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1. On 6 July 1970 the Advisory Committee on Administrative and‘Budgetéry Quesﬁiégs
received ffdmmthe Seeretary-Genersl a'reporf by Mr, Maurice Bertrand, a member of tke '
Joint Iﬁspecfion Unit, on overhead costswof'extfa-budgetaryjpr@grammes and methods

of measuring performance and cosbs (JIU/REP/69/2, dated January 1969). ' The Advisory
Committeé_alsoireceived a note from the Secretary-General conbaining his prelininary
commenté'bn that report and the preiiminary comments of the Administrator of UNDP.

2. In accordance with thamsupplementary—aprangemem%sﬁforfhandiing"the“reports of the
JIU described in the seventh report of the Advisory Committee to the General Assembly
at its twenty-fourth session; s the Committee immediately transmitted Mr. Bertrand's
report to the Economic and Socigl Gouﬁcilg/, and encloses herewith the note by the
Secretary«General., N R

3. The Advisory Cormittce notes from paragraph 6 of the comments by the Secretary-
- General that he considers that the inspector's report arrives at recomuendations with
which he can express'generél agreeﬁent; and that mahy of the“sﬁécific points containad
in the report therefore require no further comment by him. For his part the
Administrator of UNDP sﬁgﬁég”%ﬂé%“{ﬁ“ﬂié‘}é@}}ﬁ to the June session of the Governing
Council on "Strengthening the Capecity of UNDP, Part i: the Management and Programming
of Enlarged Resources"é/ he proposed that he undertake discussions with the specialized
agehcles on the basis of a uniform vate for the two components of %he Programme, with
the hope that a set of agresd proposals can thereafter be considered in consultation
" with the Advisory Committee. ‘
4+  The report of the Tenth Session of the UNDP Governing GCouncil to the Economic and
Social Council-contains the following paragraph on zgency overhead costss
"The Administrator will consult with the Participating and Executing Agencies
and the Advisory Committee on Administrative and Budgeta;y Questions with a view

o arriving at new methods for caleulating appropriate reimbursement For project

implementation and for advisory services involving pfogramming, project formulation

1/ 8/7738
2/ B/
3/ pp/L.134
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i 3 and policy development. The prospect of entering into general compensatory
1 arrangements for advisory services and separate specific arrangements for
reimburs:.ments of costs in connexion with project ezxecution will be sxplored.
i The sclution worked out should not be considered as binding until it has been
} - submitted to the Council for consideration and approval, sccompanied by a report

cn the kinds of services to he reimhursad,“é/

5. The Advisory Committse for the time being reserves its position on the entire
matter, and looks forward with interest to the outcome of the discussions. Unless
. developments warrant the submission of an interim report, it will withhold comment

until after it has received and consgidered the proposals referred to sbove.
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Commente of the Secretary-Gencral
and the Administrator_of UNDP

(Note by the Secretary-Geperal)

1. The dbove-mentioned report was prepared by Inepector Maurice Bertrand of. the
Joint Inspection Unit, and transmitted to the organilzations of the United Natione
sygtem in Rebrugary 1969. In view of‘the‘subject.matter dealt with in the report and
the technical nature of the subject, the Executive Keads of the organizationms felt

that it would -be appropriate to consider this report within the arensa -of the
Administrative Committee on Co-ordination (ACG), and 40 submit:comments after
appropriate inter-agency consultotion, and after the ACABQ Consultant's study on .
standard bucdget presentation in the UN system and the UNDP Capacity Study, both of -
which were in progress, had been promuigated and the views of the UNDP Governing
Council and the Generai Assembly on these matters had become available,

2.  Although the final views of the UNDP Coverning Council and the General Assembly
are sbtill tc be determined, the Secretary-General feels that the Advisgory Committee
might find- the JIU report on overhéad costs of positive value in considering the
problems related to overheads and that Member Govermments thercafter might benefit from
having available the centents of the report. ﬂccordingly, he ftransmits the report in ’
gquestion herewith, togethér with the following comments:

Comments of the Seeretary-Gensral

1. The report prepared by Inspector Maurice Dertrand of the Joint Inspection Unit has
stimilated a great deal of useful discussion within the United Nations family on the
subject of overhsad costs of extra-budgetary programmes and on methodsof ‘measuring
performance and costs of secretariat servicaé'utiiiiad in providing assistance to
developing countries. The report has made o major contribution to a systematic
consideration of this broad problem.

2. The Secretary-General agrees with the opinion expresged in the Inspector's report

that the problenm of arriving at an average rate to be used in the reimbursement of

overhead costs for support to operationsl activities is iunsoluble in the sbsence of an

itemlzed cost accounting system or some other system of measurement which would provide
the necessary information upon which to base the determination of such reimbursement.
rate, The Secretary-Gerneral notes the view fthat a calculstion of.real overhead coshs
is a technical impbssibility as mettors now stand® énd that the Joint Inspection Unit
is therefore unable to contribute even a technical basis towards the solution of this

problem™. The Secretary-Gerneral believes that the installation of an itemized cosi
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.accouatlng system could alsc serve broader purposes and deal with other problems which
are nét belng handled at the present time. Such a system might improve the quallty
and speed of management decisions and administrative informational needs.

