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Gontents of the report

1.1.

1.2.

1.3.

e .

i/

In April 1968 the Joint Inspection Unit undertook a study of the
methods of calculation which might be used to determine the amount cf
the "overhead costs" of\ "support costs" of extra-budgetary
programmes .

This study resulted in the preparation of two notes (4 and B)

which were sent to the executive heads of the various organizations
on 2 August 196&. Note a dealt with the problen of the overhead
costs of extra-~budgetary o>rogrammes and with itemized operational
aocounting.é/

Note B dealt with the vroblem of standardization of budgetary
presentation between the various organizations in the United Nations
family.

Questionnaires were attached to these tuo notes.

In the course of September, October and N_vember, the secretariats
of all the organizations addressed replies, in some cases very
precisely and in great detall, to the questionnaires attached to

notes A and B.

oince the problems raised in note B (standardization of budgetary
presentation) were being studied at the same time by

Mr. #McCandless, an expert appointed by ACABQ, the Joint Inspection
Unit decided to defer the preparation of a report on that subject
until the exosert's report had been submitted. Useful contacts

were, however, established between the inspector responsible for

that study and Mr. i1icCandless, and in particular all the secretariats!
replies to the questionnaire attached to note B were communicated

to the ACABQ expert.

o o

It is reproduced as annex 1 to this report.



1.4.

1.5.

1.6.

1.7.

1.8.

The present report will therefore deal only with the questions
raised in note A, concerning overhead costs and itemized

operational accounting.

As to the problem of fixing a mean rate of overhead costs as a
basis for calculating such costs; no solution will be proposed

here. In the author's opinion this precblem is inscluble in the

absence, for the time being, of the technical resources to deal
with it. The information collected on the subject will be
analysed, but it suggests that only the institution of an

itemized costeaccounting system or some other system of measurement
would provide the necessary figures on which to base valid

proposals.

It would seem, therefore, that one of the few means of solving the
problem (that is to say, of resolving the difference of opinion
between the executing organizations on the one hand, which find
that the funds supplied are well belcr the level of real
expenditure, and the disbursing organizations on the other, which
have no means of knowing how the funds supplied are used and

whether they are used properly) would be to discover a method

whereby a system of measurement and control acceptable to all

concerned could graduglly be instituted.

This report will describe the position taken on this subject by the
secretariats of the organizations. On the whole - with one
exception = they are uncertain about the desirability and the

cost of instituting such a system; but at the same time they

point out that, if any system were instituted, it would be required
to solve a great many other problems which have hitherto been

handled inadequately.

In reality, as will be seen, this problem of overheads 1s directly
bound up with that of modernizing a vast array of administrative

techniques in most of the organizations in the United Nations family.

.
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1.9. But such modernigation requires the services of outside consultants
who specialize in these problems, and perhaps entails some increases
in staff, at any rate on a temporary basis. Such an operation is
an intellectual investanent and undoubtedly profitable in the long

run, but it must inevitably be expensive at first.

1.10. In these circumstances it seemed to us that a_very slight modification

in the procedure now apolied to overheads might be of considerable

help in finding the desired solution: all that seems to be needed
is that UNDP, over and above the percentages currently paid,;/
should undertake to earmark special credits to finance the studies
and, where appropriate, minor increases in staff required for the
application of modern methods (including itemized operational
accounting) to a number of activities. These provisional
earmarkings would be accepted only by organizations wishing to
carry out such modernization: on the other hand, those which did
accept the arrangement iight gain a good deal of enlightenment

on a number of difficult problems.

In these existing circumstances we felt it possible to recommend
that g _very small fraction of the sums

charged to the budget in this way.

1.11. On the basis of an analysis of the replies received,; snd drahing on
all the information collected, this document will deal with the
following points:

(1) The impossibility, in the absence of any system of measurement,
of laying a technical foundation for a rate at which to
calculate overhesads;

(2) Other problems contributing to the need to institute
modern methods of measurement and calculation;

(3) Procedure for ascertaining the cost and efficiency of such
methods. Bringing a very small fraction of overheads within
the budget.

1/ The same percentage might continue to be used, or they might be
increased if ACABQ and the General Assembly considered this feasible
and desirable; that would entail a pclitical decision on which it
is not for the Joint Inspection Unit to express an opinion.
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The impossibility. in the absence of a systew of measurement, of laving
a.technical foundation for a rate at which to calculate overheads

2.1. As we explained in paragraph 2.1. of the annexed note A, it is
at present impossible in most of the organizations to single out
from the rest of their expenditure the overhead costs of extra=
budgetary programmes; the reason being that, in both general
departments and programming depariments, the same officials are
concerned both with the regular programmes and with the programmes

financed by UNDP (or by any other source of external financing).

2.2. The replies received from the organizations' secretariats to the
questions on the mean rates of ca’culation which should be adopted
(questions 4.1 and A.2), on the possible variations in these rates
in the event of an increase in the amount of the extra~budgetary
programmes (4.3 and A.4) and on the additional expense which
Government counterparts may entail (A.5) confirm that the

organizations at oresent have at their disposal only the results
of very rough-and-ready surveys. or else have no means of

a valid estimate of these rates.

2.3, Where figures are supplied, the estimated percentage rate which
would be needed to cover all the expenditure incurred by the
organizations varies from 20 to 30 per cent.

The specific answers are as follows:

UNESCO : Over 20 per cent and approaching
22.5 oer cent

110 : 30 per cent

Wiio : 20 per cent

UPU ¢ 26.1 per cent

United Nations : For "identifiable additional costs"
alone, 12.4 per cen 2

Fal : Over 20 per cent

1/ See annex 2, analysis of the answers given to the questionnaire

attached to note 4.
2/ See the foot-note to varagraph 2.9.



2.4.

2.5.

2.6.

2.7.

2.8.

The comments show:
- That, as stated in note A, only UN&SCO and FAO have made
studies from which a mean rate can be established;
-~ That, on the whole, the organizations consider that the

amounts vaid fal' far short of the real costs.

The organizations have only estimates to rely on for determining
the variables on which this .ean rate depends,; and conseguently
for predicting how it would change if the amount of the programmes
were increased. The ILO draws up a list of these variables
(proportion of the various technical components, geographical
distribution, size of projects, etc.). It is obvious that only

a cost analysis would reveal the effects of these various factors.

A8 regards the effect of "counterparts", the Secretariat of UN&ESCO
(probably owing to the existence of a number of very large
projects to which the local Governments contribute more than UNDP)
seens to be alone in the opinion that the counterparts add
considerably to the organization's expenses.

The secretariats of the other organizations, by and large, consider

that this additional expense is negligible.

In the last analysis, the replies received are characterized by:
= Diversity in the estimates supplied;
- Agreement on two points - that the real costs exceed the
amounts paid, and that the studies made form an inadequate

basis [or accurate calculations.

It is thus confirmed that a calculation of real overhead costs is
a technical impossibility as matters now stand. The Joint
Inspection Unit is therefore unable to contribute even a technical
basis towards the solution of this difficult problem; only the
institution of measurement machinery can provide the relevant

information. e shall see below that various techniques may be
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applied to obtain these results; but until they have been put

into practice, no reliable answer can be given.

This conclusion means that the controversy between the executing
organizations and the disbursing organizations, such as UNDP,
concerning the amount of the payments which should be made over and
above the direct cost of executing the programmes in the field can
be resolved only by a political decision. It is extremely likely
that the percentages at present paid by UNDP to the principal
organizations fall well short of the real costs. In the last
analysis,6 the main point at issue is whether the existing difference
between the funds paid and the real costs (assuming that the latter
are clearly defined by agreement) should be covered by the organizations'
regular budget or by payments from the bodies which finance the
extra~budgetary programmes. In the light of the basic legislation
governing technical assistance and the bpecial Fund, it seems
certain that the intention of the founders of those institutions

was not to cover the whole of the expenses in question,é/ but to
leave it to the executing organizations themselves to make up the
difference. The obligation to share the burden between the extra-
budgetary funds and the regular budget is laid down in the basic
instruments; short of amending those instruments, this point seems
beyond dispute. There is no denying that this situation is a
serious one for the secretariats of the organigations, which have
difficulty in obtaining funds for this purpose out of their regular
budgets; and the result is that the aporopriations made are probably
insufficient for the proper performance of some functions (such as
the definition of the programmes themselves, or recruitment) which,
though vital, do not represent "identifiable additional costs". In
the absence of clear information, however, there is no way of
settling this issue. Consequently a political decision, based on &n
intuitive appraisal of the needs and possibilities, is at present

the only 1ikely source of a solution.

Their intention was, it would seem, to cover no more than what are
called the "identifiable additional costs" - the only ones taken into
account in the calculations made by the United Nations; this
explains the dilference between the nercentage calculated by that
Organization and the estimates produced by the others.



Other _oroblems which may be solved by the use of itemiged accounting

3.1.

3.2.

The problem of calculating overhead costé is only one example of
the'present shortage of statistics and detailed analyses
concerning the activities of the organizations' secretariats.
The replies to the questions on the possible institution of an
itemized operational accounting system are significant in this
respect. The secretariats of the organizations consulted seem,
on the whole, to be of the opinion that:

- Instituting an itemized operational accounting system
solely in order to solve the problem of overhead costs
might be too expensive and cumbersome;

- If, on the other hand, the idea is to extend this type of
method to the solution of other problems, the question
deserves consideration even though it is difficult

(see pafa. 3.3. below).

The replies to question 4.6 (whether it seems possible and
desirable to institute itemized cost~accounting machinery) can
be summarized as follows:

As to possibility: all the organizations consulted consider that

the introduction of such machinery is possible;

As to desirability: UN&SCO is the only organization to take the
view that "the advantages to be gained from such a system would
far outweigh the problem of calculating support costs. It would
be a useful way for the Director=General to ascertain the
productivity of the Secretariat." Among the other organizations:
- Some consider that the system would be much too expensive
or complicated, and that the results to be expected of it
would not be commensurate with the effort involved (FAO, WHO);
- Some, without taking such a definite position, wonder
whether the advantages would be sufficient to offset the
additional expense and complications (ITU) or, in other
words, whether the cost of the system would stand comparison
with its performance (ILO);
- Some consider the system inapplicable to small organizations
(Wm0, IMCO, UPU);
= One does not think that the accuracy of the system itself

can be relied upon (United Nations).
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All these replies; however, relate to the proposal that an
itemized cost-accounting system should be organized solely to
solve the problem of support costs.

The replies to question 4.12 (if an itemized operational
accounting system is developed. what purposes ought it to serve
in addition to the calculation of support costs?) go a
considerable way to amend the foregoing appraisals.
pxcept for FAO, which says that such a system should be limited
to the calculation of supoort costs, the organizations consider
that:
- The suggestions made with regard to the "by-products" of
such a system are very interesting (quantitative
appraisal of the work of the staff, information on the
performance of particular departiments, and an opportunity
to compare performances) (WHO);
- Any work done on the calculation of costs should also
supply other information (ILO, ITU and WMO);
~ Such a system might provide a considerable body of information
(possibility of comparing anticipated with actual
expenditure, information on tiuwe spent by staff according
to a classification of projects, etc.). ((United Nations)
This appraisal is subject to reservations: only a small
proportion of the body of infornation could be used, and
research of this nature could be done in other ways.)
Generally speaking, then, the secretariats consider that many
other problems might be solved in this way ~ principally the
problems arising in all calculations of the administrative
efficiency of departments; in programming and budgeting, in
making comparisons of efficiency and in auditing. It is thus
clearly realized that, if methods were modernized, it might be

possible to improve general performance.
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3.5.

