to finance
expenditure of the repular budget, pending receipt of assessnd contributions
which atre mostly due in the first month of the budgetary year. Besides 1TU
and UPU which do not have WCFs, most of the others have considerably enlarged,
over the years, the scope of their WCFs. Such purposes include financing
unforeseen and extraordinary expenses or other authorized expenses, making
reimbursable loans to meet additional expenditures arising from exchange rate
movements, and compensating any loss as a tvesult of currency fluctuations.

59. The WCFs are funded mainly by '"advances" of, or "assessments"” on, Member
States in accotrdance with the scale of contributions. Such payments stand to
the credit of the respective Member States.

60. As mentioned above, 1TU and UPU have no WCFs of their own. They obtain
their working capital, if necessary, as temporary advances from the Swiss
Federal Government and are required to pay interest on such advances. With

their special system of contributions (see para. 45), together with the levy

15/ See ACC/1987/FB/R.7; ACC/1989/FB/R.S.
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of interest charges on late payments, the Member States of these orgarizations
are more easily disposed to pay timely than those with a system of assessed
contributions. Moreover, they can avail themselves, in emergeincy cases, of a
kind of credit line with the Swias Federal Government,

61. In evaluating the desirable leveis of WCFs, several factors should be
taken into account:
- the objective of the WCF;
- other types of "reserves" such as special funds for currency
fluctuation effects and/or inflations; and
- authority to borrow.

62. In some organizations, long-standing late payments or non-payments of
Member States' contributions are debited to the WCF. This prac.ice places an
additional burden on those Member States which do pay their contributions.
Rather, the budgetary provisions for expenditure should be adjusted
accordingly.

63. Payments into the WCF over and above "advances" and thelr subsequent
crediting to the organizations do not seem appropriate. The same applies to
the JILO's provision for automatic replenishment of the WCF through statutory
contributions from Member States in the second year after a drawing from the
fund. Its WCF may be used not only to finance budgetary expenditure pending
receipt of contributions or other income, but also to cover such financjal
contingencies as the effect of exchange rate adjustments (Part 1V Effects of
Exchange Rate Adjustments) inflation in excess of the level provided for in
the budget salary increases arising from decisions by external bodies and
other similar items. However, the WCF has not been used to finance any
contingency except for the purposes of adjusting effects of exchange rates
since 1981.

64, In the opinion of the Inspector, the WCF should be used mainly to bridge
short-term cash flow problems, resulting from late payments of assessed
contributions. Bearing in mind other financial provisions for each
organization, the WCF should not represent, as a principle, more than
one-twelfth of the overall level of the regular budget for one year, or
approximately 4 per cent of a biennial budget (in the cages of other budgetary
periods, to be calculated accordingly). In fact most of the organizations
fit within this margin.

E. Reserve accounts and funds (Table 7)

65. Reserves (other than WCFs) exist because organizations consistently face
financial difficulties caused by unbudgetdd and underbudgeted costs,
inflation, currency exchange fluctuations, and other unforesceable budgetary
risks, all of which may not be able to be met by savings during the execution
of the approved budget.

66. As a general rule, such unforeseeable or under-budgeted expenditures
should primarily be met by savings, or as a last resort by a supplementary
budget, since obtaining approvel for a supplementary budget is admittedly a
complicated and expensive procedure for the organizations, as well as for

Member States.
-
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67. There are three types of sources of funding for these reserves (i) as part

of appropriations; (11) interest pgenerated from the Investments of tLhe
regular budget resources; and (iil) separate provision of funds outside the
regular budget. Whether organizations should have additional accounts or

funds for reserves or not is a highly controversial matter, particularly
during the periods of unexpected inflation, erratic currency movement and the
lack of willingness to pay assessed contributions. It will be noted from the
Table that several organizations (IAEA, UNESCO, UNIDO, WIPO, and WHO) manage
to function without such accounts or funds, even if suthorization to create
such reserves does exist.

68. An interesting casc in this respect may be INO. This Organjzation
switched its budget currency from the US dollar to the sterling pound with
effect from 1 January 1988, since more than 85 per cent of its expenditure is
in sterling pounds. At the same time its Exchange Reserve Fund was merpged
into the WCF, obviously because the change of budget currency no longer
justified such & separate reserve. The scope of this WCF was then enlarged
to cover the reduced exposure to exchange rate fluctuations. The other
functions of the WCFs were maintained, thereby the level of its WCF related to
the budget level being now the second highest in the system

69. Another special case is the United Nations. Apart from its Special
Accounts (see the table), the forty-third session of the General Assembly
established the Contingency Fund in order to cover additional programmatic
requirements which were not included in the approved programme budget. This
contingency fuad is not @ reserve by definition, and will be included as a
part of the appropriation resolution. However, with a view to establishing a
reserve to cover additionsl requirements due to currency fluctuation,
non-staff costs, inflation and statutory cost increcases for staff, the
forty-fourth session will consider the formulation of procedures for the
operation of such a reserve.

70. In these circumstances, whatever their forms and sources, all special
reserve accounts and funds for unforeseen expenditure in the regular budget
should be considered in the context of each agency's circumstances and limited
to a minimum in organizations where alternative mechanisms such as
supplementary estimates are readily available, or whose budgets include
budgetary lines to cover unanticipated additional costs, particularly when
these resources are provided on top of a broad scope of WCF. The
establishment of reserve funds and accounts is closely related to other
facilities, such as WCFs, surpluses and external borrowings as measures to
deal with cash shortfalls. Nevertheless, it is clear that the use of these
funds and accounts depends largely on the full and timely payment of assessed
contributions by Member States. If they fulfil their financiel obligations,
the need for such funds and accounts would be very limited.

F. Surplus (Table 8)

71. The relevant financial rules and regulations do not always include a
precise distinction on "budgetary" and "cash" surplus. As a general rule,
once the contributions are paid according to the appropriation resolutions,
budgetary surplus occurs |If appropriation exceeds total expenditure in
implementing the approved budget. Therefore, cash surplus is realized mainly
as a result of budgetary surplus. In addition, cash surplus is also generated
from other factors (usually budgeted 3s other or miscellaneous income) such as
interest on investments, exchange gains, sa).s of publications, donations, etc.
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72. The remaining balance of the appropriations is usually surrendered on an
individual basis to contributing Member States in accordance with the scale of
agsessments, after having liquidated all obligations and any arrears of
contributions for the budgetary period concerned. In most organizations,
Lhese credits are deducted from the assessed contributions for the following
budgetary period. In this context, the [LO's practice of holding surplus for
subsequent crediting to the Member States represents a different example.

