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ADMINISTRATIVE AND FINANCIAL QUESTIONS

Measures to encourage payment of outstanding contributions

Revision-

1. The delay in payment of contributions -to the budget of
international organizations by many governments has. been a cause of
major concern *for many years. In 1979, the Committee on Budget,
Finance and Administration of GATT reviewed the various measures which
other international organizations, confronted with the same
difficulties as GATT, had considered or adopted (L/4853). These
measures included periodical publicizing of lists of member
governments in arrears of contributions, charging interest on
outstanding contributions as from the date when the contributions fell
due, suspension of documentation services provided by the
organization, the loss of voting rights and non-acceptance of trainees
from debtor countries. However, the Committee made no specific
recommendations.

2. The problem of outstanding contributions has two aspects. One
concerns the cash-flow difficulties resulting from late receipt of
contributions, in each year. This aspect is t.he main subject of the
present paper. The other is the persistent problem of contributions
which are not paid at all, or are paid only in part, or are several
years in arrears.

A. Late receipt of contributions

3. Fail-are by some countries to meet their financial obligations to
GATT has on several occasions placed the secretariat in a critical
situation, the consequences of which were avoided only because
substantial payments were made very late in the year and advance
contributions by some countries were made to the budget for the
following year. In view of the recurrence of such situations, in
October 1984 the Committee recommended that the Director-General be
authorized, if necessary,; to have recourse to bank overdraft
facilities in 1984 (L/5699, paragraph 19). However; last-minute
payment of contributions in arrears, and advances to be credited to
1985 contributions made it possible to abstain from using this
authorization. Again in October 1985 the cash situation caused great
concern, but payments received in the last quarter just enabled the
secretariat to meet .current and undeferrable cash commitments up to
the end of the year. The situation was even more serious at the end
of 1986 when. a major contributor had part of its contribution
outstanding at 31 December 1986. This outstanding amount was equal to
5.03 per cent of the total assessed contributions for the year.
Therefore it was necessary to defer into 1987 payments which could be
postponed.

- The contents of this document also include elements of
document Spec(86)37.
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4. In reviewing the situation of outstanding contributions at its
meeting held in October 1984, the Committee on Budget, Finance and
Administration examined a working document (Spec(84)50) recalling one
of the means envisaged in 1979 whereby it was proposed to charge
interest on arrears of contributions as was done in' two organizations
within the common system. The discussion which, took place on this
question. was summarized in paragraphs 18 to 23 of the Committee's
report (L/5699).

5. Annex I contains a suggestion evolved from a proposal submitted
by one member in order to encourage countries to meet their. financial
obligations to GATT more promptly. The proposed scheme is comparable
in its main outlines to the one,1eveloped by another organization
outside the United Nations system.-

6. It is suggested that, with a view to encouraging the contracting
Parties to pav their contributions as arlyv as nnessible 4. 4hks4.
which they fall due, the interest earned by investing the funds
received by the secretariat should be refunded to the contracting
parties pro rata, depending on the amount of their payments and on'the
date on which they are' made. To that end, it is proposed that the
Committee should examine the possibility of implementing the following
scheme (explained in greater detail in Annex I):

(a) elimination of the item "interest on investment" under the
miscellaneous income heading in Annex D to the annual budget
estimates;

(b) transfer at the end of each year to an account destined for
the contracting parties of the totality of the interest
actually received on deposits of the funds made by the
secretariat, after allocation to the Working Capital Fund of
the amounts due it under paragraph (vii) -of the Rules
Governing the Use of the Working Capital Fund;

(c). apportionment of the interest to the contracting parties in
accordance with the criteria mentioned above and the method
of calculation described in paragraph 5 of Annex I;

(d) allocation of* the interest to each of the contracting
parties so entitled, in the form of a credit to be deducted
from its contribution in the manner indicated in paragraph 3
of Annex I.

7. The scheme has a dual justification: (1) If contributions are not
paid when due, this creates a cash management problem that may give
rise to bank overdrafts, the financial consequences of which would
have tc be borne by the CONTRACTING PARTIES. (2) Intereg't on bank
deposits resulting 'from payments made by some contracting parties
should accrue only to them, and not systematically to all. countries,
some of which'might be in a debtor position.