In addition, the secretariats generally (again with the exception
of the UNESCO Secretariat) feel unable to estimate the cost of
such a system. The reply from UN&SCO is extremely precise:
- Staff requirements are specified; one professional and
three general service posts;
- It is affirmed that the savings to be derived from the
apolication of such a system would be far in excess of
the cost of the new posts, and that the machinery could
be put into operation six months after the appointment
of the staff and the installation of a computer.
The secretariats of all the other organizations, in contrast,
consider that there are too many unknowns, that a detailed study
would be needed, and that it is premature to estimate the cost
of a system which has not been adequately defined.
These replies are on the whole somewhat inconsistent with those
given by the same organizations to the effect that the system
would be expensive, or in any case too expensive for the results
that could be expected from it (any such assertion prejudges
the results of the detailed studies that would be needed to

ascertain the cost).

However, the presence of some inconsistencies in the replies
received (either from one and the same organization or from
different organizations) is in no way a matter for criticism:

it merely confirms the existence of some uneasiness at the

magnitude of the problems raised.

In other words, it seems no exaggeration to say that:
-~ There is a very clear awareness of the need for precise
numerical information on a great many aspects of the work
of the secretariats;
- This awareness stems from two sets of requirements: Firstly
to improve and modernize the internal operation of the
secretariat, and secondly to facilitate communication with

member States where the latter, either directly or through
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committees of inquiry or review, raise questions to which
it seems at present to be difficult and troublesome to
reply;

= On the other hand some dismay is felt regarding the task
of equipment and modernization presented by the installation
of systems of measurement capable of giving answers to all

the questions raised.

It seems to us very likely that other studies, undertaken on
subjects very different from that of "overheads", might very well
have led us to the same conclusions; for in general the
organizations of the United Nations family do not seem to possess
a sufficiently automatic and precise system of statistical
information on their own activities.

In addition, for purposes of informed discussion, it would be
useful to draw up a list of the problems to which the installation
of adeguate machinery of measurement might provide an acceptable
solution; such a list, if not exhaustive, should at any rate be
as full as possible.

In this connexion it should be noted at the outset that most of
the large organizations have equipped themselves, or are in the
process of equipping ‘themselves, with a computer (cf. in

ennex 2 the replies to question A.10 from UNESCO, FAO, WHO, the
110, ITU and the United Nations).

It is self=evident that such large and expensive items of
equipment are worthwhile only if they can be used to obtain precise
numerical replies to questions coricerning the work of the
organizations and the improvement of their operation, instead of
being used only to prepare staff pay slips.

The fact that the organizations are turning to such equipment
shows a desire for modernization which may apply equally well to
administrative management as to 'the analysis and processing of

available information in order to solve technical problems.
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At all events, irrespective of the end in view, it is common
knowledge that such equipment cannot be put to practical use
until studies have been made which afford a clear analysis

of requirements.

Until such studies have been carried out, it will not be possible
to pass an opinion on the choice of methods immediately
applicable or on their respective economic merits.

Moreover, it is understandable that secretariats which have not
yet had time to go into these methods should feel some uneasiness
at the idea of applying them unaided. Beyond any question, the
only quick and efficient way to do preparatory work of this
nature is to enlist, for several months, the services of specialists
in methods of analysis; in costing and in the various existing
systems of measurement.

If the efforts already started by some secretariats (in particular,
as the replies show, by UNESCO, the ILO and WHO) are to yield
results in the near future, outside consultants or specialist

firms must be employed; the whole operation would cost some

tens of thousands of dollars.

Hence all that is needed to clear up the matter is the existence

of a definite desire to modernize the international administrations

and a source of a moderate amount of finance.

There is no denying that the need for a clearer insight into the
administration of the various secretariats is felt and expressed
not only by those directly in charge of their management but
also by the member States. However, the agreement discernible
in the matter of desire for improvement or for clarification is
replaced by striking differences of opinion, and even uncertainty,
when we come to consider the methods of fulfilling that desire.
Thus the need for clarity prompts the representatives of member
States on the various councils, committees or commissions to put
many questions to the secretariats on g wide range of subjects
and to call for surveys and similar exercises which in the long

run increase the work-load on the staff without producing replies



3.9.

- 12 -

that throw much light on the matter. This leads on to research
and to suggestions for improving the methods to be applied:

the establishment of new specialized committees, the institution
of new functions (such as those conferred on the Joint Inspection
Unit), or, to take a more recent example, the request made by
ACABQ and endorsed by the Committee of Seven for a desk-to-desk
survey of the United Nations Secretariat.

At the same time the secretariats are striving to learn more about
themselves and to improve their management. Thelr good intentions
in this respect are demonstrated by the acquisition of computers
as already described. Other projects of research into the best
methods of administrative management and into the measurement of
results are also in progress in the large organizations.
Alongside this piecemeal research, mention should be made of the
large=scale synoptic research now in progress for the so-called
"capacity study" on the capability of the organizations as a
whole to absorb a putative increase in the volume of projects
financed by UNDP.

It will thus be seen that rule~of-thumb methods, or at any rate
conventional methods (for example, that proposed for the desk-
to-desk study), co~exist with attempts to adapt modern methods,
and that all this effort is accompanied by general theorizing

in search of a more rational approach to modernization.

It is thus plain that an agreement on methods, if one could be

reached, would be a great step forward. However, it is not an

easy matter to delimit the basis for such an agreement. We

thought that one avenue of aporoach which might be explored

would be an attempt to classify the various problems according

to the type of solution that seems primg facie to fit them.

On these lines we thought that the following list might be of use:

(1) Problems relating to guantitative measurcments: i.e., the
times taken to arrive at a given result or, more simply,

all measurable administrative results;
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(2) Problems of measuring costs;
(3) Problems of economic (social or technical) efficiency:
the "evaluation” of the projects themselves;
(4) Qualitative appraisals.
Bach set of problems listed (such a classification is of course
subject to improvement and expansion) calls for a different type

of technique.

Thus relatively simple and inexpensive methods can be used to
measure a falrly large number of administrative actions of which
a statistical knowledge would be helpful in making a first
evaluation of adwministrative efficiency.

These include, for ezemple:

= Time spent by a personnel department in performing one
operation of recruitment and appointment;

= Time spent by a purchasing department in performing one
equipment-purchasing operation;

- Number of letters or telegrams booked and distributed by a
postal service in a specifird time (incoming or outgoing
mail)s

-~ Number of docunsnts to be registored and filed by a reference
section;

~ Number of pages translatzd and revised by a translation
service.

The statistical technique Involved 1s relatively simple to apply
(and will even yield, withou® much effort, a first approximation
of costs) provided that the following are defined:

= The administrative unit whose quantitative performance is to
be measured;

= The type of administrative actions which lend themselves to
quantitative mcasurement and which are genuinely significant.

UN£SC0 tried out such a systeir = called the "work measurement
system" = a few years ago, between 1957 and 1963 (cf. in particular
UNESCO documents 11 C AD 11 and 12 C ADM 15); unfortunately, the
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experiment, instead of being followed up and improved upon, was
abandoned. Research projects now in progress at the ILO

(cf. annex 2, summary of answer to question A.11) and at WHO
(cf. annex 2, summary of answer to question A.12) seem to be

on comparable lines; it is, of course, highly desirable that such
research should be undertaken or continued, improved upon and,
where appropriate, co-ordinated and extended to other agencies.
Such devices would be enough to provide valuable numerical data,
to chart the course for more detailed research with a view to
improving the productivity of the secretariats, and to answer

a great many questions. They would not, however, suffice to
lay the technical foundation for an accurate calculation of
costs; hence they would leave unsolved the problem of overheads

as stated in note A (annex 1).

There is no doubt that the establishment of a genuine cost-
accounting system (on the lines of that discussed in note A)
requires rather more cumbersome apparatus than the system just
described. As we have already pointed out, some secretariats
thought that the burden of such a system had been under-
estimated in note A; and in any event thorough studies would have
to be made before it became possible to tell whether the
performance to be'expected from such machinery would outweigh
its cost.

The necessity for thorough studies is beyond question; very
exact and detailed research is needed in order to determine
what formulae and time-sheets should be chosen, how they should
be adapted to the different types of departments to be analysed
(especially if the system is not to be limited to solving the
problem of overheads), what methods of processing should be
used, and how the machinery should be gradually installed.

This is all the more important if a degree of concordance is
aimed at between organizations which differ in structure and

in purposes.

@
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In view of these considerations it would be a matter for regret

if no such studies were made, and a more gloomy prediction of
their outcome was accepted instead.

It seems to be generally recognized that no modern vrivate
undertaking can function properly, or yield its full return,
without an exact knowledge of its costs. The organizations of

the United Nations family, admittedly, are public administrations;
but an ever~increasing proportion of their activity lies in
rendering assistance to the developing countries. The case for
calculating the cost and efficiency of this assistance is all the
stronger in that private companies (design offices, engineering
firms and the like) engage in coumparable activities in fields
closely retated to those of the organizations, and often identical
with them. No modern design office could function properly without
cost—accounting. Moreover, it is recognized in a fair number of
countries that there is no objection in principle to calculating
the cost and performance of government departments, and indeed that

there is much to be gained by doing so.

If the comparison was taken further, it would doubtless be pointed
out that private offices have to discuss contracts with their
clients, operation by operation (in a sense, project by project),
whereas the United Nations is financed in the round and from public
sources; and that the private offices are therefore forced to
calculate their costs if only ir order to be able to quote and
discuss a charge for each operation, whereas the organizations of
the United Nations family have a wide variety of other tasks to
perform and, being financed by an al —embracing budgel, are exempted
from the necessity of such detailed calculations, which may
consequently seem superfluous. On closer examination, however,

it becomes clear that those who finance these activities = in

this case the member States -~ have; in the last analysis 6 the same

concern as the clients of the private offices: +they want to know
what results have been obtained and at what cost. This concern
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explains the many inquiries, investigations and requests for
information that they address, through various channels, to
departments which are often ill equipped to give a ready answer
and which consequently find themselves overburdened. Hence;
although the methods are different, the comparison is still wvalid.
It therefore seems to us out of the question that a degree of
modernization should not at least be attempted in this matter.

The fact remains that the secretariats are not adequately equipped
to carry out this type of research quickly at the present time,
and would need the aid of outside consultants or teams of

specialists for that purposs.

If this type of research should be undertaken, it certainly seems
highly desirable that it should also cover methods of eliciting

the fullest possible numerical information on the efficiency of
projects.

The problems involved in measuring the ecconomic (social or
technical) efficiency of the projects nut into execution can be
solved by applying techniques of the same type as those just decribed
for administrative efficiency. The evaluation of project
efficiency has become too important a matter to be neglected 1f
research of this kind should be undertaken.

There is scope for quantitative measurements of certain types of
results: number of persons trained in a particular way for all
education projects, quantitative increase in output in agricultural
or industrial projects, etc. Admittedly, the measurements

involved are infinitely more delicate and complex than the
administrative efficiency measurements enumerated in paragraph 3.10
above. In a number of cases, hovever, subject to the necessary
nrecautions, results of this type can be obtained.

However, a finer and more comprehensive analysis entails

installing somewhat complex and probably expensive measuring
equipment, laying douwn exact standards for describing the situation

before and after the execution of a project, etec.