73. Obviously, for statutory or other reasons, most organizations retain cash
surplus In a speclal surplus account for a certain period of time after
closure of the respective budgetary perlod. This delay in the distribution
of cash surplus to Member States is linked to a time limit which in most cases
is twelve months. Some organizations (FAO, IAEA and I[MO) distribute cash
surplug in the calendar yesr following the year in which the audit of accounts
is completed, or even the first day of the calendar year concerned at FAO.
Other organizations (ILD, UNESCO, UNIDO, WHO, WMO) distribute these credits on
expiry of a twelve month period to Member Stal.s which have fully paid their
contributions on the conditions mentioned in Table 8. (At the United Nations,
in view of {ts financial emergency, the relevant regulations on the surrender
of the balance of biennial appropriations have been suspended since 1980 (see

Table 8)), In practice, in both cases, the retaining period of surplus comes
almost to the same gince the audit will normally take place in the year
following the end of a budgetary period. Therefore, this procedure can be

somewhut beneficial to the organizations concerned, glven that during the
retaining period cash surplus pgenerated from other sources is normally built
up to be held for the following period.

74. The question could be raised as to whether it is justifiable to retain the
whole cash surplus of a given budgetary period after a relatively long time as
supplementary cash reserve in the organizations. The Inspector is of the
opinion that surpluses should be distributed to Member States in sccordance
with statutory requirements on an individual basis (i.e, by accovnting actual
contributions pa.d) and/or on a pro rata temporis basis, instead of only in
accordance with the scale of contributions which will not take into account
the amount and timing of payments. In this respect, it may be worth noting
the practice of several organizations in compliance with the JIU
recommendation on an incentive scheme for timely payments of assessed
contributions (see para. 50). As cash surplus is confirmed definitively only
after the accounts are closed and the audit completed, and all outstanding
obligations of the foregoing budgetary period are met, it may be useful to
examine the possibility to release a reasonable percentage or amount of the
accumulated surpluses, immediately after the end of the budgetary period, to
those Member States which have fully paild their contributions for this period
and de not have any arrears. As a general budgetary principle, surpluses
should be accounted for in gross terms without any reductinn by offsetting
them against other unrelated additional expenses.

75. With regard to JPU, ITU and WIPD (see, however, differential concernins
the different wunions of WIPO), surpluses will be transferred to their
regpect ive reserve accounts.

G. Miscellaneous income (Table 9)

76. Miscellaneous Income {s defined as income other than regular income (i.e,
assessed or voluntary contributions) and is therefore a part of surplus. In
some organizations it is called "casual {income" (WHO, although its "casual
income" is a much brosder category than Just "miscellaneous income").
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“income othe" than contri,ution" (WIP0) or “occasional income" (UPU). The
main components of miscellaneous income are interests derived from investments
or on bank accounts, gains on exchanges, sales of publications and other
income which may differ from one organization to another. To facilitate the
comparability in the United Nations system, more standardization of the
components of miscellaneous income would be highly desirable.

77. The ILO practice is particular (see para. 63) in that "net miscellaneous
income" (Table 9) is to be paid into the WCF, which is in accordance with its
Financial Regulations.

78, The treatment of miscellaneous income may be examined in conjunction with
the method of making assessments. As was mentioned in paragraph 47, some
organizations deduct “'estimated" miscellaneous income when assessing Member
States. Given that the miscellaneous income represents the income realiczed as
a result of factors mentioned above, this should be treated on the real
basis. In the light of continuing budgetary and financial uncertainties, the
Director -General of FAO proposed in 1986 and 1987, as a possible alternative,
that the miscellaneous income continue to be credited to the income resource
of the Organization and form part of the eventual cash surplus only after it
had actually been earned. This was considered more prudent and more in line
with sound financial practices than the pres:nt practice of deducting an
estimated amount from budgetary appropriations in advance of being earned.
After deliberating the matter fully the Finance Committee of FAO recommended
to the Council that the present practice be discontinued as soon as a cash
surplus materislizes in a future blennium. At its November 1988 session,
however, the Council requested the Finance Committce to keep the matter unaer
review, mainly because the proposed change in current practice would entail a
one-time increase in the level of the net payment for assessed contributione
from Member Nations. The Inspector is none the less of the opinion that, as
long as the financial and budgetary stringencies in the United Nations system
pertain, the proposal made by the executive head of FAO seems sound.

H. External] borrowing facilities (Table 10)

79. All organizations except IMO, UNIDO, and WHO have the authorization to use
external borrowing facilities, In the case of ICru, ceilings are fixed on
the triennial basis. The forms of these facilities range from short-term
loans from commercial banks to the jssuance of bonds. ITU, UPU and WIPO have
a long-term agreement with the Swiss Government for loans to be granted under
special circumstances. In practice, not many organizations (United Natjons,
ILO, ITU) have utilized this authority, which was used only for short periods
of time.

80. The programmes of the organizations arv to be financed by assessed

contributions of Member States. These resources may be backed up by the WCF,
for short-term late payments, and the "contingency margin" (see pera. S1),
wherever it exists, for contributions outstanding for a long time. Under

special circumstances, urgent measures could be taken to reduce programmes, by
delaying the implementation of programmes, cutting down administrative support
costs, etc. In case of absolute necessjty, additional requirements could be
financed through a supplementary budget and related contributions. Where
exceptionally this possibility does not exist (sce para. 21), the borrowing
could be envisaged as a last resort. In such a case it would seem only fair
and appropriate if Member States, which are responsible for this emergency
situation because of their late or non-payment of contributions, should share
the cost for such a measure, ji.e. the interest for borrowing and other related
charges on a pro rata temporis basis and accordinp to the scale of assessment.
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V. BUDGET INCREASES (DECREASES) (Table 14)

81. Table 14 comprises programme increases (decreases) as well as other cost
increases (decrvases). Cost increases (decreases) arise from (a) statutory
obligations; and {b) external factors, such as effects of inflation and
currency fluctuation. Currency fluctuation and inflation are somewhat
inter -related. In budgeting, however, they should be treated as separate
matters. This Chapter will vxamine the techniques and methods to establish
cost lincrease estimates due to inflatior and statutory lncreases, (For
currency fluctuations see Chapter VI.)

