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1. The Advisory Committee on Administrative and Budgetary Questions has
considered the report of the Secretary-General on the liabilities and proposed
funding for after-service health insurance benefits submitted to the General
Assembly at its sixty-first session (A/61/730). During its consideration of the report,
the Committee met with the representatives of the Secretary-General, who provided
additional information on the issue.

2. In section Il of its resolution 60/255, the General Assembly recognized the
end-of-service accrued benefit liabilities reported by the Secretary-General in his
report on liabilities and proposed funding for after-service health insurance benefits
to the sixtieth session of the Assembly (A/60/450 and Corr.1) and requested that he
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take the necessary steps to disclose those liabilities in the United Nations financial
statements. The Assembly also requested the Secretary-General to submit a report at
its sixty-first session giving further explanation of the after-service health insurance
programme, addressing the issues raised by the Advisory Committee in its related
report (A/60/7/Add.11) and providing updated information on the status of
liabilities, clarifications with regard to the assumptions used to determine liabilities
and alternative strategies to fund the liabilities.

3.  The report of the Secretary-General to the sixty-first session provides
information on the actuarial method and assumptions used for valuation of after-
service health insurance liabilities (A/61/730, paras. 18-21) and estimates of the
updated valuation of those liabilities (ibid., paras. 22 and 23). The report also states
that the increase in the valuation of accrued liabilities from $1,484.9 million as at
31 December 2003 to $2,072,829 million as at 31 December 2005 is primarily
attributable to five main sources of change, namely: (a) the rolling forward of
liabilities from one financial period to another because the valuation represents a
present value of future costs; (b) updated census information, which reflected an
increase in the active and retiree population of covered participants since 2003;
(c) updated health claims, which reflected costs that were higher than predicted,;
(d) updated demographic assumptions that were revised to align with recent changes
made in mortality and other assumptions by the United Nations Joint Staff Pension
Fund; and (e) the updated discount rate from 6 to 5.5 per cent to reflect changes in
rates of return on fixed income investments (ibid., para. 24). The impact that each of
those elements has had on the change in the valuation of United Nations after-
service health insurance liabilities from 2003 to 2005 is summarized in annex 111 to
the report.

4. The liability of $2,072,829 million accrued for after-service health insurance
liabilities as at the end of 2005 has been estimated by a consulting actuary and
represents the current value of benefits to be paid in the future to all current
participants in the after-service health insurance programme and to active
employees expected to retire with such benefits. The estimate is based on the same
withdrawal, retirement and mortality assumptions used for the United Nations Joint
Staff Pension Fund and on data for health care trends. The estimate also takes into
account the fact that not all staff will become €ligible or will ultimately elect to
participate in the after-service health insurance programme. The report makes clear
that the cited amount of after-service health insurance liability would need to be on
hand and invested on the valuation date in order to pay accrued projected benefit
payments in the future, and that the amount will vary over time in the light of future
experience, actions to be taken by the General Assembly and changes in actuarial
assumptions.

5. The Advisory Committee was informed that a number of organizations of the
United Nations common system (World Health Organization (WHO), Food and
Agriculture Organization of the United Nations (FAO), United Nations
Development Programme (UNDP), United Nations Children's Fund (UNICEF),
World Food Programme (WFP), International Fund for Agricultural Development
(IFAD) and World Meteorological Organization (WMQ)) had begun funding their
after-service health insurance liability. Upon request, information was provided on
the status of such funding within the organizations of the United Nations system.
This information is provided in annexes | and Il to the present report. It may be
noted that the International Trade Centre UNCTAD/WTO, the United Nations
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University and the United Nations Institute for Training and Research (UNITAR)
plan to establish funding mechanisms based on the decision of the General
Assembly. The International Atomic Energy Agency (IAEA) plan of action is also
likely to be influenced by the Assembly’s decision on this matter.

6. The Advisory Committee stresses that the International Public Sector
Accounting Standards adopted by the General Assembly in its resolution
60/283, which are intended to be instituted system-wide by 2010, require the
disclosure of after-service health insurance liabilities (see A/61/350, annex 1).