- The OECD, which introduced its encouragement scheme as from
1 January 1985.



Spec(86)7/Rev.1
Page 3

8. So as not to disturb the coverage of the expenditures of the 1987
budget as approved by the CONTRACTING PARTIES in November 1986, it is
proposed to implement this* scheme only as from 1 January 1988.
However, by way of illustration, the table attached as Annex V shows
the deductions which would have been .made in the 1987 contributions of
the contracting parties that paid their 1985 contributions on time
should the system presented be in force.

B. Long-standing arrears of contributions

9. The net amount of long-standing arrears of contributions
increases, regularly. For the last eleven years, the situation at the
end of each calendar year has steadily deteriorated in terms of
contributions'collected, as shown in the table below:

Amounts outstanding as at 31 December (in Swiss francs)
_________________________________________________________-____________

Aant;LLGTotal net Total amounts

Year year's current year's amount outstanding as
assessment.. assessments percentage of

current year's
total assessments

1976 1,271,641 2,156,691 .3,428,332 10.19
1977 1,701,282 1,632,093 3,333375 9.36
1978 2,063,676 2,557,167 4,640,843 12.26
1979 3,013,992 1,670,191 4,684,183 12.39
1980 2,917,265 1,582,902 4,500,167 11.54
1981 3,350,574 2,657,717 6,008,291 14.87
1982 .3,988,659 2,453,447 6,442,106 14.51
1983 4,869,150 3,102,781 7,971,931 16.38
1984 5,964,601 3,665,085 9,629,686 18.97
1985 7,753,707 3,760,039 11,513,7461, 20.38
1.986 9,464,530 7,738,466 17,202,996- 29.31
__________________--__________________________________________________

10. Several countries, whose arrears of contributions are large, have
instalment payment, arrangements with the secretariat. In this
connection reference should be made particularly to documents
Spec(81)12 and L/5380 (Annex II) concerning Nicaragua and Spec(83)37
(Annex II) regarding Chad. It should be pointed out that arrangements
made with contracting parties concerning the settlement )f arrears by
instalment payments should stipulate that new amounts assessed during
the repayment period'should be paid in addition to the above-mentioned
instalment payments.

11.. 'In spite of the efforts made by some. contracting parties to
liquidate the sums overdue to GATT, the total amount representing: the
arrears increases every year. To write-off the long-standing debts

As noted in paragraph 3 the steep increase between 1985 and
1986 is due to the fact that a major contributor had one'third of its
contribution still outstanding at 'the end of the year.
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would, raise a question of principle, but in. realistic terms could
prove to be the only solution to this! repetitive problem unless the
defaulting debtors were put. under pressure by 'various measures, such
as those examined in document L/4853 (Annex-II?.

12. It will be recalled.that in the course of discussions in 1986,
the question of outstanding contributions was- often linked to the
issue: of the level of minimum contributions. In this context, the
Committee may wish to examine the above-mentioned interest scheme in
conjunction with documentation outlining various proposals concerning
the calculation of contributions to the GATT budget (Spec(86)9/Rev.1).
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ANNEX I
System based on the OECD encouragement scheme

(i) Generalities

1. It should'be noted that the elimination of the item "interest on
investments" under 'the heading "miscellaneous income" in the annual
income budget estimates necessitates increasing by a corresponding
amount the overall scale of contributions. The difference compared
with the present situation consists in crediting to certain countries,
i.e. those which-pay their contributions in due time, interest amounts
in excess of the corresponding increases in their contributions and,
as a result, in increasing contributions of countries in arrears.

2'. However, the encouragement afforded by the proposed scheme is
limited to those countries which pay their *contributions during the
year for which they *are due, because contracting parties in arrears
for more than one year are encouraged to pay more promptly only to the
extent that they can pay all their arrears,. which, in some cases,
relate to several budget years. In order to encourage payment of such
arrears, the Committee might study the feasibility of charging
interest on arrears of contributions in the case of countries which
pay their contributions more than one year after the date when they
fall'due.