i 3, The problem of "modernizing a vast array of administrative techniques in mogv of
| ‘the organlzations in the United Naﬁions family" ccntinue to be of major concern to Tthe

gqecretary-General, bearing in mind the Iﬁspectcr', comment o the effect that studies

: would have to be made before it became possible to tell whether the performance Lo be

expected from such machinery [bost accounting systeg7 would outweigh its cost, The
f‘. 5ecretary~Genera1 helieves that this gquestion should bs considered in a broader

B ontext., Member Governments are avare of a mmber of related studies under various
~gtages of discussion within the United Nations system. The UNDP Capacity Study, by

i Robert Jacmson;—/ the Advisory Committee cn Administrative and Budgetary Questions
Consultant's Report on Budget Presentatiocn in the UN Sysiem by Mr. W.T. McC&ndless,g/

the Report of the Joint Inspection Unit on Programming and Budgete in the United

Nations Family of Organizetions by Mr. M;'Berﬁrandg/ are already available to Member
Governments and have a direct relation to the issues raised in the present report on
‘f overhesd costs. With these in mind, the Secretary—General intends to contimue tc study
f the many aseful comments and recommendations contained therein in an effort to
I3 dctermine what might hest be done to further improve the programming, budgeting and
B ccoounting systems of the United Naticns.
4o To that end, the Secretary-General is considering the possibility of engaging the
services of -speclalized-consultants;~ aolng TesOUrces: avaitables under-both~the regular -
budget and THDP Special Fund overheads, to study uhb Lechnlcal feasibility and pocsible
methodology related to the design and instellation of an integrated sysiem, including
g 1iemized cost accounthg, envisaged as encompassing nol only opersticnal technical
- assistance activities, but other act1v1tlec the t would be intimately related ¢ such a
msygtem once it was 4eveloped.
‘ 5-“_ The use.of such consultants will be in conjunciion with ihe recently strengthened

Mminigtrative Management Service, the resources of which will be progressively directed

: y DP/5- e - ‘ e -. P ‘ | _.__4 e “7 ._.77;74”; e ” .
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to these guestions, upon the completion of the Manpower Utilization Survey which is
now in process. It is anticipated. that the experience gained by the Admini strative
Management Service during the conduct of the Manpower Utilization Survey and the
invaluakle knowledge collected on the organizations' activities, how they presently
are conductéd, and how they might he improved, would provide a sound bagis upon which

to undertake the above-meniioned study under the aegis of the Administrative Management

Service, &nd in co-operation with other Secreﬁariat‘uﬁits. I% would be the Secretary.-

General's intention to submit such completed studies, when available, to the Cenersl
Assembly, through the Advigory Commitiee for consideration by Member Governments.

Sheuld the conclusions of the studies indicate the practical feasibility of adapting a

cost accounting system to United Nations activity, and should there be a.general

expression of support by Member Governments, the Secretary-General would ‘take

appropriate actionAtowards the modernization of the present programming, budgeting and
accounting systems possibly utilizing elesctronic dats processing equipment, The
Secreﬁarnyeneralmexpectsmxo_iﬁSHE"a“preiimiﬁary report to the 25th session of the
General Assembly on the futﬁre form of the budget of the United Nations and the

programing and budgeting cyele, which may inciude proposals relating to broad

question of overhead cost and methods of measuring performance ang cost,

6. The Secretary-General considers that the Inspector'e report arrives at

recommendations with which he ean cipress general agreement. Many of the specific
polnls contained in the report, therefore, reguire nc further comment by the Secretary-
Genersl. In thig ?DnnexiQP;_?h?rS?Cr@ﬁarnyeneral“would:addaihat-tWOmpeints'which e

relate to the UNDP. as contained in (a) pa’igraph 1.10 that ! 411 that seems to be nseded

;L is that the UNDP, over and shove +the percentages currently paid should undertake to

kli earmarlk special_creditg to finance the studies" on overhead determination angd

. (b} paragraph 2.9 "It is extremely 1ike1y‘thaﬁ the percentages af present paid by UNDP

te the principal organizations fall well.short of the real coste", would not require

l!i. comments on his part, It will be noted that the comments of the Administrator of INDP

j-ﬁ are givgn below, ‘

| 7.  Sinee the report on overhead costs was hased upen replies o questionnairefmr o
recelved by the Joint Inspection Unit from the United Nations and the specialized

i agsncies, the Secretarygaeneral'ié"ﬁrbviaihg %hé“éémbié{é fexf.of the Unitea‘Nations

‘_r reply to the Guestionnaire as Annex I +o this note,
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comments of the Adminigirator of UNDP

