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Summary

The present report updates the information on the financial situation of the
United Nations contained in the previous report of the Secretary-General
(A/56/464/Add.1). It provides a review of the Organization’'s financial situation
based on data as at 30 September and wherever possible projections to 31 December
2002.

Three key financial indicators, namely, unpaid assessments, cash on hand and
debt owed to Member States, measure the State of the Organization’'s financial
health. In general terms, 2002 is forecast to be a good year, with somewhat better
cash balances, but at the same time with higher unpaid assessments and debt owed to
Member States.

This year, however, one more indicator must be added, that is, the adequacy of
the budget to fund all of the mandates approved by the Member States. This is an
important indicator of financial health, as it provides the foundation for all others.
This year new items have been approved and others are now anticipated that may
increase the regular budget above the level of the preceding year.

* The document is being issued following the presentation made by the Under-Secretary-General
for Management on the financial situation of the Organization.
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I ntroduction

1. The present report updates the information on the financial situation of the
United Nations contained in the previous report of the Secretary-General
(A/56/464/Add.1). It also provides information on the financial situation of the
Organization as at 30 September 2002 and projections to 31 December 2002.

Review of thefinancial situation asat 30 September 2002
and prospectsto 31 December 2002

Overview

2. Since the previous report on this subject, a number of management initiatives
have been implemented. For example, new funds were approved that enabled
security for the United Nations staff and premises to be enhanced. In the field, 190
security officers are now in place, with $70 million in costs shared by the United
Nations and all of the funds, programmes and agencies, as well as the World Bank.
The Organization’s first management information system is now available online,
providing programme managers with access to management information. The capital
master plan has been developed further, its costs have been determined, potential
sources of financing have been identified and the support of the host city has been
secured. Human resources reform is largely in place, recruitment and placement are
managed electronically, and programme managers are held to defined employment
criteria. Finally, the Integrated Management Information System (IMIS) is now
connected to six peacekeeping missions, with more to be connected in the months
ahead.

3. In the next six months, other management initiatives will begin to be
implemented. These include but are not limited to the productivity knowledge
gateway, which tracks the progress of potential productivity initiatives. A
digitalization project that will archive core records and correspondence of the
Secretariat and of the United Nations, funds and programmes will be finalized. An
electronic document publishing and handling system will be completed to support
the production and dissemination of the United Nations Treaty Series. The progress
and impact reporting system, which tracks the success of reform initiatives, will
come online. Finally, the budget methodology set out in the Secretary-General's
reform report (A/57/387 and Corr.1) will be reviewed.

4.  Management initiatives are best realized when financial indicators are positive
and when financial resources are in place. Most of the resources are in place for
2002, but some are not.

5.  Three key financial indicators, namely, unpaid assessments, cash on hand and
debt owed to Member States, measure the Organization’s state of financial health.
At this time, however, it is also necessary to consider the capacity of the budget,
defined as the adequacy of the Organization’s budgets to fund all of the mandates
approved by the Member States. This component may, in fact, be the most important
one, as it provides the foundation for all the others. Surrounding these components
and tying them together is the adequacy of annual assessment levels and the
adequacy of the payments actually made against those assessments.
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6. Aggregate assessment levels for 2002 comprise amounts applicable to the
regular budget, the International Tribunals for Rwanda and the Former Yugoslavia
and peacekeeping activities. During the past eight years, aggregate assessment levels
have reached a high point of over $4 billion in 1995 and again in 2001. In 2002,
assessment levels have decreased from the second-highest level to just over $3.4
billion as at 30 September.

7. The regular budget level has remained relatively constant for a number of
years — $2,632 million for the biennium 1994-1995, $2,608 million for 1996-1997,
$2,532 million for 1998-1999 and $2,535 million for 2000-2001. Over the eight-year
period, costs have been reduced sufficiently to absorb inflation, to absorb special
mission costs and other unforeseen costs relating to peace and security and to
produce a regular budget total that today is at the same level as that of 1994-1995.
Favourable exchange rates played a strong part in helping to produce this positive
picture. That situation will not be the same in the biennium 2002-2003.

