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and Budgetary Questions

1. The Advisory Committee on Administrative and Budgetary Questions has
considered the report of the Secretary-General (A/50/807) on the reform of the
procedure for determining reimbursement to Member States for contingent-owned
equipment. During its consideration of the report, the Advisory Committee had
before it the reports of the Phases II and III Working Groups on Reimbursement
of Contingent-Owned Equipment (A/C.5/49/66, annex, dated 2 May 1995 and
A/C.5/49/70, annex, dated 20 July 1995). The Advisory Committee met with
representatives of the Secretary-General and also had the benefit of an exchange
of views with some members of the Working Groups.

2. The Advisory Committee recalls that the General Assembly, in its resolution
49/233 A of 23 December 1994, in addition to endorsing the observations and
recommendations of the Advisory Committee in its report on the procedures
relating to the reimbursement for contingent-owned equipment (A/49/664),
authorized the Secretary-General to proceed with the project outlined in the
annex to the resolution, which aimed at setting comprehensive standards for each
category of equipment, as well as establishing standard rates of reimbursement.

3. As indicated in the summary of the Secretary-General’s report under
consideration (A/50/807), the two Working Groups, made up of technical and
financial experts from Member States, met with Secretariat representatives
during the period from March to August 1995. Paragraphs 1 to 9 of the
Secretary-General’s report provide further information in this regard. The
Working Groups’ recommendations are contained in the two reports cited above.
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Where the Secretary-General has accepted the recommendations of the Working
Groups, the Advisory Committee recommends that the General Assembly approve the
proposals of the Secretary-General.

4. The Advisory Committee was provided with a summary in tabular form (see the
annex to the present report) listing the recommendations of the Working Groups
as reflected in the annexes to documents A/C.5/49/66 and A/C.5/49/70, as well as
the recommendations of the Secretary-General as reflected in his report.

5. As can be seen from the annex to the present report, the Secretary-General
accepted the recommendations of the Working Groups on such issues as leasing and
self-sustainment concepts, preparation of equipment upon deployment and
redeployment, standards for major equipment as well as for self-sustainment,
deployment of ammunition and adoption of a revised model services agreement, as
well as on most sub-issues regarding transportation of equipment. However, at
the time of preparation of the Secretary-General’s report, differences existed
on issues such as inland transportation, liability of the United Nations under
the lease system, loss or damage of equipment and "mission factors" such as
environmental and operational conditions impacting on equipment life and
maintenance costs.

6. In this connection the Advisory Committee held extensive discussions with
the representatives of the Secretary-General as well as with the members of the
Working Groups who appeared before the Advisory Committee. While these members
appeared before the Advisory Committee in their personal capacities and were not
delegated by the Working Groups as representatives, they were able to provide
the Advisory Committee with their opinions and explanations on technical issues.

7. With regard to the issue of inland transportation of equipment, the
Advisory Committee noted the comments of the Phase III Working Group
(A/C.5/49/70, annex, para. 31) and those of the Secretary-General (A/50/807,
paras. 25 and 55 (a)). The Advisory Committee requested and received
clarification from the representatives of the Secretary-General, who informed
the Advisory Committee that it was recognized that troop-contributing countries
incurred certain incremental expenses for inland transportation of major
equipment to points of embarkation. However, according to the Secretary-
General, reimbursement on the basis of full costs for inland transportation
would cause difficulties to the United Nations with respect to claims
verification and validation. The current practice of the United Nations has
been not to reimburse such costs; hence, the Secretary-General’s report
maintained non-reimbursement for inland transportation under the new
arrangements for contingent-owned equipment.

8. The Advisory Committee discussed this matter with members of the Working
Groups and representatives of the Secretary-General. In this connection, the
Advisory Committee recalled that there was agreement in the Phase III Working
Group that the United Nations should provide reimbursement for the cost of
inland transportation to the national port or ports of embarkation. Such an
arrangement would ensure equity among compact and widely dispersed countries,
whatever their economic circumstances (see A/C.5/49/70, annex, paras. 31 and
46 (d)). No statement of financial implications was provided by the Secretary-
General in his report even though this was requested by the Working Group.
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There is therefore no basis for the Secretary-General to conclude that "the
proposal has the potential to add substantial costs to the annual budgets of
peace-keeping missions" (see A/50/807, para. 25). The Advisory Committee also
inquired into the meaning of the phrase "not normally reimbursed" in
paragraph 25 of the report of the Secretary-General; it was informed of two
instances when the United Nations had provided such reimbursement.