A. Technigues and methods used

82. There are two basic means of establishing the basic budget level for the
ensuing period: (a) zero base budgeting: The budget of the ensuing budgetary
period is constructed from scratch, and (b) incremental budgeting: The budget
proposals ror the ensulng budgetary period are built up by adding to and/or
substracting from the current budget base. In the United Nations system there
are no pure or rigorous applications of zero-base budgeting or incremental
budgeting, but this report uses these terms to describe a general approach for
practical purposus.

83. Many organizations have adopted the principle of zero-base budgeting. The
incremental budgeting is applied by organizations such as the United Nations
and UNIDO. Incremental budgeting gives rise to controversy as to whether the
approved budget can serve as a valld base, since it contsains certain
activities which are not repeated in the ensuing period and since it may have
included some partial provision, which is not sufficient for full operation in

the ensuing biennium, In practice, however, adjustments are made to ensure
the comparablility. The Table indicates that the United Natlons discounts
non-recurrent items, which are treated on & one time basis. Zero -base

budgeting scems more clear and appropriate than the lancremental one, whereby
budgetary proposals are made from scratch, and the estimates are recosted for
the ensuing perlod rather than re-costing the approved budget for the current
period. The question does not arise as to whether the current budget has
been executed to the full extent or not and whether there is an adequate
provision or not for the ensuing period. Some organizetions such as UNESCO
while providing for these adjustments in the budget, do not apportion their
amounts to the individual appropriation lines, These actual adjustments are
carriod out during the course of budget execution by means of specific or
explicit authorizations or instructions contained 1n the appropriation
regolution.

84. Full and semi full budgeting: As alrecady explained in Chapter II (para.
18), under the Ffull budgeting principle, most organizations include in the
budget proposals cost increases which are identified in the preparation of the
budget, to the extent that they cannot be offset by savings arising elsewhere

as cost lecreases, With regard to inflation, JIAEA works on the basis of
gemi tull budgeting, in that it uses price forecasts for those items of
expenditure that follow an index or trend, such as salaries. For other items

of expenditure, such as travel fares, per diem rates, equipment and supplies
coat, utilily prices, etc., actual increases in cost are recovered in the next
budget estimates. This recovery of costs could be called 'catch up' (or
‘catch down').
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85. Re-costing: For comparison of the budget of one budgetary period with
that of the ensuing period, a given level of cost (e.g. US dollar) including
an exchange rate is assumed at the outset. This assumption takes no account
of either fluctuation in the exchange rate or inflation which has accrued
since and which is expected to occur. This is the technique of the constant
dollar.

86. To determine the rate of growth in the budget, which is expressod in
constant dollars, for the ensuing budgetary period, the comparison is made
between the existing and proposed budgets at the same constant cost levels.
Adjustments for changes In costs are made either before or after this

comparison. This is a technique of rec-costing which will ensure the
comparison of two budgets which take account of real growth and costs
changes. This is ample justification for the application of the constant

dollar principle, which permits the identification of real programme growth as
distinct from cost increases.

87. When preparing budget proposals for the ensuing budgetary poriod, various
cost levels may be used:-

(i) the cost levels at the beglnning of the current budgetary period;

(11) the average cost level of the current budgetary period;

(i11) the estimated cost levels at the end of the current budgetary
period, and updated for estimate cost increases for the now budgetary period,
or

(iv) the average estimated cost levels for the ensuing budgetary period.

88. The choice of levels affects the apparent amount of programme growth and
the apparent changes in cost levels. The examples below jllustrate (a)
recosting before the point of comparison between the current and the proposed
budgets; (b) & two-stage racosting procedure, and (c) recosting after
comparison. (The current appropriations are assumed to be at value 100, with
proposed programme increases of two per cent and cost increases of ten per
cent, of which three per cent is within the current period.)

(a) (b) (c)
Recosting tofore Recogting before Recosting after
comparison and after comparison
comparigor
Current budget 100 100 100 *
Current budget
recosted 110 * 103 « -
Proposed budget 112.2 * 105.06 * 102 *
Proposed budget
recostod - 112.41 112.7

* Ppoints of comparison

preference in_ the United Nations system. This has already been applied by
several organizations and has the advantage of providing a clear and objective
picture for comparison. The real growth in applying this method i2 neither
over nor under-stated, since the comparison is shown on a constant cost lavel,

excluding variable factors such as exchange rate and inflation.
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B. Inflationary increases

(a) Forecasting inflation

89. Each organization makes inflation forecasts on the basis of recent price
increases, official inflation and consumer price index. Since the local
consumer price lncrease or index does not necessavily represent the price
increase for the guods and sevvices used by organizations, organizations
usually make item by-item estimates on cost increases. (For details of each
cost, see Section D.) The forecasts need Lo take into account nct only
inflation assumed for the now budgetary period, but also for any differences
betwenn the estimated inflation budgeted for the current period and updated
inflation flgures for the current period. In Geneva it has been a continuing
established practice, endorsed by CCAQ, for representatives of organizations,
or Offices of the United Nations system located therein, to hold a meeting in
order to consider inflation (assumed) for Switzerland in their proposed
budgets, as well as rates of exchange.

(b) Adjustments

90. In vrelation to the inflation estimates projected in the budget,
adjustments may be made during the course of budpet implementation in the case
of unforeseen inflationary increases, if not absorbed. As the Table
indicates, organizations use different methods and means for this purpose if
the inflationary incteases cannot be absorbed, such as supplementavy
estimates, reserve accounts or funds, miscellaneous income, etc.