8. Budget levels in 2002 for the International Tribunals reached $200 million, a
level forecast as a possibility in earlier years. That possibility has now become a
reality. Other cost increases are foreseen for the Tribunals as a result of the decision
of the Security Council to approve ad litem judges for the International Tribunal for
Rwanda. In addition, the long-term costs of enforcement of sentences may have
further financial consequences.

9. As for peacekeeping, assessment levels show an erratic pattern. Levels were
high in 1994-1995, decreased from 1996 to 1999 and increased in 2000 and 2001. A
level of $3 billion, the second highest, was reached in 2001, which has decreased to
$2.1 billion in 2002.

10. As for individual missions, decreases have occurred in al but two in 2002.
There are significant decreases, as would be expected, for the United Nations
Mission of Support in East Timor (UNMISET) (formerly the United Nations
Transitional Administration in East Timor), the United Nations Mission in Ethiopia
and Eritrea (UNMEE), the United Nations Interim Administration Mission in
Kosovo (UNMIK), the United Nations Interim Force in Lebanon (UNIFIL) and the
United Nations Mission in Bosnia and Herzegovina (UNMIBH), even levels for the
United Nations Disengagement Observer Force (UNDOF), the United Nations
Observer Mission in Georgia (UNOMIG), the United Nations Peacekeeping Force in
Cyprus (UNFICYP), the United Nations Irag-Kuwait Observation Mission
(UNIKOM) and the United Nations Mission for the Referendum in Western Sahara
(MINURSO) and major increases for two African missions, the United Nations
Mission in Sierra Leone (UNAMSIL) and the United Nations Organization Mission
in the Democratic Republic of the Congo (MONUC). However, the recent decision
of the Security Council (resolution 1436 (2002)) to reduce troop strength in
UNAMSIL should have an impact on that mission’s assessment level next year.

Unpaid assessments

Regular budget

11. During September, the cash situation under the regular budget became critical.
Borrowing from peacekeeping accounts to fund the regular budget began in early
September and continued through that month.
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12. As at 30 September, only 105 Member States had paid their regular budget
assessment in full. Previous end-September results were substantially higher, with
131 Member States paid in full at 30 September 2000 and 122 in 2001. Payment by
only 105 Member States at the end of September means it will be difficult to reach
the higher numbers repeatedly achieved from 1994 to 2000. This is a
disappointment, as the Organization must be able to rely on payments in full and on
time so as to provide the predictable resource base needed to carry out all mandated
activities. Regrettably, the situation has not changed in the weeks since 30
September. Since then, only six other full payments have been received.

13. At 30 September, 38 Member States had not paid their 2002 assessments.
Another 44 Member States had made only partial payments or had received a credit
as a result of reductions in the approved scale. Overall, 82 Member States had
chosen not to meet agreed financial commitments. The financial stability of the
Organization is thus under pressure, as receipts allow the work of the Organization
to carry on and their absence undermines that ability.

14. Asto Member States with outstanding amounts for 2002, at 30 September, the
United States of America owed $446 million, or 77 per cent of the total, Brazil owed
$44 million, or 8 per cent, and Argentina owed $30 million, or 5 per cent. The 79
remaining Member States owed $56 million, or 10 per cent.

15. The United States has informed the Secretariat that a continuing appropriations
resolution was approved recently by the United States Congress that provided funds
for its regular budget payments. A first instalment of $47 million was paid on 9
October. A second instalment of $208 million is expected by the end of October.
The remaining balance of $23 million is awaiting passage of further continuing
resolutions currently pending in Congress. Those payments and projected pay ments,
when received, will substantially change the regular budget amounts outstanding.
Specifically, they will reduce the amount owed by the United States at year’'s end
from $446 million to $165 million.

