CL 135/8 - REPORT OF THE HUNDRED AND TWENTY-THIRD SESSION OF THE 
FINANCE COMMITTEE

Rome, 6 – 10 October 2008
Financial and Budget Reports
Financial highlights and status of the current assessments and arrears.
The General Fund (GF) deficit at 30 June 2008 stood at a level of USD 218.8 million compared to the 31 December 2007 balance of USD 465.3 million. A projection to the end of 2008 indicated that the deficit would be similar to the 2007 balance. 


a) The Committee expressed very serious concern at the persistently high level of arrears of 
contributions from previous years (USD 58.4 million and EUR 27.8 million).


b) The under-funding of the After Service Medical Coverage (ASMC) liability related to past 
service continued to be a cause of structural deficit on the GF. (para 6)
In terms of investments, the FAO long-term portfolio’s return of negative 19% was better than the broader market’s performance (negative 31%), which reflected the diversification of the FAO portfolio.
The Secretariat confirmed that there were no liquidity constraints affecting TCP.

Liquidity was expected to remain positive only if important contributions between October and December 2008 were received in a similar pattern as in 2007, including in particular the receipt of outstanding contributions from its largest contributors by the last quarter of 2008 to avoid borrowing funds from banks to pay for operating expenditure.
Fully recognizing that only through timely receipt of contributions, could FAO meet operating cash requirements without recourse to statutory reserves or to external borrowing, the Finance Committee urged all Member Nations to make timely payment of assessed contributions to ensure that FAO could meet the operating cash requirements for the programme of work. (para 9-12)
The Committee again noted with serious concern the magnitude of the accumulated General Fund deficit. (para 13)
Audited Accounts FAO 2006-2007

The External Auditor noted that:

a) There had been a marginal improvement in the net shortfall of income over expenditure of the Organization;
b) The deficit in the General Fund balance had increased steadily over the last three biennia and stood at USD 465.3 million as at the end of biennium 2006-2007. An amount of USD 404.6 million of staff related liabilities remained unfunded;

c) The Organization resorted to extensive external borrowing during 2006-2007 with the cost of borrowing amounting to USD 1.8 million;

d) The Organization should review its existing business model and consider the adequacy of internal reserves;

e) The importance of capacity building of field offices in the context of decentralisation was underlined;

f) The lack of clear identification of a source of funding had impacted the Human Resources Management System (HRMS) project in its early stages. (para 15)
In response to specific questions, the Committee noted as follows:  

· The Organization’s deteriorating financial position was in part due to liquidity shortages caused by the late receipt of Member assessed contributions. The main long-term financial imbalance was related to the unfunded staff-related liabilities;

· Separate proposals would be presented by the Secretariat regarding the gap between recovery of project serving costs and related expenditures, for consideration by the Finance Committee; and

· Attention needed to be given to improve the level and quality of management reporting and information for decision making, especially on human resources.

The Committee recommended that the Council submit to the Conference for adoption, the Audited Accounts for the 2006-2007 biennium. (para 20-21)
Audited Accounts
FAO Commissary 2007

The Committee took note of the Commissary’s operational surplus and financial self-sufficiency during the period in question. The recommendation of the IEE that the Commissary should be run as a fully independent operation from FAO was deemed not feasible by the management as a result of the constraints arising from the Headquarters Agreement with the Host Country and the resulting intractable legal and structural relationship between the Commissary and the FAO. (para 23-24)
Oversight Matters
Progress Report on Implementation of the External Auditor’s Recommendations

The Committee reviewed the report and noted with satisfaction that there had been considerable progress in the implementation of recommendations. (para 27)
Financial Policy Matters
Measures to encourage timely payment of contributions

The Committee stressed that all measures currently in place to encourage timely payment by Members should be strictly enforced. The Committee noted that to date no Members had expressed interest in the facility to request payment of contributions in non-freely convertible local currencies.