@



3.14.

- 17 -

The fact remains that, even if such research had to be limited
to certain clearly defined types of orojects (establishment

of schools, development of particular areas, etc.), it would be
very useful to have access to standard devices which could be
set up at the same time as the projects, and which would greatly

facilitate qualitative evaluation, a posteriori.

No system of measurement,; however advanced, will mske it
unnecessary to carry out any evaluation or research on the human
or qualitative plane; but there is no doubt that the existence
of such a system is a source of enlightenment and guidance in
any such operations.

Administrative activity cannot be checked or evaluvated without a
direct practical study of the problems involved and contact with
the men in charge, but a good deal of time may be wasted, and
grave risks may be run, by failure to perceive what questions
really matter and by performing such research without advance

access to the fullest possible numerical information.
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Procedure and prososed solution

4.1,

From the congiderations just advanced, and from the observations

made in the course of the inquiry, it seems to us that:

-

There is a great need for modernization in the administrative
managenment methods of the secretariats, wmethods of
measuring productivity and of calculating costs and
performances should be devised to wmeel this need;

A range of possible methods exist to meet this need but; in
wost of the agencies, satisfactory information on the
feasibility of using these methods economically and
profitably does not see.r to be generally avallable;

In these circumstances more specific studies are needed

in order to make an informed choice between these various
methods;

Such research, which may range from the compilation of a

few elementary statistics on performance to itemized cost-
accounting and even study of numerical methods of evaluating
the efficiency of orojects; might form part of a programme

of analysis and research which it is time to put into
operation in order to arrive at a rational utilization,

and to make the fullest possible use, of modern tools of
management - in this instance, computers (the rest of the
research, dealing inter aglis with the classification and
processing of documentation and the technical and scientific
uses peculiar to the various organigations, should be carried
on at the same tiwme),

This programme of research represents a relatively large
intellectual investment which cannot be made from the
secretariats' resources alone; their staff are fully
engaged in the tasks of day-to—-day management;

It is therefore necessary that a special method of financing
should be found, and that the origin of the finance should be
such as to allow for some co=~ordination of the research

undertaken in the various organizations.
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It therefore seems natural to oropose that this finance « which
totals only a modest sum - should if possible be provided by using
a very small proportion of the overheads at present paid by

UNDP.

In addition, out of the sums paid on the existing orinciple of
oercentage calculation, snecific payments earmarked for research
of the tyose described in this report might be made to organizations
at their request; this whole arrangeument should follow a coherent
over-all plan covering inter alia diagnostic studies,; analyses
department by department, pilot operations and the execution of

a plan of gradual application.

With financing and methods of this kind, outside consultants and
specialist firms could be quickly set to work and practical

proposalsé/ could soon be worked out.

It seems neither possible nor desirable to make more specific
proposals at the present stage; before this can be done, a
decision in principle will have to be taken concerning the

grocedure ovroposed.

We feel bound to add, however, that il the method proposed here
for the use of a very small proportion of overheads was adopted
and proved successful it might be extended as appropriate. As
soon as it became possible to calculate within a fair degree of
accuracy certain components of overhead costs (e.g. the cost of
recrulting experts or of drawing up plans of opergtions, or
even the total overhead expenditure incurred in the field

(cf. the breakdown given in annexes 1 and 2 to the attached

o o a e

In this connexion, the proposal made in UNDP document DP/L.99
of 9 January 1969 that a general study of the problem of data
storage and retrieval should be undertaken by outside
consultants against an allocation of $64,000 (which might be
increased to $124,000) from the UNDP Governing Council may be
regarded as a useful step in the direction recommended here in
more general terms.
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note A) for a given previous period, it would be possible to
make a reasonable forecast, based on.adequate information,

of the overheads to be expected in the future. It would then
be feasible to consider scrapping the percentage method of
calculation altogether, orobably in stages, and "budgetizing"l
all overhead costs. In our view, however, it will be necessary

to begin with the more modest proposal we have made above.

Jde imply by this,; not that overheads should be charged to
regular budgets, but that the disbursing and executing
organizations should jointly establiish a special overheads
budget in which the appropriations made would be earmarked
for specific purposes. Such a budget might be prepared
either for a whole body of projects or project by project.
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- and itemized operational accounting
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example by indicating how tc set a new percentage
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on,

2e Note B, vhich follows this note, deals with the problenm

of standardizing the presentation of budgets and -
accounts,

J1U/Note/68/10/A

GE,68~13521



1. THE PROBLEM OF SUPPORTING COSTS: REASONS WHY IT IS IMPORTANT: REASONS WHY
IT CANNOT BE CORRECTLY SCLVED WITH THE INFORMATION AT PRESENT AVAILABLE

1.1 The problem
The problem of the overhead costs of implementing extra-budgetary programmes

consists in correctly determining the percentage to be deducted from the amounts paid
for the execution of special projects or programmes entrusted to the specialized agencies
(ONESCO, FAO, WHO etc.) by the fund-holding agencies: UNDP, EPTA, SPECIAL FUND, IBRD,
UNICEF etc.) to cover the administrative costs of those programmes.
If, for example, UNESCO receives $1 million from the Special Fund for the
organization of a teacher-training college in a particular country, how should this
amount be apportioned in order to determine:
- the amount which could be earmarked for the direct execution of the project (for
example $750,000, 800,000 or 900,000),

~ the amount assigned to UNESCO to cover Headquarter costs and various additional
administrative costs incurred by the acceptance of the task ($250,000, 200,000
or 100,000)?

1.2 History and urgency of the gquestion

The problem has existed for many years. Fairly restrictive principles (cf. para.l.é
helow) had been laid down since 1950 for the special account of EPTA and in 1958 for the
Special Fund when it was established.

The twenty-second report of the Advisory Committee on Administrative and Budgetary
Questions, eleventh session (A/5842 of 4 January 1965) points out that since 1956 studies
had been made on the question, particularly with regard to the operation of theg Expanded
Programme of Technical Assistance (cf. A/4172). Many other studies have been carried
out since, bopth by ACABQ and by certain specialized agencies, particularly UNESCO and FAO.

No satisfactory definition of the calculating method or of ithe amount of
administrative costs seems yet to have been found. )

The question, however, may become particularly urgent if, as envisaged by the
axecutive organs of UNDP, the amounts assigned to programmes financed by that agency are
soon to be substantially increased, reaching approximately twice the present figures.

1.3 Theoretical calculating formulae

The formilae adopted for the calculation of the "overhead costs" paid by UNDP to

executing agencies have varied over the years and seem to have been as follows:



Up to 1965:
EPTA: 12 per cent of the field costs of the preceding biennium
SPECIAL FUND: 3 per cent for the purchase cost of equipment and supplies,

11 per cent of other project costs.
Since 1965 and on the recommendation of ACABG:
EPTA: 13 per cent of the cost of approved programme projects for the biennium
previous to 1965,

14 per cent of these items subsequently, with some contimuing flexibility
in the application of reimbursement rates for small agencies.

SPECIAL FUND: 11 per cent of the total cost of projects. ‘

1.4 Metheods of payment and of actual calculation

The above percentages do not apply to exactly the same bases for EPTA and for the
SPECIAL FUND,

- For EPTA, they represent a calculation based on the total amount of programmes
implemented for its account by the agencies during a previous period (in the case of
UNESCO, the preceding biennium).

Thus, in 1965, for example, UNESCO received an amount of $1,860,000 from EPTA,
calculated for the period 1963-1964. The true percentage in relation to the programme
carried out for EPTA in 1965-1966 (which was for a higher amount in 1963-1964) was
therefore actually smaller than the figure of 13 per cent, officially adopted. On the
basis of the budgetary figures in documents 12 C/5 (1963-1964) and 13 C/5 (1965-1966),

the true percentage may be calculated as follows:

13% x 14 _
16.5 = 1%

UNESCO having executed $14 millions worth of EPTA programmes for 1963-196/ and
$16.5 millions worth in 1965-1966.

For the SPECIAL FUND, every plan of operation provides for three categories of
expenditure:

- the cost of the project itself (field costs),

- contributions of the countries in which the project is executed,

- lastly, the administrative costs paid to the executing agency.

As the execution of‘the ﬁrdject covers se&éral years.(for example, five years), a
time-table provides for the spreading out of the costs year by year. In such a case,
the 11 per cent of the administrative costs based on the total cost of the project, i.e.

for five years, is paid to the executing agencies in unequal amounts each year:



generally the payments are higher in the first and last year to take account of the
particularly heavy cost of starting and completing the operation. Moreover, certain
advancss may be paid. \ .

It follows that the funds actually received by the agencies, taking into account
the fact that the cost of programmes is rising year by year, may not represent 11 per
cent, if the administrative costs provided for in the course of a year are compared
with the total cost of the programmes to be executed in that year.

1.5 The amounts actually paid

Specifically, appropriations under the head of "eosts of executing agent" havs
varied as follows:
(a) For the biennium 1963-1964, the percentage paid to all the specialized agencises
averaged 10,08 per cent for EPTA and 8.6 per cent for the Special Fund.
In reality, the percentage varied very considerably from agency to agency:
- In the case of EPTA, from 7.45 per cent for WMC to 24.63 per cent for UPU;
however, in the case of the large organizations (United Nations, 1LO, FAQC,
UNESCO, WHO), the percentages vary lititle: from 9.46 per cent for ILO to
10.14 per cent for WHO.
- In the case of the SPECIAL FUND, the variations range from 3.1 per cent for
IBRD to 9.2 per cent for FAG. The variations are greater for the large
organizations referred to above (from 5.4 per cent for WHO to 9.2 per cent
for FAO).
(b) We have no basic figures for the years 1965-1966. For UNESCO, for example,

the figures for 1966 are as follows:

Total expenditure Administrative Porcentace
under the programme costs S

EPTA 1966
Amount expended 10,475,188 1,088,480 10%
SPECIAL FUND 1966
Total amount expended 15,770,432 1,593,737

- 1 737
Expenditure for programmes 14,176,695 L 11.24%

1.6 Differences of evaluation regarding the amount which ®"overhead costs"
should reach, Studies by UNESCO and FAD - ,

There are very wide discrepancies in the evaluation of the percentages which should

be paid as costs of the executing agent. ,
(a) On the one hand, the principles applied by fund-disbursing bodies have always

been restrictive.



- Decision by the Technical Assistance Board of October 1950 (TAB/R50/Rev.l)
"Chargzeable expenditure should be limited to those direct additional and
exclusive costs";Aother than those referred to in paragraph 6(ii) below
(i.c. salaries of the regular staff working part-time on the Expanded
Programme, which are not chargeable) which are incurred as a result of
EPTA.

- Special Fund: "The Managing Director shall rely as far as possible on
the existing facilities of the United Nations, the specialized agencies,
thefInternational Atomic Tnergy Agency and the Technical Assistance
Board, These facilities should be made available to the Special ‘Fund
without charge except when clearly identifiable 'additional expenses are
involved" (General Assembly resolution 1240 (XIII) of 14 October 1958
part B para. 29)

Definite progress, largely as a result of ACABQ's studies, has been made since
the inception of the enquiry, and in both cases towards the adoption of the overhead
cost percentages indicated iﬁ.paragraphs 1.4 and 1.5 above. However, they have
remained well below the percentages requested by certain specialized agencies, and
certainly by the largest ones (w1th the exception, apparently, of WHO).

(b) On the other hand, the estimates of the specialized agencies concerning

the desirable optimum level reach much higher percentages.

