Summary if WFP/EB.A/2008/6-C/1: Update on the WFP Management Plan (2008-2009)

Introduction: This is the second update for the current biennium. (par 1)

Background: The Management Plan used a needs-based methodology for programme costs, while the setting of the Programme Support and Administrative (PSA) budget took into consideration the expected level of resources, based on historical funding levels and expected reserves. This update provides an overview of the changes in the Programme of Work since the approval of the Management Plan, along with the re-costing of these programmes; an overview of the projected resource level to fund the Programme of Work. The note also outlines issues related to the US$/Euro exchange rate. (par 2-5)
WFP’s Programme of Work: 

Re-Costing the 2008-2009 Programme of Work: Continued increases in prices have necessitated further re-costing of the original Management Plan requirements. Since the finalization of the operational component of the Management Plan in mid-2007, the unprecedented rise in food prices has changed many of the assumptions on which the operational Programme of Work was based. The continued increase in fuel prices and the devaluation of the US dollar against most currencies hampered activities. (par 7-8)
In the February 2008 update on the Management Plan, the Secretariat estimated that it would require US$734 million in additional resources (US$786 including Indirect Support Costs) to implement the original Programme of Work. (par 9)
The original requirements included in the 2008-09 Programme of Work were re-costed to reflect new market conditions. All other factors – the volume of food, the composition of the food basket and the number of beneficiaries – were kept constant to isolate the increases in the budget that were due to cost increases. WFP foresees its operational requirements increasing by US$1.4 billion, a 26% rise for the biennium. (par 10-11)
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Additional Requirements:  Since the approval of the Management Plan in October 2007, new requirements have increased the Programme of Work by US$449 million. The additional requirements consist of: new projects (mainly Special Operations); extensions of existing projects; and additional unforeseen requirements under existing projects. (par 15)
Revised Programme of Work: The revised Programme of Work for the biennium 2008–2009 is US$7.792 billion (including ISC), which includes US$1.4 billion in additional costs required to implement the Management Plan 2008–2009 and US$449 million in additional operational requirements. (par 17)
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Within the total estimated revised Programme of Work, US$4.3 billion relates to 2008 requirements and US$3.5 billion to 2009. The Secretariat is working to adjust all operational budgets to reflect the cost increases. (par 18)

Projected Resource Levels: The 2008–2009 Management Plan was based on an overall income forecast of US$5.2 billion generating between US$311 and US$340 million of ISC income. This corresponded to a 90% funding of the original US$5.8 billion overall requirements. Current forecast for the overall contribution income is US$6.4 billion, which would generate between US$385 and US$419 million in ISC income.  (par 19-20)

Proposed Hedging Policy: The PSA (Programme Support and Administrative) budget appropriation for the biennium was built on the assumption of a US$/Euro exchange rate of 1.33. Since the preparation and approval of the Management Plan, there have been significant changes in the currency markets and the exchange rate in May 2008 is 1.56, which is 23 cents above the rate embedded in the Management Plan. (par 21)
Each movement of one cent in the US$/€ exchange rate has an impact of US$1.06 million on the PSA budget. If the exchange rate between the US dollar and the Euro remains at the current level, the PSA budget will cost approximately US$24.4 million more than outlined in the Management Plan. (par 22)
Given the large impact of the US$/€ exchange rate on the PSA budget, the Secretariat proposes that the Board authorize a standing hedging policy that would allow the Secretariat to always hedge the Euro component of the PSA budget for the following budget period. Hedging the Euro expenditure would involve buying the right to purchase a determined amount of Euros at a fixed exchange rate. (par 23-24)

The Secretariat therefore recommends adopting a policy to hedge the Euro-based parts of PSA expenditures that have predictable cash-flow patterns. If approved, this policy would be applied with effect from the 2009 budgetary period; hedge contracts would be concluded immediately for the predictable Euro-denominated element of the 2009 PSA budget. Such a policy would result in certainty of the US$ value of the Euro-dominated PSA expenditure and therefore greatly benefit the planning process, while the financial impact of the policy over time is expected to be neutral. (par 26-27) 
Status of the PSA Equalization Account: The Management Plan 2008–2009 forecasted a 2007 year-end balance of US$11 million. According to the recently issued Financial Statements, the actual balance was US$8.6 million. (par 28)
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Status of the General Fund: The General Fund is an accounting entity used for recording ISC recoveries from projects and miscellaneous income that is not earmarked for any particular programme activity. The ISC income is recorded in the PSA equalization account, which is a subset of the General Fund. The main income source for the unearmarked portion of the General Fund is interest income. (par 30)
The interest income forecast for the 2008–2009 biennium has been revised downward from US$60 million to US$30.4 million to reflect the reduction in interest rates by the United States Federal Reserve from 5.25% to 2.00% since September 2007. The opening balance for the General Fund has been revised upwards to US$52.8 million. This is US$34.8 million higher than the US$18 million balance projected in the Management Plan (2008–2009). The difference is largely due to interest income, currency exchange adjustments and miscellaneous income realized during the biennium. (par 31-32)
WINGS II: The WINGS II project is in the realization stage. WINGS II was allocated US$49 million by the Board. The gradual appreciation of the Euro versus US dollar over the life of the project has put pressure on the WINGS II project budget. In addition, during the building and configuration phase, opportunities have been discovered to incorporate high-value changes that were not apparent during the design stage. (par 33)

Therefore, the Secretariat is seeking two budgetary allotments from the Board for a total of US$7.5 million, comprising: US$5 million project risk contingency allocation to cover unexpected cost overruns; and US$2.5 million allocation for change requests (including US$1.5 million for PASport) to allow the project to promptly incorporate high-value opportunities that arise during the realization phase. (par 34)

Security Upgrade: A global review of the security arrangements of all duty stations is being undertaken within UNSMS. Although the full funding and cost implications for WFP are not yet known, it is likely to call for significant additional investments in security. The Secretariat requests that the Board authorize the use of US$5 million from the General Fund to begin addressing the most pressing of the security needs described in the security management arrangements document. (par 35-36)
Unfunded Staff Benefits Liabilities: WFP had fully recognized all staff liabilities as at 31 December 2007. Although WFP has fully recognized the liabilities, not all of them are funded. As at 31 December 2007, after-service benefits and other staff benefit liabilities totalled US$219.2 million, of which US$108.4 million was unfunded. (par 39)
Funding:  These staff liabilities are related to past service and the full funding of such liabilities is not an issue unique to WFP. The Programme has had to fund such liabilities in the past. However, they were funded on a “pay-as-you-go” basis. As it may not be realistic to expect an immediate full funding of all staff liabilities, the Secretariat suggests applying a phased approach to resourcing such liabilities, whereby funding is secured over several biennia. (par 41)
The following funding options could be explored, either individually or in combination:


(i) the inclusion in management plans over several biennia of an amount for past-service staff liabilities, until the unfunded amount is fully amortized;


(ii) the inclusion of an amount in the standard salary costs for ongoing and future projects or PSA to provide full funding over the amortization period;


(iii) annual allocations from the General Fund;10 and


(iv) the transfer of unspent project balances to fund past service staff liabilities (subject to donor approval where appropriate). (par 42)
Recommendation: An initial review suggests the most appropriate option would be to fund these liabilities through inclusion of an amortization amount in the Management Plan or in standard staff costs. The Secretariat will examine the options more closely before reverting to the Board with more detailed recommendations. (par 43)
Staffing Issues: The update on the Management Plan to be presented in October 2008 will include a realignment of 2009 PSA to reflect the updated WFP strategy, along with progress on the implementation of organizational changes and their impact on staff. (par 44) 
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