91. Revigsed estimates or supplementary appropriations: Many organizations ave
givern the possibilities of naking such estimates to request Member States to
approve additional expenditure rvequirements due to inter alia unforeseen
inflation, which was not covered in the original budget (see para. 21). 1t
is a notrmal practice in certain organizations (United Nations, 1CAO, 1MO,
UNLDO and WMO). In the 1nspector's opinion, efforts should be made to
minimize such additional financing.

92.Inflation reserve: As noted from column 3 of the Table, only FAO has a
reserve to cover, inter alia, inflationavy increuses. The Special Reserve
Account of FAO was established to assist in protecting the Organization's
Programmes of Work apainst the effects of unbudgeted extra costs due to inter
alia unforesecen inflationavy trends. 1t should be noted that, if unbudgeted
cost increases exceed 5% of the total effective working budget, the additional
amount will have to be absorbed. This provision has to be seen in a context in
which FAU iy not in a position to request supplementary budgets, because only
the biennial FAU Conference can authorize 3 supplementuary budget.

93.Separate caleulation_of inflationavy increases: As a8 corollary to the
application of the constant dollar, UNESCO calculates budget estimates
sepatvately for rvecosting, for inflation, and four currency fluctuation. This

has tesulted in the establishment of a budgetary provision "Part VII:
Anticipated Cost lIncredses”™ which specifically covers inflationary cost
increasns., Estimates for inflation for an ensuing budgetatry period are,
therefore, not incotvpurated in the individual items of experditures but are
calculated and included in the approved budget under this Part, which will
later, if necessary, be distributed to appropriation lines with the approval
of the Executive Boatrd. For the budgetatry transparency, this technique of
independent calculation of inflation costs seems appropriate and useful.
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94.At ICAO, "Part VI: Contingencles" makes a provision for cost lincroase
estimates on the basis of the previous triennium. The estimates for Part I to
Part V are presented at salary, allowance and price levels in offect al the
time of final preparation of the estimates (l.e. in ocarly 1986 for the

triennium 1987-1989). If, however, there has been an Increause since Lhat
time, the effect will be taken into account in establishing a new level of
costs, from which antlclipated cost increases are projected. ICAO's separate

budgetary provision to meet contingency cost Increases scems particularly
satisfactory, given that it has to project cost increase estimates for Lhreoe
year periods.

95.Absorption: In several organizations, the effect of inflation on
expenditure other than that related to salaries and allowances, which arc of &
“statutory" nature (see Section C), during any given budgetary period must
simply be "absorbed", to the extent possible, within the maximum cxpenditure
approved for executing programmes, More specifically, to "absorb" means to
make use of savings in programmes, otherwise to reduce (real decrease)
programmes and activities for the budgetary period concerned. Although WHO
used to make recourse to supplementary estimates, it discontinued this

practice by introducing casual Income. Thus, If cost savings occur, they are
re-} -ogrammed or redeployed within the budgetary period or aurrendered as a
budgetary surplus. And in the case of unforeseen cost increases, they are

simply absorbed.

96.0ther accounts: Some orpanizations use resources outside the budget to
finance other types of accounts or means to make adjustments to unforeseen
inflationary increases. 1TU and UPU use their reserve accounts to cover
these increases and decreases. Some organizations may use the WCF to finance
inflation in excess of the level provided for in the budget (sece para. 58).
IMO could request its Council to authorize the use of WCF in an oxtreme
situation; however, such a necd has not arisen to date.

C. Statutory increases (decreasos)

(a) Forecasting_

97.Most of the statutory increcases (decreases) concern staff costs, resulting
from upgrading and downgrading of posts, recruitments, promotions,
retirements, annual salary lincrements, etc. Of the staff costs (see Table
11), changes in the elements indicated below are of a statutory nature. It
is evidenl that the effects of changes in exchange rates play a role which
should be taken into account,

(i) Salaries

98.Profegsionals (Ps) and higher catepories: The salary scales for P category
base salaries are the same throughout the United Nations system. The
decisions, which are taken by the General Assembly of the United Nations,
should, to the extent that they are known beforehand, be taken into account in
the budget estimates. (No increases in base salaries have occurred since
1975.) Besides the base salaries, post adjustments are granted to compensate
for differences in cost of 1living, including those arising from currency
fluctuations, at different duty stations. The post adjustment index is fixed
by the International Civil Service Commission (ICSC) on the basis of official

statistics on local consumer prices and taking into account the result of
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local surveys. The amount of post adjustment is a percentage of net base
salary, which varies with grade and step. Since, however, the post
adjustment class is given monthly, post adjustment payments are not accurately
predictable.

99.Ceneral Service (GS) staff: For GS staff, the salary scales are different
from one duty station to another. They are determined by the ICSC on the
basis of periodic survey conducted in different regions or countries. GS
salarjes are pald in local currency. The in:reases (decreases) in the salary
scales for US staff can be forecast, although accurate estimates are difficult
to make. If the decisions are taken after the preparation or adoption of
budgets, adiustments have to be made accordingly.

(i1) Common staff costs
100.There are many elements in common staff costs of which two of the most
important are:

(1) Pension: The percentage of contributions to the United Nations Joint
Staff Penslon Fund (UNJSPF) is also determined by the General Assembly (except
UPU which has its own pension scheme). Moreover, as a rosult of post
adjustments, the scales of pensionable remuneration are also decided
externally.

(2) Family allowance and education grant: Family allowances and maximum
education grants are also determined by the General Assembly. Similarly to
other items, if the decisions on changus are already known, they are included
in the cost increase estimates.

(b) Adjustments

101.A8 in the case of infiationary increases, adjustments are made to the
forecasts of statutory increases against the decisions which will cause
unforeseen increases (decreases; in the budgetary items concerned. Adjustment
mechanism is not so diffurent from that of inflationary increases.

D. Methodology for

calculation

of costs

102.The focus of this section 1is the methodology for (a) establishing
budgetary cost estimates in respect of individual costs, such as staff costs,
and (b) application of cost increases (decreases) to the budget.

(a) Establishing cost estimates
Staff costs (Table 11)

103.5taff costs, comprising salaries and common staff coets, range roughly
from %5 to 75 per cent of the regular budget.

