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l. I NTRODUCTI ON

1. At its sixth session, the | NCD adopted a resol ution on the organi zati on and
programe of work for the interi mperiod (docunment A/ AC. 241/ L.24). Paragraph 1(a)
of that resolution allocated to Wirking Goup | the responsibility for carrying
out preparatory work for the Conference of the Parties on, inter alia, the issue
of financial rules.

2. Paragraph 4 of the sane resolution requested the Interim Secretariat to
prepare a docunent on the financial rules with a view to facilitating |INCD
del i berations at the seventh session. The Conmittee's request was nade agai nst
t he background of article 22, subparagraph 2(e) of the Convention which requires
the Conference of the Parties (COP) to agree upon and adopt, by consensus,
financial rules for itself and any subsidiary bodies.

3. In response to the Commttee's request, the Interim Secretariat prepared
this note acconpani ed by an annex containing a proposed draft of the financial
rul es. The present docunment should be read in conjunction with docunent

A/ AC. 241/34 on the designation of the Pernmanent Secretariat and docunent
A/ AC. 241/ 36 on the Programre of Wbrk and Budget.

4, The note briefly provi des the necessary expl anat ory background for the draft
financial rules, which were largely derived from well-known precedents and
practices in other environnental conventions. The latter include the financial
rules of: the United Nations Framework Convention on Cimate Change (dinate
Change Convention), the Convention on Biological Diversity (Biodiversity
Convention), the Convention on the Control of Transboundary Movenents of Hazardous
Wastes and their Disposal (Basel Convention), the Vienna Convention for the
Protection of the Ozone Layer (Vienna Convention) and its Protocol on Substances
t hat Depl ete the Ozone Layer (Montreal Protocol), the Convention on International
Trade in Endangered Species of WIld Fauna and Flora (CI TES), and the Convention
on Wetl ands of International |nportance Especially as Waterfow Habitat (Ransar
Convention). The Interim Secretariat also consulted closely with staff nenbers
of sonme of the conventions concerned.

5. The proposed financial rules are drafted on the assunption that there wll
be an institution (referred to in the draft rules as the "relevant institution")
provi di ng financial nanagenent services to the Permanent Secretariat.

6. The draft rules attempt to cover financial aspects that could apply
i rrespective of, and wi thout prejudice to, decisions the Conference of the Parties
(COP) ultinmately takes with regard to:

(a) t he physical |ocation of the Permanent Secretariat; and

(b) the relevant institution.
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. FI NANCI AL PERI CD

7. Budget estinmates are usually prepared for two years, a biennium under the
United Nations system Draft rule 2 is franed accordingly. The Comittee may
wi sh to consider the desirability of estimates for |onger periods, for exanple
two bienniunms. This would facilitate financial planning, particularly if the
funds established pursuant to draft rules 7,9 and 10 were set up for a simlar
peri od. Several related conventions (CITES and the Vienna Convention) use
financial periods longer than a biennium However, in the early years of
Convention inplenentation, there might be dangers in using a |onger period due
to insufficient experience in naking accurate |ong-term projections.

M. BUDCET

8. Upon the entry into force of the Convention, the COP, as the suprene body
and a distinct legal entity, will adopt a Convention budget. This budget wll
proj ect expenditures for sessions and activities of the COP and its subsidiary
bodi es, as well as for the functions of the Pernmanent Secretariat.

A Currency of denom nation

9. A nunber of conventions' financial rules denoninate budget estimates in
United States dollars. However, this trend exposes Parties to the risks of
currency fluctuations. The Conmittee might, therefore, wish to take account of
currency fluctuations by choosing an appropriate convertible currency other than
United States dollar to officially denom nate budget estimates. Draft rule 3 so
provi des, follow ng the precedent of the financial rules of the Cl TES Conventi on

Factors that woul d i nfluence the currency choi ce incl ude:

(a) t he country where the Pernmanent Secretariat is |ocated, since the bulk
of its expenditures would probably be nmade in the currency of that
country; and

(b) the procurenent sources and other relevant procedures of the
institution or institutions providing admnistrative and financia
services to the Permanent Secretariat.

B. Met hod of adoption

10. The financial rules of some environmental conventions specify the voting
majorities required in cases where consensus is not reached on financia
guestions, such as the adoption of a budget. The draft rules in the annex, taking
a sinpler approach, do not do so. This inplies that the provisions of the rules
of procedure of the COP regarding the majority required for decisions on
substantive nmatters woul d apply. As the rules of procedure are presently drafted
in docunment A/ AC 241/38, this would nmean that a two-thirds majority would be
needed. In practice, this turns out to be the sanme majority specified in the
financial rules of many conventions such as the Basel Convention, C TES and the
Vi enna Conventi on.
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11. The COP ni ght wi sh to consider other devices to facilitate approval of the
budget . One possibility is an informal arrangenent, not specified in the

financi al rules, whereby an ad hoc worki ng group, woul d revi ew adni ni strative and
budgetary proposals before they are considered by the COP. The COPs of the
Cimte Change Convention and the Basel Convention, for exanple, have used such
a devi ce.