Studies carried out by UNESCO énd FAO have led these organizations to consider
that the administrative costs of extra-budgetary programmes should account for at
least 20 per cent of the total amount of these programmes.

For UNESCO, there is a study of 26 April 1962 (PBM Report 31) and another study
of 10 April 1964, carried out in respect of 1963 (BBM Report 43), the results of which
have been summarized in document 13 C/ADM/12 of 4 September 196/ (pages 32 et seg).

This study, which is already out of date, has been supplemented by a slightly
more recent estimate (10 November 1965) which covers only Special Fund programmes

and reaches the same conclusions as the previous study.



These conclusions were as follows:

1. The administrative costs of extra-budgetary programmes (during the
period covered by the survey, i.e. 1963) accounted for 20 per cent of the amount
of the programmes.l These cosls are iherefors covered only to a éery Limited
extent by disbursements from the Special Fund or EPTA, and the prograrmne must
therefore meke up the differencs: in all only 46 per cent of the costs actually
incurred appear to have been covered by the contributions of the Special Fund aond
EPTA and the balance, namely, 54 per cent, was charged to the regular budgct.

2. Headquarters expenditure in respect of EPTA is as a whole higher than
that of other programmes, mainly as a result of the multiplicity of details that
have to be cleared up.

3. This proportion of 20 per cent earmarked for the supporting costs of
programries seems too low to ensure the efficient planning, management and day-
to-day administration of lhese programmes.

The studies carrisd out by FAO arrive at substantially the same
conclusions.

We have examined a number of these studies which appear to have been carried
out annually from 1953 to 1966, and in particular the following documents:

N PC 6/8/FC/7/26-62/E/217L9P

Impact of field program on the regular program, Note by the
Director General, 15 Juae 1962
- O and M Survey report No. 112
Tmpact of field program on regular program 1964, November 1964
- 0 and M Survey Report No. 123
Impact of field program on regular program, November 1966,

These two series of studies werc underiteken on the basis «f questionnairss
sent to the headquarters staff of the agencies in ordsr to determine tlhe
apportionment of the time spent by each professional stvaff member in the

implementation of the rsgular programme and of various extre-~budgetary programass.

1/ TFor UNESCO, exactly 19.7 per cent, for FaC, 20.4 per cent in 1964-65,
19.4 per cent in 1966-67 for the Special Fund.



The information thus obtained was extrapolated to the general service staff,
and various assumptioné were used for taking into account, eliminating or
allocating various items of expenditure of secondary importance (documents and
publications services, etc.).

These surveys were undoubtedly carried out conscientiously; it should be
noted, however, that they consist of estimates by professional staff members
of how their working time was allocated during two consecutive half-year periods
of 1963 for UNESCO, while, for FAO, they are based on the apportionment of time
during a typical working week regarded as representative of the year as a
whole. In other words, substantial errors of'judgement could have been made
by the staff members replying to the questionnaire; no checks are possible nor
is there any objective criterion.

Although the problem of supporting costs has not apparently been the
subject of studies published by'the other organizations, comcern about their
cost is reflected in the ILO's 1969 budget for example.

A special appropriation entitled "United Nations Development Programme
(Special Fund) Costs" of $150,000 thus appears under item 17/1 of this budget
and is accompanied by the foliowing comment, s

"As has been reported to the Financial and Administrative Cormittee and the
Governing Body regulerly sipce the inception of the ILO programme under the
Special Fund, the amounts allocated by the UNDP (Special Fund) to the ILO for
executing agency costs are substantially 1o;er than the costs necessarily
incurred by the ILO as a result of its participation in activities financed under
the Special Fund. Apart from the absorption of work relating to the UNDP (Special
Fund) in the activities of the departments concerned financed in conjunction with
their programmes under the regular budget, the position is met principally by the
creation of an extra-budgetary account, financel mainly by the amounts received
from the UNDP (Special Fund) as executing agency costs, but partly also by an
additional cash contribution under the regular budget which is transferred to this

account.”



Unfortunately, as the budget fails to indicate general income and, g fortiori,
income under this item which is shown, for accounting purposes, in a special fung,
the TIO's estimate of supporting costs cannot be calculated as a percentage (such
caleculotions are probably posgible for previous years on the basis of accounting
documents which we have not yat consulted).

With respect to the United Notions, annex [T to the 1968 budget (United Notions
participetion in programmes of technicrl co-operation) provides an estimate of
supporting costs in comparison with the amounts swoent by the various extra-budgotary
fund-~disbursing bodies. These fizures arc as follows:

- For UNDP (technicul assistence, 1967) estimated expenditure: $2,668,000;
funds reccived from UNDP: $1,574,620; +totol of programmes: $9,274,000 +
$2,500,000 = $11,774,000; estimated percentage of actual supporting costs:
22.9 por cent (United Mations + UNIDO),

- For UNDP (SF) 1967, totul of programmes: $18.3 million; amount received from
Speciol Fund: $2,1 million; amount actually spent: $2,323,000; shortfall:
$223,000; percentage of actual supporting costs: 12,5 per cent,

1,7 Is this an illusory problem?

Despite these discrepancics, the problem posed may, from a certain standpoint,

appear to be illusory.

The establishment of ¢ relatively high percentage to be drawn from cextra-budgotary
funds bto cover overhead costs is tantemount, in principle, to deciding who is to pay
costs which are, in any event, insvitable.

There is no guestion of erguing thet such costs arce unnccessary but only of
dociding whether they should be cherged wholly or in vart to the rcegular budget of tho
organizetion which implements tlic vrogramme or whether they should be paid in full by
the agency which finances the prosrcmme or projcct.

If the percentage adopted is zero, the full amount will be bornc by the reguleor
budgets; il the percentage is cqual to the sum actually cxpended, the whole of thesc
costs will be borne by the financing agencics. Lastly, if the apportionmcnt of cosbts
Talls somcwhore between these two extremes, they are allocated betwecon the two
categorics of agency. dowevor, the budgets of these two categorics arce obviocusly not
financed coxactly by the same type of income becauso, in the case of the exccuting
agencies, income consists of the compulsory asscssments of member Statos and, in the
case of UNDP, for example, of voluntary contributions., 1Moreover, the membor Stetos
in question are not exsctly the same in both cases, nor 1s the allocation of

compulsory or voluntary contributions identical,



Nevertheless, in the ccsc of the lergest assessmonts or contributions, the main
budgetary burden of the svecialized agencies or extra-budgetary programmes is borne
by the some member States. In these circumstances, o simple calculation shows that,
in the finnl analysis, the eostoblishment of the.percentage ot 0, 10, 20 or 25 per cent
has o virtually negligible elfoet on the overnll amount of funds made available by
each nmember State to the Unitcd Nations speciclized asencics and UNDP as a whole.

By way of example, we mnde a colculotion in respect of the United States
conbribution to the budget of the UNDP Specicl Fund on the ones hand and of UNESCO
on the other in 1966,

The facts of the problem arc as follows:

- Totol amount of overhead costs paid to UNESCO by the SPECIAL FUND in 1966:

$1,593,737.

- Total of corresponding programmes: $14, 176,695,

- Percontage aotuali&'ﬁsod: 11.24 poer cent, '

- United States particiéation in the UNESCO budget: $14,392,800, or 30 per cent

of the total regula; budget. . ‘

- TUnited States participetion in the SPRECIAL FUND in 1966: $40,320,000 out of

a total contribution of $98,584, 923, (But the United States has specified
that its participation should not excecd 40 per cembt of the total paid by all
other govermments. We shall thereforc teke the figure of 40 per cent,)

On the basis of these data, it is casy to calculate:,

- that, assuming overhond costs aro fixed at O per cent, disbursements from the

Special Fund would have been reduced by $1,593,737, and the regular UNESCO

budget should have becn incrccscod by the some amount,

- thot the United 3tates, on this assumption, could have reduced the vresent
amount of its contribution to the Special Fund by 40 per cent of this sum and
that 2 payment should have inerocnsed itg compulsory contribution to the UNESCO
budzet by 30 por cent of the same sum., As a rcsult, that country would have
had to comtribute 10 per cent less to the total, or $159,313.

Assuming that overhead costs arc fixed at 20 per cent, namcly, at $2,835,339, the

calculetion would have to be based on the difference between this zmmount and actual
participation of $1,593,737, or on $1,241,602,
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In thot case, the United Statcs wouwld have hod to pay 10 per cent more than
this sum, or $124,160.

Comperod with the amount poid by the United Stotes to the Special Fund on the
onc hand ond to UMESCO on the other, i.c. approximately $54 million in all, thec
difference between these two assumptions (124,000 + 159,000 = §283,000) is about
0.5 per cent of the total paid by it to the two organizatios.

0f course, these calculations hove boen baged on United States participotion
thich i3 not only the largest but also the orn. for which the difference betwoen the
nercentrges of participation in the two btudgets cmounts to only 10 per cent,

If the calculotions had been made by countries such as France or the Soviet
Union, the differences would have bocon reletively greater, becausc the contributions

o’ those two countries to the Special Fund and UNESCO are as follows:

Country Special Fuhd UNESCO Diffcrencc
USSR 1/98.5 or about 1% 14% 13%
Fronce 1.6/98.5 or about 1.7% 5.71% 47

It is obviogsly to the Madvantage' of those two Momber States that the
perccentage of overhead costs (chargeable to UNDP) should be fixed as high as possible.
Tlowever, the amounts in questlon are ridiculously small, namely, about $EO0,000 at
most for the USSR or %50,000 for France. In viow of these small differcncos, the
Mewber States in gquestion, and in o broader contoxt oll Membeor States that arc in
virtually the same situation,.would not anpear to be justified in thinking that the
fixing of overhead cost percenteges of extra-budgetary programmes could hove any
Tor-reaching financil implicetions.for than (the caleulations made in respcet of
other liember States reveul that the financicl implications ars even smellor then
thosc given by way of oxamplc).

1.8 The real vroblcoms

The rcal problems thereforc arisc in other fields nnd these must bo clcorly

identificd, The most importont is ultimctcly that of establishing whoether sufficient

resources ore being ellocated to the cdministrotive costs of supporting progrommes

to _encblo these programacs to be proporly implemented, or whethsr thesc costs ere

cleorly excossive,




The fund-disbursing cuthorities, whetheor they cre Member States or fincncing
institutions, always have a natural tendency to prefer direct expenditure which is
translated more tangibly into material achievements or fiecld activities to
cxpenditure on administretive support, which they generally tend to consider cxcessive.

The dispatch of ~n expert to theo ficld is gsomething visible and measurable,
whereas the expenditure involved in recruiting, paying and assisting this export,
although necessary, seems less acceptablc boecause it increases the cost of each
oxpert ond thereforc appears to reduce the overall offectiveness of the funds
available,

The organizations respongiblc Tor the execution of programmes point out, on
the other hand, that "ceconomieg' in support costs often adversely affeet the
guolity and effectiveness of the prozrammes, The most obvious example they cite
is recruitment. Economics in recruitment costs are dangerous if they lead to the
adoption of simplified mcthods. The quality of the persomnel recruited cannot then
be assessed with a full knowlodge of the foets, Personnel can bo recruited Von
the cheap" by correspondence with extromely simplified screening bosed on personal
files, However, a morc reliable method of reseruiting international cxperts is to
summon candidates for interviow. Obviously in the case of international experts
such direct methods imvolve subsiantial travel expenses if the candidates (who will
not neccssarily be accepted) arc to meet their interviewors.

