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Introduction

1. The mission of the Pan American Health Organization (PAHO) is “to lead
strategic collaborative efforts among Member States and other partners to promote equity
in health, to combat disease, and to improve the quality of, and lengthen the lives of the
peoples of the Americas.” Critical to the achievement of this mission is supporting the
Member States through technical cooperation for public health programs, including the
procurement of vaccines and syringes, medical supplies, diagnostic kits, medications and
equipment.t

2. In 2010, PAHO’s 50th Directing Council, 62nd Session of the Regional
Committee of the World Health Organization (WHO) for the Americas, adopted
Resolution CD50.R1, “Charge Assessed on the Procurement of Public Health Supplies
for Member States,” which called for the following:

@ Increase the 3% charge previously assessed on the procurement of all public
health supplies for Member States by the Pan American Sanitary Bureau by 0.5%,
to a total of 3.5%, effective 1 January 2011.

(b) Credit the additional 0.5% to the Special Fund for Program Support Costs to
defray the administrative costs of procurement activities throughout the
Organization for its three main procurement mechanisms: (i) Reimbursable
Procurement on Behalf of Member States, (ii) Revolving Fund for Vaccine
Procurement, and (iii) Regional Revolving Fund for Strategic Public Health
Supplies.

! Document CD50/22 (2010).
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3. In 2010, when PASB requested the Directing Council to increase the percentage
assessed on the net cost of the goods, the Organization initially considered proposing an
increase of 1%, to a total of 4%, on the assessed charge on all procurement activities.
However, in light of the economic climate and the challenges that many governments
were facing, it was determined that a 0.5% increase would be the most appropriate
adjustment at that time. As noted above, this was accepted, but the Member States asked
PASB to review further in order to assess whether this increase was sufficient to allow
coverage of actual costs of the three procurement mechanisms.

4. An interim report, Document CE151/6 of 20 August 2012, was presented during
the 151st session of the Executive Committee to report the preliminary findings. The
report indicated that there is a critical gap between the budget needed to fund
administrative, staffing, and operating costs associated with the three procurement
mechanisms at PAHO and the current financing model that includes the additional 0.5%
charge. PASB indicated it would review the current situation and recommend a proposal
for consideration by Member States.

5. Further review confirms that the funds generated by the additional 0.5%
assessment, which became effective as of 1 January 2011, do not sufficiently cover the
amount needed for PASB to administer its procurement activities on behalf of its
Member States. Therefore, PASB proposes to increase it by an additional 0.75% to help
bridge the gap in administrative, staffing, and operating costs. This would bring the
charge assessed on procurement of all public health supplies from 3.5% to 4.25%.

Situation Analysis

6. PASB procurement activities have been supported by the following three PAHO
procurement mechanisms:

@ Reimbursable Procurement on Behalf of Member States
(b) Revolving Fund for Vaccine Procurement
(© Regional Revolving Fund for Strategic Public Health Supplies

7. Through its three procurement mechanisms, PAHO, on behalf of Member States,
has made significant contributions to public health in the Region of the Americas.
Nonetheless, there are many challenges, including an insufficient level of funding to
bridge the gap in funding needed to operate these mechanisms.

8. The Revolving Fund for Vaccine Procurement (“Revolving Fund”) was
established in 1977 pursuant to Directing Council Resolution CD25.R27 to facilitate
timely availability of quality vaccines at the lowest prices. In 1978, pursuant to
Resolution CSP20.R16, a capitalization account was established into which 3% of the net
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cost of the vaccines and supplies procured through this Fund was to be deposited to
provide PAHO Member States with a line of credit with which to purchase vaccines and
supplies and subsequently reimburse PASB upon delivery of the public health goods.
Since the inception of the Revolving Fund, 3% assessment collected from the Member
States has been designated for the Fund’s capitalization account in order to increase the
financial resources available for advancing funds to Member States. Since the increase of
the fee from 3% to 3.5%, effective 1 January 2011, 3% of the net cost is still deposited
into the capitalization account and the additional 0.5% is deposited into the Special Fund
for Program Support.