7. In the light of the expected rising level of after-service health insurance
liabilities, and consistent with the International Public Sector Accounting Standards,
the Secretary-General considers it appropriate to finance these liabilities as they
accrue and to take measures to put aside the funds required to fully finance the
liabilities that have accrued to date. These amounts would be placed in an
independently segregated reserve fund. The Secretary-General has put forward five
potential funding alternatives. The first four alternatives provide for either
immediate full funding or eventual full funding over a period of 12 to 15 bienniums.
The alternatives detailed in the report are for:

(@ Fully funding the existing liability of approximately $2.1 billion through
a one-time assessment on Member States. After that assessment, full funding status
would be maintained through ongoing additional assessments, estimated at about
$177 million for the biennium 2006-2007;

(b) Systematically funding $550 million per biennium, estimated to achieve
full funding in 12 to 13 bienniums;

(c) Applying a charge of about 13.8 per cent against salary costs on all
budgets, estimated to achieve full funding in 12 to 13 bienniums;

(d) Combining the continuation of current funding arrangements under the
special expenses section of the regular budget and partial funding under the
peacekeeping support account for annual costs related to retirees with an initial
charge of about 7 per cent against salary costs of all budget types to meet biennial
service cost funding requirements;

(e) A two-tiered funding approach consisting of a one-time infusion of
$503.5 million and a long-term funding strategy with systematic and flexible
components, which is described in the paragraph below.

8. The Secretary-General recommends the fifth alternative, which, inter alia,
provides for a one-time funding infusion of $503.5 million as follows:

(@) Transfer of $410 million in unencumbered balances and savings on
cancellation of prior-period obligations under peacekeeping operations, which
represents about one half of such balances and savings at the close of the financial
period 2005/06;

(b) Transfer of $61.5 million from the medical and dental reserves, leaving
reserve balances totalling about $91.5 million to meet future and pending claims;

(c) Transfer of $32 million from the compensation fund, leaving about $46.9
million to meet future and pending claims.
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The Secretary-General points out that, on an ongoing basis, this option would
provide for:

(i) Biennia regular budget appropriations and partial funding under
the peacekeeping support account to cover subsidy payments in respect of
current participants in the after-service health insurance programme;

(i) A charge equivalent to 8 per cent of salary costs to be applied to the
budgets to which staff salaries are charged;

(iii) Transfer of future unspent budget appropriations in the regular and
peacekeeping budgets;

(iv) Transfer of any excess of actual over estimated miscellaneous
income;

(v) Transfer of savings from the liquidation of prior-year obligations.

9. In the view of the Advisory Committee, alternatives 1 and 2 would entail
large assessments on Member States for the regular budget. While there is no
specific time frame within which the liabilities must be fully funded, the
Committee is of the view that the framework of 12 to 13 bienniums envisaged
by the Secretary-General seems to be a reasonable planning horizon. The
General Assembly will need to consider whether it wishes to apportion the full
cost to the regular budget, or whether to apportion costs to all funding sources
that giveriseto costsfor after-service health insurance liabilities.

10. After-service health insurance costs are part of common staff costs, which are
typically a charge on all salaries from all funding sources. However, data to support
the precise attribution of after-service health insurance liabilities to different
funding sources has not been compiled. Upon enquiry, the Advisory Committee was
informed that the consulting actuary had been requested to analyse the actuarial
valuation prepared for 2005 to identify accrued liability related to active
peacekeeping staff. Further allocation was not possible for the liability related to
current retirees as data regarding the funds under which they retired was not
available. In the future, the Committee was informed, fund type information will be
added to the census data provided to the actuary to make it possible to attribute the
accrued liability for active staff across all fund types.

11. Alternatives 3 and 5 put forward scenarios for full financing in 12 to 13
bienniums, in the former case without any immediate infusion of funds, and in the
latter with an immediate infusion of $503.5 million.