C. Transfers between budget |ines

12. Connected to the i ssue of budget approval is the consideration of transfers
bet ween budget lines. As a general rule, COPs of environmental conventions set
l[imts for this type of transfer to ensure that the Parties' contributions are
used for the purposes agreed upon. However, there nay be a need to make
provi sions for unexpected circunstances requiring transfers beyond the limts.
Prior authorization by the Bureau of the COP for such transfers is one way to
acconplish this. The financial rules of both the Basel Convention and Cl TES
enpl oy such devices. Rule 6 in the annex, is drafted accordingly. Docunent
A/ AC. 241/ 36 al so deal s with this i ssue fromthe standpoi nt of the budget's fornat.

V. FUNDS

A Types of funds

13. Standard practice for environnental conventions is to establish a set of
funds, often referred to as general funds, trust funds or special funds, to which
contributions are nade and fromwhich expenditures take place to finance various
activities of the COP, its subsidiary bodies and the Pernanent Secretariat.
Normal Iy, there is a general fund to receive contributions followi ng a scale and
a separate trust fund or funds, some of which could contain sub-accounts, to
recei ve other contributions. Followi ng the precedent of the |INCD process, draft
rule 10 al so provides for a separate special fund to support the participation
of devel oping country representatives in sessions of the COP and its subsidiary
bodi es.

B. Wirking capital reserve

14. The experience of other environmental conventions shows that tenporary
shortfalls of funds sonetines occur, because of Parties' internal procedures in
maki ng contributions, exchange rate fluctuations and other factors. This could
endanger the continuity of activities carried out pursuant to the Convention. One
remedy i s to secure rei nbursabl e advances fromthe institution providing financi al
managenent services to the Permanent Secretariat but, depending on the
institution, this nmay not always be possible. Therefore, draft rule 8 provides
for the establishment of a working capital reserve within the General Fund

followi ng the recent precedent of the financial procedures of the dimte Change
Convention. The reserve would be set by the COP as a percentage of expenditures
during the financial period.
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V. CONTRI BUTI ONS
A Scal e of contributions

15. The scale for contributions to the regul ar budget of the United Nations is
wi dely used as a basis for the scales of environnental conventions. The United
Nations scale takes account of a nunber of econonic and financial factors,
i ncl udi ng popul ati on and gross national product. That scaleis fixed and revi ewed
periodically by the United Nations Committee on Contributions, which makes
adj ustnments when there is a substantial change in the relative capacity of a
country to contribute. The Committee on Contributions would also be able to
provide a theoretical rate of contributions for those State Parties to the
Convention that are not nmenbers of the United Nations but participate in its
activities.

16. Draft rule 13 takes the United Nations scale as a basis with a few
adj ustments conmon in convention practice. One adjustnent exenpts Parties who
woul d pay less than 0.01 percent of the total. This would avoid the substanti al

coll ection and processing costs incurred in gathering very small contributions.

B. Contributions not subject to scale

17. The draft rules provide for contributions not subject to the scale from
Parties and a wide variety of other sources. Follow ng commpn practice recently
adopted in the financial rules of the Cdimte Change and Biodiversity
Conventions, draft rule 15 allows donors to earmark such contributions for
speci fic purposes through agreenment with the head of the Pernanent Secretariat.

18. Contributions outside the scale could be furnished from inter alia, the
governnent hosting the Permanent Secretariat, other governnments, organizations
as well as the institution or institutions providing admi nistrative support to
it. Such contributions could be in kind but in sone cases could involve transfers
to the Trust Fund or Special Fund established pursuant to draft rules 9 and 10.
Docurent A/ AC. 241/ 34 di scusses these matters in nore detail.

C. Currency of Paynent

19. Section Ill.A above raised the i ssue of denoni nating budget estimates in a
currency that would mininmze the effect of exchange fluctuations on them A
simlar, and in sone ways nobre serious, question arises with respect to the
currencies in which contributions are denom nated and paid. Depending on the
currencies chosen, contributions could significantly fall short of, or exceed,
budget ed expenditures as exchange rates change. Therefore, contributions would
then be denominated in the same currency as budget estimates.