1., The Administravor welcomes this involvement of the Joint Inspection Unit in the
question of overhead costs of extra-budgetary programmes which has resulted in a
serious and comprehensive study of the comnlex issues invelved, He has taken note of
the propesals made by the Inspsctor on the matter of cverhsad costs and methods of

messuring performance and costs, with great interest. Turtner, the ﬁdmlnlsurator

pelieves that the repcrt may he useful in connexion w1Lh the COleﬂUlﬂP ﬂtudv and
congideration of the capacisy of the United Nations Development System.
2e In his report to the June session of the Governing Councll on "Strengthening the
Capacity of UNDP, Part A -~ the Management and Programming of Enlarged Resources!
(DP/La134)9 the Administrator has stated with respect to overhead costs:
137, The guestion of agency overhead costs requires further study in
consultation with the agencies and organizations cnﬁcernedo The
Administrator is anxious to arrive with them at a satisfactory solution
to this question. An éssential first step, in his view, is to eliminate
the present disparity between the 14 per cent rate applied to Technical
Asels tance I ogeut and the 11 per cent rate applied to Special Fund
prejects. He preposes to undertake discussions with the agencies on
the basis of a uniform rate, with the hope that a set of agre:d proposals
can thereafter be considered in consultation with the Advisory Committee
on Administrative and Budgetary Questiona.
38.-~-Inwthis‘conﬂexi@n,-andJsubjectm$oLamybadvicenwhich;maygbe;ofiered R
by the Governing Counail, the Admini surator would explore with the
organizations Uarululpathg in the Programme whether 1t would be mutually
advantageous to enber into general agreements covering the organization
and financing of services of an advisory nature not directly related to
project execution, ineiuc’ug prbgramming, project formilation, and policy

development?,
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Comments on the questionnaire on "Overhead
Costa" presented by Mr. Maurice Bertrand of
the Joint Inspection Unit

General

1. The United Nations welcomes the interest shoun by the Joint Inspecticn Unit in the

question of "Overhead Costs" of extrabudgetary programmes. At the instance of the

General Assembly, this question has been on the agenda of the Advisory Committee on
Administrative and Budgetary Questions since 1954. The first of the Advisory
Committee's reports is contained in' document 4/2661, of June 1954, and the latest is
A/5842 of / January 1964.
2. In examlning the questlon of overhead costs, it should be noted that besides
-programmes financed through UNDP, the United Nations administers not only & technical
= assistance programme financed from:the regular budget (known as the regular programme),
but also a variety of programmes financed through ad hoc fundsQin-trust arrangements
{e.g. the ﬁrhst fund for population programmes; the Congo fund; +the fund for West
Irian, ete.). A‘
3. The ”régular programme” had its origin in General Assembly resolution 58(1) dated
14 December 1946 relating to the transfer to the United Nations of the Advisory Social
‘{ Welfare functions of the UNRRA. To implement this resolution, the General Azssembly
‘appropriated an amount of $670,186 for 1947, exclusive of the "administrative" require—
ments which were covered separately through the budget of the then Department of
Sccigl Affairs..
4. Over the years the "regular programme" has been added to by specific decisions of
“the Genersl Assembly as listed below:- ‘
Resclution 200(III} wrelative to technical assistance for economic

development.
Resolution 246(III) relating to training in public administration.
Resolution AlS(V) relating to advisory welfare services.
Resolution 723(VIII) welating to exitension of technical assistsance

activities to the field of public administration.
Resolution 926(X%) relating to advisory services in the field of human rights.
Resclution 1024(X¥I) relating to public administration. ‘ o -
Resolution 1256(XIII) relating to the programme for operational and

executive public administraticn persomnel (OPEX).
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Resolution 1395(XIV) relating to technical assistance in Narcotics Drugs
Control. S
Resolution 1527(XV) relating to technical assistance in newly-independent
and emerging states.
The annual appropriations for the regular programme have also grown to a level of
$6.4 million exclusive of costs for the administration of the programme, This level
was reached in 1962, and compares with the level of approxinately $14 million for 1968%
for the UN allocation under UNDP -~ TA.

5. The Expanded Programme of Technical Assistance for economic development of under
developed countries, as the precursor of the present United Nations Development
Programme was established in 1950, in pursuance of resolution 222(IX) of the Economic
and Social Council as endorsed by General Assembly resolution 2304(IV). Anrex I to
ECOSOC resolution 222{IX) which sets out the guiding principles for the conduct of the
programme, envisages, inter alis, that ",.. the work undertaken by the participating
organilzations under the Expanded Programid of Technical Assistance should be such as
to be suitable for integration with their normal work", and that "... within the wide

range of activities envisaged the participating organizations should practise,

especially in the initiel stages of their programmes, concentration of effort znd

economy. - The participating organizations should also ensure the fullest use of any
existing facilities™,

6. Provision was made in the 1951 budget estimates {A/1°57) for the establishment of

& Technical.Assistance"Administratiomy{$ﬂﬂ$,“which.mas:given?iheurespomsibility-for
dealing with the "regular programme"” as well as the UN share in the Expanded Programme.
The initial establishment of the TAA comprised /O posts at sn estimated cost of $300,000.
Apart from this, the 1951 budget did not provide for the rest. of the expenses,'sﬁch as
consultants, temporary assistance, overtime and travel on official business in the

expecvation that these would be financed from the Special Account for the Expanded

