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. INTRODUCTION

A. Convention provisions and Committee mandate

1. This item derives from Article 7.2(k) of the Convention, whereby the Conference of
the Parties (COP) shall "agree upon and adopt, by consensus, ... financial rules for itself and
for any subsidiary bodies."

2. The subject of financial procedures for the COP and its subsidiary bodies was
considered by the Committee at its ninth and tenth sessions, on the basis of reports by the
Executive Secretary (A/AC.237/53 and A/AC.237/60, respectively). No specific conclusions
on this subject were reached by the Committee at its ninth session. At its tenth session, the
Committee endorsed the proposals of the Contact Group established by the Committee,
whereby the interim secretariat was requested to provide, for consideration of the Committee
at its eleventh session, further suggestions related to financial procedures, including possible
procedures for cost-sharing of the expenses of the permanent secretariat on the basis of a
scale of contributions which would reflect, inter althe principle of common but

differentiated responsibility, and also for the adoption of the budget on a consensus basis
(A/AC.237/76, para. 123 (c)). The Committee further was of the view that decisions on this
matter should be taken by the COP at its first session (COP 1) (A/AC.237/76, para. 124).

B. Scope of the note

3. As it indicated already at the tenth session (A/AC.237/60, para. 8), the interim
secretariat understands this matter to cover essential financial procedtnesthan detailed
financial rules Essential financial procedures are those at the heart of any system of
intergovernmental financial management; they include, in particular, those governing the
preparation, review and approval of the budget, the cost-sharing of expenses, and the review
and audit of financial management. Detailed financial rules, on the other hand, govern the
day-to-day management of resources. The interim secretariat believes that, in the interest of
efficiency, the COP might well decide to use the financial rules of the organization which
would eventually host the permanent secretariat. This report has been prepared on that
assumption. The question of the possible host organization is dealt with under the rubric of
institutional linkages in document A/AC.237/79/Add.1.

4. The subject matter of the present note has been divided under seven headings
corresponding to the main features of the proposed procedures; a draft text of those
procedures is set out in annex |. In preparing this note and the draft procedures, account has
been taken of precedents and practice in the United Nations and in the financial procedures of
instruments such as the Vienna Convention for the Protection of the Ozone Layer, the
Montreal Protocol on Substances that Deplete the Ozone Layer and the Convention on
International Trade in Endangered Species of Wild Fauna and Flora, as well as the draft
financial rules of the Convention on Biological Diversity.
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5. The budget outline for the year 1996, requested by the Committee (A/AC.237/76,
para. 123 (c)) is contained in document A/AC.237/79/Add.3.

C. Possible action by the Committee

6. The Committee may wish to recommend to COP 1 for adoption draft financial
procedures and agreed indicative scales of contributions to the core administrative budget for
the biennium 1996/97, taking into account the proposals in this note.

II. BUDGET

A. Financial period

7. General practice in the United Nations system is for the financial period to cover two
years, of which the first is an even year. In the absence of any special reason to the contrary,
the COP might perhaps wish to adopt this practice. In that case, the first biennial budget for
the administrative costs of the Convention (that is, the administrative budget) would cover the
1996/97 biennium and would need to be prepared for review and approval by the COP in
1995. This timetable is congruent with current administrative arrangements, under which the
interim secretariat is funded in part by the regular budget of the United Nations for the
1994/95 biennium.

8. The choice of financial period has implications for the timing of the preparation,
review and approval of the budget. This, in turn, may affect the scheduling of sessions of the
COP.

B. Budget review

9. As already suggested by the interim secretariat at the ninth and tenth sessions of the
Committee (A/AC.237/53, para. 41; AIAC/237/60, para. 57), the COP may wish to consider
establishing a small, representative group of Parties to review budgetary and related
administrative matters and to report thereon to the COP. Alternatively, the COP might wish
to explore the possibility of utilizing for this purpose the expertise already available in the
host organization (for example, in the case of the United Nations, the United Nations
Development Programme (UNDP) or the United Nations Environment Programme (UNEP),
the Advisory Committee on Administrative and Budgetary Questions (ACABQ)).