International Tribunals

16. As concerns the two International Tribunals, at 30 September 98 Member
States had not paid their 2002 assessment, while 35 other Member States had made
partial payments. Only 56 Member States had paid their 2002 assessments in full for
both Tribunals.

17. Unpaid assessments as at 30 September stood at $52 million. The United
States owed $17 million, or 33 per cent. Two other Member States, Brazil and the
Russian Federation, owed $9 million, or 18 per cent, each, the Republic of
Argentina and the Republic of Korea each owed $3 million, or 5 per cent, for a total
of 79 per cent from those five countries. One hundred twenty-eight other Member
States owed 21 per cent.

Peacekeeping

18. In contrast to the regular budget and the International Tribunals, peacekeeping
assessments are issued periodically during the course of the year. Assessments of
$908 million were issued from January to June, with the remaining assessments of
$1,373 million issued to October for atotal of $2,281 million.
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19. At the end of September, outstanding peacekeeping assessments totalled
$1,776 million. The United States owed $866 million, 11 other major contributors
owed $537 million and all other Member States owed $373 million. The greater the
amounts owed by Member States, the more cautious the Organization must be in
making payments for troops and contingent-owned equipment.

20. Amounts unpaid for all three categories of assessments — the regular budget,
peacekeeping and the Tribunals — totalled $2.4 billion at 30 September. Of that
total, the United States owed $1,329 million, or 55 per cent, 12 other major
contributors owed $673 million, or 28 per cent, and the remaining Member States
owed some $400 million, or 17 per cent.

21. With further peacekeeping assessments unlikely to be issued this year, it is
appropriate to note that at 30 September, Angola, Australia, Canada, Finland,
Ireland, Liechtenstein, Monaco, New Zealand and South Africa were substantially
current with their payment of all assessments. The Secretary-General appreciates
these timely contributions.

22. In summary, as concerns the regular budget, payments have slowed in
comparison with previous years, and unpaid amounts are concentrated in three
Member States. Legislation now in place in the United States will reduce the
balance owed by that Member State for 2002. As for the Tribunals, outstanding
payments are concentrated in five Member States. As regards peacekeeping,
payments are awaited from a large number of Member States. This means that
reimbursement payments may be delayed to countries contributing troops and
contingent-owned equipment.

Available cash

Regular budget

23. The regular budget cash position has become an all-too-familiar picture in
recent years. The year 2002 began with a low but positive regular budget cash
balance of $2 million. In January and February, a large influx of contributions was
received, which tapered off in March. At the end of April, the first deficit balance
occurred, earlier than usual. Fortunately, Japan paid its full contribution earlier than
in the past, which made it possible to offset the April deficit. Other payments were
then received, increasing the level of cash in June and July, thus avoiding the usual
negative cash position in August.

24. Early in September, however, a second deficit cash position began, which
continued through September. Positive month-end balances for October and
November are now forecast based on the contributions projected to be received from
the United States in October. However, even with these payments, the
Organization’s cash position will be only $67 million in November and zero by
year’s end. This critical year-end projection shows the effect of the decrease in the
number of Member States paying their contributions in full.

International Tribunals

25. As at 30 September, the Tribunals had sufficient cash, $43 million, to fund
planned activities. This was a marked improvement from the beginning of the year,
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when cash was only $3 million and cross-borrowing between the Tribunals became
necessary.

26. At year's end, cash should be close to $10 million, a level that will provide a
small cushion to fund operating costs in 2003 pending the receipt of 2003 cash
contributions.

Peacekeeping

27. The overall situation for 2002 regarding cash for peacekeeping activities s, in
many respects, the opposite of that of the regular budget and Tribunals. The amount
of cash available for peacekeeping activities was high at the beginning of the year,
higher during the middle months and is projected to be about the same level at the
end of 2002 as was the case in 2001.