Programme,

7. The Special Fund was established in 1959 pursuant to General Assembly resolution
1240(XIII). Paragraph 29 of part B of this resolution states:
"The Managing Director shall rely as far as possible on existing facilities
of the Unilted Nations; the Specialized Agencles, the International Atomic Energy
Agency and the Technical Assistance Board. These facilities should be made

avallable to the Special Fund without charge, except where clearly identifiable
additional expenses are involved .,.%

e |

L
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Though oy the time the Special Fund came into being, the Technical Assistance
Administration ﬁad been "merged" with the Department of Economic and Sceial Affairs,

in setting up organizationsl arrangements in this {new) Deparitment for providing

support to EPTA and Special Fund programmes the principles of "integration" of technical
assistance activities with "normel work! and the "fullest use of exlsting facilities®
and "clearly indentifiablie additiénal costs" for reimbursement of support costs

continued. to be_applied._ .

g, On 22 November 1965, by its resolution 2029(XX) the General Assembly decided on
the consclidation of the Specisl Fund and the Expanded Programme of Technical Assistance
in a United. Nations Development Programme, Operative paragraph 2 of this resclution -
YReaffirms the principles, procedures and provisions governing the
Expanded Programme of Technical Assistance and the Special Fund not
inconsistent with the present resolution, and declares that they shell
continue to apply to relevant activities within the United Nations

Development Programme,™

9, As none of the legislative texts relating to technical co-operation activities
have as yebt laid down specific norms relative to the guestion of overhead (or support)
costs, the guideline has remained that established in ECOSOC resolution 222(IX), as
subsequently interpreted by the Technical Assistance Board in October 1950, nemely,
"Chargeable expenditure should be limited to those direct additional and exclusive
costs“.;

10. In a series of studies, the first of uhich was done in 1954, the Adviscry
Commithee on-Admintstrative- and Budgetary“QuestionSmhasnexaminedmthemquestion~6f
afministrative and operational expenses relative to techrical co-operation activivies.
In paragraph-22 of its reportg/of 21 June 1954 to the Genersl Assembly, the Advisory
Commitiee suggests the figure of 12 to 14 per ceut as a reasonable one for calculating

the amounts payable from the voluntary funds towards "support costsh:

1/ The TEB did net establish any criteria for calculating these "direct additional
and exclusive costs?.

2/ A/2661 —~ Expanded Programme of Technlcal Assistance for the Econcmic Development
of Under-Developed Countries - First Report of the Advisory Commitiee
on Administrative ahd Budgetary Questlons - folclal Records of the
“GLAL 9th session.
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11.

884{IX) of 1/ December 1954, the Advisory Commitise undertook, during the périod
19561959, -the. preparation—of -ceteiled-reports -on matters-relating -to administrative
and budgetary co~ordination between the United Natlons and the Specialized Agencies,
- with particular refersnce to the operation c¢f the Expanded Programme of Technical

Assistance. In the concluding repcrtﬁ of this seriss, the ACABQ observed:-

iz2.

January 1965 (4/5842), This study covers both the Expanded Progrémme of Technical
Assistance and the Special Fund. In this report the ACABQ notes that |

"... as a first step, efforts should be made to reduce the level of
administrative costs by the end of 1955 to 12 to 14 per cent in the case 1
of participating organizetiéns ..." o

Following up on this first study, and pursuant to General Assembly rescolution

"The Advisory Committee has since studied this question further and has
suggested (4/4130) that barring substantial cheanges in the size of the

programme, and subject to a measure of flexibility of aspplication, the

lump sum contribution from the Special Account to the regular budget
of the organlzatlon towards meeulng 1ts administrative "overheads"
should be brought down over the neyt few years, to 12 per cent of the
project allocations to the Organization.”

The third and most recent study of the Advisory Committee was published in

(a) in general, the participating organizations consider that their regular
programmes are the backbone of thelr [ield operstions; | '

(b) the gfowuh of field programmcs, while enharncing the epportirities for

 the United Nations system of organimations, to render valuable services
to Member States, has served tc place an incréaéingly heavy burdeh‘ﬁpdn
the organizations in terms of administrative support;

(e) frem-the inception of EPTA and the Speclal Fund, the assumption has
been that the fullest possible use would be made of the facilities
prqvided under the regular budget, for the support of these programmes,
and .only clearly identifiable additional costs,‘of part of them, would
be charged fo the voluntary funds in order fhat maximum resources could

be available for operations;

e L. T, MY e st

A/1372 - Parsgraph 8, Official Records of the General Assembly, Fourteenth
Session, Annexes, Agenda Ttem 49, ,

3
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(d) +the problem is to determine exactly what is the absorptive capacity of

the participating organizations in order to guard against an undue
concentration of resources on operations leading to a deterioration in

the performance of cther important tasks.

After reviewing the experience with EPTA over the years, and taking note of the
experimental.ﬁime—and—work studies undertaken in FAO and UNESCO, the ACABQ recommended
that the Tabte for Teimbursement of overhead costs (@) inm the case of EPTA be increased
to 13 per ceni of project cosis for 1965, and thereafter to 14 per cent; and (b) in

the case of the Specxal Fund to 11 per cent of total project costs, commencing with the
June 1965 programme. I further agreed that these rates should be reviewed after not

more than five ysars.
 13. Apart from the ¥regular programme”, and its participation in the United Nations
Development Programme, the Organization administers a number of other extra-budgetary

programmes for economic and social development. Such prbgrammes can perhaps be grouped

