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PROJECTED STATUTORY AND INFLATIONARY ADJUSTMENTS TO THE 
PROGRAM-BUDGET OF THE Regular Fund FOR 2007

Mr. Committee Chair,

The delegation of Brazil remains committed to making positive contributions to appropriate and creative solutions to the issues we have examined within the CAAP. 

On the need to seek sources of funding for statutory and inflationary adjustments to the 2007 program-budget, the proposal to use the Reserve Subfund has been presented as the most palatable option–one without major consequences beyond reducing available resources in the Reserve Subfund.

We believe it would be healthy to reflect on the impact this measure would have, in the medium and long terms, on the dynamics of the Organization’s budgetary execution. The statutory and inflationary adjustments to which the requested resources would be allocated are recurring expenses. It is important to note that the use of the Reserve Subfund to cover non-contingency costs during the 2007 fiscal year would lead to the automatic inclusion of a similar amount of resources in the program-budget for the following fiscal year, i.e., 2008.

Once the use of these resources to cover COLA costs were authorized, the Organization would be making a formal commitment to a new level of spending for coming years. Wage increases under the cost-of-living adjustment and to offset inflation become part of the remuneration package of General Secretariat staff and must be included in the proposed budget for 2008.

In other words, by authorizing the use of US$2.9 million from the Reserve Subfund to cover statutory and inflationary adjustment costs in 2007, the member states are in effect raising the budgetary ceiling of the Organization for that fiscal year, with an immediate impact on subsequent fiscal years.

Resolution AG/RES. 2257 (XXXVI-O/06), part B, Article 2 (a), provides that the General Secretariat is to submit a proposed budget for the year 2008 at the level of $81.5 million. The delegation of Brazil believes that, by adopting this draft resolution as proposed, the member states will be approving, indirectly, a budgetary increase equivalent to the resources withdrawn from the Reserve Subfund to cover the cost of statutory and inflationary adjustments, negating the effect of that provision of resolution AG/RES. 2257 (XXXVI-O/06). With that decision, the member states will be accepting, even though implicitly, a budgetary ceiling of at least US$84.4 million for 2008. 

Let us remember that the General Secretariat employed a similar procedure at the beginning of this year to adjust the program-budget for 2006. By way of resolution CP/RES. 903 (1542/06), adopted on April 5, 2006, the Permanent Council approved the allocation of US$5.2 million to supplement the 2006 program-budget, the original ceiling of which had been US$76.2 million. At that time, the member states decided, as is being proposed today, that the additional resources approved should be withdrawn from the Reserve Subfund.  And, as proposed today, they adopted a paragraph releasing the General Secretariat from the obligation, under Article 72 of the General Standards, to refund the Reserve Subfund the resources approved by the Permanent Council.

In addition, resolution CP/RES. 903/06 also indicated, in operative paragraph 4, that the additional appropriation did not constitute approval of a new budget ceiling for 2007. Meanwhile, as we know, the Organization’s budget for 2007 became, in effect, US$81.5 million—i.e., the ceiling originally approved for 2006, plus the additional appropriation approved in April of this year.

We must bear in mind that, with the adoption of the draft resolution the General Secretariat has presented, a similar process would take place in relation to the program-budget for 2008. In a few months, when we are studying the proposed budget for 2008, the General Secretariat will present documents showing the budgetary requirements of the Organization as US$84.4 million at a minimum (equivalent to the US$81.5 million approved in the 2007 budget resolution, plus the US$2.9 million for the COLA). The political cost of objecting to such an increase will be so high that the member states will have no choice but to agree to raising the budget ceiling. The member states then, will have to increase their contributions to the Regular Fund.

We must point out that proposals to increase the Organization’s budget ceiling are supposed to go through specific procedures, including approval by the General Assembly.  The delegation of Brazil is worried by the tendency to seek increases in the Organization’s budget ceiling indirectly, without appropriate discussion.   It is also concerned that those annual increases in the budget ceiling are achieved by using the Reserve Subfund.

On the other hand, no means have been found to accommodate, in the Organization’s budgetary structure, the periodic wage increases that stem from the cost-of-living adjustment policy. We must continue to reflect on available options.  Brazil is ready to continue discussions on the matter, so that we will not be surprised, year after year, by the need for budgetary increases through the Reserve Subfund.

We support the efforts of the General Secretariat to make the OAS budget sustainable. We need to reflect carefully on the best way to accommodate our commitment to annual wage adjustments for the cost of living and for inflation.  This exercise should be coordinated closely with efforts at more efficient human resource management–a topic to be addressed by the CAAP in the future. 

Adopting a resolution in the terms presented by the General Secretariat would have a serious impact on the dynamics of resource management at the Organization. Automatic increases in expenditures under Object 1, even by virtue of statutory obligations, should not, in principle, translate into automatic increases in the annual contributions of member states. 