12. The Secretary-General proposes to constitute the cash infusion largely by
transferring unencumbered balances of $410 million from active peacekeeping
accounts. The Advisory Committee recalls its previous observation on this subject.
Although it acknowledged that peacekeeping budgets should fund their share of
the costs of after-service health insurance, it was not clear to the Committee
why active peacekeeping missions should fund an accrued liability attributable
at least partially to peacekeeping operations that have closed (A/60/7/Add.11,
para. 10). The Committee considers the transfer of unencumbered balances to
entirely alternate uses an inappropriate financial management practice. It
therefore recommends against making an exception to financial regulation 5.3
and is of the view that the balance of $410 million in unencumbered balances
and savings on the cancellation of prior-period obligations under peacekeeping
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operations at the close of the financial period 2005-2006 should be returned to
Member States. The Committee is concerned that a plan to use unencumbered
balances systematically as part of a funding mechanism for after-service health
insurance would not be transparent and could encourage over-budgeting, in
addition to which it may not necessarily be actuarially substantiated.

13. In connection with the proposed transfer of $61.5 million from the medical
and dental reserves and $32 million from the compensation reserve, the
Advisory Committee notes from the report of the Secretary-General that the
transfer of these amounts will not endanger those reserves (A/61/730, para. 33).
In light of this assurance, the Committee reiterates its previous view (see
A/60/7/Add.11, paras. 12 and 13) and recommends the transfer of those
amounts. Should the General Assembly approve this course of action, the
estimated after-service health insurance liability would be correspondingly
reduced.

14. The Advisory Committee notes that, as indicated in the report (A/61/730,
para. 34), the previously proposed transfer of $25 million from the authorized
retained surplus in the United Nations General Fund is no longer part of the
recommended initial infusion.

15. With regard to the proposal to transfer the excess of actual over estimated
miscellaneous income and savings from liquidation of prior-year obligations,
the Advisory Committee points out that these proposals do not appear to be
transparent. They would also bear no direct relationship to the distribution of
liabilities arising among the different accounts.

16. The fourth alternative combines the continuation of current funding
arrangements under the special expenses section of the regular budget and partial
funding under the peacekeeping support account for annual costs related to retirees,
with a charge against salary costs of all budget types, to result in full funding of
accrued after-service health insurance liabilities within 25 to 30 years. The
components of this funding strategy are outlined in the report of the Secretary-
General (ibid., subparas. 29 (a) and (b)).

17. Initial transfers to the after-service health insurance account will be invested in
short- to medium-term securities managed by the United Nations Treasury (ibid.,
para. 41). A detailed investment strategy tailored to meet the longer-term anticipated
cash flow requirements of the independently segregated after-service health
insurance reserve fund will be developed subsequently. This investment strategy
will be provided to the General Assembly through the Advisory Committee, should
the establishment of an independently segregated after-service health insurance
reserve fund be authorized and a proposed funding mechanism approved. The
Advisory Committee encourages the Secretary-General to further develop his
long-term investment strategy for after-service health insurance.

18. Upon enquiry, the Advisory Committee was informed that the main reason to
hold funds (assets) accumulated to fulfil the United Nations after-service health
insurance liability in a separate legal entity is to protect those funds from being used
for other purposes. By holding such funds in a separate legal entity, there is greater
assurance that the funds and any interest earned on them, will be used for the
purpose of meeting after-service health insurance liabilities. Another reason for
holding the accumulated funds (assets) in a separate legal entity is to allow the
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Organization to “net off” such dedicated assets against the after-service health
insurance liability and report a lower total liability. The separate legal entity must
meet the requirements specified in international accounting standards before these
dedicated assets can be netted off against the liability. The Advisory Committee
recommends that the General Assembly authorize the establishment of a
separ ate special account for after-service health insurance funds.