VI . ADM NI STRATI VE SUPPCORT CHARGES

20. The institution providing financial managenent services to the Permanent
Secretariat would incur admnistrative support costs. Rei mbur serrent for such
costs is often handled by taking out a fixed percentage of contributions.
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However, the trend is increasingly for the COP to negotiate the anount of
rei mbursement with the relevant institution. Both the financial rules of the
Bi odiversity and the dimate Change Conventions allow for this. Draft rule 22
follows suit.

21. In matters not of direct concern to the Convention budget such as its
approval and the determi nation of a scale for contributions, the financial rules
of the institution providing financial nanagement services will, as draft rule

1 indicates, generally apply. However, adjustnents m ght have to be negotiated
in sone instances to preserve the autononmy of the COP or to reduce costs. The
negoti ati on of reinbursement for support costs is one such case.

VI, TRANSI TI ONAL PERI GD

22. Shoul d the COP neet for the first tinme late in a cal endar year, there m ght
be insufficient tinme before the start of the first financial period to put in
pl ace the institutional arrangenments contenplated by the financial rules. At a
| ater stage, the INCD might have to consider how to deal with this contingency.
One possibility would be to tenporarily channel contributions to, and make
expenditures from the two funds established pursuant to GCeneral Assenbly
resol ution 47/188. Another possible source of tenporary liquidity could consist
of contributions fromthe government hosting the Permanent Secretariat.

VI, OPTI ONS FCR FUTURE CONSI DERATI ON

23. The Secretariat will need guidance on ways in which it can assist in
preparing for further discussion of the financial rules in Wrking Goup | at the
ei ghth session of the INCD. If the Committee wi shed, the Secretariat coul d provide
additional information or analysis on particular rules. It could also prepare a
draft negotiating text reflectingthe views, comrents and proposal s of del egati ons
at the seventh session.
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ANNEX

Financial Rules for the Conference of the Parties
to the United Nations Convention to Conbat Desertification
in Those Countries Experiencing Serious Drought and/or Desertification,
Particularly in Africa, its subsidiary bodies and the Permanent Secretari at

Scope

1. The present rules shall govern the financial administration of the
Conference of the Parties to the United Nations Convention to Conbat
Desertification in Those Countries Experiencing Serious Drought and/or
Desertification, Particularly in Africa, its subsidiary bodies and the Permanent
Secretariat. In so far as not specifically provided by the present rules, the
Fi nanci al Regul ati ons and Rul es of [the relevant institution] shall apply, unless
t he Conference of the Parties and the head of [the rel evant institution] otherw se
agr ee.

Fi nanci al Peri od

2. The financial period shall be a biennium of which the first cal ender year
shal | be an even year

The Budget

3. The head of the Permanent Secretariat shall prepare the budget estimtes in
[an appropriate convertible currency] show ng projected i ncome and expenditures
for each year of the bienniumconcerned. For ease of reference, he or she shal
al so acconpany the estinates with conparabl e indicative figures in United States
dollars. He or she shall dispatch the estimates to all Parties to the Convention
at | east 90 days before the opening of the ordinary session of the Conference of
the Parties at which the budget is to be adopted.

4, The Conference of the Parties shall, at an ordinary session, consider the
budget estinmates and adopt a budget prior to the conmencenent of the financia
period that it covers.

5. Adoption of the budget by the Conference of the Parties shall constitute
authority to the head of the Pernmanent Secretariat to incur obligations and nmake
paynments for the purposes for which the appropriations were approved and up to
t he anpbunts so approved, provided al ways that, unless specifically authorized by
the Conference of the Parties, conmitnents shall be covered by related incone.

6. The head of the Pernanent Secretariat nmay nake transfers within each of the
mai n appropriation |ines of the approved budget. He or she may al so nake transfers
bet ween such appropriation lines upto linits which the Conference of the Parties
may set fromtime to tinme. For any transfers above the approved linits, the head
of the Pernmanent Secretariat shall seek the prior authorization of the Bureau of
t he Conference of the Parties.
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Funds

7. A General Fund for the Convention shall be established by the head of [the
rel evant institution] and managed by the head of the Permanent Secretari at
Contributions made pursuant to subparagraphs 12(a) shall be credited to the
Ceneral Fund, and all expenditures made pursuant to paragraph 5 shall be charged
to the CGeneral Fund.

8. There shall be established, within the General Fund, a working capital
reserve nai ntai ned at a percentage of budget expenditures for a financial period.
That percentage shall, periodically, be set by the Conference of the Parties. The
pur pose of the working capital reserve shall be to ensure continuity of operations
inthe event of atenporary shortfall of funds. Drawdowns fromthe working capita
reserve shall be restored fromcontributions as soon as possi bl e.

9. A Trust Fund shall be established by the head of [the rel evant institution]
and managed by t he head of the Permanent Secretariat. The Trust Fund shall receive
contributions pursuant to subparagraphs 12(b)and(c), other than those specified
i n paragraph 10.