104.Standard costs: Table 1) indicates that eight organizations apply standard
rates for staff costs. The technique of standard costs 1is wused for
presentation of staff costs in budgets to represent the total costs to the
organization. Such standard costs are made up of several elements, the costs
of which vary from one budget to another, due to different factors such as the
costs of living, conditions of services, places of recruitment, etec. Standard

oo



.25 -

costs are determined through the projection of costs taking account of past
experience, assumed cost levels and changes in staff entitlementa. Most of
the components of standard costs correspond to items indicated under salaries
and common staff costs of the ACC classification. These are: basic salaries;
post adjustments (P and higher categories only); family allowances;
contributions to pension funds; contributions to health insurance funds;
education grants; travel on appointment, home leave, transfer, ectc;
installation allowances and removal expenses; assignment allowance; rental
subsidy; terminal expenses. However, these components are not necessarily
the same for all the organizations.

105.The methodology of standard costs varies from one organization to
another. Some organizations (United Nations, FAO, UNESCO, UNIDO, WMO) use
standard costs for each grade, Some organizations have separate standard
figures only for P and/or GS staff.

106.Staff turnover (lapse factor) Given that the recrultment procedure
takes a long time when posts become vacant. or now posts are created, the
provision of full appropriations is not required. Therefore, & reduction is
made in the budget. Many organizations (United Nations, FAO, IAEA, ICAO,
ILO, ITU, IMO, UNESCO, UNIDO and WHO) provido for this factor by deducting aeny
percentage from the total estimates for staff costs. JAEA indicates that
they use percentage guidelines for lapsing posts only in addition to an
analysis of the staffing situation. Lapse factor is more eppropriate where
"posts" are budgeted for than in the casee where other measures (i.e.
work/years, man/months, etc.) are used uas bases for budgeting. Some
organizations (UPU, WIPO and WMO) do not provide lapse¢ factor as such.

Non-staff costs (Table 12)

107.Table 12 indicates the objects of expenditure comprising other costs. It
also indicates the manner in which these costs are distributed to programmes.
It is more difficult to forecast the increases in non-staff costs, since the
influencing factors are diverse and not always known in advance. Cost
estimates for other costs are thus constructed for each object-of -expenditure,
taking account of its characteristics.

(b) Application of increases

108.The cost estimates established are builL into each programme element
according to the requirements of each programme. These costs are totalled to
derive the overall cost estimates in both money and percentage terms. In
cases where programme budgets are not adopted, the estimated cost increases
are included to each object -of -expenditure, then to the overall budget.
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VI. CURRENCY FLUCTUATION (Table 15)

A. Budpet currency and expenditures

109.5ince 1973, when the international monetary system was reformed by
introducing the system of flexible exchange rates between the United States
dollar and other convertible currencies, the organizations of the United
Nations system have been confronted with major currency fluctuation and
instability problems. In fact exchange rate problems had already existed
before the abolition of the fixed eischange rates. With the considerable
depreciation of the dollar against most of the freely convertible currencies
after this monetary reform, those organizations in the United Nations system,
with the dollar as the budget currency, and a high proportion of expenditure
in other currencies, were particularly hit: FAO, UNESCO, ILO, and to a lesser
degree the highly decentralized WHO, and also the United Nations with its
important Furopean Offices in Geneva and Vienna.

110.The bulk of the regular budget expenditure of organizations concerns staff
and other costs mostly due and payable in the respective local currencies. In
these cases, the negative effects of the depreciation of the dollar were
somewhat absorbed by fixing the budget exchange rate of the local currency to
the dollar at the time of adoption of the regular budget by the legislative
organs for the respective budgetary period. In fixing this rate, these
organs usually take into account the current or average United Nations
operational rates of exchange for a given period of time, the forecast of
professional institutions and the current market rate prevailing when budget
proposals are finallzed. In some cases, simply the latest available market
rate is taken on the day of adopting the regular budget, as, for example, in
FAO, This budget exchange rate is then applied during the entire respective
budget period.

111.According to the evolution of exchange rate fluctuations, the accounts
will show a galn or loss. In these circumstances, planning, budgeting and
execution of the programme budget is a rlaky business, and in cases where the
market rates fall below the budget exchunge rate, the organizations concerned
find themselves in rough water, especially if these effects are aggravated by
inflationary trends and late payments cf assessed contributions.

112.A8 seen in Chapter IV E., some organizations are in an advantageous
position since they have special funds, or budgetary provisions, at their
disposal to alleviate this situation, or to accumulate during times of budget
currency appreciation, considerable reserves, not necessarily credited or
returned to Member States. Other organizations outside the dollar area are
not as much affected by currency fluctuations if their budget currency is the
local currency and most of their expenditures are in that currency (WMO, UPU,
ITU, WIPO, IMO) or if they have a split assessment scheme {UNESCO, UNIDO,
TAFA) .

113.It is interesting to note that for similar reasons the World Bank group
and the Furopean Community created an artificial unit of account in the form
of a "basket" of weighted currencies (Special Drawing Right (SDR); European
Currency Unit (ECU), respectively) which limits currency risks for these
organizations. This solution seems to be adequate for the above-mentioned
organications. In the case of the World Bank, the bask~t is composed of the
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five following currencies: US dollar, pound sterling, Japanese yen, Deutsch
mark and the French franc. This combination seems to be adequate for the
World Bank bul not tor the United Nations, which has a totally different
structure. With regavrd to the ECU basket, it is composed ot cutrencies from
membetr countries of the region. Fuor these veasons, it is not adequate for an
organization like the United Nations which has worldwide operations with a
membership of 159 nations.

114.This difficult monetary situation has prevailed now for a long time, and
the affected organization: have been seeking ways and means of solving this
problem. Member States also recognize that under these uncecrtainties, it is
impossible to execute propranmes in the way it was intended when approving the
budget. Some orpanizations with a budgetary period lounger than one year get
relief by the technique of revised estimates and supplementavy appropriations
for the following year(s). This budpgeting technique, which is used by some
organizations, has some advantage for the organizations. However il has
considerable inconvenience for the assessed Member States concerning their own
national budget planning.

B. Possible solutions: five alternatives

115.Five solutions have been discussed in several ovganizations of the system:

1. To adopt a budget in the local currency of the headquarters of the
organization,

2. To rtevise the budget exchange rate at shorter intervals than the
budgetury period.
3. To establish a special resetrve account, ot similar technique, for

exchange gains and losses.