This reoiscs two questions:

(a) TExactly what type of cxponditure is covered by the torms "administrotive

costs™ or "programmc suvvort costs" and what should it comprise?

{(b) Is it possible to estoblish a precise accounting systom for such

expenditurc, preforably applicoble to all the organizations, to facilitate
its control and comparison?

1.9 Definition of the coverage of administrative cogts or support costs

Neither in Bnglish nor in Fronch do tho torms used (administrative costs,
support costs, ete.) give o very clear idoa of the activities this expenditurc is
intended to cover. The terms evcn seen to be used in a distinetly pejorative

scense. It is therefore important to find an accuratc definition,
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In this context, studies carried out by UNESCO and FAO have produced fairly
precise lists of these activities; the lists were designed to permit meaningful
enquiries among the staff about how they used their time and divided their activities
between the organization's regular programme and its extra-budgetary programmes. The
descriptions of the various operational stages were not quite the same for both
organizations, but they were nevertheless very similar.

UNESCO makes a distinction between 22 stages falling into three main
categories:

1. Planning
2. Supervising and servicing
3. Termination cf projects;
whereas FAO distinguishes between 27 stages divided into four categories:
1. Overall programming
2. Preparation of plans of operations
3. Administration of operational projects
A Reporting.
The lists of stages used by the two organizations are given in annexes 1 and 2.
It will be seen from a comparison of the two lists that in both cases the following
are included as important functions under "support costs':
(a) Programme formulation and preliminary negotiations with the governments
of the countries concerucd and the fund-disbursing organizations (this
covers 5 operations grouped under the term "planning" by UNESCO and 14
operations grouped under foverall programming and preparation of plans
and operations” by FAO);
(b) Recruitment of experts or fellows;
(¢) Purchase of equipment;
(d) Personnel administration proper, overall financing and budgetary
problems;
(e) Supervision of and assistance with the preparation of reports, provision
of documentation and technical assistance to experts;
Interin revision of operational plans;

)
(g) Inspcction of work end preparation cof the final report.
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This summary of the lists of operations described by the two organizations
shows that they involve much more important matters than adminisirative costs
proper (for example personnel administration, payment of salaries, budgetary
implications, correspondence costs, office expenses, etc.).

The United Nations Budget BEstimates, in Annex IIl mentioned earlier, also
contain a list. Backstopping for UNDP Technical Assistance, according to this text,
"includes substantive assistance in defining the scope and objectives of individual
projects, in providing guidance for technical aspects of expert assignments, training
programmes and equipment supply, end in formulating final recommendations arising
from specific projects. In addition, administrative services are provided by the
Office of Personnel (Technical Assistance Recrultment Service), by the Office of
the Controller in the accounting and audit fields, and by the Office of General
Services in the arcas of general administration, purchase and transportation,
communications and records.”

Paragraph 12 of the same annex gives a comparable dcfinition of the backstopping
activities for Special Fund programmes.

Most of these functions btherefore involve virtual participation in the actual
execution of the programme or project. The quality and effectivencss of the
programme or project itself depends directly on (these factors are worth recalling):

- the quality of the recruitment system for experts sent to the field;

-~ ths way in which the project itself is conceived and the method used and
care taken in preparing the operational plans;

- adequate preparation to permit the active collaboration of the authorities
of the country which has accepted or requested the project (therefore prior
and sufficiently detailed negotiations);

- the kind of instructions and professional support (information, documents,

training) given to the experts in the field; :

1/ United Nations Budget Estimates for the Financial Year 1968 and Information
Annexes, General Assembly, twenty-second session, Supplement No. 5 (A/6705)
Annex II, paragraph 10, page 283 in the French text and page 267 in the
English text. )



- the supply of equipment, which is an integral part of the execution of the

actual project;

-~ lastly, the care taken with the preparation of reports, especially the final

report.

It is therefore not merely a question of "supvort costs™ or "adminisirative
costs" of projects the essential element of which is field work, but a division of
responsibilities between the officials working at the headquarters of the executing
agency and the experts sent to the field.

It is therefore important to ensurc that these responsibilities are apportioned
correctly and, especially, that sufficient funds are allocated for such basic '
operations as expert recruitment, projecl formulation and operational planning.
Ultimately, the quality, and therefore the effcctiveness, of the projecls themselves
depend very largely on the kind of solution found to this problem of support cost
calculating procedure, which on the face of it seems to be rurely a maticr of budgetary
and accounting technique.

1.10 Impessibility of finding the correct solution witih the informalion at

present available.

Unfortunately it does not seem possible to arrive at a satisfactory definition of
this division of responsibilities with the budgetary and accounting procedures at
present in use.

It is indeed difficult to apply bo all the specialized agencies the conclusions
reached in studies which, although rcliable, arc either very old (UNESCO 1963) or
based on subjective evaluations of the division of staff activities during one year !l'
(FAO) and which were in any case prepared by only two organiza.ions.

Ancther, still more important, reason is that the percentage roprescnted by
"support costs' is likely to vary considerably if the total cost of programmes entrusted
to each organization increases subslantially, aad even doubles as is al present
anticipated. It is by no means certain that support costs vary in proportion to the
total cost of programmes: it is, on the contrary, highly probably that some
constituent elements of backstopving will in such circumstances involve relatively
less expenditure, while others will cost much more, and that it will be impossible to

estimate the total in advance.
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For eiample sone elements may vary with the number of programmes
or projects (the fact that programme totals may 5e doubled does not
necessarily mean that the number of projects will be doubled). Others
vary with the number of experts to be sent to the field; however, the
increase in recruitment costs, for example, couvld be much more than
proportionate to the number of experts, if only because recruitment
itself can become much more difficult and costly if the supply of

experts suddenly greatly exceeds the demand,

In such circumstances, if a proper solution is to be found to the
problem of apportioning headquarters costs and field expenditure, a

much more precise method must be applied.
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2, CONDITIONS NECESSARY FCR A SATISFACTORY SOLUTION OF THE PROBLEM

2.1 Relationship between accounting information and budget decisions

As briefly stated in the introduction to this note, certain preccise
accounting figurecs providing 2 basis for correct budgetary decisions would

be needed for a rational solution ol the problem.

Such comparable accounting figures arc needed if these charges for
support costs are te be corrcecitly evaluated and provided for, mainly

because what is involved is not a simple budgetary technigue.

The budget estimatcs of operational expenses in the field, when the
project has been carcefully preopared, arc arrived at by a relatively simple
calculation of the number of expert/honths required plus some travel expenses
and some equipment. In the casc of support costs, on the other hand, the
various kinds of expeanditure corresponding to the various operations cannot
be casily isolated becauvse thc entire administrative apparatus is made
available for the projects: the programming departments administer several
projects of diffcrent origins, including those of the organizations! regular

programme, and the administrative and general scrvices departments also con

tributc to the support of a given project: an analysis of the time spent by

the cxperts belonging to all these departments is therefore nceded to provide

a basis for the estimates. This method was usced in the above-mentioned
UNESCO and FAO svurveys. In such a complex operation, however, a purely
accounting study affords no guarantce that the most economical or the most
effective method has becn used. The accounting results are indispensable,
but they must be prescnted in such a way as to provide a basis {or the com-

parison of mcthods between the differcnt corganizations.

Inasmuch as it is impossible to lay down standards unless such accounting
figures are available, we shall consider in turn the problems invelved in:
- the ecstablishment of an itemized cperational accounting system

<

- the comparative and standardized processing of the results obtained,
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2.2 Establishment of an itemized operaticnal accounting system

The objections gencrally expressed, particularly by organizations that
are mainly administrative in nature, to the indroduction of cost accounting
are usually bascd on the high cost compared with the slight advantages the

system is expected to provide.

In the present instance it does not seem to be very difficult, from a
technical stand-point, or very costly to establish such a system, which
would not only provide the basis for a correct solution to the problem

under review but would also help to solve a great many other problems.,

The basic elements of such an accounting system can be scen very
clearly from the UNESCO and FAC ctudies mentioned above; what is involvedis:

- to ascertain how the staff!'s working time (andalso their travel
expenses) are used, by means of a questionnairc asking each official
to provide a breakdown of his time as between the regular programme
and the various extra-budgetary programmes and also to indicate by
means of a checklist the kind of work he has becn doing;

- to assign the results so obtained as a percentage of time fto the tornl

staff costs at headquarters.

The advantage of such an accounting system in this instance is that it
would show the exact cost of the various operations required for the
implementation of all programmes of the same origin and, cven more precisely
the cost of cach particular programmc. If the questions are drawn up with
sufficient care and the checklist of dutics is both clear and detailed, the
questionnaire could provide a very clear picture of the work of the
departments and a precise indication of the cost of the activities

performed, broken down by tvpe of operation or by programme.
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Hence, the wealth of information thus obtained may be of use for many more
purposes than the mere problem of calculating the total amount of support costs.

If these questionnaires are drawn up with care and suitable mechanical data
processing methods are used to ensure speedy results, this would be an irreplaceable
source of information on all aspects of the work of the departments with regard to
both cost and performance. .

The precise details of such questionnaires lie outside the scope of this note,
but some observations can be made regarding their frequency and the principles that
should govern their content.

2.2.1 The questionnaires must obviously be filled in at monthly intervals.,
They must be used systematically and become part of the accepted scheme of things.
Once the method has been explained and the usefulness of the operation clearly
demonstrated to the persons concerned, it should not take more than a quarter of an
hour to complete a questionnaire of this kind. The monthly interval would not,
therefore, constitute an undue burden, and it is the only interval which would permit
accurate replies to questions on the bresgkdown’ of the vse of time. Questionnaires
at shorter intervals would serve no purpose; on the other hand, if they were completed
at quarterly or half-yearly intervals the replies might be inaccurate, as the staff
member would be unable to recall his various activities with sufficient precision.

However, the monthly interval does entail a processing problem; processing would
have to be done mechanically, but the widespread use of computers in the different
organizations should help to solve this problem.

2.2.2 The guestionnaires should be formulated in such a way as to elicit
the desired information (any information which it seems reasonable to ask for),
according to the nature of the duties performed.

The above-mentioned FAO and UNESCO questionnaires werc of course designed to
obtain specific information - the amount of supporting costs and their apportionment
among the financing institutions. However, the authors of the questionnaires deemed
it necessary to define support costs precisely by drawing up a list of the relevant
functions, and by so doing they made it possible to ask specific questions the replies
to which provided more information than that initially sought.
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This shows that it would be possible, without undue complication, to
obtain a greater amount of information if tlhe questionnaires are prepared
accordingly, The above-mentioned questionnaires werc designed to analyse
the work of permanent scaff responsible for the execution of programmes
(Project O0fficers, Department Heads). They were of course less suitable
for staff performing general administrative duties (budget, supervision,
general services, confercnces, documentation etc.). This explains why
certain particular methods had to be adopted, for example, for the documents
services. (@n the UNESCO report, for example, it was decided to incrcase the
time spent by staff of the documents and publications service on the regular
programmc by 25 per cent and to reduce accordingly the time spent on the
other programmes, i order to correct the replies to the qucstionnaires by

officials vho constituted only a part of the total staff.)

Consequently, the kinds of information that can be asked for in relation.
to the duties performed should be defined more precisely; this would
undoubtedly make it possible to obtain a clearer idea of the output of
certain services, Hence, one of the questions could be concerned with a
quantative evaluation of the work of each staff member, though admittedly
this type of inlormation involves serious difficulties of interprctation
(number of pages translated in the case of translators, number of letters
written, contracts cr agrecments concluded, inspections made, ctc. - in
short, the number of sigeificant units of activity of the staff menber

concerned).

