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REVIEW OF THE OAS PROMPT PAYMENT DISCOUNT POLICY
	SUMMARY:

· The policy of offering a discount to member states who pay their assessments prior to April 1 was instituted in 1992, at a time when the prevalence of late payments of assessments presented a serious management problem for the OAS/GS.  The discount rate  of  2-3 % between 1992 and 2007 averaged half of the rate of return on one-year U.S. Treasury bills, a widely used reference rate.  

· Currently, most member states are paying promptly.  At the same time, due to the drop in market interest ratessince 2007, the 2-3% discount rate is now well above market rates.  This means the discounts given to member states under this policy now exceed the interest earnings of the OAS/GS.  

· Options to remedy this situation include abolishing the discount or linking the rate of discount to a market reference rate rather than establishing a fixed rate.




The General Assembly, in resolutions and AG/RES. 1 (XXXVIII – E/09) and AG/RES. 1 (XL – E/10), instructed the Secretary General to conduct and submit to CAAP a reevaluation of the prompt payment discount policy taking into account “the changing financial conditions.” The current policy in effect is to grant Member States who submit full payment of their quota contributions will receive a 3% reduction in their next year’s contribution if the payment is received by January 31 of the fiscal year, and a 2% reduction if the payment is received by April 30.

Background
The prompt payment discount policy originated by way of resolution CP/RES. 541 (816/90), during a period where the outstanding payments of the member states were substantially in arrears and amounted to as much as 104% of the current year’s quota assessment. This placed a significant financial strain on the Organization and hampered its ability to effectively conduct operations. 

In 1985, the annual quota assessment to the Member states was $60.1 million USD, collections were $53.7 million, and arrearages were $28.9 million. By the closing of fiscal operations in 1989, in spite of quota assessments remaining unchanged, the General Secretariat collected $38.2 million in quota contributions and arrearages had increased to $62.7 million.

The General Assembly made repeated pleas to the Member States to bring their payments up-to-date, and issued a mandate to the Permanent Council to study the feasibility of adopting measures to enforce the “obligation of the Member States to pay their assessments to the Regular Fund”

CP/RES 541
On May 2, 1990 the Permanent Council resolved to implement a set of measures set forth in CP/RES 541 (816/90) which adopted the following:

1. Establishment of a mechanism by which the Member States who were not current in their quota contribution payments would work out a payment schedule with the General Secretariat

2. Establishment of a set of criteria to define the “current” status of member states.

3. A concrete set of measures to encourage and reward member states that paid their quota contributions on time; among them, a 2% reduction to be applied to the following year’s quota provided that such payment be received by April 30 of the financial year.

Subsequent to the implementation of CP/RES 541, some member states took advantage of the prompt payment discount policy and many more worked out payment schedules to meet their financial obligations with the Organization. Arrears balances fell to as low as $38.1 million in 1994, but continued to increase the years that followed.

In 1997, The General Assembly took further steps to remedy the unmitigated growth of arrearages, and by way of resolution AG/RES 1529 (XXVII/097) instructed the Permanent Council “to study, through its Committee on Administrative and Budgetary Affairs, the merits of including additional provisions for the establishment of a comprehensive system of measures designed to encourage member states to pay their Regular Fund quotas to the Organization in full and on time”

AG/RES. 1757 (XXX – O/00)
Upon reviewing the existing policies, The General Assembly instituted further measures to encourage the Member States to bring their quota contributions up-to-date, and issued resolution AG/RES 1757 “Measures to Encourage the Timely Payment of Quotas.” Among the measures thereby implemented, the resolution further enhanced the incentives to member states to pay their quotas no later than April 30. It increased the prompt payment discount to 3% if payments were received by January 31, while maintaining the previous 2% discount policy in effect. Other measures included making the availability of funds from the Regular Fund towards meeting hosted by a member state contingent upon that Member State being current with its quota payments.
Over the last decade, the member states have fulfilled their financial obligations with the Organization. As of December 31, 2009, extant arrears balances were brought to minimal levels, amounting to less than $1 million.
Present Situation

This has by no means resulted in the financial condition of the Organization being strain-free. The approved 2011 budget requires $1.3 million to be financed from “interest, rent, and repayments”. It is estimated that approximately $800,000 may need to be raised from interest income. Given the prevailing market interest rates, raising that amount could be challenging. The financial statements of the Organization show that interest income of the General Secretariat was less than what it returned to the Member States in the form of discounts in 2003, 2004, and 2009. The trend also shows that more and more Member States are taking advantage of the discount. Whereas in previous years the amount returned to the Member States in the form of credits may have been “cash-managed,” and offset by other forms of income, in recent years the discount policy has resulted in a net cost to the organization.
CAAP Alternatives
Among the many alternatives that the Committee on Administrative and Budgetary Affairs may wish to consider, the Secretariat would suggest at least the following two:

1. Reduce the prompt payment discount rate by either a fixed amount, or “peg” the rate to a benchmark rate, such as half of the 1-year US treasury or 1-year LIBOR (when the discount rates were adopted by the Member States, these rates coincided with roughly half of the prevailing market rates for borrowing). For illustrational purposes, Table 1 shows what the discounts would have been between 1992 and 2009 under this scenario

