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DRAFT RESOLUTION

FINANCING AUTHORIZATION TO THE GENERAL SECRETARIAT


At the meeting of the CAAP Working Group on October 13, 2011, the General Secretariat (GS/OAS) presented draft resolution CAAP/GT/RVPP-120/11 seeking approval of a line of credit to cover the immediate cash requirements of the Regular Fund of the Organization. 

This action is recommended in order to enable the General Secretariat to meet its contractual obligations during the remaining months of 2011; given that to date, $17.4 million in quota payments remain outstanding. Of this amount, the GS/OAS anticipates receiving $8.1 million in December based on an existing payment plan, and a commitment is in place for payment of $900,000 before the end of the year.  The GS/OAS is recommending authorization of a line of credit only after unsuccessfully seeking authorization, as provided in CP/RES. 987 (1814/11), to utilize unobligated, un-programmed balances of the Specific Funds to cover this anticipated temporary cash shortfall.

In response to member states’ specific questions concerning this Line-of-Credit draft resolution (CAAP/GT/RVPP-120/11), the General Secretariat is pleased to provide the following information and a revised version of the draft resolution:

What are the scheduled commitments of the Regular Fund? 

These include payments to contractors and suppliers that provide goods and services that are financed by the Regular Fund, salaries to staff members, and termination payments to separating employees. The Regular Fund Liquidity Risk Assessment as of September 30, 2011 (see Annex I) outlines actual cash flows (by month) from the period from January through September 2011 and provides an estimate of future cash flows through the end of the fiscal year. On average, $6.5-7 million is disbursed from the Regular Fund each month, with higher amounts disbursed when quarterly payments (e.g. subsidies) become due.

Which bank will provide the line of credit?

Upon member states approval, a line of credit will be obtained through Bank of America, the Organization’s primary banker. 

What is the specific amount of the line of credit, type of line and associated interest rate?

Upon member states approval, the GS/OAS will obtain an unsecured line of credit up to a maximum amount agreed by the member states.  The maximum amount could be set at the level of outstanding quota payments, or could be linked to a fixed share of the scheduled quota payments for the year.  In order to address the typical annual pattern of cash flow shortfall experienced in recent years, the maximum line of credit amount should not be less than the amount of the Secretariat’s highest monthly cash outlay, which in the preceding 12-month period was $ 7.5 million.  In the event all Regular Fund cash balances are exhausted while awaiting pending quota payments, periodic amounts (cash) drawn down from this credit line will be used to meet immediate cash needs as outlined in the Regular Fund Liquidity Risk Assessment (See Annex I).  The interest rate on the line of credit will be set at the prime rate (currently 3.25%). 

When will the line of credit be repaid?

Any outstanding balance against the line of credit will be repaid upon receipt of quota payments. If quota payments received by December 31, 2011 are insufficient to repay the outstanding amount, the GS/OAS will apply quotas received in the first quarter of 2012 to effect full repayment.

If not from the Regular Fund, from where will the GS/OAS pay interest?

Interest will be paid from the income generated from the rental of office space on the 1889 F Street Building. This rental income is currently accredited to the Building Management and Maintenance Account within the Service Funds and is the same source used to repay interest on the outstanding bonds that financed the 1889 F Street Building Renovation project.

What is the deadline to make this decision?

In late October, the Secretariat received sufficient quota payments that allowed for payment of salaries and other contractual commitments for that month. However, without receipt of quota payment or access to a line of credit prior to the end of November and December respectively, the Secretariat would not have sufficient cash on hand to meet its commitments for those months.  In order to ensure that staff accounts are credited by November 30, payroll must be transmitted to our disbursement bank (Bank of America) by close of business on November 23.  The deadline for this transmission in December is the 28th of the month.

What is the plan of the Secretariat if the member states do not pay their quotas?

The Secretariat, as mandated under existing resolutions of the Permanent Council, will regularly brief the CAAP on the status of the Organization’s cash flow, including the status of member state quota payments.  The Secretariat is obligated under prevailing labor contracts to pay salaries of staff, performance contracts, and other contractual obligations.  If quota payments are insufficient by December 31 to repay the line of credit balances, the GS/OAS plans to use quota income received in the first quarter of 2012 to repay the line of credit.  

In the event non-payment of significant quota balances is prolonged into the first quarter of 2012, the Secretariat will review future payments to identify those which are discretionary or subject to availability of funds, with a view to reducing execution of non-personnel funds.   The Secretariat would anticipate discussion within the CAAP on long-term adjustment to non-payment of quotas through downward adjustment of budgeted expenses, both personnel and non-personnel.

What is the future plan of the Secretariat to solve this structural problem?

The only sustainable means of adjusting to a structural seasonal cash-flow shortage is to reduce execution of the regular budget to a level sufficient to allow replenishment of the reserve sub-fund.

DRAFT RESOLUTION

FINANCING AUTHORIZATION TO THE GENERAL SECRETARIAT

(Presented by the Chair)

THE PERMANENT COUNCIL OF THE ORGANIZATION OF AMERICAN STATES,

CONSIDERING:

That, as the quota payments from member states for 2011 have not been received in full, the General Secretariat is unable, at present, to meet its commitments to pay the remunerations of its staff and the fees of its providers in accordance with the relevant standards and contracts;

That the Reserve Subfund of the Regular Fund is exhausted and, therefore, cannot at this time furnish the funds that are urgently needed to finance the above liabilities;

That, owing to the above, this is a recurrent situation in the Organization;
That Article 110 of the General Standards establishes that when the General Assembly is not in session, the Secretary General must be authorized by the Permanent Council to negotiate and contract any loans; and

That, having analyzed the choices available and confirmed that no other sources of financing exist, the only option for paying the kind of liabilities referred to above is to authorize the General Secretariat to obtain a line of credit, 

RESOLVES:

1.
To authorize the General Secretariat to obtain and maintain a line of credit for a maximum amount of US$7.5 million, which will enable it to defray the kind of liabilities referred to in this resolution. As soon as it receives the member states’ quota arrearages, the General Secretariat shall repay the balance of the line of credit. The interest on this line of credit shall not be payable with Regular Fund resources.


2.
To request that the General Secretariat report to the Committee on Administrative and Budgetary  Affairs (CAAP) on the implementation of this resolution by means of the quarterly resource management reports.
http://scm.oas.org/pdfs/2011/CP27495E.pdf 
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