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United States of America submitted the enclosed background document to further inform the
discussion of the Agenda Item “Report on the Program and Budget Committee (PBC).”

[Annex follows]
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Background Information Submitted by the United States of America
for Consideration in Adopting the Proposed Program and Budget
for the 2020/21 Biennium, as Recommended by the Secretariat

WIPO Members have two important decisions to make to ensure that the Organization
continues to be in a healthy financial state: (1) Whether to continue to apply the so-called
“capacity to pay” methodology or to require each registration system to demonstrate financial
solidarity and to contribute financially to the Organization; and (2) Whether to address the
financial shortage of the Contribution Financed (CF) Unions by allocating the miscellaneous
income more fairly to the CF Unions.

In deciding whether to continue with the capacity to pay principle, WIPO Members should bear
in mind that the WIPO budget is not a unitary budget. Rather, the Proposed Program and
Budget for the 2020/21 Biennium, as others have in the past, presents the separate union
budgets in a unitary format®. In addition, WIPO Members should recall that all WIPO
registration system treaties require the respective union budgets to include contributions toward
common expenses of the Organization. While the budgets of each registration system have
been separately presented since before WIPO was established, the division of the income and
expenses has changed over time.

In deciding how to address the financial shortfall of the CF Unions, Members should recall that
the CF Unions represent six separate Contribution Financed Unions whose budgets were
similarly presented. This document has been prepared to provide additional background to
support WIPO Members in adopting the Proposed Program and Budget, and to consider how
“common expenses” and “miscellaneous income” should fairly be allocated.

Union Budget not Unitary Budget

The Draft Program and Budget for 1978 shows an early representation of the expenditure and
income by Union? and the allocation of the common expenses of the Organization®. In that
year, WIPO had a triennial budget, and the budget of each Union was clearly reflected, as
shown in the table below.

1 Earlier in WIPO's history, there were three additional Unions, the Film Register Treaty Union, the International
Registration of Marks (TRT) Union and the UPOV Union with budgets that were also reflected in the WIPO budget
document. The first two Unions no longer exist and the UPOV budget is now represented separately.

2 The budget of the Lisbon Union has consistently reflected a deficit. See Matters Concerning the Madrid and Lisbon
Unions, Proposal of the United States to the Madrid Assembly, MM/A/49/4 (September 2015).

3 See, e.g., AB/VI/2 (1975), page 26, Para 101 (http://www.wipo.int/mdocsarchives/AB_VI_1975/AB_VI_2_E.pdf):
“Common Expenses. The Union will continue to bear a small percentage of common expenses. However, the sums
involved are too small to be shown in each of the DC Tables (in which amounts are rounded to the nearest

1,000 francs). lItis estimated that contributions to common expenses will be 5,000 francs for the year 1976 and this
amount is shown under DC.34 ‘Miscellaneous and Unforeseen.”
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AB/VIII/Z
Annex C, page &

TABLE Vbis. COMPARISCHN BY UNICH (EXPENDITURE AND INCOME) [1%78 triennial and 1876 draft budgets]

(in thousands of francs) TOTAL |PARIS | MADR | HAYE | NICE | LISB LOoC ECT ICIR IFC |BEENE | UPOV
INCOME
- Budget 1878: Triennial 27208 | 8470 | 9622 542 453 g 147 1647 1467 | 1564 | 3852 376
- Budget 1878: Present draft 25068 |&398 | 7404 750 505 g 187 2458 1128 [ 1559 | 3807 344

- Increase or Decrease
over 1978 triennial | -7.5 |-1.1 F-23. 1| | +2.4 0 +-13.6 [1-35. 2 F-23.1 [-1.3 |-1.1|-8.5

EXPENDITURE
- Budget 1%978: Triennial 2B8392Z | 6726 [El.0804 Bo5l 512 3 1547 | 1467 | 1564 | 4108 380
9

58 | 3986 344

moom
mooon

- Budget 1578: Preszent draftc ZE5511 | &581 | 7681 765 505

- Increase or Decrease

over 1878 triennial % |l-11.7 -2.2 -2B8.%-14.1 -1.4 1} t-El.& [-25%.3 F23.1 -1.3 -3.5 -11.3

RESULT
- Budget 197E: Triennial —~1684 —258 1182 —49 —-19 o 4B [u] i} 1] -15¢& -14
- Budget 1578: Preszent draftc -443 |-183 -277 . -15 0 o -1 +110 o 0 -38 [4+]

- Improvement (+) or
Detericration (- +1241 +75 | +805 +34 +1% -13 +110 0 i +97 +14

Annex C, page 6 of the Draft Program and Budget for 1978, AB/VIII/2 (June 24, 1977).

