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REGULAR FUND LIQUIDITY STATUS AND RECOMMENDED SOLUTIONS 
FOR CAAP DISCUSSION AND CONSIDERATION
Status:  Based on current income and expenditure projections for the balance of the year, the Secretariat anticipates that it will not be able to cover its normal Regular Fund-financed operating costs beginning in November 2005.  
As Annex A shows, the Regular Fund (the Fund) will be in a cash deficit position of approximately $2.7 and $1.4 million at November 30 and December 31, 2005, respectively.  These projected deficits take into consideration receipt of quota payments scheduled under existing payment plans from the United States, Mexico and other Member States, as outlined in Annex B. (Note: We are only able to project payments for Member Countries with a payment plan. The liquidity crisis will ease to the degree that other payments are received.  As of September 9, 2005, arrears not included in Annex B totaled $24.5 million). 
We also anticipate that at the current level of projected quota receipts for the remainder of 2005 ($14.4 million), the Reserve sub-fund will be fully depleted and the Organization will end the year with an operating sub-fund deficit of $2.3 million (Annex C). The last time the Organization ended the year with an operating sub-fund deficit was in 1991.
Impact:  This impending liquidity crisis is not a new event. Over the past several years, the Regular Fund periodically has faced periods of illiquidity that spanned from one to three months as quota payments were not received as scheduled.  In each instance, the Secretariat had to implement draconian administrative and financial measures which disrupted the operations of the Secretariat and undermined the Organization’s capacity to fulfill the mandates of the Member States.  To survive during these periods, the Secretariat temporarily halted Regular Fund budget execution and/or delayed payments to the Organization’s suppliers, scholarship recipients, performance contractors, translators and interpreters. In some instances, cash was borrowed from Specific Funds on a temporary basis in order to prevent projected shortfalls. These periods of illiquidity generally were short-term but they negatively impacted not only the Organization’s ability to effectively execute its programs but also the OAS’ credit rating with its suppliers. Morale of staff was undermined as well. The reputation of the Organization is at stake any time it is unable to meet its obligations.  These periodic liquidity crises take a severe and lasting toll on the credibility of the institution and on its staff.

It is therefore critical that the OAS Member States and the Secretariat adopt and implement an institutional solution that will help the Organization bridge recurrent short-term liquidity problems that have plagued it for many years.
Proposed Solutions:  The most significant measure to prevent periodic liquidity crises is for Member States to meet their annual quota obligations fully and promptly.  At the same time, the Secretariat must be given tools to deal with the liquidity crises when they occur. The most effective tool for doing that is a commercial line of credit. 
The Secretary General has the authority to contract loans under a line of credit with a commercial bank in order to meet the funding needs of the General Secretariat subject to the approval of the Permanent Council under Article 110 of the General Standards and Article 91(B) of the OAS Charter.  Under the current liquidity crisis, a line of credit arrangement would go into effect during November, 2005 in order to alleviate the cash crisis during the final two months of this year. Given past experience, the approved line of credit must be sufficient to cover at least two to three months of expenditures in the Regular Fund. Although the line of credit would not resolve the projected operating sub-fund deficit of $2.3 million at the end of the year, (which can only be reduced if Member States pay their quota arrears), it would allow the OAS to meet its payment obligations and, hence, execute approved programs and projects and protect its good name and credibility.
Line of Credit Financing Options:  A line-of-credit can be secured against the available equity in the General Secretariat Building (GSB).  In September 2001, the GSB was appraised at a value of $39.7 million and was used as the collateral for the $25 million loan obtained to finance the GSB renovation.  Taking into account the 2001 appraised value and the current balance of the mortgage ($24.5 million), approximately $15.2 million would be available to use as collateral for a line-of-credit. It is likely that the GSB’s appraised value would be substantially higher today.  If a higher credit-line is required, the General Secretariat would need to contract for an appraisal of the GSB’s current market value or enter into an unsecured line of credit (at a higher interest rate).  The Bank of America estimates that it will take approximately six weeks to finalize the financing arrangement for a secured Line of Credit. 
Finally, the Secretary General may choose to refinance the existing mortgage on the GSB and include a line-of-credit as part of the refinancing arrangement.  However, given the complexity of the 30-year financing arrangement currently on the GSB, the time that would be required to complete the refinancing process and the significant costs that would be incurred as a result of prematurely canceling the existing arrangement, may not make the refinancing option feasible at this point in time.

Interest and Associated Costs:  Based on preliminary discussions held with the OAS’ bankers over the last few weeks, the rate on a Bank of America line of credit would range from 4.76% (secured line) to 6.76%
 (unsecured line). In addition to interest charges, an up-front commitment fee of approximately 0.35% of the total authorized amount would be charged annually to the OAS, regardless of whether the line of credit is drawn upon, as long as the credit-line remains in place.  In addition, the OAS would incur attorneys’ fees and other settlement fees as part of obtaining a second mortgage on the GSB.  . Therefore, it would be advantageous to initially limit the amount of the credit-line with the bank to the immediate cash needs of the Fund. Nevertheless, the Secretary General would seek Permanent Council authorization to borrow, at a minimum, an amount up to the available equity in the GSB. This approval would ensure that the required authority to increase the credit line is in place should expected quota or other payments not be received. 
Given the cash forecasts for the last quarter of 2005 and considering that the timing of these receipts during each remaining month of the year is currently unknown (e.g., payments  received at the beginning versus the end of the month), a secured credit line of at least $10 million would have to be requested. The required amount would increase however, if quota payments and other receipts do not come in as expected. For example, if currently scheduled quota payments are received after December 15 or are not received prior to year-end (worst-case scenario), the cash requirement could rise to $18 million; in which case, the OAS would need to borrow more than the remaining equity in the GSB ($15.2 million). Interest expense and commitment fees during 2005 can therefore range from approximately $47,000 (if currently scheduled payments are received no later than December 15) to $146,000 (under a worst-case scenario) (see Annexes D and E). The cost to maintain the credit line will extend into future years.
Source of Financing for Interest Expense and Other Line of Credit Costs: With the approval of the Permanent Council via CP/Res.775, interest expense on the existing mortgage of the GSB is financed by rental income from leased space within the building. Given that the GSB would be used to secure the line-of-credit, the Secretariat would recommend that interest and other expenses for the Line of Credit be paid for out of rental receipts. Further, we would recommend that a budgetary authorization equal to the interest costs and commitment fees (up to $146,000) be granted to the Building Maintenance Account of the Regular Fund in order to cover these costs.
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�.	Preliminary rate quote based on 30 day London Interbank Offered Rate (LIBOR) + 100 basis points for a secured LOC and 30 day LIBOR + 300 basis points for an unsecured line. 30-day LIBOR Rate as of September 5 is 3.76%. Rate is subject to change.
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