19. The previous report of the Secretary-General (A/60/450, para. 19)
contained proposed revisions to the after-service health insurance programme
aimed at reducing the future cost of benefits. The Advisory Committee
recommended approval of the proposals (A/60/7/Add.11, para. 19). In the
current report, the Secretary-General resubmitted the same proposals, but with
one revision. As explained in the report (A/61/730, para. 42), this modification
increases the minimum period of service required for eligibility from 5 to 10
years, thereby eliminating the 5-year buy-in provision for all new staff hired
after the revision is adopted. The current service requirement of 10 years for
cost-sharing benefits would be retained, however, rather than increasing it to 15
years, as previously proposed. This revision to the Secretary-General’s earlier
proposals has been suggested in the interest of harmonization with other
entities of the United Nations system. The Secretary-General is requested to
provide the General Assembly with further information on the financial and
other issues associated with thisrevision.

20. As regards accrued unfunded liabilities relating to retirees from the
United Nations Compensation Commission, the Advisory Committee
recommends approval of the funding of after-service health insurance liabilities
as a part of the winding-up costs of the Commission.

21. TheAdvisory Committee also recommends that the measures proposed in
the report of the Secretary-General regarding the funding of the after-service
health insurance liabilities related to the International Tribunal for the former
Yugoslavia and the International Criminal Tribunal for Rwanda (A/61/730,
paras. 50 (d) and (e), respectively) be duly considered in order to provide for
those liabilities, recognizing the temporary nature of the Tribunals.
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Annex |
Satus of accumulated post-retirement benefit obligation
asat 31 December 2005°
(Millions of United States dollars)
Actuarial  Pay-as-you-go, Accruing Accrued Amount Unfunded
Organization Completed method®  current retirees liability liability funded liability
United Nations Yes PUC Yes —£ 20728 —° 2072.8
International Labour Organization Yes PUC Yes No 389.0 — 389.0
World Health Organization (as of 2003) Yes PUC Yes Yes  371.2° 290.0 81.2
United Nations Educational, Scientific and
Cultural Organization Yes pPUC Yes No 601.0 — 601.0
Food and Agriculture Organization of the
United Nations Yes PUC Yes® Yes 533.4 135.8 397.6
United Nations Development Programme Yes PUC Yes Yes 406.9 162.0 244.9
United Nations Children’s Fund (as of 2006) Yes pPUC Yes Yes 292.3 90.0 202.3
Office of the United Nations High
Commissioner for Refugees Yes PUC Yes No 248.6 — 248.6
International Atomic Energy Agency Yes PUC Yes No 93.0 — 93.0
International Telecommunication Union Yes PUC Yes No 160.9 — 160.9
United Nations Industrial Development
Organization' Yes PUC Yes No 82.3 — 82.3
United Nations Population Fund® Yes PUC Yes No 61.6 — 61.6
World Food Programme Yes PUC Yes" Yes 67.9 64.7 3.2
World Intellectual Property Organization Yes PUC Yes No 41.8 — 41.8
United Nations Office for Project Services Yes PUC Yes No 41.7 — 41.7
International Trade Centre UNCTAD/WTO Yes PUC Yes No 41.2 — 41.2
International Fund for Agricultural _
Development (as of 2006) Yes PUC Yes Yes 32.9 32.9 -
International Civil Aviation Organization Yes n/a Yes No 36.2 — 36.2
International Criminal Tribunal for Rwanda Yes PUC Yes No 24.7 24.7
World Meteorological Organization® Yes PUC Yes Yes 15.6 11 14.5
International Tribunal for the Former
Yugoslavia Yes PUC Yes No 17.5 — 17.5
United Nations University Yes PUC Yes No 3.6 — 3.6
United Nations Institute for Training and
Research Yes PUC Yes No 1.9 — 1.9
United Nations Compensation Commission Yes PUC Yes No 2.9 — 2.9
Total 5640.9 704.5 4936.4

& The accrued liability represents the present value of benefits (net of retiree contributions) that has accrued from the date of
the employees’ hire to the valuation date. In some cases the reporting date is as at 31 December 2003 or 31 December 2006.

P puC isthe projected unit credit method.