In 2003, the WIPO Assemblies agreed to amend the WIPO Convention and all WIPO treaties to,
among other things, revise provisions related to the budgets. At that time, members discussed
having a fully integrated budget, where the funds of each Union would be combined, but that
proposal was rejected. Instead, Members decided to maintain a structure where the budgets of
the fee-funded Unions would be shown in a separate manner from the CF Unions. Additionally,
Members decided to codify the Unitary Contribution System that was adopted in 1993 by the
WIPO Conference and the Assemblies of the Paris and Berne Unions to support the general
expenses of WIPO and the six CF Unions.

This agreement is reflected in Table 11 of the Proposed Program and Budget for 2020/21,
WIPQO'’s budget indicates the budget of the CF Unions separately from the budgets of the four
current registration systems, the PCT, Madrid, Hague and Lisbon Unions:



02021 Income
202021 Expenditure
Diract Linion
Diract Admin
Sui-total, Direct
Indirecd Linion
Indirecd Admin
Sub-total, indirect
Total, 2020{21 Expenditure

Estimated IPSAS adjustment io
budget

Total Expenditure after IPSAS
adjustments

Operating Result
RWCF Target®

CF Unians

36,084

25,218
12,604
37,822

237
124
351

36,183

B84

39,167
{3,083)
19,001

Table 11: Owverall Scenario by Union

(in thousands of Swiss francs)

PCT Unian

674,122

238,966
116,318
355,284
117113

61,124
178237

333,522

13,753

547,274
126,848

50% 133380

5%

Madrid Union

164,491

T7.736
5, 606
133,342

11441
581
17413
150,755

3,BB%

154,641

3,850
17 6589

5%

Hague Union

13,319

19,455
11,654
31,108

B3
45
133

31242

805

12,048

{18,729}
4 6B

15%
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Lisbon Union ~ Total
T BEB,T95
1,542 62 .7
BT 197.020
2,378 559 5906
5 128 B34
3 BT 268
B 196,151
2,386 756,088
B2 18,450
2448 775,578
(1,668) 113,217
nia 194 84T 258y

"RWCF targets are calculated by applying the PBE factors, as per the Revised Palicy on Resarves (WO/PBC/Z1E), fo the bienrsal

axpendifure for each Unian

Proposed Program and Budget for 2020/21.

WIPO provides a single budget document, reflecting the budgets of the four current registration

systems separately.

Common Expenses Were Originally Divided Among the Unions

To illustrate that the concept of requiring all Unions to pay their fair share of the Organization’s
common expenses is not a hovel one, the excerpt below shows that the Lisbon Union spent
most of its budget on common expenses:

involved are too small to be shown in detail in each of the Major
mated that contributions to common expenses will be 5,000 francs.

commorn eXpenses.
Activities concerned.

It is esti-

TMD.08 LISBON UNION
{a) The gazette, Les Appellations d'origine, will continue to be published.
(b) The Lisbon Union will continue to bear a small percentage of However, the sums

Allacation to Unions
or other Units:

Man/Months Travel Contractual Services Operating |Supplies & | Furniture Premises Fellow- Other
TOTAL | Staff (P&Sp.]] {G) Missions | 3rd. Party Consuit. | Printing Other | Expenses [Materials | & Equip. ships. Expenses
8 See TMD.13 3 5
TOTAL §PARIS [MADR |HAYE } NICE LISB LOC PCT |ICIR IpC BERNE| UPOV

Page 48 of the Draft Program and Budget for 1978 (citation above).
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In 1978, and in other years during this period, Annex C contained the budget by Union, and

detailed what expenses were considered union expenses and which were common expenses,
and described the allocation of expenses to unions. For example:

AB/XVIII/2
Annex C, page 4

Item in Annex A

Conference and Technical Support Section - GSS.16

The percentages shall be the "surface" percentages. The
surface percentages are calculated as follows: (i) surfaces
permanently occupied by an administrative unit serving a
single Union are attributed exclusively to that Union;

(ii) surfaces permanently occupied by an administrative unit
serving several Unions are attributed according to the per-
centage applicable to the staff of that administrative unit:;
(iii) common surfaces, that is, surfaces used only occasionally
by a given administrative unit (conference rooms, wash rooms,
corridors, etc.) are attributed according to the '"ratio of total
staff costs" percentages (see GSS.12, above).