9. After discussions in the Advisory Committee, representatives of the
Secretary-General later communicated to the Advisory Committee the view that a
possible solution might be based on the principles recommended for
transportation of contingent-owned equipment (A/C.5/49/70, annex, para. 46 (c))
from a port of embarkation to the mission area. Thus, according to information
received from the Secretariat, the compensation to troop-contributing countries
for expenses incurred for inland transportation of major equipment beyond the
first 800 kilometres along the consignment route from the home location of the
equipment to the point of embarkation would be a one-time payment of an amount
equal to 0.25 per cent of the monthly wet lease rates for major equipment for
each additional complete 800 kilometres. The Advisory Committee points out,
however, that this formulation does not appear to reflect the concept of "equity
among compact and widely dispersed countries, whatever their economic
circumstances" (see para. 8 above).

10. In paragraphs 8 and 9 above, the Advisory Committee has made reference to
the various points of view expressed both in the Working Groups and by the
Secretary-General with regard to the question of reimbursement for inland
transportation. The Advisory Committee has also pointed out several of its
concerns with regard to the adequacy of the justification presented by the
Secretary-General and the scope of applicability of these proposals. The
General Assembly may wish to take these into account when it considers the
recommendations of the Phase III Working Group as contained in paragraph 46 of
the annex to document A/C.5/49/70.

11. The Advisory Committee requested clarification of the recommendation
contained in paragraph 47 (d) of the annex to document A/C.5/49/70 concerning
the assumption by the United Nations of total responsibility for loss or damage
under the lease system. In this connection, the Advisory Committee notes the
view of the Secretary-General as expressed in the summary of his report that
"reimbursement would be based on the procedures currently in use for
reimbursement of monthly troop costs, which take account of the Organization’s
financial and cash flow situation" and that "acceptance by the General Assembly
of these concepts should not result in additional costs to peace-keeping mission
budgets". Specific views of the Secretary-General with regard to loss or damage
are in paragraphs 31 and 55 (c) of his report (A/50/807). It was stated that
the question of liability related mainly to the United Nations not being able to
perform its obligations under the lease system, and that it was not the
intention of the Working Group to make the United Nations assume full liability
for loss or damage due solely to its inability to pay the monthly reimbursement
on a timely basis. The Advisory Committee was informed that the amendment
clause in the draft contribution agreement (A/C.5/49/70, annex, appendix IV,
art. 10) would offer the opportunity to both parties to amend the original
agreement to reflect the changing situation. Furthermore, the draft agreement
provides in article 11 a forum for either party to resort to the mechanism for
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the settlement of disputes. Consequently, the representatives of the Secretary-
General informed the Advisory Committee that it was felt that paragraph 47 (d)
of the annex to document A/C.5/49/70 could be amended to reflect the recourse
mechanism as follows: "In the event that the United Nations or the troop-
contributing country does not meet its full obligations under the lease system,
either party may refer the matter to the mechanism for settlement of disputes
set out in article 11 of the contribution agreement set out in appendix IV to
the report." The Advisory Committee recommends acceptance of this
understanding.

12. The Advisory Committee sought clarification on the issue of loss or damage
to major equipment due to hostile action or forced abandonment as discussed in
paragraphs 33-36 and 55 (b) of the Secretary-General’s report (A/50/807). The
Advisory Committee notes that the Secretary-General agrees with the Working
Group recommendation that the United Nations reimburse troop-contributing
countries for loss or damage of equipment valued at or above $250,000. However,
the Secretary-General does not agree with the recommendation for reimbursement
of equipment whose collective value is equal or exceeds $250,000. As indicated
in paragraph 34 of his report, the Secretary-General is of the view that "this
proposal exposes the United Nations to extensive financial liability". This
statement, however, could not be substantiated since it was not based on any
empirical data. It was pointed out by members of the Working Groups that losses
in peace-keeping operations were largely a result of accidents rather than
hostile action.

