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ESTIMATED INCREMENTAL EXPENDITURES ARISING FROM "SMART PARITY"
1.
Actual Incremental Expenditures
Pursuant to resolution AG/RES. 1 (XLII – E/11), the General Secretariat presents herein an estimate of the impact of the statutory increases related to the implementation of the recommendations of the International Civil Service Commission (ICSC) on the UN common system of salaries, allowances and benefits, on which OAS salary scales are based.

Article 40 of the General Standards states:

a.  The salaries in force for the staff of the General Secretariat shall be the salaries in force at the United Nations Secretariat, to the extent stated below as permitted within the framework of resolution AG/RES. 1319 (XXV-O/95), entitled "Modification and Clarification of Resolutions AG/RES. 1275 (XXIV-O/94) and CP/RES. 631 (989/94) for the Modification of the General Secretariat's Staff Compensation System."

b.  The salary scales in force for net basic salaries shall be those applied by the United Nations Secretariat for the corresponding duty station, based on salary schedules recommended by the International Civil Service Commission.

c.  The post adjustment schedules adopted for the United Nations Secretariat shall apply to the staff of the OAS General Secretariat.

Not all the benefits to which UN staff members are entitled apply at the OAS. The pension scheme is different, and the UN grants hardship allowances and a much more generous education allowance. This results in lower personnel costs at the OAS, hence the term, “smart parity.”
Changes to the remuneration of OAS staff members occur at various times during the year, depending on their category (i. e. Professionals vs. General Services) and their duty station (e. g. Washington, DC or Montevideo). Staff members in the Professional category have a common salary scale but receive a post adjustment to compensate for cost-of-living differentials among duty stations. Those in the General Service category have different salary scales, set in local currencies, which vary widely from duty station to duty station. Revisions to the post adjustment and salary scales at Headquarters usually occur once a year, but may occur more frequently at the offices of the General Secretariat in the member states.
Disbursements related to statutory increases associated with “smart parity” are estimated at about USD $2,155,725 during fiscal year 2011. Of this amount, $1,236,217 results from changes promulgated by the ICSC in 2011, while $881,417 reflects the lingering impact of salary adjustments in 2010. A line-by-line estimate of the aggregate is presented as Annex I to this document.

As revisions to the post adjustment, salary scales, and dependency allowances are promulgated by the ICSC, they impact the cost to the General Secretariat in various ways:
Changes to the post adjustment.
Changes to the post adjustment component of remuneration affect the take-home remuneration of Professional staff at any duty station. Since the post adjustment reflects differences in cost of living that occur among duty stations, revisions may also result in decreases in remuneration levels. Changes to the post adjustment in Washington DC also have an immediate impact on retirement contributions. In April 2011, the post adjustment for Washington DC increased from 40.7% to 44.6% of basic salary, resulting in a 2.78% increase in remuneration (basic salary plus post adjustment). Changes in post adjustment at all duty stations resulted in an estimated increase in payroll disbursements of US$ 738,510.

Changes in the basic salary scale for General Service staff at headquarters.

The salary scale of staff in the General Service category in Washington DC was increased by 3.1% effective September 1, 2011. The cost of adjusted salaries, overtime pay and benefits to these staff is estimated at US$ 124,474.
Changes in the basic salary scale in offices away from headquarters.
Salary scales for staff members in the General Service category are set in local currencies and are revised frequently to reflect the best prevailing conditions of service in the local labor market. As the salaries are adjusted by way of surveys of local employers, implementation of the scales is often accompanied by one-time adjustments retroactive to the date of the survey. Some benefits, such as dependency and language allowances are often adjusted concomitantly with the inception of a new scale. The cost, in US dollars, of salaries and benefits of these staff members can vary significantly from one month to another because of currency fluctuations. In 2011, the salary scales of 8 duty stations were adjusted by US$ 19,244 during the year.
Step Increases