Computerization Section GSS.17

The percentages shall be in proportion to the amount
of the work that is carried out for each Union.

See also Draft Program and Budget for the 1986-87 Biennium, previously available at:
https://www.wipo.int/mdocsarchives/AB_XVI_1985/AB _XVI 2 E.pdf and Draft Program and
Budget for the 1988-1989 Biennium, AB/XVIII/2, Annex C, page 4 (May 29, 1987), previously
available at: https://www.wipo.int/mdocsarchives/AB_XVIII_1987/AB_XVIII 2 E.pdf

This allocation methodology was carried forward to the 1990-1991 Biennium, AB/XX/2 (May 31,
1989), which was previously available at:
https://www.wipo.int/mdocsarchives/AB_XX 1989/AB XX 2 E.pdf.

By 1992, the methodology had changed somewhat, but a detailed explanation was not provided
as to how the common expenses were allocated, except to state that the principles of the
distribution were continued from the prior budget (AB/XX/2). Of note, the Film Register Treaty
(FRT) contributed toward some costs, but Lisbon appears not to have contributed. Instead, the
explanation continued to be “As in the past, the very small income of the Lisbon Union (Union
for the Protection of Appellations of Origin and their International Registration) will be used to
cover its very small expenses, whereas any excess expenditure will be carried forward to future
budgetary periods.”


https://www.wipo.int/mdocsarchives/AB_XVI_1985/AB_XVI_2_E.pdf
https://www.wipo.int/mdocsarchives/AB_XVIII_1987/AB_XVIII_2_E.pdf
https://www.wipo.int/mdocsarchives/AB_XX_1989/AB_XX_2_E.pdf
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EM
TAELE INMDICATING THE SHARE OF EACH URION IN COVERING THE COSTS OF EACH IT
TABELEAU INDIQUANT LA PART DE CHAQUE UNION DANS LE FINARCEMENT DE CHAQUE POSTE

(in thousands of francs/em milliers de francs)

Parls Berne IPC Nice Locarng Vienna BCT Madrid Hague FRT Upov Total
- 83 16 6 - 390
53 a7 17 4 1 163
13.6% 12.0% §.4% 1.0% 0.3% 41.8% 21.3% 4.1% 1.5%
- - - 874 451 85 - - 7,048
748 -
3.8:2.“ b 24.8% 12.4% 6.4% 1.2%
- - - - 149 77 14 - - 1,199
ﬁgg.ol Z:g.m 12.4% £.4% 1.2%
- - - - 49 25 5 332
1:3 7% lig.au 12.4% 6.4% 1.2% g
- 22 2 - 1,832
535 24 L 2 227 117 @
ez:.us 29.2% 1.3% 0.3% 0.1% 12.4% 6.4% 1.2% D.1% F%;
- - 596
- 238 = - - 74 38 7
2i3 0% 40.0% 12.4% 6.4% 1.2% w
- = 274 - - - 30 - - - - 304
90.0% 10.0%
- - = 120 - - - 13 - - = 133
90.0% 10.0%

Proposed Program and Budget, AB/XXII/2/.

The common expenses of the Organization are reflected in the Proposed Program and Budget
for the 2020/21 Biennium as Indirect Union and Indirect Admin expenses. In the first draft of the
Proposed Program and Budget for the 2020/21 Biennium, the WIPO Secretariat proposed a
change to the current allocation methodology for income and expenses so that, as in the 1970s
and 1980s, and early 1990s, all of WIPQ's fee-financed unions (PCT, Madrid, Hague, and
Lisbon) and CF unions contribute to the common expenses of the Organization, rather than
continue to exempt such unions from contributing if their fee income and reserves were such
that they did not have the “capacity to pay.” The indirect expenses of the unions are shown in
Table 11 of Annex I, Draft Program and Budget 2020/21, p. 173 (WO/PBC/30/10), which is
reproduced below with red ovals added to highlight the 1% which the CF, Hague and Lisbon
Unions would be expected to contribute.

g ——
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Table 11: Owverall Scenario by Union
(in thousands of Swiss francs)