into three cetegories:. .. L
(i) Programme for pursuing or intensifying the work of the Organization
_in a specific sector. Such programmes could cover augmentation of
Secretariat rescurces for research and studies or augmentation of
field projects or both. Examples of such arrangements are the
Population Trust Fund, the Netherlands Trust Fund for development,
planning and projecticns, etc.. '
(11) Programmes for ald to =p801fled Geographlc regions: e,g. The Trust
Fund for assistance to Wesb Irien; the Gongc Tynst Fund for assigstance

to the Republic of Coago (Kinghass).
(ii1) Funds dep051ted with the Organlzaulon by individual Meibex Governments
.(e g. Iran, Kuwaitl, L:Lbyay ete.) towards procurement of speclallst or
expert services for assisting the couniry in its development plans.
14. While, in the case of these extrafbudgéﬁary programmes, the respective trust
eccounts have been charged for !'support' cests the levies have varied from '"no charge"
to & maximum of 14 per cent (derived presumsbly from the rates for reimbursement for

EPT4 overhead costs).
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15. As regards the manner in which amounts reimbursed to the Organization for support
costs are sccounted for, the practice has been varied: '
- In the case of EPTA, pursuant to a recommendation of the ACABG in 1958
(4/3832) ,which was endorsed by the EGOSCC in resolutionm 702 (XXVI),
steps were taken to consolidate administrative and operational services
expenses in the regular budget, and to show under "miscellensous income!

-~ —tm——the-lump-sum payment received from EPTA towards “theke expenses.
Consolidation of the #support® costs into the regular budgst, avtomatically
brings them under the same legislative scrutiny as the regular budget;

- Payments received towards éupport costs for Special Fund projécﬁs are
carried in a separate "S,F. overheads" account. The direct use made of
this "overhead" account, and the norms applied in authorizing support
expenses from this account are briefly set out in the Information Annexes
to the 1969 Budget Estimates (4/7205),

.= .. Administrative or service expenses in respect of other extra-budgetary
cperations are charged to an overhead "pool" account established: through
recoveries made against the respective extra-budgetary programmes for
support costs. The "suppori® expenses authorized against the trust
accounts are reflected in the Information Annexes to the 1969 Budget
Estimates (4/7205).

16. Having regard to the growth of progremmes financed from voluntary funds and their
impact upon the normal work of the Secretariat and on the admlnlstratlve suppcrﬁ
services, the basic issues to be resolved are: A o
(1) Should support services be fully covered in the regular budget,
yithouti any ;elmbursement from the voluntary funds? This would
' permlt the use of voluntary funds entlrely for field projects,
(1i) ' should support costs be completely reimbursed by the voluntary funds,
and can the éomplete costs be computed with precision?
{iii) Should the principle of "clearly identifiable additional costs®
cohtinue ﬁd'apply? (It is desirable to have an agreed definition of

"additional” costs for this purpose}. e o
As a. corollary to-the-above, a decision is also necessary -as to how relmbhrsements, if-
any are made, should be accounted for. In other words, should support costs be
consolidated into the regular budget and reimbursements treated as "Miscellaneous

Income" or should reimbursements be credited to an "ovérhead—pool" account and support

services costs charged against this "overhead-pcol" account.
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17, If slternative (i) is adopted, the Organization will have to forgo the reimburse~
ments it now receives towards its participation in both the Technical Assistance and
the Special Fund components of UNDP, and eonsolidate these roguirements into the
regular budget. In the case of the fechnical assistance component, since suppert
costs are already consolidated in the regular budget, the related reimbursement

(estimated at $1.82 miilion for 1969) will have to be given up., In the case of the

Special Fund, the usage of the overlicad payments i 1969 i estimated at $2.3 millicn.
Consclidation, therefore, means an addition of $4.12 nillion to the 1969 budget

(since the income of $1.82 million for the technical assistance component will have

to be given up). This figure of $4.12 million will increase from one year to ancthsr,
as additional projects are assigned to the Organization, until the point at which the
 increase in the progremme level of the Special Fund component in any one year
approximately equals the number of projecis completed 1n that year.A If Member
Covernments are disposed to consider an increase of this order of magnitude in the
anrual budget of the -Organization,—it-would be possible to consolidate support services
reguirements into the rasgular budget, and forgo any reimbursenents from the UNDP
funds.

18, As regards (ii), the “compWete" reitbursement of support services costs from
voluntary funds presupposes that such cogts can be estimated pre01sely. Vhile existing
procedures for eswlmablng support requirements have not reached the degree of |
precisicn necessary for this purpose, it is conceivable that the institution of a time-
and-work recording system could provide a more accuraie ba51s fOL ccmnutlng the coste
of gtaff support (including supervision) »r ov1ded for the programmes “financed from
voluntary funds. " In order, however, to arrive at the fotal costs of these support
services, it will be necessary to estimate as well the costs of items such as office
supplies, furniture and equipment, space, utilities, travel, documentation and’
printing ete. relative to the programmes adminisbered by the Organization. - Since from
inception of techaical co-operation activities, efforts have been directed towards the
integration of assistance activities with those financed from the regular budget

(2 principle to which Member Governments have attached greab 1mportance), the degres of
precision-achievabple in calculating the total costs of support-services can ~hardly be

absclute. Furthermore, major assumptions i1l have to-be made concerning the

L/ &t present rates of growth in UNDP funds, this plateau might be reached in 1974-75.
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appropriateness, adequacy and efficiency of the organizational arrangements and
procedures as well as the performance-standards applied to personnel. Because of the
1imiting factors the application of a cost accounting system over a period of time
could provide a brealdown of expenses by socurce of funds or by programme, but it
would shed littie light on the appropriateness of the level of effort utilized to

support the operations. In these circumstances, the institution of a costly and

difficult operational accounting system for determining more precisely the actual

cost of support services seems nelther necessary nor desirable.