4. To assess the Member States in the two main currencies of expenditure
(split assessment system).

5. Forward pucchasing of estimated currency mneeds for the entire
budgetary period, or at shorter intecvvals.

These different options could theoretically, as deemed appropriate, be
combined.

116.The question of the applicable currency in the accounting system in
alternatives 1, 4, and 5 is independent and has to be dealt with separately.

117. Alternative 1: This solution would rvesolve the exchange rate only

partially, in so fur as the vemainder of expendituve in currencies other than
the local cutrency of headquarters would still be subject to exchange rate

risk in respect of the budget currency. This risk is obviously more limited,
if the organization's expenditure is relatively minot in a4 currency other than
the budget currency. An important criterion in this respect would be the

relative strength of the local currency, since the stronger the budget
currency, the lower the risk of exchange losses in other currencies.

118.Taking into account these factors, it is possible, as a long-term
solution, that organizations which spend at least 85 per cent of their tvegular
budget in headquarters currency switch over to this currency 4s a budget
currency. For the remaining percentage, wieve appropriate, a complementary
solution could be envisaged (see alternatives 2 to 5). Table 15 indicates
that 1TU, WIPO, UPU located in Switzerland, with their large part of
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expenditures in Swiss Francs, have had such a system from the beginning of
their existence and have had no real exchange rate problems. Legislative
bodies of WMO, an organization spending more than 85 per cent in Swiss Francs
and INMO spending roughly the same percentage in pounds sterling, recently
adopted such a solution.

i19.  Alternative 2: This could be & useful solution if exchange rate
fluctuations could be forecast with some reasonable chance of success, say for
one year in a biennial budgetary period, although experience of past years has
nroved that it is not feasible. Even a re-valuation of the expenditure
budget by fixing a new exchange rate at the beginning of the second year of
che biennium would still involve & high risk and does not present a
satisfactory solution to the problem. Furthermore, such a re-valuation of
the budget, during the budgetary period, would present a major factor of
insecurity especially to the contributing Member States in their own national
budget planning, since contributions have to be re-calculated and
re-assessed. Thus, the risk of exchange rate fluctuations would be on both
sides.

120, Alternative 3: Some organizations have such a reserve for currency
fluctuations in one form or another (see also Chapter 1V E. and Table 7).
However, in view of the extreme fluctualions during the last few years, such

~eserves have to be relatively substantial. . .-chologically, it is difficult
to conceive that Member States are ready to constitute such reserve funds ad
infinitum, with obligations for replenishment in cases of necessity. On the

other hand, in cases where such reserves are accumulated substantially it is
hard to imagine that Member States, which have their own budgetary problems,
will not take advantage of the opportunity to finance the regular budget by
such available resources, or ask for reimbursement.

121. Alternative 4: This method has the advantage that already three
organizations (UNESCO, UNIDO and IAEA) have introduced this solution and
already gained some experience; it seems appropriate where the expenditure in
local currency represents less than 85 per cent, as in the United Nations,
FAO, 1LO and WHO. The three organizations mentioned above have already
introduced this method, by applying principles which have meny similar
features in concept, despite the fact that these organizations have a
different budgetary period (UNIDO and UNESCO biennial; IAEA annual). The
system works as indicated below. At the time of approval of the budget, the
proportion of expenditure currencies during the current budgetary perjod can

fairly accurately be projected into the next budgetary period. The two major
currencles cover a8 high percentage of the overall expenditure in these
currencies. The contributions of Member States are assessed in two

currencies, in the estimated proportion that budget expenditure in the
Headquarters currency will bear to the amount assessed in that currency and
that all other budget expenditure will bear to the amount assessed in US
dollars. If a Member State pays its assessed contributions on time in the
assessed two currencies and in the approved proportjon, it has totally
fulfilled its obligations. Even if a Member State does not respect the
deadline of payment, but pays in this same manner, his payments are credited
to the two respective currency accounts. When a Member State pays its
contribution only in one currency, the administration of the organization
calculates the amount of the assessed proportion of the other currency in
applying the United Nations operational rate prevailing at the time of
payment. If a Member State pays in both currencies, but in a different
proportion from the assessed proportion, the Secretariat calculates
accordingly for credit on Member States contributions accounts.
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122.The Inspector believes after Jengthy discussions with the organizations
concerned that such a procedure provides substantial cover against adverse
currency fluctuations and should at least obviate the necd for related
supplementary budgets. In fact the exchange rate risk between the two budget
currencies and the respective national currency is borne almost entirely by
the contributing Member States, whose national currencies are different from
the organizations' budget currencies. The exchange rate fluctuations belween
these two currencies during the month of payment, by applying the Unjted
Nations operational rate for the foregoing month is inslgnificant in monetary
terms.

123.Since the proportion of expenditure in both currencies remains almost
stable, a major adventage 1is that these organizations can dispose of the
necessary currencies, at any time, without exchange risk. The throe
organizations preserve the dollar as an accounts currency, which s
technically easy and has the advantage that the budget is easily comparable
with other organizations of the system, as far as those other organizations
likewise apply the dollar for accounting purposes.

124. The split level system significantly reduces the exposure of an
organization to adverse currency fluctuations in the currency of the country
of the headquarters of an organization. Jt must be remembered, however, that
residual fluctuations will arise, notably because of:

(i) the actual percentage of expenditure in the headquarters currency
being different to that estimatced;

(ii) bank commercial rates being different from the operational rates of
exchange that are applied to contribution payments.

It must also be kept in view that administrative work in contribution accounts
and related currency management more than doubles for secretariats, In
addition, many difficulties are still encountered by Member States in
understanding the system, with the result that frequent queries and claims for
adjustment of contribution accounts have to be answered. The incidence of the
split level system on levels of arrcars of contributions must also be
considered.

125. Alternative 5: The forward buying of currencies combined with
assessments in the main currency of expenditure aims in essence at the same
objective as alternative 4, namely to provide the Organisation with the
necessary mixes of currency at the right time in order to finance 1its
expenditure budget and to minimize the effects of exchange rate fluctuations.