¢ The United Nations has been accounting and paying for after-service health insurance liabilities on a pay-as-you-go basis with
the accrued liability disclosed in the notes to the financial statements. On the basis of section |11 of General Assembly
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resolution 60/255, the accrued liability will be disclosed in the 31 December 2006 interim financial statement. The General
Assembly is being requested to approve an amount of $503.5 million for the initial funding of the accrued liability as well as
various proposals for long-term funding arrangements.

4 The global estimated liability of WHO as at 31 December 2003 is $371.2 million, of which $290.0 million is funded as at
31 December 2006.

€ Formerly paid on a pay-as-you-go basis. Post-retirement funds have now been established and a liability of $145.1 million has
been recorded at 31 December 2005, of which $135.8 million has been funded (as per the market value of the investments at
31 December 2005).

" Reflects the accrued liability as at 31 December 2005.

9 UNFPA has reserved an amount of $12 million for 2006 and has also started to levy a 4 per cent charge on the payroll, which
will result in an incremental reserve of approximately $2.2 million for 2006, resulting in atotal of $14.2 million funded by
31 December 2006.

" The accrued liability in the accounting valuation is $94.6 million. The accrued liability using a higher discount rate for

_funding is $67.9 million.

' The actuarial valuations of WIPO are done in Swiss francs; 54.7 million Swiss francs are equivalent to $41.8 million.

1 IFAD has fully funded the after-service medical benefit liability. The liability reflects the actuarial valuation results as at
31 December 2006.

K The liability pertaining to retired staff is valued in United States dollars and for active staff in Swiss francs.
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United Nations funds, programmes and other organizations

1. The present annex provides an overview of the estimates and details pertaining
to the recognition and funding of the accrued liability and “current service costs” for
other United Nations programmes and organizations as at 31 December 2005. It
should be noted that for the World Health Organization (WHO) the figures are as at
31 December 2003 and for the United Nations Children’s Fund (UNICEF) and the
International Fund for Agricultural Development (IFAD) the figures are as at
31 December 2006. The data is based on information obtained from the respective
organizations.

International Trade Centre UNCTAD/WTO

2. The actuarial study carried out as part of a joint study estimated the accrued
liability for the International Trade Centre UNCTAD/WTO (ITC) as at 31 December
2005 to be $41.2 million. ITC has not yet put any funding measures in place. It
plans to establish a funding mechanism based on the decision of the General
Assembly with respect to the United Nations proposals put forward in the present
report.

United Nations University

3. The net accrued liability of the United Nations University (UNU) at
31 December 2005 as determined by the actuarial study is $3.6 million. UNU has
not yet funded any portion of the liability, but plans to establish a funding
mechanism based on the decision of the General Assembly with respect to the
United Nations proposals put forward in the present report.

United Nations I nstitute for Training and Resear ch

4. The net accrued liability at 31 December 2005 attributable to the United
Nations Institute for Training and Research (UNITAR) is determined to be $1.9
million. UNITAR has not yet put any funding measures in place. It plans to establish
a funding mechanism in line with that approved by the General Assembly for the
United Nations.

United Nations Children’s Fund

5. The actuarial valuation, which was a part of a joint study by Mercer Human
Resource Consulting, estimates the accrued liability (net of offset of retiree
contributions) of UNICEF at 31 December 2005 at $292.3 million. In 2005,
UNICEF established a reserve of $90 million to partially fund the estimated
liability.

6. UNICEF is gradually increasing its funded reserve for after-service health
insurance from its regular resources. By the end of 2006, the funded reserve was
$90 million against the net accrued liability estimated to be $292.3 million. The
UNICEF Executive Board has approved the gradual increase of this funded reserve
to reach $180 million by the end of the current medium-term strategic plan in 2009.
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United Nations Development Programme

7. The actuaria study determined the net accrued liability of the United Nations
Development Programme (UNDP) for after-service health insurance benefits at
31 December 2005 to be $406.9 million. UNDP has funded $54.0 million for each
of the bienniums ended 31 December 2001 to 2005. On a cumulative basis, UNDP
has funded $162 million for after-service health insurance liabilities as at 31
December 2005. The amount set aside is over and above disbursements by UNDP
for after-service health insurance for current retirees, which were included as part of
the biennial support budget expenditure. UNDP is now accounting for future costs
for current employees by accruing current service costs on an annual basis.