2. Discontinue the policy. The prompt payment discount was adopted for the purpose of helping the Member States fulfill their financial obligations with the Organization. That objective has been achieved and balances in arrears are quite low. The evidence shows that maintaining the current policy entails a net cost to the Organization. It is also possible to retain the other measures that encourage Member States to pay their quotas in a timely fashion, while those facing difficulties can still work out payment plans and maintain their “current” status.
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Prompt Number of  Mkt Yield

Payment Member Regular Fund US Treasury

Year Assessments Collections Arrears Discount % of States Taking Interest Income Diff Securities

($1,000) Assessement Discount ($1,000) Income - PPD 1-yr. Nominal %

1985 60.1 53.7 28.9

1986 60.1 62.4 26.5

1987 60.1 50.9 35.7

1988 60.1 54.8 40.9

1989 60.1 38.2 62.7

1990 64.3 60.6 66.3

*1991 60.1 69.3 57.1

1992 61.7 71.4 47.3 129 0.21% 6 1,184                    1,055                    3.89

1993 62.9 75.0 34.9 189 0.30% 8 2,274                    2,085                    3.43

1994 68.2 64.9 38.1 165 0.24% 8 3,104                    2,939                    5.32

1995 73.7 58.0 53.6 179 0.24% 3 3,242                    3,064                    5.94

1996 73.7 82.7 44.4 210 0.29% 7 2,164                    1,954                    5.52

1997 73.7 75.0 42.9 214 0.29% 8 897                       683                       5.63

1998 73.7 67.6 49.0 196 0.27% 4 1,035                    839                       5.05

1999 73.7 67.6 55.2 256 0.35% 6 677                       421                       5.08

2000 73.7 83.4 45.5 66 0.09% 3 481                       415                       6.11

**2001 73.7 85.6 33.6 212 0.29% 8 1,231                    1,019                    3.49

2002 73.7 94.6 12.7 226 0.31% 10 728                       502                       2.00

2003 73.7 69.7 14.6 319 0.43% 12 246                       (73)                        1.24

2004 73.7 67.1 21.2 246 0.33% 8 173                       (73)                        1.89

2005 73.7 76.3 18.7 309 0.42% 11 397                       88                         3.62

2006 73.7 79.9 12.5 226 0.31% 11 540                       314                       4.94

2007 77.3 78.9 10.9 233 0.30% 8 876                       643                       4.53

2008 77.4 85.2 3.2 431 0.56% 14 653                       222                       1.83

2009 78.6 80.8 0.9 443 0.56% 16 385                       (58)                        0.47

* First year of application of prompt payment discounts credited towards quota contributions of the following year pursuant to the terms of

CP/RES. 541 (816/90) - 2% of paid quota if payment received prior to April 30

** First year of application of prompt payment discounts credited towards quota contributions of the following year pursuant to the terms of

AG/RES 1757 (XXX-O/00)  - 2% of paid quota if payment received prior to April 30, 3% if received prior to January 31

Quota (USD Million)

OAS Quota Assessments, Collections, and Balances in Arrears 1985-2009

Prompt Payment Discount (PPD), Treasury Fund Income and Interest Distributions, and Average Annual Market Yield on US Treasury Securities 1992-2009
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Exhibit 3
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Payment Member US Treasury Average Hypothetical Total $

Year Discount % of States Taking Securities Discount "Variable" Discounted Diff

($1,000) Assessement Discount 1-yr. Nominal % Taken Discount a/ ($1,000) ($1,000)

1992 129 0.21% 6 3.89 2.0% 1.9% 126 -3

1993 189 0.30% 8 3.43 2.0% 1.7% 162 -27

1994 165 0.24% 8 5.32 2.0% 2.7% 219 54

1995 179 0.24% 3 5.94 2.0% 3.0% 265 86

1996 210 0.29% 7 5.52 2.0% 2.8% 290 80

1997 214 0.29% 8 5.63 2.0% 2.8% 301 87

1998 196 0.27% 4 5.05 2.0% 2.5% 248 52

1999 256 0.35% 6 5.08 2.0% 2.5% 325 69

2000 66 0.09% 3 6.11 2.0% 3.1% 100 34

2001 212 0.29% 8 3.49 2.0% 1.7% 185 -27

2002 226 0.31% 10 2.00 2.2% 1.0% 104 -122

2003 319 0.43% 12 1.24 2.5% 0.6% 79 -240

2004 246 0.33% 8 1.89 2.3% 0.9% 103 -143

2005 309 0.42% 11 3.62 2.3% 1.8% 249 -60

2006 226 0.31% 11 4.94 2.3% 2.5% 248 22

2007 233 0.30% 8 4.53 2.3% 2.3% 235 2

2008 431 0.56% 14 1.83 2.3% 0.9% 169 -262

2009 443 0.56% 16 0.47 2.5% 0.2% 42 -401

a/ "Variable" Discount rate assumed to be half of the 1-year nominal yield on US Treasury Securities

TABLE 1

Hypothetical Prompt Payment Discount Assuming Variable Rates
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