(ii) Technicalities

3. As a general rule, the secretariat, upon receiving contributions,
invests in short-term deposits the funds which are not to be used
immediately. Since the total interest received is a combination of
three factorts:

(a) the amount of funds held in deposit;
(b) the duration of the deposits;
(c) the interest rate;

the amount to be distributed can only be known with precision at the
close of the budget year. Assuming that the total amount is to be
credited between certain contracting parties, the crediting operation
can physically :take place. only after the beginning of the new
financial year,' in other words, in principle, too late for the amount
credited to be deducted from the contributions assessed for the new
financial year. Two measures can be envisaged here: a refund, or the
opening of. a credit. It would seem that the refund possibility should
be dismissed, because it would entail cross-payments (as a'contracting
party could send a cheque in payment of its contribution and receive
in return a cheque corresponding to its share in the interest
apportionment) and would not facilitate cash handling by the
secretariat. The second measure would consist in book-keeping entries
whereby the contributions assessed for the second following year would
be reduced by the amount of interest accrued. The scheme would work
as follows:
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YEAR A - interest is credited; at the end of the year the
allocation of.interest is determined;

YEAR A +:1 - the contributions assessed for year A+2 are
calculated when the budget"estimates are prepared;
interest credit is taken into account and deducted from
the contributions assessed for year A+2;

YEAR A + 2 - payment of contribution assessed less interest
credited.

4. Bearing in mind that the date of payment and the amount paid are
two important factors, one could consider that the determination of
the amounts of interest to be distributed should be based on a formula
under which these two factors would serve as a basis for the
calculations of interest.entitlements. As the total interest figure
would not be known before the end of the financial year, the
calculation should be made in terms of points or numbers,. to which a
value would be assigned.at the end of the year.

5. Where a contribution was received during the year when. it was
due, a fairly precise and- equitable method would, based on the study
made by the OECD, consist in determining the number of points to be
credited to the account of: the. contracting party concerned, but the
calculation could be simplified as follows;

number of points = amount .X number of months to run up to the end of
*1,000 the year

For example - assuming a country paid Sw F 153,870 on 13 March,: the
number 'of points crediting in its favour would result from the
following formula:

153,870 X 9
1,000 = 1,385

Assuming further that the total number of points apportioned
during the year amounted to 50,000 and that the amount of
interest to be distributed was 150,000 francs, the amount
credited to' the country concerned would be:

150,000 X 1,385 = francs
50,0004,5

6. The implementation of such a scheme could be made more
encouraging still if points, were granted only to countries which paid
their contributions: during a certain period, - for example between
1 January and 30.September, or even between 1 January and 30 June.

7. Another system has been elaborated by the International Civil
Aviation -Organization, the basic principles of which are' similar to
those set out above. However, the mathematical formula wnich is used
to distribute the interest yield in a given year gives a comparatively
greater advantage to countries which pay their contribtt-ions at the
beginning of the year.
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ANNEX II

(Extract from document Spec(81)12 of 26 March 1981:

ADMMIISTRATIVE AND FINANCIAL QUESTIONS

Outstanding Contributions due from Nicaragua

Note by the Director-General

1. The Director-General hereby informs .the Committee on Budget, Finance
and Administration of a communication, dated 30 January 1981, received from
the Government of. Nicaragua, proposing the progressive reduction of its
arrears of contributions, the situation with regard to which is at present
as follows:

Swiss francs

Balance of 1974 contribution
1975 contribution
1976 contribution
19T7 contribution
1978 contribution
1979 contribution
1980 contribution
1981 contribution

Amount outstanding

18,938.10
31 ,6oo.o00
40,300.00
142,700.00
45,1400.00
45,1400.00
46,80Q.0o
148,480.oo
319,618.10
=____==

2. The Government of Nicaragua proposes to settle its arrears of con-
tributions which will have accumulated up to 31 December 1981
(Sw F 319,618.10) by the payment of ten equl annual instalments, com-
mencing in 1982. In addition, also as from 1982 Nicaragua would pay
its current contributions in full in the:years for whichthey are due.