28. Cash levels closely track the periods when assessments are made. From
February to June, positive balances reflected payments of assessments that were
approved late in the previous year. Cash is projected to begin to build again in
October and November as the result of assessments sent out in July. By year’s end,
peacekeeping cash balances are forecast to decrease as a result of projected payouts
to Member States for troops and contingent-owned equipment obligations. Overall,
though, the amount of cash for peacekeeping activities is forecast to be at a
somewhat higher level at year’'s end than was the case a year ago.

Combined cash

29. Combined year-end cash, which includes the regular budget, the Tribunals and
peacekeeping, is projected to be $1,371 million, consisting of $1,361 million for
peacekeeping, $10 million for the Tribunals and zero for the regular budget. This is
a better overall result than in previous years, but is deceptive as far as the amounts
that are available to be used is concerned.

30. On the plus side, regular budget cash is no longer expected to be in deficit at
year's end, as was the case from 1996 to 1998, when it was minus $197 million in
1996, minus $122 million in 1997 and minus $40 million in 1998. For the past two
years, 2001 and 2002, year-end regular budget cash has effectively been at the zero
mark.

31. The level of cash for peacekeeping activities has recently increased, but much
of it has restrictions as to its use. Peacekeeping cash is grouped in three
categories — cash in active missions, cash in closed missions and the Peacekeeping
Reserve Fund. At 30 September, cash on hand for active missions totalled $756
million. In the closed missions, cash totalled $406 million, and $199 million was
available in the Peacekeeping Reserve Fund. Cash for active missions is needed at
this level to provide for the operational requirements of the five large missions, as
well as several other smaller current missions. The Peacekeeping Reserve Fund can
only be used for new or expanded missions. The lower cash level in the closed
missions will soon pose a major problem, as this is currently the only source for
cross-borrowing. Cash in closed missions will further diminish this year, as over
$100 million will be used to credit Member States for part of their share of the
strategic deployment stocks, and $68 million will be surrendered in the final
performance reports of the United Nations Transitional Administration for Eastern
Slavonia, Baranja and Western Sirmium and the United Nations Preventive
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Deployment Force. In time, other final performance reports will also be submitted to
the Fifth Committee, which may result in the surrendering of additional amounts,
effectively eliminating most of the funds available in closed missions.

32. Thus, the Organization’s cross-borrowing capacity is being threatened, and the
Organization will not be able to keep current on obligations incurred for troops and
contingent-owned equipment. That would be a major reversal after so much effort
has been expended to overcome past problems in this area.

Debt owed to Member States

33. At 1 January 2002, debt owed to Member States stood at $748 million,
comprising $174 million for troops and $574 million for equipment. Yearly
obligations were expected to be in the range of $800 million. However, that amount
is now considered to be too high and has been revised downward to $726 million.

34. Inaddition, instead of $893 million in payments projected to be paid, it is now
estimated that only $624 million will be paid to Member States for troops and
contingent-owned equipment. The Secretary-General’s goal of paying for all current
obligations in the year in which they are incurred will not be met this year.

35. Despite this slowdown, eight payments have been made during 2002 for troops
and contingent-owned equipment. In fact, every month through July a payment for
either troops or contingent-owned equipment, or sometimes both, was made. One
more payment for contingent-owned equipment was made in October. Additional
payments are projected for the year, depending on contributions received — one in
December for troops, and possibly one more for contingent-owned equipment.

36. The remaining debt is now forecast to be higher than anticipated — $850
million, comprising $242 million for troops and $608 million for contingent-owned
equipment. Despite the slowdown in payments to Member States, progress has been
achieved. The arrears payments in 2001 helped. A significant portion of claims for
contingent-owned equipment up to December 2001 has been processed. Payments
for debt up to December 2001 in those missions where cash levels are adequate are
being completed. As for troop payments, once this year’s reimbursements are
completed, the Organization will be only six months behind for at least five
missions, including UNIFIL, UNDOF, UNIKOM, UNAMSIL and UNMEE.

Other financial management issues

New initiatives

37. Some recent positive actions taken by the United States in September may
strengthen the Organization’s financial situation. Three positive signs could make

the next six months an important turning point in the Organization’s financial
history.