9. The Revolving Fund has served as a strategic mechanism for ensuring a
continuous supply of safe and effective vaccines and immunization supplies at lower
prices. This mechanism has facilitated the elimination of vaccine-preventable diseases
and contributed to the financial self-sustainability of immunization programs in the
Region. The Revolving Fund has also served as a catalyst for the rapid, equitable, and
sustainable introduction of new and underutilized vaccines, thus contributing to a
significant reduction in both morbidity and mortality.

10.  The Regional Revolving Fund for Strategic Public Health Supplies (“Strategic
Fund”) was established in 1999 by the Director, pursuant to his/her vested authority in
PAHO’s Financial Regulations and Rules, following requests from PAHO Member
States for assistance in the procurement of strategic supplies focused on combating
HIV/AIDS, tuberculosis, malaria, and neglected diseases. At the time of its establishment
through 2010, a 3% charge was assessed on the net cost of the supplies procured, similar
to the other PAHO procurement mechanisms. In 2005, the Director approved the use of
the 3% charge for the capitalization of the Strategic Fund, which provides the option for
Member States to request advanced funding for the procurement of strategic health
supplies and then reimburse PASB upon receipt of the supplies. Since 1 January 2011,
3% of the assessed charge is still deposited into the Strategic Fund capitalization account
and the additional 0.5% is deposited into the Special Fund for Program Support.

11.  The Strategic Fund was created to promote access to high-quality, essential public
health supplies in the Americas. It facilitates the acquisition of these supplies by PAHO
Member States at reduced cost, taking advantage of the potential savings offered by
economies of scale. In addition to ensuring a steady supply of quality products, it
provides technical support to the countries in the areas of procurement planning,
distribution, and product forecasting. The Strategic Fund acts as a facilitating mechanism
to scale up countries’ access to the key strategic public health supplies needed to prevent,
control, and treat priority diseases in the Americas.

12.  The Mechanism of Reimbursable Procurement on Behalf of Member States
(“Reimbursable Procurement”), was established by PAHO Directing Council in 1951
pursuant to Resolution CD5.R29, with the objective of assisting the ministries of health
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in the procurement of medical supplies and equipment that would either be unobtainable
or subject to procurement difficulties in the respective countries. Since its inception
through 2010, a 3% charge was assessed on the net cost of the items procured. The 3%
charge was credited to the Special Fund for Program Support Costs. Since 1 January
2011, the additional 0.5% is also credited to the Special Fund for Program Support Cost.

13.  Over the past decade, the total value of the goods procured on behalf of Member
States under these procurement mechanisms has risen substantially. During the 2010-
2011 biennium, PASB procured a total of US$997.0 million,> which represents an
increase of $769.9 million, or 339%, over the $227.1 million in goods procured by all
procurement mechanisms during the 2000-2001 biennium.

14. For both the Revolving Fund and the Strategic Fund, 3% out of the total 3.5%
assessed charge is credited to capitalization accounts and is therefore not available to
cover operating costs. Thus, only 0.5% is available to defray a portion of the overall cost
associated with each procurement mechanism. The total value of this additional 0.5%
charge amounted to $ 1.8 million in the 2010-2011 biennium which, when added to funds
credited from Reimbursable Procurement, amounted to $2.4 million for the same period

15. Based on historical patterns and projections for future procurement activities, the
estimated administrative, operating, and staffing costs needed to manage the three
procurement mechanisms amounts to $12 million to $14 million per biennium.®> With
the current 0.5% assessment charge credited to the Special Fund for Program Support
Costs, an estimated $5 million will be generated per biennium to defray overall costs.
Thus, there is a critical gap of $7 to $9 million between the overall cost needed to
administer these procurement mechanisms and funds generated under the current model.

16.  The Organization is substantially cross-subsidizing these critical procurement
activities, which are central to its mission, and is postponing the implementation of
initiatives to strengthen the respective activities of each mechanism.