United Nations Population Fund

8. The actuarial study for the United Nations Population Fund (UNFPA)
conducted as a part of the joint study shows an estimated accrued liability (net of
offset from retiree contributions) of $61.6 million as at 31 December 2005. UNFPA
has not specifically provided for these accrued liabilities. Expenditures are charged
against the budget appropriations of the periods when actual payments are made for
current retiree benefits.

9. In 2006, UNFPA started a modest effort to fund this liability. A one-time
amount of $12 million has been reserved against prior period liability. A 4 per cent
charge has been introduced on all payrolls to partially fund the current portion of
this liability. This will result in an incremental reserve of approximately $2.2
million. Therefore, at 31 December 2006, UNFPA expects to have funded about
$14.2 million.

United Nations Office for Project Services

10. The actuarial valuation carried out as part of the joint study estimates the
accrued liability for the United Nations Office for Project Services (UNOPS) at
$41.7 million.

11. In line with some other United Nations agencies, UNOPS commenced
accruing for the biennial cost of after-service health insurance benefits expenditures
in 2004-2005 based on the actuarial review and in order to correctly account for
these expenditures as they are incurred. The unrecorded liabilities for after-service
health insurance benefits at 31 December 2005 therefore amounted to $41.7 million
($37.5 million in 2003). However, the unrecorded liability is mainly represented by
current retirees and active employees currently eligible to retire whose service was
only partly incurred with UNOPS.

12. UNOPS will consider the funding of the provision made and the accrual for
past years liabilities not recorded. UNOPS will explore solutions with its actuaries
to cover the accumulated liability for past years service not recorded.

Office of the United Nations High Commissioner for Refugees

13. The actuarial report for the Office of the United Nations High Commissioner
for Refugees (UNHCR) estimates accrued liabilities as at 31 December 2005 of
$248.6 million, made up of $68.8 million for current retirees, $65.4 million for
active staff currently eligible to retire and $114.4 million for active staff not yet
eligible to retire.
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14. The current subsidy relating to retiree premiums is included in the
corresponding annual programme budget and the actual costs incurred in each
financial period are reported as current year expenditure. UNHCR has not created
any reserve to fund the liability for after-service health insurance benefits nor are
any plansin place to accrue the estimated service costs.

Food and Agriculture Organization of the United Nations

15. The actuarial valuation as at 31 December 2005 for the Food and Agriculture
Organization of the United Nations (FAQ) estimated an accrued past service liability
of $533.4 million of which $340.7 million related to retired staff members and
$192.7 million related to active staff members. Some $135.8 million of the total
liability was funded at 31 December 2005 (using the market value of the
investments) and $145.1 million of the total liability was recorded in the financial
statements of FAO at 31 December 2005.

16. The principal assumptions used were: a discount rate of 4.5 per cent; expected
salary increases of 2.5 per cent; medical cost increases of 6.5 per cent declining
linearly to 4.5 per cent over 10 years, and genera inflation of 2.0 per cent.
Beginning in 1998, FAO has accounted for the annual costs of employees in active
service by accruing these costs, while providing for the amortization of the prior
service liability over a 30 year period.

17. FAO s partially funding the accrued liability for prior service from any excess
of investment income over the requirements for other schemes such as the
separation payments scheme and the staff compensation plan. The FAO Conference,
recognizing that funding from excess investment income was insufficient to close
the funding deficit, approved an additional biennium contribution from Member
States of $14 million starting from the biennium 2004-2005. However, recognizing
that this additional contribution is still insufficient to achieve full funding of the
past service liability over the amortization period the amounts to be approved for
future funding will be reviewed in subsequent bienniums.