The questionnaire might possibly have onc part which would be the same
for all staff members, whatever their functions, and another part varying
according ta the nature of the dutics performed (for programming department

staff, administrative or general services staff, cxperts in the field, etc.)

2.2.3 It is nccessary to make an exhaustive list for the itemization of
the dvties performed. We would merely point out that in the annexed lists
and the recapitulation in paragraph 1.9 above no mention is made of research
work or the training of experts, that administrative duties are not described
in detail, etc. This question will be gone into more thoroughly in

paragraph 2,3.3 below.
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2.,2.4 Lastly, it should be bornc in mind - and this is of fundamental
importance -~ that such an itemized accounting system is not an end in
itsell; it is useful only if it provides a means of obtaining the informa-
tion n-2ded for constant improvement of the methods used both for reducing

costs and for increasing performance.

Such information can be obtained only if thce methods used are the same

for all the orgoanizations of the United Nations family.

2.3 Common mcthods of preparation and proccssing

This subject calls for some comments,

2.3.1 In the first place it is necessary to arrive at a common mcthod

of preparing questionnaires, If consideretion is limited to the problem of

"support costs", -the examples given abovce and the accompanying comments go

to skow that it should be an easy matter to develop such a common method.

It is also necessary to lay down the procecdure for arriving at this
result: decision in principle to establish an itemized operational
accounting gystem and to develop a common method; appointment of specialists
to take charge of the work imvolved in each organization; meetings between

those specialists to exchange views and proposals, etc,

2.3.2 One specific difficulty should be mentioned in this connexion:
while an itemized operational accounting system is esscntial to the solutim
of the "support costs" problem, it is also of use for other purposes (as
indicated in paragraph 2.2.2 above). This being so, the task of devising a
method for the preparation of questionnaircs depends on the objectives aimed
at in cost accounting: analysis of the activities peculiar to each
organization, quantative measurcments of work doue, timing of certain cycles
of administrative operations, calculation of costs and output of certain

types of operations, definition of ratios, etc.

It is therefore essential that each organization rhould clearly state
its views on this subjcect and that accurate dossiers should be compiled on

this point cven before any discussion between specialists takes place.
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2.3.3 At all ecvents, at lecast so far as "support costs'" arc concerned,
the breakdown should be made, as a'ready indicated in paragraph 2,2.3 above,

in such a way as to cover all the opcrations entailed.

There will bc a grecat deal of work to be done in order to arrive at a
uniform list for all the organizations. For cxamplz, the UNESCO and TAC
lists annexed to this ncote do not include the following catcgories:

Preliminary research necessary to develop working principles

for use in relation to programmes;

Training of experts.

Nevcrtheless, these two types of activity are in fact carried on, either
in research institutes closely associaced with the orgarizations, or within
the organizations themselves, The wvse of itemized accounting to determine
the amount of expenditure on these tvo types cof activity, and to ascertain
how far it is adequate and how far it permits an improvement in programme
effectiveness, is a heavy task, but the clarity of thisaccounting srstem

would make it easier to perform.
It would also be worth whilc to analysc how programmes arc drawn up and

negotiated botn with UNDP, or any other disburcing body, and with the
Governments of the countries conccrned. The descripiion of the operations
given in the UNE3CC and FaC lists (for UNB3CC, for evampl:z, cf. annex I,
first five items) seems to indicate that the triangular rel. tioaship
"participating organization - UNDI' ~ (ountry concerned" does not always have
the benefil of a prior overall anal; sis which would probably make it easier
to drawv vp the programmc and would provide some indication of its degrec of
urgency in relation to the nceds of the countr, concerned. Here an
additional function comes into the picture: that of prior overall analysis,

for which it would probably be of great v-1luec to make a spccial aprropriation

In other words, a satisfactory breakdown of support cests, if agreed tlo
and adopted by all thc organizations, would cnable them to take full
advantage ol the itemized acccunting systen. It would probably be wise to
proceed by successive approximations in order to arrive at a really appro-

priate breakdown.
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2.3,4 It is alsc necessary to develop a rethod of processing the
accounting figures: in particular, to determinc which authorities ox
services should be responsible for gathering the Ffigures and making the
necessary comparisons; and then to arrange meetings between specialists in
order to draw conclusions from those comparisons. If, for example, the
cost of recruiting experts was found to vary widely from organization to
crganizaticn, it would be desirable to investigate the reasons for the
differences, invite thc various organizations' specialists to discuss then
and then, after due consideration, find what scemed to be the best method
for general adoption, and estimate its cosc: in other words, dctermine the

rational level of expenditurc appropriate to that type of activity.
The samc procedurc would be applied to the other items of expenditure.

The existing sevvices of the various organizations could no doubt be
entrusted with some of the overall comparative studies, but a centrakizing
and initiating service is needed as well. It would be worthwhile to con-
sider whether ACC hae any sccretariat unit that should undertake investiga-

tions of this kind,

2.4 Standard definition of degirablc expenditurc

Ultimately this type of information could bc used as thc basis for a

standard definition of desirablce cxpenditure: +that is to say, a rational
budgetary dofinition of support costs.

It is clear that the ultimate aim 1s to arrive at a rcasoned dJdecision cn

n

the amount that shouwld ratiocnally be spent in order to ensure that programmes
yield the best results at the lowest cocst. In the last analysis the sole
purpose ol all this mreliminary accounting work is to provide as much
information as possible for thosc responsible for taking budgetary decisions,
whether thesc are specialized secretariat departments or the assemblies which

vote cn the budget estimates.

It is neceszary to obtain a clcar idea not only of the actual costs

incurred but also of what costs would be appropriate and desirable. It is
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reasonable to think that this would improve the cfficiency of the organiz-

ations themselves and would make it casier to reduce, once and for all, the
existing differcnces cf opinion between the financing institutions and the
participating organizations on the subjcct of supﬁort costs. It is
probable, howcver, that such a system would shed 1light in a fairly large
number of other areas, provided that the itemized accounting systém was

designed to help in the measurement of cost and efficiency in general,

Nevertheless, the following points must bc stressed:
- No real purpose will be served by organizing such a system
unless it afferds a means of making valid comparisons;
- Comparisons will De possible only if the working principles
of the system arc the same for all the organizations
(prcsentation and frequency of qucstionnaires, list of
operations analyscd, etc.);
- To the extent that the system depends lor its operation on
the availabilify of cxact accounting figurces and makes for
_the rationalization of budgeting mcthods, it seems clear that
the organization of an itemized accounting system cannot well be
dissociated from the standardization of budgetary and’ accounting

presentations, which is the subject of note B,



3. PROVISIONAL CONCLUSION

Ve shall confine oursclves here to a rapid summary of the main ideas put

forward in this note, so as to make it ecasier to understand the attached

questionnaire.

3.1 The problem of calculating the support costs of extra-budgetary
programmes would be of relatively minor importance if the purpose vas to
determnine whether those costs should be borne in full or in part by the

organizations administering the funds c¢r b the executing organizations.,

In reality, howcver, these support costs represent payments for
functions essential to the proper exccution of the programmes; it is there~

fore important te know what budgetary appropriations should be made for them.

In the studics made on the subject by two organizations, these costs are
estimated to total 20 per cent of the cost of the programmes - a proportion

appreciably higher than the current UNDP assumption.

Moreover the organizations in question consider such a proportion insuf-

ficient to ensurc that the requisite functions are properly performed.

These studies bear all the hallmarke of reliability; unfortunately they
refer to only two organizations. They are based on evaluations which would
benefit from greater precisicn, and cannot be used to calculate the varia-
tions which might result from a massive (and forescen) increase in the

financial scale oif extra-budgctary prograiucs.

For that reason it does not appear possible, with the data at present

available, to propose a solution to this problem.

3.2 The only satisfactory answer would be a cost-accounting system kept

by uniform methods in all the organizations.

The establishment of such a system docs not appear to prosent insuperable
difficulties, particularly from the standpoint of cost, and it would bec of

great scrvice for beyond the scope of the support costs problem.



- 25 -

However, in order to organizc such a gystem it would first of all be
necessary to adopt common methods of drawing up and processing

qucstionnaires.

The essential result would be that comparisons could be used to arrive
at an accuratc determination of desirable cxpenditure: in other words, to

make a decided improvement in methods of budgeting.

It seems clear, therefore, that the question is bound up with the
standardization of budgetary and accounting prescntations, which is the

subject of note B. ’

Maurice Bertrand
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UL .C0 - ixtra Budgetary Programmcs

Steps in planning, supervising and servicing ol extra-budgetary
programncs

Below are lisced the main steps in the planning, supervising and
servicing of excra-budgetary programmcs which are paid for by Head-

quarters costs.,

A, Planning

1., Assist governments in drawing up requests for technical assistance.

2. Review and evaluate requests reccived from governments,

3. Prepare gcneral plans for meeting requests for assigtance and
ncgotiate with governments and cxtra-budgctary agencics,

4, Draw up detailed plans of operation and necgotiate with government
and extra-budgetary agoncy,

5. Obtain final approval of governnent and cxtra-budgetary agency

for implementation of project.

B. Supervision and servicing

6. Recruit and brici cxperts, including rcplacements for departing
experts (clear candidatures with governments - usually three
qualificd experts suggested for cach cxpert post).

. Draw up cquipment specifications and purchase cquipnment,.

(oo TS |

. Seclect fellows and arrange for study abroad.

\O

. Pecrsonnel administration of experis (allowvances, leave, housing,
family problems, medical bencfics, special pensicn arrangements,
travel, visas, ctc.).

10, Financial administration (obligate and pay in some 60 currcncics
experts' salaries and allowances, fellowship costs, cquipment
costs and miscellancous expenses - maintain project accounts).

11, Budgetary administration. Continuous revievw of obligations and

expenditure to ensure that funds are adequate to carry out plans.

Revise estimates as necessary in consultation with governments and

extra~budgetary agencies. Transfer funds as necessary bectween

items of expenditurc and/br projccts.

o/
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12. Follow=up on equipment purcdhases to ensure delivery and make
insurance claims. Keep inventory of equipment. Dispose of
equipment no longer required.

13. Service fellow in country of study; stipend, special problems,
curriculum changes, etc.

14. Revise project plans as necessary in light of experience.

15. Receive and use government counterpart contribution.

16. Receive reports from projects; analyze; add information
and submit to Extra=budgetary agency and include information
in reports to Unesco governing bodies.

17. Provide technical guidance and documentation for experts.

18. On~the=spot inspection of projects.

19. Negotiate with governments on problems of project implementation.

e TEY

Termination of Projects

20. In consultation with governments and Extra=budgetary agencies
ensure that benefits of project will continue after its
termination.