C. Budget approval

10.  An important issue in the budgetary process is that of the qualified majority required
to approve the budget. At its tenth session, the Committee endorsed the conclusion of the
Contact Group that the budget in the same way as the financial procedures themselves

should be adopted on a consensus basis (A/AC.237/76, para. 123 (c)). This provision has
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been included in the draft financial procedures, together with a procedure to be followed in
the event that it should prove to be impossible to reach consensus (see annex I, para. 6).
Consensus in the COP would be facilitated by the preliminary review process referred to in
paragraph 9 above.

D. Scope of the core budget

11. The scope of the core administrative budget needs to be determined. Obviously it
must provide for the meetings of the COP and its subsidiary bodies, and for establishing and
maintaining the permanent secretariat. To the extent that facilities or services would be
provided by the host organization without charge (for example, conference services), the
related provision would be deducted from the budget total. The extent to which initial and
recurrent costs would need to cover office space and equipment will depend in part on the
decision to be taken on the physical location of the secretariat and related financial support by
the host Government.

12. In addition, the question has been raised of the inclusion in the administrative budget
of a possible contribution to the cost of scientific and technical assessments that will be
needed by the COP (A/AC.237/60, paras. 32 and 54). This question was echoed at the recent
tenth plenary session of the Intergovernmental Panel on Climate Change (IPCC), and is being
pursued by the Chairman of the IPCC in the context of his consultations on the future of the
IPCC. It may be addressed by the Chairman of the IPCC in his statement to the Committee
at its eleventh session. Any conclusions of the Committee and the COP on this subject would
be relayed to the IPCC, through its Chairman.

E. Extrabudgetary funds

13. In addition to the core budget, the interim secretariat assumes that trust funds
corresponding to those established by General Assembly resolution 45/212, will be established
by the COP. As indicated in the last report of the Committee (A/AC.237/76, para. 123 (c)),
the participation of developing country Parties in the Conference of the Parties and its
subsidiary bodies would be covered by a special voluntary fund. Special attention would be
given in this context to the needs of least developed countries and small island developing
countries. This fund could also be used to handle contributions that are earmarked to support
the participation of Annex | Parties with economies in transition. Furthermore, it may be
useful to maintain, as heretofore, a trust fund for secretariat activities that would be financed
by voluntary contributions, outside the core administrative budget, for example, activities
related to technical cooperation.
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. COST-SHARING OF EXPENSES

A. Scale of contributions

14.  This matter was considered by the Committee at its ninth and tenth sessions, the
underlying assumption being that the administrative costs of the COP and its permanent
secretariat would be met in full by the Parties (A/AC.237/76, para. 123 (c)). At both these
sessions, the interim secretariat suggested that voluntary contributions alone would not
provide the required sound financial base for the administrative budget, stating that an
assessed component was "a necessary, though not sufficient, condition for predictability”
(A/AC.237/60, para. 51). The ensuing debate made it clear that views on this issue were
divided; in the event, the interim secretariat was requested to prepare "possible procedures for
cost-sharing of the expenses of the permanent secretariat, on the basis of a scale of
contributions which would reflect, inter alighe principle of common but differentiated
responsibility” (A/AC.237/76, para. 123 (c)).

15.  This request leads the interim secretariat to understand that the scale of contributions
to be agreed upon in due course by the COP would be of an indicative nature, providing
guidance to each Party on the level of voluntary contribution to the administrative budget that
Is expected from it. The concept has been retained in the draft financial procedures in
annex |.

16.  The interim secretariat has interpreted the expression "common but differentiated
responsibility”, in this context, as intending to apply to financial responsibility for

cost-sharing. In this regard, it should be pointed out that the United Nations scale of
assessment, which is the basis for the scales of assessment or contribution of a large number
of international organizations, takes into account a wide range of economic and financial
criteria. Thus, the scale derives from national income data for a 7- or 8-year statistical base
period, but adjustments to these data are provided in terms of debt relief, low per capita
income allowance, floor and ceiling limitations, and a scheme of limits to avoid excessive
variations of individual rates between successive scales. Some of these adjustments, in
particular the reductions deriving from low per capita income, tend to differentiate
contributions according to degree of development. The process of improving the scale is an
ongoing one and the issue is debated, and refinements implemented, almost on an annual
basis. It is suggested, therefore, that the United Nations scale does meet the requirements of
"common but differentiated responsibility”. The COP might accordingly wish to rely on this
scale, which is regularly revised by the General Assembly, drawing upon the advice of the
United Nations Committee on Contributions.