19. Reimbursement of support costs on the principle of “clearly identiliable
additional costs™ can only provide for payments which are partial and not directly
related to the Organization's responsibility for the proper execution of the projecis
assigned to it. - Inasmuch as the Crganization’s work-load will increase with the number
and complexity of the projects assigned to it, though net in direct proporticn, there
is an obvicus need to review the rates of reimbursement in order that neither the
efficiency of support services. for the implementation of zppioved projects, nor the
normal work of the Organization is adversely affected. _ _

20. The consclidation in the regular budget of the reimbursements received towards
support costs - with & corresponding credit in the Miscellaneous Income part of the
budget -~ would bring these -expenses under review by the legislative bodies concerned
with budget approval (namely, the ACABQ and the Fifth Committee of the General Assembly),
and would.thersby ensure that they are looked at from the point of view of the coverall
efficient utilization of the Urganization's sieff and other resources. On the other
hand, "consolidation would limit the £lzxible uss of these {overhead) funds in
responding to situations where the normal delays in securing revisions to the budget
would affect programme-implementation, Either course of action is technically feasible.

The decision as to which of them should be adepted needs to be geared to the basic

problem which is not so much the level of support-costs as the steps needed to obtain

effective and efficient services:
Dociiments : s : o
w2l Copies of the studies prepared by the Administrative Management
« 1. .8ervice in 1965 on - . N e
o= Administrative Stpport {o ‘programmnes of Technical Co-operation —_
- Financing arrangements for overhead costs; and

-~ DBureau of Technical Assistance Operatlons
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are gent herewith. These contain factual background information on
secretariat arrangements and procedures for providing support to
technical co-cperation programmes. It is assumed that Mr. Bertrand
has already seen the eeries of studies undertaken by the ACABQ,
starting with A/2661. .

Copies of the Information Annexes to the 1969 budget estimates

containing data on extra~budgetary programies and support costs have
2lready been furnished to Mr. Berirand., Copies of the 1968 accounts and
the audit reperts.thereon, (4/7206 and Adds. 1 to ﬁj and the report oa
budget performsnce in 1967 (4/7125) are sent herewith. |

Support cosis '

4.1 Please see paragraphs 18 - 20 under "General" comments. For 2

7 z?g determination of an appropriate rate which would cover completely the
expenses lncurred by the organizaticn in providing support to UNDP programmes,
it is. necessary- to.have{a).a.clear definition of the expenses which would
cualify as support costs for reimbursement purposes, and (b) the
establishment of an accounting system which would provide the basis for
calculating costs. Accurate cost accounting will at the least reguire that
all staff who are engaged on providing support to UNDP programmee (including
supervisory personnel) meintain accurate time~sheeﬁs on a continuing basis
in order that this information can be processed for the apportiomment of
the related staff services costs. In additiocn, records Wlll have to be
maintained in great detall of travel and of the.use of offlce supplles, i
efflce equipment, office space eitc. Not only will the “time~reporting
system be difficult to enforce on staff but the results achieved through
establlehmenu of such s system seem hardly commensuraste with the expenditure
of energy, effort end time, Nor is such an effort in consonnance with
the principles of "integration with the organization's normal activities®,

:'ﬁg - tfpllest use of existing facilities', and "clearly identifiable additionsl

:‘ coste" enunciated and reaffirmed in the legislative texts relative %o

q_és, L the UNDP programmes.- - : S P R

. “Attention is invited t¢ the Informsatiocm Arnexes to the 1969 Budget

Estimates (4/7205 Vol.II, Amnex IT page 62) which provide details of the
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4.3
and
Ao

reimbursemeﬁfs recofered under the!formula of ”iﬁehtifiable additicnal
costs®, and of how these amounts are applied,. The rate of reiﬁbursement
to UN of eupport costs, as caTCUTaued from these deualls is 12 L%

While it is true that the extent of support neaded varles w1th the
nature of the project) there is litile doubt that if the total amount of

extra~budgetary programes was. substantlally increased, Shpport costs'

would certalnly increase, and at sone point a substential increase in the

regular establlshment (substantlve as well as obher) will be 1nescapable.