21. Dispose of equipment.

22. Prepare -final report.
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ANNEX 1T

FAQ = BExtrg=Budgetary Programmes

DISTRIBUTION OF TIME BY TYPE OF FUNCTIONS AND BY FIELD PROGRAMMES

A.  QVERALL PROGRAMMING

Formulation, evaluation, coordination of overall programmes
Programme-wide administr. (policies, procedures, coordination)
Negotiations with TAB, UNSF, UNICEF, or Trust Funds! sponsors
Assistance to Govermments in the preparation of requests
Exploratory approaches and negotiations

Preparatory exploration of project proposals

Reviewing, evaluating, oosting project proposals
Participation in meetings, committees, etc. on the above
Consultations with other agencies, with education and research orgs.
Reporting to FAO Governing bodies

OTHER (specify):

B.  PREPARATION OF PLANS OF OPERATION

Development of Plans of Operation

Plans of studies (fellows)

Preparation of internal project budgets

Negotiating Plan-Ops with governments and with UNSF, TAB, etc.
Participation in meetings, committees, etc. on the above
OTHER (specify):

C. ADMINISTRATION OF OPERATIONAL PROJECTS

Overall administrative and technical supervision of projects,
Training Centres, Fellowship, etc.

Finding, recruiting, briefing Project personnel, Fellows, etc.
Servicing of project personnel, Fellows, etc., incl. corresp.,
review of reports, backstopping, tech. guidance, admin. servicing

Procurement of equipment, supplies, facilities

oo/
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Assessment of progress, review and adjustment of Plan-Ops
Negotiation of contracts, special service agreements, etc.
Assistance for and review of Expert's final reports

Other administrative tasks related to projects in operation
(Personnel, Accounting, Statistics, etc.)

Participation in meetings, committees, etc. on the above
OTHER (specify)

D.  REPORTING

Periodic evaluation report on progress of operations, status
of projects, to t nsori

Financial and budgetary accounting

Correspondence, discussions on this subject

Participation in meetings, committees, etc. on the above
OTHER (specify)
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ANNEX 2

Summary analysis of answers given by organization secretariats

(by question and by organization)






A.l, What rate should, in your opinion, be adopted for calculating the
support costs paid by UNDP, in order to cover completely the expenses
at present incurred by your organization. ?

UNESCO 20 per cent.

FAQ See A.2.

WHO See A.2.

110 (answers A.l. amd A.2.)

The answer depends largely on the definition of "support
costs",

Recent survey shows that these costs exceed the repayment.

Preliminary survey : 30 per cent for UNDP SF and TA (not
including telephone, housing, etc.).

More detailed survey in progress.

According to the preliminary survey, support costs are made up
as follows

- Project planning and prospecting cevevessess 19 per cent
- Technical and supporting services .......... 30.3 per cent
-~ Administrative support ..eeieeveceesencessss 50.7 per cent

100.0 per cent
ITY No minimum rate has been calculated.

The Secretary-General has been invited (resolution No.30 of the
Plenipotentiary Conference) to study the problem.

Study document 3723 CA 23 attached hereto.
Further study requested : document 3792 CA 23 attached hereto.

Question re-examined in May 1969.

WMO No studies on UNESCO or FAO lines undertaken.
20 _ner cent may be considered reasonable.



No suggestions = barely a year's experience of technical assis-
tance projects.

Merely think that, for smell organizations, a higher rate would be
warranted for the initial years of technical assistance activity.

A valid comparison of support costs and programme costs can be mede
only for 1967 and 1968.

Rate : 26.1 per cent = $241,430/$925,000,

For the reasons given below, it is difficult to fix UNDP's
contributions to administrative costs on the basis of a percentage
of total project costs :

- the work to be done by the orgaﬁizers is not proportional
to the total volume of projects;

- the administrative costs of a project are not proportional
to the amount of the project;

- the payment made for the preparation of a Special Fund
project seems inadequate and arrives too late.

In order tc determine a valid rate which would completely cover
the expenses incurred by the departments supperting the UNDP
programmes, the following would be needed :

= a clear definition of those expenses which can be
classified as support ccsts for repayment purposes;

-~ the institution of an accounting system to supply the data
for calculation;

- the minimum prerequisite for a valid accounting system
is that all staff of the supporting departments
(including managerial and supervisory staff) should keep
a continuous record showing how their working time is
spent. In addition, all travel and general services
utilized must be recorded in great detail. Such a
‘system would not merely be difficult to maintain; its resits

would be scarcely commensurate with the energy, effort
and time expended on them. Furthermore such a system
weuld be incompatible with the notions of "integration
with the organization's normal activities", "fullest use
of existing facilities" and "clearly identifiable
additional costs" embodied in the legislative texts
governing the UNDP programmes. The information annexes
to the 1969 budget give details of the identifiable
additional costs : the rate thus calculated is 12.4

per cent,



A.2, Indication of the bases adopted for this estimate (documents other
than those referred to in this note)

UNESCO The studies menticned in note A + experience of negotiations
with fellow-contracting parties to UNDP projects show that
the equivalent support costs are far in excess of 20 per cent.

FAD No documents other than the studies cifed = results tabulated
in the Programme and Budget.

WHO No study. We have always thought that the amounts paid wore
insufficient to cover all the costs. See general observaticns
2.5.1., 2.5.2., 2.5.4. (proposal for including support costs
in regular budgets).

1.0 See A.1l.
1Ty See A.1
WMO WMO uses the available funds to maintain a Technical Co=-

operation Department vhich deals with virtually all aspects
of activities finenced by UlIIDP and whose entire staff work
full=time on UNEP activities.

Strength and recruitment are barely sufficient, and the whole
system works only because :

- the drawings on nverheads exceed what would be a
reasconable (proportional) allocation from these finds
(if Special Fund projects stopped, WMO would be in
difficulties);

- the flexibility clause for small agencies is resorted
to almost every year;

- some of the support costs are covered by the regular
budget;

= The lcchnical Co~operation Department is supplied with
many administrative services (heating, cleaning, etc.)
by the Organization.



See A.1.

Estimate for 1967-1968 appears in table CE/C12/Document 13,
annex 2 (attached hcreto).

Similar calculation for 1969 has been made on new basis set

forth in document CE 1968 Doc. 4bII, 2nd table on page 20
(see letter of 4 October).

See A.l.



A.3. If the total amount of the extra-budgetary programmes was substantially
increased (for example doubled), do you think thaet the percentage of
the real suppert costs would :

- remain unchanged ?
= diminish ?
= increase ?

The percentage might perhaps diminish slightly.

22.5 per cent would be the right percentage to improve the
quality of projects today.

If the number of projects was doubled, the percentage might
come te 19 or 20 per cent.

(A.3. and A.4.)

The aggregate percentage would diminish (as a result of

the improvement of systems, etc.) (although some items,
such as the cost cf recruitment, tend to increase).

(4.3, and K. 4.)

In our cxperience, the percentage of administrative service
costs (as we define them) tends tc diminish slightly as

the regular budget and other scurces of available funds
increase.

Here are the figures for 1959, 1963 and 1969 :

1959 1963 1969

Regular budget 9.77 7.53 6.18
A1l sources cof

funds 6.07 5.30 3.74

The introduction of new organization techniques might tend
tc reduce the percentage of aggregate costs if budgetary
programmes incrcased., However, any such reduction might
be obstructed or even reversed if no improvement was made
in the complicated and detailed procedures applied by UNDP
to participating and executing organizations.

The ever=growing requirements imposed by the organizations
with a view to co-crdination ccnstitute ancther factor
making for an increasc.



In addition tc administrative costs, there are cther expenses
(operaticnal servicing costs) which are covered - and described
in the general cbservations,

H
(@]

(A.3. and a.4.)

The scele of the programme is nct the cnly factor to be
considered.

Other factors :

- proportion cf tctal programme represented by the varicus
technical components (manpower planning and training,
ete.); :

= gecgraphical distribution of programmes;
= size and duration of each project.

If the value was doubled without any change in existing ccmpe-
gition, the answer would probably be a diminution. But the

cnly way to give an answer would be tc make accurate calculations
covering :

- delimitation of fields of activity in which doubling
the programme wculd advance matters to a stage at which
roject management cculd be broadly decentraligzed;

= determination of the type of projects for which it would
become difficult to reeruit experts if thelr number
was doubled;

= determinaticn of the length of time required to bring
the programme up tc its new level.

But if changes were made in the nature of activities or in the
geographical arca they covered, there would be too many
variables for any valid forecasting; this means,; not that
forecasting is impossible, but that it would be necessary

to know in sufficient detail how the programme was to expand.

ITU Consider that the real amcunt would remain constant in
percentage terms.

WMO Doubling the programmes would probably involve a 60 per cent
increase.

IMCO It 1s difficult tc answer.



In view of the medest cxisting level of UPU support cests

it seems probable that the percentage of real support costs
would diminish. Although it is difficult to makc an estimate,
it may be thought that doubling the programmes would

produce a supportecosts figure of 20 per cent.

This is difficult to predict.



A./Z. Indication of the calculations or documents on which that estimate is

based.
UNESCO Sum of the Organizationt!s exparience, not specific calculaticns.
FAQ See 4.3.
WHO See A.3.
110 See A.3.
ITU No comment.
WMO Answers based on rough estimates.
IMCO See A.3.
Upy See A.3.

UN See A.3.



(]
(o
o

|

In your opinion, do the "counterparts" charged to the Govermments
of the countries in which projects arce executed add to the support
costs of prograrmes ? If so, for what reasons and in what
proport ons ?

Not only the counterparts, but the Government's whole
contributions, involve work which is chargeable against
support ccsts (planning, co=ordinaticn, servieing,
drafting, revision of projects, ctc.).

Cannot be expressed as a percentage ¢f the Government's
contributi on beceuse that contribution varies in character
frem project te project. But there is no doubt that they
add to support costs because they increase the size of
projects. Thus a project for which there is no Government
contribution is far simpler to manage than characteristic
Special Fund precjects, in which the Govermment's contribu-
tion is double that cf UNDP.

The Government-financed compenents of prcjects involve

the longest delays and most frequently require action by
UNESCO.

The organization and directicn of ccunterpart activities
certainly affect the werk of FAOD personnel, but this
factor has not been considered separately in the studies
made.

We think the effect is negligible, but no study has becn
made,

It is not entirely clear what is meant by "counterparts'";

= if this term refers to the staff supplied, the bulk
of the work falls to the project manager unless the
local Govermment has great difficulty in supplying such
perscnnel (in which case only the central departments arc
affected);

- if it refers te the Govermment's budgetary contribution
as a whole, it is ILO policy not to take responsibility
fer the administration of such projects. The amount
of work involved in refining these budgets and sending
reports to UNDP is not very great.



- 10 =

No ccmments.,

WMO experience dces not indicate that counterparts add
to support costs.

Not encugh cxpericnce to answer this question.

Local expenses paid in cash by the recipient ccuntry
neither simplify nor complicate the work of UPU (it is
merely & matter of supplying a few statistics to UNDP).

A slight increase in the work=-lnad, but the increcase
in costs is insignificant,
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A.6, Does itemized accounting machinery such as that prorosed in this
note seem tc ya possible and desirable ?

UNESCO

F40

—
[es]

4
o

UNESCO w.lecmes this propcesal and censiders that the
advantages tce be gained from such a system would far outweigh
the problem of calculating support ccsts. It would be a
useful way for the Director=General tu ascertain the
productivity cf the Secretariat.

FAO ccnsiders that such a system might be expensive and time-
wasting. Would the results be worth the effert ? In any
case, the results would depend on the individual judgement

of thcse responsible for operating the system.

We think it is pessible.

Whether it is desirable depends on how the cost ¢f such a
system compares with its perfcrmance.

We think it would take a very lcng time to set up a common
system and that maintaining the machinery would involve a
great deal of time and expense.

The results to be expected would nct be commensurate with

"the cost.

The alternative scluti-n which we propose should bring down
aFgre.ggte costs and make for an increasc in the resources
available for programme activitics.