10. A Special Fund shall be established by the head of [the relevant
institution] and managed by the head of the Permanent Secretariat. The Speci al
Fund shal |l receive contributions pursuant to subparagraphs 12(b)and(c), earnarked
to support the participation of representatives of devel oping country Parties
af fected by desertification and/ or drought, particularly the |l east devel oped anbong
them in the sessions of the Conference of the Parties and its subsidiary bodi es.

11. In the event, the Conference of the Parties decides to termnate a fund
establ i shed pursuant to the present rules, it shall so advise the head of [the
relevant institution] at |east six nonths before the date of termination so
deci ded. The Conference of the Parties shall decide, in consultation w th the head
of [the relevant institution], on the distribution of any uncommi tted bal ances
after all |iquidation expenses have been net.

Contributions
12. The resources of the Conference of the Parties shall conprise:

(a) annual contributions nade by Parties to the Convention based on the
scale set forth in the appendi x to the budget;

(b) ot her contributions nade by Parties in addition to those nmade pursuant
to subparagraph(a);

(c) contributions from States not Parties to the Convention, as well as
governnental , intergovernnmental and non-governnental organizations,
and ot her sources;

(d) the unconmitted bal ance of appropriations from previous financia
periods attributed to the fund concerned; and

(e) nm scel | aneous i ncone attributed to the fund concerned.
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13. The Conference of the Parties shall deternmine the scale of contributions
referred to i n subparagraph 12(a). The scal e shall be based on the United Nations
scal e of assessnment as may be adopted fromtine to tine by the General Assenbly,
wi th adjustnents to:

(a) t ake account of contributions of Parties which are not nmenbers of the
United Nations, as well as those of regional econonmic integration
organi zations that are Parties; and

(b) provide that no Party shall contribute | ess than 0.01 per cent of the
total, that no one contribution shall exceed 25 per cent of the total,
and that no contribution froma | east devel oped country shall exceed
0. 01 per cent of the total

14. In respect of contributions made pursuant to subparagraph 12(a):

(a) contributions for each cal ender year shall be due on or before January
1 of that year; and

(b) each Party shall, as far in advance as possible of the date due for
the contribution, informthe head of the Pernmanent Secretariat of the
contribution it intends to make and of the projected timng of that
contri bution.

15. Contri butions nmade pursuant to subparagraphs 12(b)and(c) shall be used in
accordance with such terns and conditions, consistent with the objectives of the
Convention, as nmay be agreed by the head of the Pernmanent Secretariat and the
contributor. Contributions to the Trust Fund referred to in paragraph 9 shall,
as appropriate, be placed in sub-accounts.

16. Contri buti ons nmade pursuant to subparagraph 12(a) from States and regi ona
economni c integration organizations that becone Parties to the Convention after
the beginning of a financial period shall be made pro rata tenporis for the
bal ance of that financial period. Consequent adjustnents shall be nade at the end
of each financial period for other Parties.

17. Al'l contributions shall be paid in [an appropriate convertible currency] or
its equivalent in a convertible currency into a bank account to be desi ghated by
the head of [the relevant institution] in consultation with the head of the
Per nanent Secretariat. The anmount of any paynment shall be equal, at | east, to the
anount payable in [an appropriate convertible currency] on the day the
contribution is made.

18. The head of the Permanent Secretariat, or the head of [the relevant
institution] shall acknow edge pronptly all pledges and contributions and shal
inform the Parties, once a year, of the status of pledges and paynents of
contri butions.

19. Contributions not imediately required shall be invested prudently in
appropriate financial instruments at the discretion of the head of [the rel evant
institution]. The resulting incone shall be credited to the appropriate fund or
funds referred to in paragraphs 7, 9 and 10.
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Accounts and audit

20. The accounts and financial nmanagenent of all funds governed by the present
rul es shall be subject tothe internal and external audit process of [the rel evant
institution].

21. During the second year of the financial period [the relevant institution]
shal | provide the Parties with an interi mstatenment of accounts for the first year
of the financial period. [The relevant institution] shall also, as soon as
practicable, provide to the Parties a final audited statenment of accounts for the
full financial period.

Admi ni strative support costs

22. The Conference of the Parties, under such terns as may fromtinme to time be
nmutual |y agreed upon, shall reinburse the [relevant institution] fromthe funds
referred to in paragraphs 7, 9 and 10, as the case nay be. The rei nbursenent shall
be made for the purposes of services rendered, including the admnistration of
the rel evant fund by the [rel evant institution], to the Conference of the Parti es,
its subsidiary bodies and the Permanent Secretariat.

Anendnent s

23. Any anmendnent to the present rul es shall be adopted by the Conference of the
Parti es by consensus.