126.The forward purchase of currencies can either result in the payment or the
earning of a premium depending upon the ferward exchange prices for the
currency which is being bought forward. These prices are determ.ned by the
various prevalling interest rate differentials between currencles. In the
case of the Swiss tranc, for example, given the long-standing interest rate
differentials that have existed between this currency and the US dollar, the
forward purchase of Swiss francs results in a higher cost in US dollars over
the spot market while, conversely, the forward purchase of dollars can be
effected at a lower cost in Swise francs. Thus, the forward purchase of
Swiss francs results in an additional cost, i.e. a premium paid over the
budget rate while the forward purchase of dollars results in & premium carned.

/oo



- 30 -

127.In late 1986 and during 1987, the Governing Body of the ILO considered a
number of alternative long-term solutions to the problem of exchange rate
fluctuations and in particuler the forward purchase of Swiss francs for the
{ull 1988-89 biennium or for part of the biennium. However, the cost of the
forward purchase of Swiss francs (some US dollar 10 million at a budget rate
of exchange of 1.60 S.fr. per dollar) was considered to be too high and the
proposal was not pursued.

128.Subsequently, in November 1988, after further extensive consideration of
the problem of exchange rate fluctuations, the Governing Body of the ILO
decided to propose to the Conference that a system of Swiss franc assessments
combined with the forward purchase of the US dollar regquirements for the
biennium be introduced in 1990-91. The Conference adopted this proposal in
June 1989. It was considered that the main advantage of this system over a
split assessment system was that the forward purchase of dollars would earn a
premium which could be credited back to Member States. Additionally, Member
States could continue to budget and pay their contributions in a single
currency and the administration of and accounting for contributions in one
currency would be more simple and less costly. Furthermore, the WCF would
remain in a single currency (Swiss francs) and would no longer need to meet
currency fluctuation losses. In recognition of this, the ILO Conference had
already decided, in June 1988, to reduce the level of ILO's WCF. The system
has the following main characteristics:

(i) for the purpose of annual assessments, the income budget for each
biennjum would be calculated in dollars in the first instance, and then
converted into Swiss francs at the budget rate of exchange {although the
programme and budget, the accounts and the financial statements would continue
to be expressed in dollars); and

{ii} the dollar requirements for the implementation of the programme would
be provided by forward purchasing for the biennium through concluding monthly
contracts (i.e. 24 contracts in the biennium).

It was also considered that whereas the proposed system would substantially
reduce the effects of exchange rate adjustments, it was recognized that the
earning of a premium on forward purchasing depended on the continuation of
past and current interest differentials between the US dollar and Swiss
franc. In the unlikely event of a future reversal of interest differentials
between these two currencies, the system could be changed to provide for the
assessment of Member States in US dollars and the forward purchase of Swiss
franc reguirements. However, such changes of assessments, particularly in
short intervals, would be most undesirable. It is true that the future
reversal of interest differentials between the US dollar and Swiss franc is
unlikely to oceur, insofsr as the situstion may be special. For other
comparable organizations (where less than 85 per cent of their expenditure
incurs in the respective local currencies), such as UNESCO (FF/$US) and FAO
{Ita. 1lira/$US), the future situation may be essentislly unpredictable,
despite the fact that FAO0 has recently had positive experience in this
field. The split assessment system and the forward purchasing system should
be compared when experience has been gained in a few vears' time. It may
then be seen, since these vprerequisites differ substantially among
organizations, that what is appropriate for one organizatien is not equally
advisable for another, thereby a full harmonization in this respect is not
necessarily appropriate.

129.As previously pointed out, comparability of programme budgets throughout
the United Nations system is a major purpose of the intended harmonization of
budgeting techniques. For comparison purposes, the preservation of US dollar
accounts 1is feasible under both the split assessment and the forward
purchasing systems. /



VIT. CONCLUSTONS AND RECOMHENDATIONS

130.As a result of examining soveral aspevts of budgeting of the organizations
in the system, it has become ovidont thac the budg.ts of the organizations
concerned are still far from tue desirable degree of harmonization, as
recommended by inter-agency organs.

131.To facilitate a more equitable and comparable development of budgeting of
organizations in the system, the following recommendations are made:

RECOMMENDATION 1: The organizations which do not have programme budgets
should review the possibilities of their introduction and develop programme
budgets adequately so as to indicate distinctively the planned outputs. A
medium-term plan should constitute the principal policy directive for
programme budgets for the crganizations. They should report to their
governing bodies on the outcome of their review {paras. 11-12 and 16).

RECOMMENDATION 2: For objective calculation purposes of real programme
and budget growth, a method of re-costing after comparison on a constant cost
level, should be adopted (paras. 85-38).

RECOMMENDATION 3: Organizations which have not already done so should
establish a small group of experts on oudgetary, financial and programmatic
fields as a subsidiary unit of the legislative organ in order to efficiently
examine budget proposals and related matters (paras. 37-38).

RECOMBENDATION 4: Organizations should closely review the experience
gained by other organizations which have applied a “"contingency margin" and
consider the possibility of its introduction, after having discussed such a
possibility within CCAQ(FB) (paras. 51-52).

RECOMMENDATION 5: Member States which tax the salaries of international
civil servants of the United Nations system should compensate, entirely and
timely, the costs of administering special arrangements {Tax Fqualization
Funds, special agreements, etc.) for reimbursements of income tax levied to
the staflf members concerned. The Member States concerned should make advance
payments sufficient to cover the estimated income taxes payable and the costs
of adm.nistering these arrangements (para. 47).

RECOMMENDATION 6€: With regard Lo working capital funds, organizations
should consider that:

(a) the amount of working capital funds should not represent, as a
principle, more tham one twelfth of the overall level of the regular budget
for one year, or approximately 4 per cent of a biennial budget (in the case of
other budgetary periods, to be calculated accordingly (para. 64); and

(b} working capital funds should be used mainly to bridge short-term cash
flow problems, resulting from late payment of contributions; once the
financial viability of the organizations is restored it should be used
exclusively for this purpose. (para. 64).
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RECOMMENDATION 7: The use of reserve accounts and reserve funds should,
in pace with restoring the Ffinancial viability, be reduced and gradually
eliminated, so that the organizations should restrict themselves in resources

provided in the approved budget. In case of absolute necessity, a
supplementary budget, or where this is not feasible, a borrowing facility,
should be used as a last resort. In the case of borrowing, the interests

jue, 1nd other related charges, should be borne on a pro rata temporis basis
and in accordance with the scale of assessments hy those Member States which
fail to pay thelr assessed contributions fully and on time (paras. 6570 and
80).