3. Tie Director-General invites the Coi-mttee on Budget, Finance and
Administration to. recommend that the CONTRACTING PARTIES accept the.
arrangement proposed by the Government of Nicraguay for the settlement
of the arrears of contributions.
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(Extract from document L/5380 of 22 October 1982)

21. In connexion with the arrears of contributions due from the Government
of Nicaragua, a representative of the secretariat recalled that in
June 1981 (document C/M/148), the Council had accepted a proposal from the
Nicaraguan authorities to settle its arrears at December 1981 by means of
ten equal annual payments commencing in 1982. In June 1982, the Nicaraguan
authorities had proposed that, in view of the 'further financial
difficulties they were experiencing, the* commencement date for the
repayment schedule be delayed for one year, to 1983.

22. The Committee expressed its appreciation of action by any contracting
party in arrears with a view to the settlement of such arrears and
recommends that the! Council accept the proposal of the Government of
Nicaragua to settle its arrears of contributions at 31 .December 1982 by ten
equal installments commencing in 1983, noting that, also as from 1983,
Nicaragua would pay its current contribution in full in the year in which
it rRas due.
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(Document Spec(83)37 of 23 September 1983)

ADMINISTRATIVE -AND, FINANCIAL QUESTIONS

Outstanding Contributions due from Chad

Note by the Director-General

1 . The Direcftor-General here -informs the Comittee on Budget, Finance
and Administration cf a communication dated 28 April 1983, received from
the Government of Cha4, ropei;ng the ,progressive. reduction of .its arrears
of contrib tions-. Th e itu6a itn with regard to contributions due from Chad
is at presentnastfoLLows:

Balance of 1969 contribution
1970 Contribution.
1971 Contribution
1972 Contribution:

1973 Contribution
1974 Contribution
1975 Contribution
1976 Contribution
1977 Contribution
1978 Contribution
1979 Contribution
1980 Contribution
1981 Contribution
1982 Contribution
1983 Contribution

Amount outstanding to date

- US

- 1,735
4,170

- 4,-S80
. . 33.0

15,81

Swiss francs

25,500
27,800
31,600
40,300
42,700
45,400
45,400
46,800
48,480
53,170
58,250

465,400

2. The Government of Chad- proposes to settle~its arrears of contri-
butions which wiLL have accumulated up to 31 December 1986 by the pay-
ment of twenty equal annual_instalments, commencing in 1987. In addition,
also as from 1987 Chad would pay its current contributions in full in the
years for which they are due.

3. The Director-General invites the Committee on Budget, Finance and.
Administration to recommend that. the CONTRACTING PARTIES accept the
arrangement proposed by the Government of Chad for the settlement of the
arrears of contributions.
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(Extract from document L/4853 of 26 October 1979)

REPORT OF THE COMMITTEE ON BUDGET,
FINANCE AND ADlMINISTRATION

Arrears of Contributions

1. At its meeting from 9 to 19 October 1979 the Committee on Budget,
Finance and Administration again examined in detail the question of
arrears of contributions to the budgets of the CONTRACTING PARTIES which
was giving ri. f a great deal of concern both to the secretariat and
the Committee. ±he Committee had before it a statement of the situation
at 30 September 1979 (Annex).

2. The Committee noted that the development of the arrears situation
over the last five years was as follows:

Total outstanding
contributions

SwF
1/Percentage-.

31 December 1975
31 December 1976
31 December 1977
31 December 1978

2,279,197
3,428,332
3,333,375
4,640,843

At 30 September 1979, a total amount of SwF 8,808,686 was outstanding in
respect of arrears of contributions, representing 22.73 per cent of the
overall 1979 expenditure budget. A considerable proportion of these
arrears would have to be received before 31 December 1979, to avoid
serious cash difficulties.

3. There had been a steady deterioration over the past five years both
in apparent and real terms and the members of the Committee were in
agreement that all possibilities should be considered with a view to
adopting measures to ensure the regular and timely payment of
contributions by contracting parties as a matter of urgency.

y /Percentage of total of outstanding contributions to relevant
year's overall expenditure budget.

8.06
10.03
9.18

12.03
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4. The Committee had considered possible courses of action in previous
years without reaching definitive conclusions although it had regularly
recommended to the Council that governments be urged to pay pending
contributions and to pay each year's contribution as early as possible in
the year in which it falls due. In 1979, following a proposal by the
Committee, a statement of arrears was examined by the Council in the hope
that governments would be encouraged to pay their contributions in due
time but the effect of this step had not yet been perceptible.