38. First, recent United States legislation authorized the third tranche of the arrears
payment under the Helms-Biden legislation. A sum of $30 million for peacekeeping
arrears was provided in the legislation for the United Nations. This payment, along
with previous payments under tranches one and two made in 2002 and 2001, will
bring total United States arrears payments to the United Nations to $712 million.



A/57/498

This represents a significant contribution to lowering the Organization’s debt to
Member States.

39. Next, the United States legislation contains a provision that lifts the cap of 25
per cent on its peacekeeping contributions for the years 2001 to 2004, which will
reduce the potential for a build-up of new arrears.

40. Lastly, a process will be initiated by the United States to synchronize its
payment of assessments with the United Nations financial year so as to resume its
payment of dues to the Organization at the beginning of each year, a very significant
change that will obviate the need for the United Nations to cross-borrow to offset
the late payment of regular budget assessments.

Budget capacity

41. For the past 10 years the United Nations budget has decreased or remained at a
set level, even after absorbing higher costs, including inflation. The 1994-1995
biennial budget was approved at $2,632 million. The budget approved for 2000-
2001 totalled $2,535 million, or $100 million less. Regular budget assessments have
since 1994 remained at approximately the same level. This was accomplished by
reducing the number of posts, becoming more efficient, doing more with less, and,
above all, having the help of favourable currency rates.

42. Living within the appropriation level for the biennium 2002-2003 continues to
be a challenge; it is a struggle to meet the budgetary reductions of $75 million
mandated for 2002-2003 by the General Assembly, comprising $25 million in post
costs and $50 million mostly in central support services. As a result, meetings have
been curtailed, utility use reduced and information technology upgrades limited.

43. Today, new factors are emerging that could increase the budget level by $300
million, bringing the current level of $2,625 million to $2,930 million. There are
nine items that could increase financial requirements well above the level of the
preceding year. They include special political missions, requiring an increase of
$114.7 million, security improvements for Headquarters of $59.4 million, exchange
rate fluctuation requirements of $49 million, recommendations of the International
Civil Service Commission amounting to $29.7 million, the capital master plan
request of $22.5 million, unforeseen and extraordinary expenses of $12 million,
funding to offset low vacancy rates of $8 million, additional requirements for
conference and support services for the Counter-Terrorism Committee of $7.5
million and, finally, other financial implications of $1.5 million. Individually these
items are significant. Collectively, the aggregate increase of $305 million cannot be
absorbed within the present capacity of the regular budget. These new resource
requirements need new assessment funding.

44. One item, special political missions, requires special attention. The provision
of funding for special political missions is not a “one-year” item. This activity
represents the largest individual increase of all of the “add-on” items, at $114.7
million, an amount over and above the level of the 2002-2003 budget, should this
amount be approved. The total budget provision for 2002-2003 for special political
missions would reach $213 million, close to 10 per cent of the regular budget.

45. These missions, which currently number 28 in total, are mandated by the
General Assembly or the Security Council. And while the present composition of
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special political missions will change somewhat in the next biennium, it is not
anticipated that the overall level will trend downwards.

46. The way in which these missions are funded has been debated many times. In
fact, the Secretary-General, in presenting his budget outline for 2004-2005, asked
the General Assembly to consider whether special political missions should in fact
be included within the regular budget procedures. It may be time to take another
look and to ask some hard questions as to the budget.

Conclusion

47. Budget capacity, or the adequacy of budgets to fund all the mandates approved
by the General Assembly, is critical for the financial management of the
Organization, as are the three other components analysed in this report, namely,
unpaid assessments, cash on hand and debt owed to Member States. All four of these
yardsticks have a common link. They determine the financial health and capacity of
the Organization. And as stated in the Secretary-General’s latest reform plan, much
has already been achieved, but more can be done. This is certainly the case as far as
the financial management of the Organization is concerned.