13. Discussions in the Advisory Committee lead it to recommend that
consideration should be given to the recognition of potential risk of aggregate
loss for equipment whose individual value was less than $250,000 by including in
the lease rates an additional factor to compensate Member States for potential
loss or damage as a result of hostile action or forced abandonment. The
Advisory Committee recommends that the Secretary-General be requested to make
proposals (after appropriate consultations with Member States) on the percentage
to be used as a risk factor. The Advisory Committee is of the view that this
outstanding issue should not be considered an impediment to the adoption of the
proposed system as presented by the Working Groups and the Secretariat subject
to the recommendations of the Advisory Committee as accepted by the General
Assembly.

14. With regard to the issue of establishment of an environmental and
operational factor, the Working Groups’ recommendations have been reflected in
paragraphs 47 to 49 of document A/50/807, while the Secretary-General’s views
have been reflected in paragraph 50 of the same report. The Advisory Committee
agrees with the Secretary-General’s view and recommends acceptance of his
proposal as outlined in paragraph 55 (d) of his report.

15. The Advisory Committee points out that to commence implementation of the
new system for reimbursement for contingent-owned equipment it is essential that
a service/contribution agreement be completed as a matter of utmost priority.
The issue of a revised model services agreement, which has been summarized in
paragraph 28 of the Secretary-General’s report (A/50/807), had initially been
outlined in paragraphs 54 and 61 of the annex to document A/C.5/49/66. As
indicated in the latter document, the Secretariat, in consultation with Member
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States, would prepare a revision to the 1991 Model Services Agreement, limited
to administrative, logistic and financial matters (items for inclusion in the
agreement are indicated in para. 43 of the document). As indicated in
paragraph 28 of the annex to document A/C.5/49/70, the Phase III Working Group
reaffirmed the conditions contained in paragraph 61 of the annex to document
A/C.5/49/66, and stressed the importance of an implementation instrument that
could take the form of a contribution agreement between the United Nations and
the troop-contributing country (see A/C.5/49/70, annex, appendix IV, which
contains the draft contribution agreement).

16. The Advisory Committee notes from paragraph 28 (of the annex to document
A/C.5/49/70) that the Phase III Working Group expected that the draft agreement
would accompany the report on contingent-owned equipment to be submitted to the
General Assembly. The Advisory Committee regrets that the draft agreement has
not yet been made available for scrutiny by the Advisory Committee and, on
inquiry, the Advisory Committee was informed that the draft text of the revised
model services/contribution agreement had been sent to Member States for
comments, that replies had been received and the final draft was being reviewed
by the Office of Legal Affairs. The Advisory Committee expects that the final
text will be made available to it for review as early as possible before
implementation. The Agreement should be accompanied by a full text of the
implementation procedures, the agreed text of performance standards as well as
rates of reimbursement for the contingent-owned equipment together with the
agreed text of all definitions.

17. With regard to the dates for implementation, the General Assembly, in the
annex to its resolution 49/233 A, envisaged phase IV of the project as
"implementation of revised budgeting practices incorporating new reimbursement
rates for contingent-owned equipment in budgets prepared after 1 August 1995 and
development of automated systems to process claims for reimbursement". As
indicated in paragraph 55 of the annex to document A/C.5/49/66, 1 January 1996
is the recommended date for the implementation of the proposed methodology "for
existing and all future missions". However, as indicated in the annex to
document A/C.5/49/70 a revised timetable of 1 July 1996 has been recommended by
the Phase III Working Group.

18. The Advisory Committee notes from paragraph 53 of the Secretary-General’s
report that "on the assumption that the General Assembly approves the proposals,
the Secretary-General will develop policies and procedures while allowing time
for briefing Member States and peace-keeping missions. It is intended that this
new arrangement will be implemented on 1 July 1996."