17. Tables based on the current status of ratification of the Convention (as at

5 December 1994) and on the scales recommended by the Committee on Contributions for
1996 and 1997 are shown in annex I, for illustrative purposes. At the time of completing
this note, the scales recommended by the Committee on contributions were being considered
by the General Assembly at its forty-ninth session. The tables show modified versions of
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these scales, which could be applicable to the Parties, with a floor of 0.015 per cent and a
ceiling of 25 per cent (that is, States assessed by the General Assembly at less than 0.015 pel
cent would pay no contribution to the administrative budget of the COP, their aggregate share
being re-apportioned among the remaining Parties; the 25 per cent maximum ceiling would, at
the other end, be maintained).

18. It may be noted that, if the adjusted scale in column E of the tables were used as a
basis for contributions:

(@) A hypothetical Party with a United Nations scale of 1 per cent would be
expected to make a contribution to the Convention budget of 1.083 per cent in 1996 and
1.075 per cent in 1997,

(b)  Annex | Parties would be expected to contribute between 92 and 93 per cent in
aggregate in 1996 and 1997,

(c) 53 Parties would not be expected to make any contribution in 1996 or in 1997.

19. It should be underlined that all these figures will change as more countries become
Parties to the Convention.

B. Payment of contributions

20. The financial procedures should include a deadline for the payment of contributions.
Practice in this regard varies among international organizations, with some establishing a
deadline of one or two months aftdre beginning of a given year, and others requiring that
payment be made befotbe year for which they are intended. In view of the proposal, in
paragraph 24 below, that an operational reserve be established, it is suggested that payments
should be made by the end of February of the year for which they are intended. The
suggested financial procedures have been drafted accordingly.

21. The draft financial procedures also include, in accordance with normal practice in
international organizations, provision for payment of contributions to be made in convertible
currency, and for circulation to the Parties of periodic statements of the status of
contributions.
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IV. ESTABLISHMENT OF A TRUST FUND FOR THE CORE
ADMINISTRATIVE BUDGET OF THE CONFERENCE
OF THE PARTIES AND ITS SECRETARIAT
22. It will be necessary to establish a clearly identifiable trust fund to which would be

credited contributions to the administrative budget and other income, and to which would be
charged the administrative expenditures of the COP and its permanent secretariat. This trust
fund - which could be denominated the Climate Convention Core Fund, or CCCF - would be
established by the head of the organization hosting the permanent secretariat, under the
financial regulations and rules of that organization.

23. As indicated in paragraph 13 above, it is assumed that two separate trust funds would
be maintained for the same purposes as those established by General Assembly
resolution 45/212.

V. OPERATIONAL RESERVE

24.  The case for establishing an operational reserve was made in the report by the
Executive Secretary to the Committee at its tenth session (A/AC.237/60, paras. 55-56). The
main argument in favour of this facility the need for a financial buffer in the likely case of
late receipt of contributions is now strengthened by the supposition that contributions would
not be made on an assessed mandatory basis but rather according to an "indicative" scale. In
these circumstances, an operational reserve would be absolutely essential and should provide
for approximately six months of operation. The operational reserve would be an identifiable
part of the core trust fund to which paragraph 22 above refers. Its level would be revised by
the COP from time to time, on the basis of experience and of the level of the budget.

VI. EXPENDITURE AND FINANCIAL CONTROL

25. The authority of the head of the secretariat to incur obligations and expenditures

would be subject to two limitations. First, such obligations and expenditures would be

limited to the purposes for which the budget was approved and up to the amounts so
approved. Second, unless specifically authorized by the COP, commitments should always be
covered by related income. A possible example of COP authority to commit funds in excess
of actual income could arise in terms of the need to issue contracts of employment to a
number of core personnel. At the same time, the COP may wish to empower the head of the
secretariat to make transfers between appropriation lines up to limits which the COP may set
from time to time.

