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REPORT OF THE FIRST MEETING OF THE 

WORKING GROUP ON THE FINANCIAL REGULATIONS

The first meeting of the Working Group on the Financial Regulations took place on 24 October 2001 under the chairmanship of Mr. Bruce Gracie, Canada.

Introductory comments by the Chairman

a)
In the context of the mandate of the Working Group as defined in Council Resolution 1171 (Document C2001/99) under “drawing attention to… b) the desirability of analyzing the possible future use and disposition of the Reserve Account,” a reference should be made to document C2001/33 on the Reserve Account submitted to Council 2001.  As reported at the 2001 session of the Council, the Chairman highlighted the fact that, as the Reserve Account is expected to reach its minimum level in the near future, it may no longer be possible to use it to replenish other funds and reserves, such as the reserve for debtors accounts. It was also explained that, while there would be no specific agenda item dealing with the Reserve Account at the meeting, references would be made as appropriate to the subject in the consideration of other agenda items.

b)
The pertinent Recommendations 11 and 13 by the Working Group on ITU Reform, also linked with 12 and 14, should be dealt with in the present Working Group on Financial Regulations, notwithstanding the fact that R11 and R13 were attributed to the Group of Experts to prepare for PP-02 on ITU Reform (GEC). With the agreement of the Chairman of the GEC, R11 and R13 were assigned to the Financial Regulations Working Group for further review.

c)
The purpose of this Working Group was to facilitate the comprehension of the complex nature of the financial system of the ITU in preparation for Council-02 and PP-02.

d)
Finally, pursuant to Resolution 1171, the Chairman noted that the Working Group is obliged to prepare a report for the consideration of Council-02.

1
Approval of the Agenda


The Agenda was approved.

2
Consideration of Council Resolution 1171 (Document C2001/99)


Due note was taken of the terms of reference of the Working Group on the Financial Regulations.

3
Information on Foreign Exchange Practices in other UN Organizations

3.1 Reference was made to Resolution 1174 (Document C2001/103) which states under


“further resolves

5
to authorize the Secretary-General to implement a forward purchasing policy for USD so as to maintain the purchasing power of the Swiss francs and thus ensure the complete implementation of the activity programme foreseen in this budgetary period;


6
to authorize the Secretary-General, in connection with Resolve 5 above, to develop and implement an accounting procedure by which the ITU would keep its financial transactions at the prevailing budgeted exchange rate.”.

3.2
The Secretary of the Working Group explained that the 2000-2001 Budget had been adversely affected by the appreciation of the US dollar, the budget rate being established at 1.37 while the actual rate had averaged 1.69.  The Council, while approving the 2002-2003 Budget, authorized the Secretary-General to implement a forward purchasing policy for the US dollar.  To that effect, a provision should be added to the Financial Regulations.

3.3
In his presentation of the document on Foreign Exchange Practices in other UN Organizations, the Secretary of the Working Group stated that forward purchase of US dollars at the time of the approval of the budget seemed to be the most commonly practiced form of hedging against Foreign Exchange risk.  This would mean for the ITU recosting the budget at the rate in force at the time of its approval and entering into forward contracts at that rate.

3.4
In conclusion, it was agreed that forward purchasing appeared to be the most viable technique pending further discussion during next Council and Plenipotentiary Conference.

4
Financial Regulations in force

4.1
It was recalled that the Financial Regulations presently in force are dating from 1997.  Amendments to Article 6 (Budget of the Union – Income) particularly as it applies to cost recovery, and Article 35 (Effective date) were submitted to Council and approved at its 2000 Session (c.f. Document C2000/40).  With respect to other provisions of the Financial Regulations, Council 2000 determined that the best course of action was to defer a decision for future consideration.

4.2
With reference to paragraph 42 of Document C2001/54 on the External Auditor’s Report, the necessity to elaborate guidelines for new projects under cost recovery was expressed.

4.3
The role and responsibilities of the Internal Auditor were also questioned and the addition of an appendix to the Financial Regulations explaining the role of the Internal Auditor should be considered.  The attention of the Working Group was drawn to an already existing Service Order in this regard which is effectively equivalent to financial rules.

5
Consideration of the pertinent Recommendations of the Working Group on ITU Reform (Recommendations WGR R11, R12, R13 and R14)

5.1
With regard to Recommendation WGR R11
, it appeared that its content was not sufficiently explicit.  Moreover, it is inextricably associated with Recommendation WGR R12
 and linked to Resolution 91 which concerns cost recovery.  The need to focus on how to improve management projects in order to minimize administrative and support services costs was also expressed as well as reconsideration of methodology and presentation.  The establishment of a revolving fund could be a possibility but requires further consideration.  In this regard, a glossary of cost accounting concepts should be created.

5.2
Concerning Recommendation WGR R12, some additional definitional work regarding cost recovery was requested as well as the need to make a relation to Resolution 91, in particular with

“instructs the Council  5 i)  Segregate income and expenditure for the specified product or service, such that these funds cannot be mixed in with general or reserve budget funds;”.

5.3
As far as Recommendation WGR R13
 is concerned, it was observed that it is closely related to Recommendation WGR R14.

5.4
Recommendation WGR R14 (renumbered as Council Recommendation CR5 under the group of recommendations to be considered by Council-01 or Council-02) recommends that the feasibility of replacing ITU’s current centralized financial management system with a system of budgets managed by the Sectors should be studied, with a view to identifying advantages and disadvantages. The feasibility analysis should also include the implications of allocating a limited budget resource to the Sector advisory groups.

5.5
With regard to Recommendations WGR R11, R12, R13 and R14, the Secretary-General offered to elaborate the implications of the various elements associated with these recommendations for the consideration of the next meeting of the Working Group.

6
Possible revisions to the Financial Regulations

6.1
The Secretary of the Working Group introduced the document prepared by the Secretary-General on the proposed amendments to the Financial Regulations.  He recalled that the last revisions of the Financial Regulations were made in 1997, by Resolution 1102, and in 2000, by Resolution 1153.  Following the examination of document C2000/16, Council 2000 had provisionally approved the amendments to Articles 6 and 35 of the Financial Regulations and decided to defer the decision concerning the other proposed amendments.  He pointed out that the document proposed changes mainly based on the proposed amendments made in Document C2000/16.

6.2
The main purposes of these amendments are to bring the Financial Regulations in line with the decisions taken by the Plenipotentiary Conference, address the observations made by the External Auditor, reflect the segregation of budgeted expenditure resulting from the application of cost recovery to certain activities and make editorial changes for simplification, clarity and consistency in the text.

6.3
After some discussion on the draft amendments, the Chairman indicated that the proposed document would serve as a basis for further comments and review.  He proposed to continue the work by correspondence on both the proposed amendments and on the reform recommendations.

7
Organisation of the work

7.1
The Chairman of the Working Group explained that, while some work would have to be carried out by correspondence, a second meeting should be held on 18 February 2002.



Bruce Gracie



Chairman

�   “The revenues generated by BDT in implementing funds-in-trust and other similar projects should be maintained for development projects; the support-cost expenditure for these projects should be outside the limitation on expenditure of the Union.”


�   Two options are outlined for the consideration of PP-02: “1) the ceiling or limit on expenditure should be removed, while maintaining the limit on the value of the contributory unit; or 2) if a ceiling on expenditure is still considered necessary, activities provided under cost recovery should be considered to be outside such a ceiling.”


�   “Sector Member contributions should go directly to the activities of their Sector.”
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