RECOMMENDATION 8: With a view to minimizing the adverse effects of
currency fluctuation, the organizations concerned should envisage that:

(a) organizationa which spent over 85 per cent of their expenditure in
local currency at headquarters should switen their budget curvency to this
local currency (paras. 117-118): and

(b) all other organizations should examine the possibility of introducing
a "split assessment system" in the two main currencles of their regular budget
expenditure or, where appropricte, a "forward purchasing" of estimated
currency needs (paras. 125-129).




ANNEX

Main Agreements worked out under the auspices of ACC

Areas (%)

General
1. Objectives for the synchronization of planning
and budgetary periods

2. Harmonization (standardization and comparability)
of budgetary practices

3. Full budgeting

Budget structure

4, Model for the structure of programme budgets

5. Classification of programme sectors and sub-
sectors (for inter-organization expenditure
presentation)

Budget presentation

6. Definition (guidelines) of the nature and scope
of programme budget elements in an identical
format:

- introductions;

- explanatory notes;

- summary tables;

- programme narratives and tables;
~ information annexes, ete.

7. Standard budget annexes

8. Standard classification of fundamental
building blocks, such as common programme
categories, common objects of expenditure, etc.

9. Definition and content of programme (real)
cost and other increases and decreases

Reference
(GA resol., ACC doc.,
GA doc., etc.)

COORD.R/1238, para.ll:
E/1978/43/Add.2

Res 40/250 (36/229);
COORD/R.1307;
ACC/1986/12

AC/C.5/1622;
COORD/R.1174, para. 12

E/1978/43/Add.2

ACC/1986/FB/Corr.1
"Programme" definitions
in Glossary

COORD/R.1279;
ACC/1979/R.11;
Annex III

COORD/R. 864;
paras. 18-25, and
COORD/R. 1114,
paras. 4-16;

CCAQ Handbook
Annex VII and VIIT;
(from COORD/R.828,
Annex C)

COORD/R. 1146,
paras. 4-10

ACC/1979/R.69;
paras. 10, 13 and
Annex IV

/l..



10.Identification of programme (real) increases
and decreases

Budgeting techniques
Inflation

11.Methods of estimating cost increases due to
inflation

12 . Minimum requirements for prescntation of informa-
tion on cost increases due to inflation

13.Handling of costs increases contingent on
decisions to be taken by policy-making organs

Currency instability

14.Different means of dealing with effects
of currency instability

Others

15.Co-ordination arrangements of projections of
cost levels for maln duty stations

l6.Administrative and programme support costs

17 .Budgetary treatment of support costs

(*) On the basis of ACC/1986/12, Annex 1II, p.
pp. 2-3

ACC/1975/43/Add.2
para. 18;
COORD/R.1174,
para. 12 and Annex
COORD/R.1211
paras. 28-29

ACC/1979/R.11
ACC/1979/R.69
ACC/1986/FB/R.8

COORD/R.1174,
para. 12 and
Annex III;

COORD/R. 1211,
paras. 24-27

ACC/1986/FB/R.8;
A/9008, Add. 16;
ACC/1979/R.69;
Annex

COORD/R.1211,
paras. 21-25;
ACC/1980/32, pura. S;
ACC/1981/10, para. 9

ACC/1979/R.69, Annex IV
paras. 38-39;

CCAQ Handbook

Section 20.3

COORD/R.985,
paras. 19-22

3 and ACC/1986/FB/P.35,
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FOREWORD

1. This volume comprises 15 tables on & selection of budgeting techniques and
methods used by the organizations of the United Nations system. Some of them
also include other aspects necessary to understand budgeting and financing
mechanisms of the system. The tables are designed to be as self-explanatory
as possible. For more details, the relevant provisions of financial rules
(F.Ru.), regulations (F.Re.) and manuals (F.M.) should be consulted.

¢. Where appropriate, tables indicate the definitions of financial and
budgetary terms provided by the CCAQ (ACC/1983/FB/1).
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(decreases)

Statutory increases

as a result of inflation or

aprroved changes in statutory

allowvance., ¥No provision {s
made for these increases,

{decreases)

Inflationary increases

(c) Special Rese

ir

unbudgeted cost increases exceed 5% of

tection (up to 5% of
the budget, the additicnal amount will
have to be absorbed (see Table 7).

rve Account provides a
the budget) to be used witk Council

of pro

approval against adverse movemerts in
both cuxrency and inflation.

szall ascunt

(a) Porecasting is zade only for salaries

For

+ |Follows ‘he common system,

cther costs, actual past experience ie
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Mothod of establishiig cost increases/

estioates

decresases

any

sts are not fdentified

as a special category in the budget presenta—

tion.

crange in rescurces resulting fron increases in

the volume of activities carried cut uzder a

Budget growth cr programme increases;
prograzze. Recurrent co

the
Frogramzed

identi-

fied through an ascalysis of the rescurce alloca-

tion in the formulation process,

In the case of an overall
Te-
be

activities,

will form part of the prograzme decrease, in so
far as tha rescurces have not been re-prograzmed

Non-recurTent costs are also nat categorized in
the budget level, Asmming an overall reductian
fn the buddet lewel, these non-recurTent costs
net btudget increase they remain part of

tudget base to which thay have been

for other activities., They can only

for other

et decreasea. Under the catego-
net

Cost increases identified in the preparatiocn of
the budget are included in the budget oposals
that they cannot be offset by savings arising
Tization of the changes in budget levels,

under the full budgetary concept to the extent

alsevhere as co

st decreases identified in the saoe

coat increases include all cost increasus
identified in the preparaticn of the budget,

mimus the co

process.

are made anmually, the psw

Budget estimates

ated to the most recent {indings.
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