It is difficult to predict how these increased requirements w111 affect the

percentage rate for reimbursement. {See z2lso paragraph 19 of “General"

oomments)

Slnoe the organization must estimate, record and keep a record of

‘counterpart contrlbutlon by host coumtfles some additive costs Is involved

‘_but the amounﬁ of these costs is noﬁ materisl,

It 13 very doubtful whethel the detalled cost accountlng can be

aocompllsned with sufficlent acouracy 1n order to determine actual cost,

- This is not a problem of accounting proce551ng, but a matter of accureate

time recordlﬂg by staff charged with overhead serv1ces Lor extra—budgetary

‘programmes. The monthly time soeets for which detailed guldellnes neead

‘;Fto be given, lndicating among other things the task and progect classifica-

tion for which the time spenz ‘need to be reported separately, reoulre close

: .rev1ew by supervisors. The time' cheets.then-need - to-ba- puncaed and verified

on punch cards and these cards are then to be processed on 2 computer
according to a computer programme which will multzply the five or fifteen
minute periods wilith the salary, allowsnces and common stalf coste of the

staff member by task and pro;ect cla351f1catlon, apd will produce the

-necessary reporis. (Please see also paracraph 18 of "General“ comments) .

The UH does not have a computerlzed system of cost accountlng, but has
a computerized system of payrolling, aliofﬁent sccounting and general ledger

accounting., Ue never experlmented with any computeflzed system of cost

accounting.

It is 1mp0551ole to make any estlmate in the absemce of any precise

criteria.
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4.9 Reservations on time-reporting for purposes cof calculating support costs

have been expressed in the preceding paragraph. A sampling method, while

it might be simpler, has even gr ater limitations, (e.g.) the degree of

? attention pald to support activities varies as between staff members,

.&nd ag between organizationél units; the support services required by

._nrejects vary in tlme as well a8 in prlorlty (e.g. mhen a series of i

meetings is to be served by the staff, these services wlll undoubtedly

have a higher priority than the support services for a survey project).

IBM 360/model 30) which is being used for accounts procesging for about :
...20 per cent of a full and one quarter shift. The processing will itgelf

most likely present no prcblem. Ve forsee, however, a serious problem in

l
AQ The UK has gt Headquerters a large computer (an IBM 7044 and an E

obtaining timely, complete and correct original data of time reporting
from the staff inveolved.
411 - The ansver is in the negative.
L.12 An itemized operational accouniting procedure could be an integral part
- of the overall accounting system producing informational analyses as
required with a minimum of duplication. “Such a system could provide the
bases for evaluating the required support cost to implement particular

programmes, The system ghould provide a comparison of the planned

‘expenditures and actual expenditufes for each accounting period in addition

to totalS"covering'the'completewﬁmplementation_peWiod,uhlﬁﬂﬂguldﬁpﬁoviﬁﬁTT
information for the total time spent by stvaff to the extent of the task
and project classificaticns provided in the time sheets. It could thus

be used to up-date the job classificatlons and to review staff utilization.
However, it is felt That only & very small amount of such a mass of
information will be used on a selective basis for these purposes and that

any up-dating and review of job classifications and staff utilization could

be better performed on a selective basis and in depth as part of a ' i

management review which would ;equlve orly the amount of information %

. _necessary wltb;n Lhe scope of such review.
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4,13 While it is feasible to draw up a common questionnaire and develop

cormon methods of processing, we do not believe in the usefulness of any
cost accounting as contemplated ind in & monthly g .estionnaire being
sufficiently accurate. The method of processing is a pure technical
metter of information processing which could be geafed to the ex1stlng

T T T organizational pattern and Tesoirces.

£.14 © It is one thing tordetermine the total overhead services' cost for
all extra~budgetary programmes in cne figure. Bul, if time shests are
used for staff, it is necessary as well to have a breakdown by the
different types of extra-budgetary programmes and by types of task-
classifications (e.g. attending meetings, servicing meetings, replying

to observations of review, andit or inspection bodies, etec.)

=
.

-
1

In an ideal sense, the comparative and standardized interpretation of

could be very useful as one tool for improving working methods of the
administration and support of extra-budgetary progremmes. However, the

- exercise hag serious limitations, because of the number and nature of the
variables and factors over which the Administration has 1little control.
Consequently, it is doubtful whether the considerable amount of staff

-~ and other resources required to analyse the data and to come up uith

flndlngs wnlch covla help in’ an dmprovement of overall efflclency, are

| commensurate with the eoatbs and efforts of the exercise.
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EEPORTS OF THE JOINT INSPECTION UNIT

Report on the overhead costs of extra-budgetary
pbrogrammes and on methods of measuring performance
and costs (JIU/REP/63/2)

E Addendum

COMMENTS OF THE DIRECTOR-~CENERAL OF THE UNIVERSAL POSTAL UNION
_(UPU) AND ACTION BY ITS EXECUTIVE COUNCIL, AND PRELIMINARY
OBSERV ATIONS OF THE DIRECTOR-GENERAL OF THE UNITED NATIONS
EDUCATIONAL, SCIENTIFIC AND CULTURAL ORGANIZATION (UNESCO)

i
Comments of the Director-Genersl
TAL 1is April 1969 session, the ACC noted that seversl of the fields dealt with

‘in this report were being studied by other United Nations bodies. Such work included

<4l the study on capacity and the study by ths Advi§9§¥_gpm;iﬁteempn_A@@iﬂ}iﬁgaﬁive and
—l,Budgetary Qﬁeétions (AGABQ}'on bﬁdgeﬁ ﬁﬁéééﬁﬁéfﬁéﬁfiﬁféhé“5%éé£;;g%£6ns of the

_United Nations system.

i As these studies have not yet led to concrete proﬁisions in their respective

3 fields, the Internationazl Bureau considered that it should refrain from preparing a
-definitive commentéry on report JIU/REFR/69/2, |