17.  Several United Nations (UN) agencies facilitate procurement on behalf of their
Member States, partners, and donors in support of their agencies’ missions. The charges
levied by several UN agencies are provided for comparative analysis. Unlike these
comparator organizations, PAHO charges only 0.5% to cover operating costs.

2 All monetary figures in this report are expressed in United States dollars.

® The level of staffing utilized to administer the procurement mechanisms has not changed for the past 20
years despite significant increases in cost and volume in procurements, the complexity of the market for
public health goods, the entrance of new strong players in the arena, and the need to support the rising
service levels of our Member States so that they can successfully implement their health strategies.
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Comparison with Other United Nations Agencies

Organization Charge Remarks

Money received from governments (3%), money
3-7% received from Global Fund, World Bank (7%); no
charge for emergency supplies.

World Health
Organization (WHO)

UNICEF is required to recover its costs for

3-8.5% providing procurement services by charging a
handling fee, which varies according to the supplies
or services required.

United Nations
Children’s Fund
(UNICEF)

United Nations Office
for Project Services N/A UNOPS recovers its cost by charging a handling fee.
(UNOPS)

Fee charged by UNFPA acting as procurement and

United Nations supply agent for a government or other third party

1 0,
ESRE!;%” Fund 5% (the 5% applies to the total cost of supplies plus
freight and insurance cost).
Proposal

18. In light of the above, PASB is proposing that the 0.5% currently charged to
PAHO’s procurement mechanisms to cover administrative, operating, and staffing costs,
be increased by 0.75%, which will bring the charge assessed on procurement of all public
health supplies from 3.5% to 4.25%. If the procurement level of the preceding biennium
is maintained, this 0.75% increase would contribute about an additional $7 million to the
Special Fund for Program Support Costs, for a total of approximately $12 million per
biennium. This would significantly close the gap in funding the actual cost to the
Organization to operate these procurement mechanisms.

19.  This amount will contribute to financing:
@ All staff at the Regional level currently fully dedicated to management of the
three procurement mechanisms within the following entities:
e Procurement and Supply Management Area
e Financial Resources Management
o Office of Legal Counsel

e Technical areas related to immunizations, control of diseases, and medical
technology

(b) Additional staff at the sub-regional and country levels to guarantee sustainability
of service throughout PASB that support the procurement mechanisms.
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(© An operational framework that allows consolidating and strengthening knowledge
and awareness, increasing efficiency of the operations, and developing market
intelligence.

Biennial Reporting

20. Every biennium, PASB will report to the Governing Bodies on the amount
credited to the Special Fund for Program Support Costs.

Action by the Subcommittee on Program, Budget, and Administration
21.  The Subcommittee is invited to take note of this report and the proposed

resolution (see Annex) and make recommendations to the Executive Committee.

Annex
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PROPOSED RESOLUTION

CHARGE ASSESSED ON THE PROCUREMENT OF
PUBLIC HEALTH SUPPLIES FOR MEMBER STATES

THE 152nd EXECUTIVE COMMITTEE,

Having considered the report of the Director, Review of the Charge Assessed on
the Procurement of Public Health Supplies for Member States, Document CE152/ _;

Noting the strategic importance of sustaining the efficiency, service and timely
access to public health supplies for Member States through the procurement mechanisms
of the Pan American Sanitary Bureau, the increase in the procurement activity and the
critical gap between the budget needed to fund overall costs—administrative, operating
and staffing—associated with their management,

RESOLVES:

1. To increase the current three and one half percent (3.5%) charge assessed on the
procurement of all public health supplies for PAHO Member States by the Pan American
Sanitary Bureau by three quarters of one percent (0.75%) to a total of four and one
quarter percent (4.25%), effective 1 January 2014.

2. To credit the additional charge assessed (0.75%) to the Special Fund for Program
Support Costs to defray the costs of procurement activities throughout the Organization
for the following three procurement mechanisms:

@) Reimbursable Procurement on Behalf of Member States,
(b) Revolving Fund for Vaccine Procurement,
(c) Regional Revolving Fund for Strategic Public Health Supplies.