26.  The system of internal control of expenditure would normally be that of the
organization hosting the permanent secretariat, and would be undertaken under the financial
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rules of that organization, it being understood that authority to incur obligations would be
vested in the head of the permanent secretariat, while approving authority (that is, the
authority to record that goods or services received, for which payment is claimed, have in fact
been received or rendered) would normally be vested in the finance department of the host
organization.

27. It should also be understood that financial management of the permanent secretariat
would normally be subject to the standards and rules of the host organization, except when
these are evidently inapplicable. For example, if the head of the host organization were to
reduce standards of travel of staff, this decision would apply also to the permanent secretariat;
but if, for reasons of financial stringency in the host organization, all travel allocations were
reduced by a fixed percentage, this decision should not apply to the COP and its secretariat,
since its budget would be entirely separate from that of the host organization. Again, for
example, any revision of pay scales in the host organization would apply to the Convention
secretariat. However, that secretariat should not be affected by a recruitment freeze decided
upon by the head of the host organization for reasons of financial stringency.

VII. ACCOUNTS AND AUDIT

28. The COP may wish to receive, in respect of the first year of each financial period, an
interim financial statement, and a full audited statement in respect of each full financial
period. For this purpose it may wish to rely on the accounting, internal audit and external
audit systems of the host organization.

VIIl. REIMBURSEMENT TO THE HOST ORGANIZATION

29.  The question of an overhead charge levied by the host organization was raised in the
report by the Executive Secretary to the Committee at its tenth session (A/AC.237/60,

paras. 32 and 58-59). In the present note, reference has been made to the possible use by th
COP and its secretariat of services and facilities provided by the host organization. Thus,
paragraph 9 raises the question of the possible use of intergovernmental expertise available in
the host organization for purposes of budget and administrative review; paragraphs 22 and 23
refer to the establishment by the head of the host organization of a core trust fund for
administrative expenses, and to the maintenance of the other two trust funds currently
available; paragraphs 26 and 28 refer to the use by the COP and its secretariat of the financial
and audit systems of the host organization. In addition, although not specifically covered in
this report, the permanent secretariat obviously would use the established administrative
machinery of the host organization for the recruitment and administration of staff,

procurement of goods and services, provision of travel and medical services, and so forth.
Current rates of reimbursement tending to an average of 13 percent are set out in the
above-mentioned report by the Executive Secretary. In these circumstances, and in the
absence of a decision regarding the identity of the host organization, it is suggested that the
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concept of reimbursement should be included in the financial procedures, while the actual rate
would be kept open for discussion and review by the COP and the host organization.

30. It should be recalled in this connection that the question of the overhead charge is
addressed in the advice by the Secretary General of the United Nations on an institutional
arrangement for the permanent secretariat (A/AC.237/79/Add.1, annex llI).
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Annex |

DRAFT FINANCIAL PROCEDURES FOR THE CONFERENCE OF THE

PARTIES TO THE UNITED NATIONS FRAMEWORK CONVENTION

ON CLIMATE CHANGE, ITS SUBSIDIARY BODIES AND ITS
PERMANENT SECRETARIAT

1. These procedures shall govern the financial administration of the Conference of the
Parties to the United Nations Framework Convention on Climate Change, its subsidiary
bodies and its permanent secretariat. In so far as not specifically provided under these
procedures, the Financial Regulations and Rules of [the host organization] shall apply.

2. The financial period shall be a biennium, of which the first year shall be an even year.
The budget
3. The administrative budget for the following biennium shall be drawn up by the head

of the Convention secretariat no later than [30 June] of the year preceding the biennium for
approval before the end of that year. The budget shall be submitted to the Conference of the
Parties.

4. [For the purpose of review of the budget and other administrative matters, the
Conference of the Parties shall establish a Finance Committee composed of [ ] members.]