19. The Advisory Committee held extensive discussions with the representatives
of the Secretary-General regarding implementation of the new procedures
beginning 1 July 1996. The Advisory Committee was particularly concerned about
transitional measures before full implementation can be accomplished and trusts
that the Secretariat will undertake, as a matter of urgency, measures to create
the capacity within the United Nations for a smooth transition period as well as
for the effective implementation of the new procedures. For this purpose the
Advisory Committee expects that establishment of data systems and training
programmes for personnel involved in such areas as verification and inspection
of equipment in each peace-keeping mission will be completed as a matter of
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priority in time for implementation of new procedures for contingent-owned
equipment. The Advisory Committee is of the view that as many existing peace-
keeping operations as possible should be converted to the new procedures as soon
as possible.

20. The Advisory Committee was informed that the Secretary-General intends to
proceed with the implementation date of 1 July 1996 for the new arrangements for
contingent-owned equipment, along the following lines: (a) the new
reimbursement arrangement would be applied to all new missions as soon as
procedural arrangements are in place; (b) the dry lease system may be introduced
for existing missions subject to validation of requirements; (c) the wet lease
system for existing missions would require reconfiguration of the support
functions; (d) the Secretariat would finalize the verification and control
procedures in preparation for conversion to the new system by 1 July 1996;
(e) the Secretariat would identify and train appropriate staff both at
Headquarters and in the field to administer the new arrangements; and (f) the
draft contributions agreement would be issued to Member States by the end of
March 1996 in order to ensure adequate time for consideration and
implementation.

21. The Advisory Committee notes that the General Assembly, in the annex to its
resolution 49/233 A, envisaged that phase V of the reform plan would "involve a
periodic review and update of the phase II and phase III standards to be
completed on a triennial basis with the first review scheduled for March 1998".
The Advisory Committee also notes from paragraph 40 of the Phase III Working
Group’s report (A/C.5/49/70, annex) that "revisions to the procedures and rates
would undoubtedly be required. Such revisions should be considered, after an
initial period of validation, on a biennial basis."

22. The Advisory Committee requested clarification with regard to the
discrepancy between the review periods mentioned in General Assembly resolution
49/233 A and the Phase III Working Group’s report as well as the purpose and
objectives of the review. The Advisory Committee believes that too frequent an
evaluation and review of rates for contingent-owned equipment would not be
beneficial to both sides since this may result in a constant change in rates,
which could possibly cause considerable confusion in accounting and billing
procedures. Thus, the Advisory Committee trusts that after the initial review
scheduled for 1998, the question of the frequency of the review would be
re-examined.

23. The Advisory Committee was informed that the Phase III Working Group’s
intent of a review at the end of the first biennium was to provide follow-up for
the purpose of "fine tuning" the new system. With regard to the objectives of
the review, the Advisory Committee was informed that the review procedures would
embody the notion that: (a) new configurations or technological developments
might be added to the current listing of major equipment items; (b) all Member
States would be invited to provide input on review procedures (including rates);
(c) the Secretary-General would be responsible to convene and compile the
Working Group’s recommendations; and (d) the Secretary-General would develop and
maintain a database on current contingent-owned equipment leased equipment for
the Working Group’s review.
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24. The Advisory Committee notes paragraph 51 of the Secretary-General’s report
on the question of letters of assist. The Committee was informed that with the
introduction of the concept of the "wet lease", the need for letters of assist
would be greatly reduced. The Advisory Committee intends to deal with this
issue in the context of its consideration of the Secretary-General’s report on
procurement matters.

25. The Advisory Committee notes the Secretary-General’s view as indicated in
the summary of his report (A/50/807) that he "supports the leasing and self-
sustainment concepts" and believes that "they would provide flexibility both to
troop-contributing countries and the United Nations ... Troop-contributing
countries would become responsible for asset management" and, in his view, "the
proposal is also expected to reduce the bureaucratic process by eliminating the
current lengthy survey procedures ... While there is expectation that some
savings are likely to accrue, it is not possible to indicate what they might be
in the absence of actual implementing experience." The Advisory Committee
requests the Secretary-General to monitor this situation and report the impact
of these changes on staff and other resources both at Headquarters and in the
field.
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