International Fund for Agricultural Development

18. From 2006, IFAD has had a stand-alone actuarial valuation performed. The
actuarial valuation estimated a total accrued liability of $32.9 million at
31 December 2006. IFAD has fully funded related assets which are held in alegally
separate trust fund amounting to some $32.9 million. Beginning in 2006 IFAD has
accounted for the full annual cost of the current service cost as current year
expenditure even though it exceeds the related provisions in the administrative
budget. Any actuarial losses incremental to the current service costs are recorded in
the income statement outside the administrative budget.

World Food Programme

19. The valuation of after-service health insurance benefits for the World Food
Programme (WFP) was part of a joint study of the multiorganization scheme
administered by FAO in 1997. The study estimated the accrued liability of WFP to
be $44.8 million. This amount was fully funded based on approva by the WFP
Executive Board in 1999. WFP commissioned separate studies for 2000-2001, 2002-
2003 and 2004-2005. The actuarial assumptions used to determine the accrued
liability at 31 December 2005 are: discount rate of 4.75 per cent (accounting),

11
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discount rate of 6.5 per cent (funding), expected salary increases of 2.5 per cent,
medical cost increases of 5.5 per cent and general inflation of 2.0 per cent.

20. The study estimated the accrued liabilities for after-service health insurance
benefits to be $94.6 million. This results in an excess of actuarial liabilities over
assets ($64.7 million) of $29.8 million. Using a higher discount rate for funding
results in an unfunded liability of $3.2 million.

United Nations Educational, Scientific and Cultural Organization

21. The actuarial consultants’ report for the United Nations Educational, Scientific
and Cultural Organization (UNESCO) estimates an accrued liability for after-service
health insurance benefits at 31 December 2005 of $601.0 million.

22. Thefigure results from a comprehensive actuarial study carried out by Towers
Perrin in accordance with International Accounting Standard 19. The significant
increase over the 2003 amount is explained by the use of a reduced discount factor
and a substantial increase in the average claim cost.

23. There are no plans for funding the liability or any proposals to recognize
current service cost for the current biennium. UNESCO provides resources to pay
current retiree premiums in a specific budget line during the year of operation.

International Labour Organization and International Telecommunication Union

24. The International Labour Organization (ILO) and the International
Telecommunication Union (ITU) share a staff health insurance fund. The latest
actuarial valuation dated April 2006 projected the liability through December 2005
in accordance with International Financial Reporting Standard 19. The assumptions
are: medical cost inflation of 5 per cent declining to 3 per cent over 10 years, a
discount factor of 4.5 per cent, general inflation of 2.0 per cent and salary increases
of 2.5 per cent.

International Labour Organization

25. The accrued liability of ILO at 31 December 2005 is estimated at $388.6
million. ILO expenses payments of benefits in respect of retired staff on a pay-as-
you-go basis, charging the regular budget for premiums in the financial period in
which they are paid. ILO has made no provision for current service costs and has no
plans to fund the accrued liability pending decisions by the General Assembly which
would inform discussions in the ILO Governing Body.

International Telecommunication Union

26. The accrued liability of the International Telecommunication Union (ITU) at
31 December 2005 is estimated at $160.9 million. ITU expenses payments of
benefits to retired staff on a pay-as-you-go basis, charging its contributions to the
staff health insurance fund in the biennium that they are paid, and makes no
provision for current service costs of active staff members. There are no plans to
fund the accrued liability at this time.
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World Health Organization

27. The World Health Organization (WHO) was the first organization to recognize
the need to make provisions for post-retirement benefits and in this context funded
part of the unfunded accrued liability by special annual contributions starting in
1989. The Organization established a reserve (Reserve 470.2) under paragraph 470
of the rules of the Staff Health Insurance Plan. As at 31 December 2006, the assets
of the Plan amounted to $350 million of which $290 million are to be allocated to
the specific 470.2 Reserve.

28. The WHO actuarial study dates from July 2004. The WHO accrued liability
following Financial Accounting Standard 106 methodology, using a discount rate of
6.25 per cent, was estimated at $232.8 million with respect to retirees and $138.4
million for active staff (for a global estimated liability of $371.2 million as at
31 December 2003).

