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REMARKS BY THE SECRETARY FOR ADMINISTRATION AND FINANCE IN REGARDS TO THE BUDGET CEILING DRAFT RESOLUTION FOR 2016 AND STATUTORY ADJUSTMENTS FOR 2016

By way of introduction, I believe it would be a useful exercise to explain that the General Assembly approves the budget of the OAS in two stages.  The first stage, which concerns us today, deals with money coming in.  The second stage, which culminates in October, deals with the way the money is spent.  That, as you all know, is the formal budget process that begins after the June GA with a formal Secretariat proposal in July.   

The upcoming June GA will approve the financing and the budget ceiling for two separate funds.  The first is the Regular Fund, which is the main operational budget of the Organization. The second is the Indirect Cost Recovery (ICR) Fund – effectively what we would call overhead.  As such, the June GA in effect sets quota payments due by member states for the year in question.  

The draft resolution before you, therefore, contains two central elements:  First, the basis for setting quota payments for each member state, and the quota amounts proper for 2016.  Second, the draft resolution sets the total for the overall regular fund budget level – what we call the budget ceiling, for the regular fund and the ICR fund.  

Taking the ceilings one at a time:  

The first ceiling is for the Indirect Cost Recovery Fund (ICR). This ceiling is established according to a formula set out in the general standards, by which the budget ceiling of the ICR shall be 90% of the average ICR income received in the 3 years preceding the budget resolution approval.   Therefore, in this resolution we take the actual received ICR amounts for 2014, 2013, 2012 – we average them – and we take 90% of that figure.  That becomes the ICR ceiling for the next three years.  

Based on this formula, the ICR budget number will be $6m, of which $1.5m is transferred to the regular fund, as we do every year.  The 1.5m figure is not set in stone, but we have used it for the past several years.  In sum, the total ICR ceiling for the next three years will be $4.5m.  Note that following a general trend of declining specific funding, this number is $750,000 less than the previous ICR ceiling.

The second ceiling is for the Regular Fund. This ceiling is established based on the indicative budget ceiling number established in last year’s resolution.  Note that 2016 is the second year of a biennial budget. 

As you will recall, the 2015 Regular Fund budget ceiling was divided into $54,3m for personnel (Object 1) and $30m for non-personnel (Objects 2-9), for a total overall budget of $84,324,100. This represents the indicative budget ceiling figure, as established in the 2015 approved budget ceiling resolution and it is the figure we are reflecting in this 2016 draft resolution as well.

That said, we believe it is our duty as your Secretariat to provide you with additional information regarding the reality of what it will take to run, and pay for, this organization in 2016.  

Simply stated, the actual projected expenses for the 2016 budget are higher than the indicative figure by approximately $1.2 million. This projection is not exact, and it is conservative.  But it attempts, as best we can, to take into consideration projected statutory increases for personnel and non-personnel.   By statutory increases, we mean increases that will obtain every year, mechanically, by virtue of statutory obligations.  As you will see, not every item will occur each year, but when they do, we are obligated to meet those costs.  

The chart (Annex 1) that you see on screen breaks down these estimated statutory increases for 2016: 

COLUMN 1:  represents the 2015 approved budget of $84.3 million broken down by personnel and non-personnel.  Again, Personnel is $54.3 million and non-personnel is $30 million.  This is also the indicative figure for 2016.

COLUMN 2:  shows the Cost of Living Adjustment (COLA) in September 2016 for General Services’ category of approximately $100K. 

COLUMN 3:  represents the COLA for the Professional Category, in which we have placed a zero.  But this deserves a brief explanation to understand how these numbers might move.   Of course we do not know what the COLA figure will be in 2016. In 2015, the figure was ZERO for the Professional category, and there is a chance that for 2016 it will be $0 as well.  We have conservatively reflected that here.   According to the United Nations COLA calculation, a 1% COLA increase would be obtained if inflation of about 4% is sustained for 11 consecutive months.  For us, this represents an additional $200,000.  But today’s inflation rate is approximately 1.6%, so this looks unlikely, but not impossible.  Finally, if the United Nations decides to change its COLA formula – which it can do –we would be forced to meet that change.  

COLUMN 4:  Represents the cost associated with a step increase that will take effect this year in July, which will obviously affect the second half of this year, but also have an impact in the salary base for the first half of 2016. This represents an additional cost of approximately $400K.

COLUMN 5:   Then, for the second half of 2016, we will predictably be faced with a salary step increase, which we reflect here as approximately $350K. BTW- And at the risk of being too granular, these numbers are also affected statutorily by such matters as changes in the number of dependents, and reclassifications – but the changes are small.  

COLUMN 6 and 7:   Is the additional yearly costs of a possible medical insurance adjustment.  I say possible only as a hedge, but we will very likely see an increase of 5% here, just as we did for 2015.  Medical costs continue to increase and the Medical Insurance Committee will likely request a 5% increase in premium costs.  For us, this translates to an additional $150K for the institutional insurance coverage for Staff (personnel) and $150k for the institutional insurance coverage for Retirees (non-personnel).   

The FINAL COLUMN adds it all up.  The overall Total Budget with Statutory Adjustments for 2016 equals $85.5 million. If we compare this estimate to the indicative ceiling figure of $84.3 million, we have a difference of $1.2 million, or an approximately 1.4%.

Note that these statutory adjustments exist every year.  Stated another way, all else being equal, it costs the OAS roughly that additional amount to operate in the same way we did the year before.  In the absence, then, of any increase, we must find savings in the existing budget.

We hope the member states find this information useful as they consider the resolution tabled today.

Thank you    
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