The salary scales in force at the OAS provide for within-grade step increases. Most staff members who have not reached the last step in their grade qualify for a step increase once a year (generally granted in the month of July). For other staff members, usually those at the highest three steps of their grade (a.k.a. “longevity steps”), the qualifying period is two years. Step increases for all staff members result in a semi-annual increase in payroll costs of approximately US$ 352,300.
Changes to the Professional basic (a.k.a. “base/floor”) salary scale.
Increases to the common basic salary scale for staff in the professional category occur normally once a year and in a “no gain, no loss” basis. This is accomplished by incorporating part of the post adjustment component into the basic salary scale without affecting the overall remuneration of the staff members. This impacts only the benefits tied to the basic salary, such as life and accidental death (ADD) insurance premiums as well as termination benefits. In January 2011, the basic salary scale was increased by 1.37%, while the post adjustment for Washington DC (which affects the vast majority of the Professional staff) decreased from 42.6% to 40.7% of basic salary. The estimated additional cost in life insurance premiums is about US$ 1,700.

End-of-Service benefits.

While technically end-of-service benefits are not counted towards Object 1 (personnel costs), but rather Object 2 (non-recurring personnel costs), they are affected by changes in the salary scales. Among them: accrued annual leave, termination indemnity, and repatriation grant. Salary scale changes resulted in 2011 in an estimated cost increase to these benefits amounting to approximately US$ 38,100.
Carry-forward impact of 2010 increases.
From a budget perspective, the current fiscal year does not remain completely impervious to the remuneration adjustments granted during the previous year. This is because salary adjustments at Headquarters occur mid-year (usually in April and September for the Professional and General Services Categories, respectively). During the budget formulation exercise, the Secretariat needs to take into account that in the previous year all compensation adjustments only affected personnel costs for part of the year. Their effect is then carried forward into the following year in order to estimate that the full incremental impact on the twelve months of the fiscal period. To complete the estimated impact part-year compensation adjustments, the figures presented herein take into account the salary increases recommended by ICSC in 2010 (0.9% for Professionals and 7.1% for General Services) as well as mid-year step increases. These are estimated to add $881,417 to the increases granted in 2011.
2. 
Variations between Budgeted and Actual Expenditures

The total appropriation for personnel expenditures in 2010 was US$ 54,943,750 and actual expenditures incurred were US$ 54,861,886 or US$ 81,864 below the approved budget. As a result of a significant drop in Regular Fund financing (about US$ 4.8 million) the Secretariat pursued a policy of abolishing vacant positions and encouraging the early separation of staff members approaching retirement age, which continued through 2011. By the end of 2011, the secretariat shifted 22 positions from the Regular Fund into the Indirect Cost Recovery Account in order to maintain the cost of personnel below the mandatory 64.38% threshold established by the General Assembly. The number of staff members in the Regular Fund payroll was pared down from the approved 489 for FY 2011 to 436 by the end of December. Exhibit 1 shows the month-by-month headcount of staff positions financed by the Regular Fund.
3. 
Suggestions as to how to regularly address the financing of the variations between actual and budgeted costs.
The General Secretariat reached its budget targets in 2011 through personnel reductions, which reduced the resources available for programs. However, it should be noted that such reductions generate additional termination costs; the cost of staff terminations in 2011 required a Regular Fund allocation of US$ 3.4 million, more than three times the amount originally appropriated for the year. The practice of compensating inflationary pressures through budget cuts and personnel attrition has been reviewed by the Board of External Auditors numerous times. In its report to the Permanent Council, or Annual Audit of Accounts and Financial Statements for the Years ended December 31, 2010 and 2009 CP/doc.455/11 the Board stated the following:

Budgetary Resources

The OAS faces a continuing challenge to address a funding shortfall between projected quotas and approved Regular Fund expenditures. Meanwhile cost pressures continue. For example, United Nations wages increased this year by 6 – 13%. This supports the need to maintain quota increases to meet inflationary cost increases  ...