Mr. Committee Chair,

The delegation of Brazil will join in the consensus that is reached on the best way to handle this question.  But it has felt compelled to issue these clarifications regarding the consequences of the solution proposed by the General Secretariat in its draft resolution.

RECOVERY OF INDIRECT COSTS
Mr. Committee Chair,

The delegation of Brazil believes that any amendment to the General Standards calls for careful thought and close study by the member states. Perhaps our discussion on the implementation of a new indirect cost recovery policy has not yet reached the stage where we can take a decision. 

Above all, we must bear in mind how a new policy for recovering indirect costs could come to affect contributions to voluntary funds. Neither any member state nor the General Secretariat would benefit from the adoption of measures that would inhibit the present flow of voluntary contributions. 

It was for no other reason that the mandate conferred in resolution AG/RES. 2257 (XXXVI-O/06) included a review, by the Inspector General, of whether the method of charging for technical direction and administrative support is consistent and reasonable, and an audit on overhead charges by the end of 2006 [item 7, subparagraphs (i) and (iii)]. The overhead charge policy was to be analyzed on the basis of that evaluation, with a view to proposing amendments to the General Standards for a new overhead policy that would be coherent, consistent, and reasonable.

The General Secretariat has made every effort to bring the real dimensions of the budget administered by the Organization to the attention of the member states. These are worthy efforts, inasmuch as they call attention, in the context of consideration of the OAS budget, to the fact that the resources come from different sources–member state quotas to the Regular Fund and contributions to specific funds. In a healthy exercise of shared responsibility, the General Secretariat thus increasingly involves the collegiate political bodies in determining the most appropriate allocation of the resources administered. 

It is particularly important that this effort toward transparency has allowed more comprehensive understanding of the operations of certain sensitive areas of the General Secretariat, the budgets of which are almost entirely funded by specific funds. Incorporating these sensitive areas into the General Secretariat’s control processes and mechanisms, lending greater uniformity to the Organization’s financial and budgetary management, is a task Brazil considers important and urgent. This delegation wishes to acknowledge that laudable initiative.

One of the stated aims of the General Secretariat’s proposal is to correct distortions in certain areas which have total freedom to administer resources derived from overhead charges. Measures leading to the correction of such distortions will always have the support of the Brazilian delegation. 

However, we must take care, in eliminating one distortion, not to cause another one of a different sort. It would seem inconsistent with the principles of transparency, efficiency, and accountability in the management of OAS resources to grant the General Secretariat, through an amendment of the General Standards, a parallel source of income not necessarily subject to scrutiny by the appropriate collegiate political body. To give the General Secretariat total freedom to administer overhead charges would not seem the best solution. 

We understand that the topic remains under discussion.  It is essential to clarify precisely where the resources derived from the adoption of a new indirect cost recovery policy would go. We should continue discussing the possibility that these funds could revert in their entirety to the Regular Fund. In principle, all sources of income to fund General Secretariat activities of any nature should be subject to control by the Committee on Administrative and Budgetary Affairs. 

Along the lines of what is being discussed in the CAAP, should it be decided to allow, on the other hand, a portion of those funds to be administered by the General Secretariat autonomously, without prior deliberation by the CAAP, some limitations would have to be established. For example, it is essential that those resources not be used to cover expenditures under Object 1, since these are non-contingency costs. Allowing the use of these funds to cover expenses under Object 1 would be equivalent to indirectly authorizing an increase in General Secretariat staffing, which certainly would represent an additional budgetary burden for the member states in the future. According to the General Standards now in force, recovery of indirect costs is one of the sources of General Secretariat income for financing OAS activities through the Regular Fund. In principle, we see no reason for that to change in the future.

It is also important to look at possible exemptions from the general rule under which a fee is charged to recover indirect costs. Understandably, the General Secretariat wishes to retain a degree of flexibility in applying different percentages to different types of projects or programs. But exceptions to the rule should be better regulated and perhaps subject to consideration by the Permanent Council. 

Furthermore, it is important that exemptions from the overhead charge include member state contributions for regular OAS activities. These contributions do not pertain to particular projects; they do not require specific reports, legal assistance, project evaluation, financial statements, monitoring of agreements, or demonstration of results. These are small contributions intended only to supplement the existing budget in certain priority areas of the Organization. They should not be placed in the common pot of contributions earmarked for specific projects, which usually involve considerable use of human and material resources by the General Secretariat.  Non-earmarked donations should not be treated the same as those intended for specific programs, in which donor countries exert some (and in some cases great) control over the resources administered by the Organization. 

The delegation of Brazil is prepared to consider language aimed at exempting contributions of this nature from overhead charges.  There is still room to improve on the proposed text. 
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