CF Unians PCT Union Madrid Union Hague Union Lisbon Union  Total
2020/ Income 36,084 674,122 164,431 13,318 e BE8,795
2020121 Expendituwre
Diract Linion 25,218 238 966 T7.736 19,455 1,542 g2 T
Diract Admin 12,604 116,319 55, 606 197,020
Sub-total, Diract 37,822 355 2684 133,342 558,936
Indirect Linjan 117113 11441 128,884
Indirsct Admin 61,124 5971 BT 268
Sub-total, indirect 1TB23T 17413 196,151
Total, 2020/21 Expenditure 38,183 533,522 150,755 756,088
Estimated IPSAS adjustment io
budget S84 13,753 3,886 805 B2 18,490
Total Expenditure after IPSAS
adjustments 39,167 547,274 154,641 32,048 2,48 775,578
Dperating Result (3,083) 126,848 9,850 (18,728) (1,669) 113217
RWCF Target® 19,081 sie 133380 29 37 6ED 5% 4 BBE 15% - onfa 194847 a5

"RWCF targets are calculated by applying the PBE factors, as per the Revised Palicy on Resarves (WO/PBC/Z1E), fo the bienrsal
axpendifure for each Unian

The treaty provisions of the fee-financed Unions, as well as most CF Unions, require that they
contribute to WIPQO’s common expenses. In our view, the proposed nominal one per cent
contribution is a step in the right direction for each Union to honor its treaty obligations and
contribute towards the financial solidarity of all the Unions. Each fee-financed union should be
required to contribute toward the common expenses of the Organization.

Distribution of Miscellaneous Income and Projected Deficit of the Contribution financed
(CF) Unions

In addition to fee income from the registration systems, WIPO collects miscellaneous income,
which is derived from a number of sources, including rental income. According to the
methodology used since at least 2008, miscellaneous income has been distributed in five equal
parts to the CF, PCT, Madrid, Hague and Lisbon Unions. Table 12 of Annex lll, Draft Program
and Budget 2020/21, p. 173 (WO/PBC/30/10), shown below, has a green oval to highlight this
income.
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Table 12: Income Estimates by Union
(in thousands of Swiss francs)

CF Unions PCT Union Madrid Union Hague Union Lisbon Union Total

Amount ] Amount % Amount % Amaouwnt % Amount % Amount %

Income on accrual basis

Faas - - B72132 99T% 162184 SA6% 11963 89.8% 50 B4% B46329 952%
Income on a cash basis

Conlribufions {unitary MTH 96.3% - - - - - - - - M7 19%

Arbitralion 554 16% 561 01% 1518 0.9% 62T 4T% - - 3300 0.4%

Pubiications 7 0.0% 700 0.1% G0 0.0% - - - - TET 0.1%

—__Mizcallineous Income 676 15% 676 0.1% 676 0.4% 676 51% G676 BE.E% 3380 2 (in—>

Sui-total 36,031 98.5% 1,937 0.3% 2,254 1.4% 1,303 9.5% GG BEE% 42201 47%

IPSAS adj. o income an 53 0.1% 53 0.0% 53 0.0% 53 04% 53 6.8% 264 0.0%

a cash basis

TOTAL 36,084 100%: 674,122 100% 164,491 100% 13319 100% 78 100% 888785  100%

We note that the unitary contributions will not entirely cover the projected expense of the

CF Unions, and a nominal 1% contribution by these unions towards the common expenses of
the Organization (as proposed by the Secretariat) would further increase the CF unions’ deficit.
Moreover, several developing countries have expressed concern this would take financial
resources away from programs funded by the CF Unions. To address this concern, during the
Program and Budget Committee meeting in July 2019, the United States suggested removing
the provision that the CF Unions pay 1% towards the common expenses. In addition, the U.S.
suggested that to further reduce the projected deficit of the CF Unions, all “Miscellaneous
Income” should be moved to the CF Unions.

Giving the CF Unions six shares (one for each union in the CF Unions group, as opposed to the
one share they currently receive) of the miscellaneous income could be a way to address the
projected operating deficit of the CF Unions without sharply reducing the income of the other
unions with a projected deficit. This proposal would give the CF Unions two million CHF rather
than 676,000 CHF, and would still result in a meaningful allocation of miscellaneous income to
each registration system (approximately 338,000 CHF).

Recommendation
WIPO Members should revert to the pre-2008 practice of requiring each fee-financed Union to
contribute toward the common expenses of the Organization. In addition, WIPO Members

should decide to re-apportion the miscellaneous income more fairly to the CF Unions, as
outlined above.

[End of Annex and of document]
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