5. The Committee was aware that other international organizations were
in a similar or worse situation. It reviewed measures that had been
considered.or adopted by these organizations as well as those that had
been discussed in CCAQ as early as 1950.

Publicity

6. The publicizing of lists of member governments in arrears of
contributions had.been envisaged through press releases or by the issue
of periodical lists to all member governments.

Loss of voting rights

7. Most organizations had statutory provisions for withholding the
right to vote from member countries whose contributions were in arrears
for a certain pericd (e.g. two years).

Charging interest

8. The Committee noted that, in one organization, contributions were
payable by 1 January of the year to which they related and interest was
payable from that date at an annual rate of 3 per cent for the first six
months thereafter and at 6 per cent as -from the seventh month.

Suspension of activities and services

9. The suspension of activities and of services provided to member
countries in arrears of contributions included the non-acceptance of
participants from snch countries for training courses, the suspension of
the supply of documentation, etc. - :

instalment payments

10. A measure which had had a limited success in GATT was the
encouragement of contracting parties to arrange with the secretariat to
pay off arrears of 'contributions in regular instalment payments. One
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country in-particular had undertaken to make regular payments until the
entire balance of --arrears had been liquidated. Eleven payments,
totalling US$75,000, had been received since April 1978 and the arrears
had'-thus been considerably reduced. No response had been received from
other countries in this connexion.

Personal contacts/correspondance

11. The Director-General has. continued to take every opportunity,
either in writing or by personal contacts, to remind governments of the
importance of prompt payment of their contributions and of total
settlement of arrears.

Conclusions

12. The Committee was aware that each of the measures described above
had advantages and disadvantages, some of which might give rise to
questions of principle. It felt therefore unable to make any specific
recommendation at this stage but requests guidance from governments as to
possible measures. to be taken with a view to ensuring the -regular and
timely payment - of contributions by contracting parties and the
liquidation of arrears. In the light of such comments the Committee
would -then be in a position to make proposals to-the Council in order
that a decision maay be taken in this regard in 1980. In view of the
gravity of the situation which is worsening from year to year, the
Committee agreed to recommend to the Council that governments be urged to
pay pending contributions as soon as possible and to pay each year's
contribution as early as possible in the year in which it falls due.
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ANNEX III

Amounts Invested by the GATT secretariat

(in Swiss francs)

At end 1980 1981 1982 1983 1984 1985 1986

March 11,794,600 1-3,815,300 4,579,800 3,935,800 6,811,600 7,115,800 8,818,400

June 12,802,400 15,317,100 8,593,600 9,216,000 9,935,600 14,186,300 12,967,100

September 7,406,900 6,053,100 2,958,000 3,606,500 1,312,400 14,186,900 6,442,500

December 2,932,000 .638,400 674,700 1,408,100 - -
_______________- - _ _ _ _ _ _ __ - _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ ______ -.__ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ __
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ANNEX V

Distribution of the Sw F 246.996 of interests gained in 1985
by the General Fund

(according to the system explaiined in Annex I)

Contracting
Party

1985
* contr ibut ions

recLeceived
dur 1 ng
1985

.-(Sw rI

Da te of
receipt

No. of
months
between No. of
payment points

and year
end

Interest
at tributed

(Sw F)

ALlSt;ra1 ia 6086601 22.4. 85
.±S ar ±a _ 28.6.85
Australia 88.2C3 8.7.85
fAstr-i a 621,500 22. 1 .85
:irrabdos . 67,800 30.5.85
BeCi rIu 1, 796,700 19.3.85