However, in view of the implications which the guestion of overhead costs has
or the UPU's finances, I have seen fit to submit to Comzittes 2 (Finance) a

memorandum concerning the inspector's report (ef Document CE/C 2 - Doc 10).°

B (5.70-15893 - - S o S | o
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Resolution approved-by.Executive Council, Mey 1970 : -

Belations with the United Naﬁions end other international organizations

Reports of tho Joint Ingpection Unit

Thv Exycutlve Councll

Havzng considered the Dlrector—General's roport on the following reports of

the Joint Inspechion Units o o o

Reporyd on. the overhcad costs of extra-budgetary programies and on methods
of measuring performance and costs (JIU/REP/69/2);

Report on some aspects of technical sssistance activitiss of the United
Netions (JTU/RER/69/5/Rev.1);

Report on programmlng and hudgets 1n the Unlted‘Natlons famlly of organizations
(TTU/RER/65/7)5

Report on a visit of inspecetion to Maléysia and Singapore (JIU/REP/69/8);
Report on selected ideas for improving field operations {(JIU/REP/69/9):

Heving also considored the rovised procedures laid down for trensmitting and

hendling reports of the Joint Inspection Unit, adoptcd by the Econcmic and Social
Council in its resclution E/1457 (XIVII),

Approves the Director-General's commeﬁts end observations on the 5 reports
submitted to the Executive Council;

Accepts the revised procedures laid down for transmitting and handling reporis -
of the Joint Inspectidn Unit, it being understood that, if so required in order that
the prescribed time-limits can be observed, the Director-General will submit his
provisional comments to the Sceretary-General of the United Nations for iransmission
to the Economic and Socisgl Couneil througﬁnthe Committee for Programme and
Co-crdination, pending their examination by the Executive Council; aftber they have
been cxamined by the Exccutive Council, the Director-General's definitive comments
and the Executive Council's decision will be commumicated to the United Nations
Secretary—Genural for transmission to the Eeonomic and Scelal Couneil thfbugh the
Committee for Progremme and Co-ordination;

Decides to hold the above-mentioned 5 reports of the’ Joint Inspectioﬁ Unit at
the dispossl of member countries of the Union in the International Bureau's
Documentation services; ' S

Requests the Director-Gencral to forward his report end the Executive Counc11'
decleion to the Secretary-General of the United Nationg, for transmission to the
Eeconomic and Secial Council through the Committee for Programme and Co-ordination, as
well as to the auditor of the Universal Postal Union's accounts and to the Chairman

of the Joint Inspection Unit.
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UNESCO

Preliminary observations of the Dirsctor-General

The Dirsctor-General concurs in genersl with the finding that the calculation
of a reasonably accurate ratc of overhead requires instituting modern methods of
performance and cost meaéuremcn£ and control, and that such a system might eventually
contribute Lowards_pnllghfonment_ef_annumbpﬁ_oinothur_problemq facing organizations.

As reported by the Inspector, the studies and estimates of various Agencies
indicsbe that the sctual cost of planning, supervising, servicing and administering
UNDP projects amounts To 20% or more of the project costs. Experiencc has shiown that
this percentage is insufficient to permit fully effective project plamning and ‘
exccution.

The report of Inspector Bertrand peints out that the studles made cannot be
considered to have provided a truly sclentific basis for assessing Agency costs. &
more sclentific methodology would have required sn investment for system smalysis and
edrinistrative sLaff which was ﬂé}ggd_E£L budgetary possibilities of the Agencies.

However, it is significant that estimates of the /gencles, independently arrived
&%, show that Agency Costs invariably amount to 20% or more of project costs while
UND? contributes only bstween 11% and 14%. This fact would scem to justify zn
interim increass in igency Costs percentages pending the study and introduction of
mors accurate and uniform methods for asscssing Agency Costs. In this connexion the

report of the Joint Inspection Unit states in paragraph 2.9: TG is extremely likely

that the percentage at present paid by UNDP 18 the principal organizaticns fall well
short of the real costs.™

The Director-General, in this connexion, finds significant the Inspector's view
that any refinement in the fixing and incidence of overhead cost percentages of
cxtra-budgebary programmes would not have far-reaching financizl implications for
Member States since any consequent adjustmonts beitween smounts they now pay and those
thay would have to pay to rogular budgets and extra-budgetary pregrammes for this
purpose would be nsgligibie. The main concern should be to establish whether these
programmes are efficlently administered.

is regards The institution of a modern method of measurement and coggféi the
Director-General agrees with the Inspector on the desirability of scme organlzatlons.
taking the initiative of moving towards it, with a view to adopiing eventually a

methodclogy of such a naturs as to meke the findings among organizations comparable.
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He fesls that Unesco, with imminent introduction of the use of a computer into its 7 ‘
administrative system, finds itself in a favourable position to attempt experiments
on the validity of various measuring methods, including the possibilities of adopting ;
the suggested item;zed cost accounting system.

The‘ﬁirector—Geﬁeral notes with satisfaction the suggesition of the Inspector that

a fraction of overhead costs be mede available by the UNDP to orgenizations who wish

to carry out medernization.

1)