OR

[For the purpose of administrative and budgetary review, the Conference of the Parties
shall avail itself of the advice of the United Nations Advisory Committee on Administrative
and Budgetary Questions (ACABQ).]

5. The Conference of the Parties shall consider the proposed budget and the related
report of the [Finance Committee] [ACABQ], and shall adopt the budget prior to the financial
period which it covers.

6. The Conference of the Parties shall adopt the budget by consensus. Should all efforts
to reach consensus prove unsuccessful, the Bureau of the Conference of the Parties shall mee
and shall consider proposing that the budget be adopted by a vote. A proposal by the
President, after consultation with the Bureau, that the budget be adopted by a vote shall
require a two-thirds majority of the Parties present and voting, and the adoption thereafter of
the budget itself shall require a three-fourths majority of the Parties present and voting.

7. Approval of the budget by the Conference of the Parties shall constitute authority to
the head of the Convention secretariat to incur obligations and make payments for the
purposes for which the appropriations were approved and up to the amounts so approved,
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provided always that, unless specifically authorized by the Conference of the Parties,
commitments shall be covered by related income.

8. The head of the Convention secretariat may make transfers within each of the main
appropriation lines of the approved budget. He may also make transfers between such
appropriation lines up to limits which the Conference of the Parties may set from time to
time.

Contributions

9. The resources of the Conference of the Parties shall comprise:

(@) Contributions made each year by Parties on the basis of an indicative scale of
contributions as may from time to time be agreed upon by the Conference of the Parties;

(b) Other voluntary contributions, including contributions to support the
participation of the representatives of developing country Parties and of other Parties with
economies in transition in the Conference of the Parties and its subsidiary bodies;

(©) Miscellaneous income.

10. In respect of contributions under paragraph 9 (a) above:

(@) Each Party shall, prior to 1 January of each year, inform the head of the

Convention secretariat of the contribution it intends to make that year and of the projected

timing of that contribution;

(b) Each Party shall pay its contribution not later than the last day of February of
that year.

11.  All contributions shall be paid in convertible currencies.
12.  The head of the Convention secretariat shall acknowledge promptly all pledges and
contributions and shall inform the Parties, at least twice a year, of the status of pledges and

payments of contributions.

Funds

13. A fund shall be established by [the head of the host organization] and managed by the
head of the Convention secretariat. All resources of the Conference of the Parties under
paragraph 9 (a) and (c) above shall be credited to the fund, and all expenditures under
paragraph 7 above shall be charged to the fund.
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14.  Within the fund there shall be maintained an operational reserve at a level to be
determined from time to time by the Conference of the Parties on the basis of
recommendations by the head of the Convention secretariat and [the Finance Committee]
[ACABQ]. The purpose of the operational reserve shall be to ensure continuity of operations
in the event of a temporary shortfall of cash. Drawdowns from the operational reserve shall
be restored from contributions as soon as possible.

15. A special voluntary fund shall be established by [the head of the host organization]
and managed by the head of the Convention secretariat. This fund shall receive voluntary
contributions, under paragraph 9 (b) above, to support the participation of the representatives
of developing country Parties and of other Parties with economies in transition in the
Conference of the Parties and its subsidiary bodies.

16.  Subject to the approval of the Conference of the Parties, [the head of the host
organization] may establish other trust funds, provided they are consistent with the objectives
of the Convention.

17. Should a fund established under paragraphs 15 and 16 above result in additional
liabilities to the core administrative budget, that liability must be quantified and approved by
the Conference of the Parties.

Accounts and audit

18. The accounts and financial management of all funds governed by these financial
procedures shall be subject to the internal and external audit process [of the host
organization].

19. An interim statement of accounts for the first year of the financial period shall be
provided to the Conference of the Parties during the second year of the period, and a final
audited statement of accounts for the full financial period shall be provided to the Conference
of the Parties as soon as possible after the accounts for the financial period are closed.

Reimbursement to the host organization

20.  The Conference of the Parties shall reimburse [the host organization] for services
provided by that organization to the Conference of the Parties and its secretariat, at such rates
as may from time to time be agreed upon by both organizations for that purpose.
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