The reality in recent years is that a chronic excess of expenditures over quota revenues has exhausted the financial reserves used to cover any shortfall in the Regular Fund. The Board is concerned that difficult decisions need to be made to find a balance of measures to increase revenues and decrease expenditures in order to avoid a chronic Regular Fund deficit.
The Board’s final recommendation reads as follows:

1.1.1 The Board reaffirms its recommendation that the Permanent Council avoid a structural deficit in the future by ensuring consistency between the mechanism of setting OAS quotas and the mechanism of setting expenditures.
The Secretariat concurs with the recommendation of the Board of External Auditors and posits that a reasonable suggestion would be to address the cost of parity as an integral component of the budget process. Statutory increases occur in a predictable manner and can be incorporated into future years’ budgets with reasonable accuracy. Given the current financial situation of the Regular Fund and that of the economies of the member states, it is unlikely that inflationary increases may be overcome through sources of financing other than quota increases, as these fall squarely under the span of control of the member states. Sources of financing such as Administrative and Technical Support from Specific Funds depend on donors’ acquiescence to the General Secretariat’s cost recovery fee schedule, while others, such as rent and interest income, are limited by market activity. 
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Professionals

Post Adjustment 617,500                     

Retirement and Pension 121,010                     

Group Life & Work Related ADD Ins 1,689                         

Total Professionals 740,199 $                 

General Services at HQ

Salaries 106,908                     

Retirement and Pension 16,254                       

Dependency allowances -                             

Overtime OAS 1,312                         

Total General Services at HQ 124,474 $                 

General Services in the member states 19,244 $                    

Step increases (all categories) 352,300 $                 

Sub-total object 1 1,236,217 $              

Object 2 - Non-Recurring Personnel Costs

Professionals

Terminations and Repatriations 11,309                       

Accrued Annual Leave 12,924                       

General Service

Termination Indemnity 11,338                       

Accrued Annual Leave 2,520                         

Sub-total object 2 38,091 $                    

Total Increases in 2011 Related to "Smart Parity" 1,274,308 $              

Estimated Carry-forward impact of partial-year 2010 increases in 2011

Professionals 96,012                       

General Services at HQ 461,605                     

Step Increases 323,800                     

Sub-total carry-forward 881,417 $                 

Total Incremental Effect of  "Smart Parity" increases 2,155,725 $              

RF Personnel Budget for 2010 54,943,750               

Actual Personnel Expenditures 2010 54,861,886               

Variation: 81,864 $                    

Estimated Incremental Expenditures in 2011 Arising from "Smart Parity"

ANNEX I

Total Cost Variation in Personnel Budget vs. Actual Expenditures



ANNEXII
Summary: Under “Smart Parity” the OAS maintains the same salary levels as those of the UN, but not all of the same benefits. The OAS General Secretariat made in 2011 approximately US$ 1,236,217 in disbursements related to statutory salary adjustments following the UN scale. The salary increases vary for staff members according to their category and duty station and occur at different times during the year. These adjustments will also have an impact on the cost of end-of-service benefits. In addition, this year’s report includes an estimate of the incremental effect that 2010 increases have on 2011 expenditures, to take into account that the former only had a partial-year impact on the 2010 budget, but their fully-annualized cost become evident in 2011 as well. The combined impact of 2010 and 2011 statutory increases is estimated at $2,155,725





In 2011 total expenditures related to personnel were less than US$ 0.1 million below the approved budget. As the Secretariat experienced a US$ 5 million reduction in funding over 2010 levels, it reduced the number of Regular Fund staff from 489 in January of 2011 to 436 in December 2011. This resulting in a near three-fold increase in budget authority related to separations from service (for a second year in a row), for a total of US$ 3.4 million in FY 2011, and in the temporary placement of 22 Regular Fund posts under the Indirect Cost Recovery account. In its report issued in April 2011, the Board of External Auditors reiterated its recommendation to adopt a quota increase mechanism for regularly addressing budgetary shortfalls arising from inflation.
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