29. WHO will have a comprehensive actuarial study carried out in 2007 which
should provide up-to-date projections of future liabilities for the Plan. In addition,
an asset/liability study will be conducted to assist the Organization in its evaluation
of the investment strategy for the Plan’s assets.

Universal Postal Union

30. Inview of the relatively minor amounts involved, the Universal Postal Union
does not estimate the value of after-service medical benefits nor does it account for
the liability.

World M eteorological Organization

31. An actuarial study of the accumulated liabilities for after-service health
benefits for the World Meteorological Organization (WMO) as at 31 December 2005
estimated $8.9 million for retired staff and 8.8 million Swiss francs (equivalent to
$6.7 million based on the 31 December 2005 operational rate of exchange) for
active staff. The amounts have not been included in the financial statements but
were disclosed in the notes to the statements. WMO had been making its
contributions to after-service medical costs on a “pay-as-you-go” basis, and,
beginning in 2002 is funding the reserve for post-retirement benefits with a 2 per
cent loading on payroll costs. The balance of the reserve amounted to 1.5 million
Swiss francs ($1.1 million) at 31 December 2005.

World Intellectual Property Organization

32. At the end of 2005, the liability for post-service medical benefits for staff
members of the World Intellectual Property Organization (WIPO) was estimated at
54.7 million Swiss francs (based on an actuarial evaluation carried out in December
2005) and the separation from service-benefits at 16.2 million Swiss francs (based
on an evaluation at the same date). These figures are disclosed in a note to the
financial statements. Also, end of December 2005, WIPO had accrued 11.1 million
Swiss francs for separation from service benefits and 12.7 million Swiss francs for
after-service health insurance benefits.
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United Nations Industrial Development Organization

33. On the basis of an actuarial study carried out in 2006, the estimated accrued
liability of the United Nations Industrial Development Organization (UNIDO) is
$82.3 million (equivalent to 69.6 million euros). The study is based on the census
data as at 1 January 2006, using United Nations Joint Staff Pension Fund's
withdrawal, retirement and mortality assumptions, a health care trend rate of
6.75 per cent, and a discount rate of 5.5 per cent. There has been no funding of the
liability nor are there any plans to expense current service costs in the present
biennium; instead actual payments are recorded on a pay-as-you-go basis and
reported as expenditures of the current period.

International Atomic Energy Agency

34. The International Atomic Energy Agency (IAEA) conducted an actuarial
valuation of post-retirement health insurance benefits using the projected unit credit
cost method. The accrued liability at 31 December 2005 was projected to be $93
million based on assumptions of an interest rate of 8.5 per cent and a medical
inflation rate of 6 per cent.

35. No provision has yet been made to accrue the current service costs or fund the
liability, although IAEA is currently considering various funding options and
continues to estimate and disclose these liabilities. The manner in which the Agency
ultimately deals with this issue will be heavily influenced by decisions taken in the
General Assembly relative to United Nations Secretariat proposals on treatment of
the United Nations after-service health insurance liabilities.

International Civil Aviation Organization

36. An actuarial study for the International Civil Aviation Organization (ICAO)
estimated the after-service health benefits liability as at 31 December 2005 to be
$36.2 million. The study was performed in accordance with the professional
standards of the Canadian Institute of Actuaries and the Canadian Accounting
Standards and in accordance with generally accepted actuarial principles.

37. ICAO does not accrue the liability. Payments made with regard to after-service
health benefits in each financial period is reported as expenditure for that period.
The Organization has not funded the liability and this issue has been brought to the
attention of its governing body for consideration. The estimated liability is disclosed
as a note to the financial statements.

Organizations for which no valuations have been conducted

38. No valuation has been conducted to show liabilities at 31 December 2005 for
the United Nations Environment Programme, the United Nations Human
Settlements Programme, the United Nations Relief and Works Agency for Palestine
Refugees in the Near East, the World Trade Organization and the United Nations
Office on Drugs and Crime.
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