-a Zi1 784,620 19.12.85
.: urmaa 67,a300 1 1..2. 85
1'ameroon 10,049 22.7.85
Caniada 2,406,900 7.2.85
Chile 153 Prior -1985
Chile 141,097 28.1.85
(-'co i omb i a 32, 932 Prior 19'85
C olombia 108,318 7.5.85
Co te d' I vo ire 27,639 4.11.85
Cn te d'Ivoire 26,053 27.11.85
Cyyprus 67,800} 3.10.85
Czechoslovakia 565,000 24.7.785
Denmark .576,300 28.2;.e85
Egypt 186,450 28.6.85
Finland- 463,300 15.1.85
Fr~ance 3 ?791,1C50 31.5.85
Eabon 17,SORO 30.5.85
Ge:-many 2,889,975 16.1.85
Germany. 2, 889, 975 28. 1. 85
Greece; .152,525 1.11.85
Hungary 305,100 .7.2.85
Icelandr 6,00 Prior 1985
Ice i and 61,s800 24.,1 .85
India 7 412,450 13.5.85
I ridonesia/ 655,400 27.2.85
Ireland,': 310 750 25.1 .85
ISr)e V 265,550 1 1 .6.135
Lc> y 2~-: ^,546,916 13.5.85
}Italy: :; 238,5:34 26.7,.85
Jamaica 67,800 26.6.85
Japan---: 4.870,300. 20.5.85
Kenya 4,951 Priort 1985:

a 4,869 1
6 6671
5 441.1

1 6,837
7 .4,75
9 16,170

10 678
5 50
10 224, 069
12- 2
121 1,552
12 -395
7 758.1
1 281
1 -26.
2 136
5 2,825

63 1 ,'1 19
11 5,096
7 26,538
7 125

11 31,790
11 31,790

1 152-
10 - 3,051
12 :72
121 -^ -680
7 -8,887

10) 6,554
1.1 3,S4182
6,53 :1,593
.7 .17 ? O2]
-5 --1',1.
6 -407
7 34,092

12 59

3,843

4,396
305

10,397

436
32

15,476

999

741

35
87

1 ,816

720
3, 277
17,064

80

40,88
98

1 962

484
1, 856
4,214
2,198
1 ;024

12.,230
- . - 262

21, 921
38
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Tnai land
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Iobago
1i nladad and
*To.bagoa

Irinadad and
Tobago

Tunisia
1 turkey
Turkey
rI,,-key
Uni ted K ingdom
United States
Uruquay
Yugoslavi a
; j. 1i.- .rnit Lc3

mi abwe.
2i mbabwe

836,200
355, 950
15E,200;
435 050
525446
67 GOO
*62.909
4,891

2,452, 100
192, 100
570,650
146,'751

8-, 1 73
440,700
248.600
406, 8OC)
67.8 0
615,850
661,050
892 ,700

4. 8830
62,920

960,500
*971,&00
288,150

32.831

31,962

42 .S57
96,050
179,890
60,741
*7,8395

4 , 333,550
8. 146,656

67 800
423,750
353,0)93
54,865
12,935

3.7.85
15.1-.Fi5
15. 3.85

V19.6.35
31.5..805
28.2.8
30.5.85
25.2.85
.30.'5.85
30. 1 .85
15.1.85
.1 . 1Ci.85

27. 11.85
19.4.85
7. 10.85
13.9.85
6.6 .85

31. .85
21.6.85

Pr inr- 1985
28.6 . 0s5

Prior 1.985
2 1. 1.85
11.2.95

1 1
5

I i
9
6

10
7

11
11
.'2
i-

I 2
3
6

11
6
12
6

* 12
*1:1
1I0

9, 198
1,780
1,740
3.915

315
475
629
34

24,521
1 ,345
6,277
1,614

16
441

1 ,989
814'
203

* 3,695
7,272
5,356
*59
3978

11,526
.10,690

* 2.882

28.6.85t3

.17.7.£5

1i . 1 2. 8J:

23.5.85
21.8.85
3. 12.-85

J I I.12.85

23.5.835

22. 10.835

31.. 12.85
15.3.85
28 .6.85

26.6.85
2:1I . S. 35

7
41

2

.9

6
.6

4

160

672
720 .

30,335
16,299

3.814
.. 11

I 329 ]
52?

52,736,962

5,914
1, 145
;1 . 1'19
2,517

203
305

I 426
15,767

865
4,036
1,038.

10
284

1,279
523
-131

2,376
4,676
3,444

281
7,411
6,873
1 ,853

230

432

463

19,505
-10,480

136

245

246,996'383-"941
-9