The Committee agreed to propose the following measures to Council: 

· Member Nations in arrears of more than the amount of contributions due for the two preceding calendar years should be required to submit an installment plan to the Finance Committee for review, and subsequent approval by the Conference;

· at the beginning of each biennium all Member Nations should be encouraged to submit a payment schedule for the payment of their assessed contributions; and
· existing provisions on loss of voting rights should be rigorously applied. (para 33-34)
Incentive scheme for payment of contributions
The Director-General’s requested the Finance Committee to confirm that the annual discount rate for 2009 assessed contributions remain at zero. (para 35)
Annual report on Special Fund for Emergency and Rehabilitation Activities
The Committee recalled that the prime purpose of the Special Fund for Emergency and Rehabilitation Activities (SFERA) was to contribute to FAO’s rapid response in crisis situations, which had been significantly strengthened as a result of this flexible tool. The Committee expressed satisfaction with the results from the use of SFERA and appreciation to the donors to the Fund. (para 38-39)
Replenishment of the special reserve account
The Finance Committee took note that proposals for replenishment of the Special Reserve Account would be submitted to the 2009 Conference through the Programme of Work and Budget 2010-11. (para 42)
Budgetary Matters
Review of procedures regarding financial regulation 4.5 (B)
Certain principles contained in the Immediate Plan of Action would bring improvements to budgetary oversight. 
In September of the first year of the biennium, the Secretariat would submit to the Programme and Finance Committees for their review and approval, an initial plan as a first indication of likely biennial chapter transfers. This plan would be updated and submitted to the Committees on a rolling basis throughout the biennium with any updates to the amounts and allocations. If further variations due to legitimate unforeseen situations occur within a nominal margin, the Committees would simply take note of the adjusted figures. If the shifts are larger than a nominal margin, the Secretariat would be required to seek a new Finance Committee approval for the updated budgetary chapter transfers, taking into consideration comments from the Programme Committee.

The Committee requested the Secretariat to elaborate on such a procedure, including the nominal margin, which could range between 1 and 5% of the budgetary chapter, for consideration at its next session. (para 50-51)
Progress report on implementation of the technical cooperation programme
The Committee expressed general satisfaction for the content of the progress report. The Committee insisted on the need to improve the delivery of approved projects and was informed of the action being taken to better monitor project implementation as well as their results and impact. (para 52)
Human Resources Matters
Progress report on implementation of human resources management strategy and policy framework

The Committee endorsed the strategic objectives outlined in the HR Strategy and Policy Framework and acknowledged the comprehensive nature of these objectives. (para 57)
Staffing levels and current and projected cost savings at the shared services centre, Budapest

The Committee was informed that an evaluation of the implementation would not be possible until after one year of full operations, since a phased approach had been adopted. A detailed explanation of the latest biennial savings calculation, which remained consistent with the figure of USD 8 million envisaged in the PWB 2008-09, was given.
The Committee recommended to consider offshoring more functions, supporting the preliminary findings of the Root and Branch review, and to continue to seek synergies amongst the Rome based agencies, and other UN agencies when appropriate, in the delivery of shared services. (para 60-62)
Organizational Matters
Review of the Draft Report of the Conference Committee for the Follow-up to the IEE, and consideration by the Finance Committee of the Implementation of the Immediate Action Plan, with a focus on its cost and funding modalities
The Committee noted in this regard that, in 2009, the full implementation of the IPA was expected to require total resources of USD 18.2 million (USD 13.1 million in one-time investment costs and USD 5.1 million in recurrent costs) and that the Root and Branch Review intiatives was expected to require a further USD 7.5 million (USD 4.5 million in one-time investment costs and USD 3.0 million in recurrent costs). Given that funding sources of USD 3.9 million had already been identified, total preliminary and tentative extra-budgetary funding requirements for 2009 would be approximately USD 21.8 million (USD 14.7 million in one-time investment costs and USD 7.1 million in recurrent costs).

The Committee recalled that investment and recurring costs for 2010-2011 would be further reviewed in the context of the preparation of an integrated Programme of Work and Budget 2010-11 that would cover both assessed and voluntary contributions.

In order to have an appropriate mechanism to collect voluntary funding, the Committee recommended the establishment of a dedicated Trust Fund.

The Committee stressed the importance of considering all avenues for identifying resources. For example, in its role of oversight of financial administration, the Finance Committee could assist in identifying potential Regular Programme funds for the Immediate Plan of Action while ensuring that the Programme of Work 2008-09 is fully implemented as planned. Such funds could become available, for example, through windfall savings or from freed up Regular Programme resources as a result of extra-budgetary contributions in support of technical programmes.

Finally, the Committee highlighted the importance of establishing a clear follow-up mechanism for monitoring the financial aspects of the implementation of the Immediate Plan of Action. (para 67-71)
World Food Programme Matters

(para 75-87)