Introduction seems feasible. Hcwever, would the expected
advantages be sufficient tc offset the additional expense
and complications ?

A system such as that preposed in note A is certainly
possible, Whether it is desirable depends on its costs
as compared with its performance (see A.8.).

It might have, in particular, the following advantages :

- that of indicating the exact spcts where methods
and procedures needed more thorough study;
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- that cf prcducing results which cculd be used for
severel specialized agencies and, thereafter,
providing = clearecr basis cn which tc examine
agencies' propesals ccncerning the financing of
surpcrt ccsts.

On the cther hand, the results are cf necessity partly
arbitrary and subject tc cunsiderable margins f error.
It is not ccrtain that :

= results cf ccmparable value cann.t be obtained by
making pericdic surveys;

- a standardized system unifcrmly spplied weould be
better than individual systems which take inte
account the structures and cther characteristics
peculiar tc each agency.

Certainly possible; and, since WMO uses a ncn-integrated
system, aprlying the itemized acccunting system should be
a relatively simple matter.

From the practical standpeint it is dcubtful that such a
system is desirable fcr such a small organizaticn as WMO,

Such a system would be tce difficult fer IMCO to apply.
We are nct equipped teo de this preperly.

Such machinery dces n°t seem very suitable for JRU.

It is very dcubtful that a cist-accounting system can be
applied with sufficient accuracy tc determine the real ccst.

This is a matter, nct of pr cedure, but ~f accuracy in the
method c¢f deseribing the time srent by perscnnel ~n the
extra=~budgetary pr-grammcs (review of monthly time sheets
by superviscrs, punching and verificaticn, ccmputer and
ccmputer programming) .



-13 =

4.7, Has your organization such a system already, cr have experimcnts
been made ?

UNESCO Yes

FAOQ No, The only existing system is that described in note A,

WHO No. No experiments = see A.lZ2.

11O No.

110 No.

WMO Ne., Our previcus answers arec based sclely on estimation.

IMCO See A.6.

Upg No for suppcrt costs; yes for translation services (based
cn the va ue of pages translated) and certain publications
(based inter alia cn time spent by reproduction services).

N The United Naticns has nc automated system of ccsting, but

has an autcmated system of payrcll and general accounting.
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A.8. Whet is your estimate cf the ccst of setting up such a system

UNESGO

FL0

—
(@]

equipment and costs) ?

An additicnal cutlay on staff - cnce professicnal and three
General Servicc pests = but this investment weuld yield
savings far in cxcess cf the cost of the new prsts; the
system could be put inte operation six rmonths after the
apprintment ¢f the staff in question and, of course,

after the installation of a computer.

There are tco many unknowns for us to glve a satisfactcry
answer. The answer wculd deyend rn how cemplicated the
system was, how cften inter-agency meetings tock place,
and how accurately the results were applied to
corganization end budgeting.

In crder tc answer such a question it wculd be necessary tc
make a detailed study cf the werk involved :

= preparaticns for intreducing such a system ;
= ccllection of date when the system was established;
= precessing of results.

It is impossible te undertake such a study ncw.

It wuld seem premature tc attempt to cstimate the cost

of a system which still lacks sufficient definition. The
cost wzuld depend largely cn how the existing account
structure cf the organizaticn had te be changed tc suit
the system. The most drestic changes wrull affceet the

EDP system. It wculd certainly n -t be desirable tc super=-
impcse on the existing accounting system a separate new
system of costing.

Difficult to make an estimate at this stage cf the study.
No estimate can be madc,

See answer A.6.
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UPU is unable to estimate the cost of such a system,
inter alia because this organization has no computer.

In the absence of gpecific criteria, nc estimate can be made.
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A.9. If such machinery shculd seem cumberscne, arce there, in y~ur cpinicn,
any means of simplifying it (for excmple by a sampling methed) 2

UNESCO The system could nct be apylied tc 211 the Organizeticn's
activities, but cnly t- these activities which are measurable.

FAQ Yes to the sampling method, which is what FAO uses now and
whizch can be refined to preduce more detailed results.,

WHO If the aim is to produce an accurate calculation of support
costs, we do not think there is any means of simplifying
the proposed system,

The sampling method (such as the FAO system which is oriticza
in the note) would not be sufficiently accurate.

The system would be cumbersome, and the time required for
staff to fill in the questionnaire (1/4 hour) seems to have
been nnderestimated. In order to obtain sufficient
accuracy, every staff member would have to record his
activities in detail every day (especially at WHO).

Although we do not recommend this method, it would be
possible to take a "sample! covering a full year and to
revise it, say, every five years.

ILO See A.6. et _seq.
ITU

The itemized operational accounting system might be replaced
by statistics or by a cost distribution table conveying
practically the same information.

B

As already indicated, the system might be applied to a single
agency for a trial periocd; this would throw a good deal of
light on the subject.

IMCO See A.6.
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Question does not arise at present owing to the UPU system
of organization.

Reservations were made in the preceding paragraph with regard
to the method of working out time spent; a sampling method,
for the very reason that it is simpler, is subject to greater
limitations (the degree of attention paid to supporting
activities varies from one staff member and one organization
tc another).
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A.10 Have you a computer with which the results of such accounting can be
quickly processed ? (State make and type).

UNESCG ~  No, not yet. The Organization hopes to have a computer
(ICL 1902 A) by the second half of 1970.

FAQ Punched cards at present. A computer is planned for 1970,
but the question of the cost of the system will have to be
examined. The compter is to be a Minneapolis Honeywell No.1250.

WHO WHO has a computer which could do the work for the other
organizations. (Cf. annex 8, Description of the computer and
its applications).

1LO Yes : IBM 1440 (to be replaced by an IBM 360-30 in March 1969).

ITU A UNIVAC 1050 is used for technical work, Present utilization
time : 270 hours a month. Additional work could be undertaken
by staggering the working hours of the staff.

o No.

IMco See A.6.

upy No.

UN Yes : an IBM 7044 and an IBM 360-30; about 20 per cent of their

working time is spent on accounting. Use of the computer
presents no problems, but we foresee serious difficulty in
obtaining prompt, full and accurate information on the use
made of their time by the staff concerned.
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A.1l. Are there, in your opinion, other means of arriving at a correct
calculation of support costs ?

UNESGO Yes : work measurement system.
FAO Even the system proposed would not produce gorrect resulis.

A1 that can be aimed at is to obtain the best possible
approximations (perhaps through more frequent reporting)

WHO There is no other method of arriving at a correct
calculation. See alternative solution proposed in general
observations.

1L0 The ILO is in process of preparing index numbers of

volume of work for reascnably homogensous working teams,

in order to detect changes in the -rork-load and to ascertain
the needs of the various departments. Wherever possible,
these index numbers of volumc of work are to be defined in
the light of a study in depth of a particular administrative
sector, In addition, the equipment for vse in this

is being assembled. These data may prove very useful in
determining the support costs of technical co=operation
projects and extra~budgetary programmes. Any information
desired concerning sectors not covered by “hls arrangoment
could probably be gathered through -uestionnaires similar

to that used in the recent ILO survey.

One of the most important considerations would be to
determine the value to be attached to different degrce- ol
precision.

UN No.



A.12, 1If an itemized operational accounting system is developed, what
purposes ocught it to serve in addition ¢ the calculation of
support costs (paras.2.2.2. and 2.3.2.) ?

UNESCO Wider purposes specified in A.6. above.
FAO Such =z system should be limited to the calculation of

support costs. It cculd nct be applied to the administrativ
problem peculiar to F.AC or those common to the various
crganizations (comment on this last point : there are too
many differences between organizations).

=
@]

We find the suggestions made with regard to the by-products
of such a system very interesting : a sufficiently detailcd
guestionnaire to provide the organizations with a
guantitative appraisal of the work of the staff; with
information on the performance of particular departments;
and, if the questionnalre was common to the various
organizations, with an opportunity to compare performances.
The various administrative units of WHO keep current
statistics on the volume of work, from which it may be
possible to calculate the efficiency of certain departments.
Reports are prepared and transmitted through the chain of
command., The Crganization is now considering the possibility
of modifying the form of these reports and introducing a
different method called "management by objective!" (on the
same lines as the PPBS concept). .

This illustrates the possibility of obtaining information of
the typc indicated in the note as an important by-product.

110 Any work done on the calculation of ccsts must cupply the

information necded for the preparation and supervision of the
ILO programme.

s
3
(e

It does not scem economic to introduce such a system
solely for the calculation of support costs. If such

an accounting system wes introduced in ITU, it would have
to supply a good deal more information.

|
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In the existing circumstances, the system would not serve
any other purpose.

If the system was applied to the WMO Secretariat (and not
merely to those departments which deal with UNDP), it would
provide useful information, for it would show the exact
distribution of effort between the various activities to be
studied.

See A.6.

These purposes seem to be more concerned with the breakdown
of the budget by activities (programmes) than with the
methods of execution adopted.

The cost=accounting system might form part of an overall
accounting system which would supply informati on analyses
with a minimum of duplication of effort. Such a system might
afford a basis on which tc evaluate support costs, It might
also afford :

- A comparison between anticipated and actual cxpenditure
for each accounting period ;

- information on the total time spent by the staff in
carrying out the work, according to the classification
of projects shown in the monthly time sheet.

It might also be used to modernize job classifications and
to revise the utilization of staff.

However, it would seem that only a small proportion of this
body of information could be used for these purposes, and
that any purposc of this nature could be more easily served
by specialized studies.
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A.13. Do you consider it feasible to draw up a common guestionnaire and
to develop common methods of preccssing (paras.2.2.2., 2.3.4. and

2.3.5.) 2

UNESCO Yes, but with due regard for differcnces beltwecn organi-
zations and betwcen [uuctions,

FAO It is feasible but would be expensive ano lime=wasting.
Should be an annual (xcreiss cnly.

WHO It is feasiblc but, as already stated, would be far too
time-consuming and expensive.

110 See A.6.

The feasibility of common methods cannot be established
until they have been tried. Standardization would be
difficult to achicve. Onec important point to be clecared
up 1s whether a standardized system would not bec too rigid
and difficult to adapt to changes in struclure.

1Ty A comparison betwcen organizations might be instructive
and might supply uscful information., However, it wcdld mean
nothing unless the basis of comparison was the same in
the various organizations. It would therefore be
desirable to draw up a common questionnaire and to develop
common methods of processing.

WMO Yes; such a system, applied generally, would be of little
val ue unless common methods wer. used.

IMCO See A.G.
0ru In the present circumstances, no,
UN It is feagible to have comnon questionnaires and to

develop commen methods of processing, but we do not
believe that a cost-accounting system would be worth
vhile or that 2 monthly questiocnnaire could be drawn up
in sufficient detail. The method of processing is a
purcly technical matter,
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A.14. Are you now in a position to propose the type of breakdowns you
would consider desirable for support costs (para.2.3.4.) ?

UNESGCO The UNESCO list is annexcd to note A. The items mentioned
in paragraph 2.3.3. of the note might be added. The
presentation might be modified to produce results acceptablc
to all the agencies.

FAQ This cannot be done now. It would bz possible to imp.7Te
the FAO list in the future, but this would 2nbtail consul-
tation between agencies,

WHO Since no study has been made of this subject, we are
unable to propose a breakdown.

110 For the time being we would recommend the breakdown applicd
in the 110 questionnaire attached hereto, However, it is
highly probable that studies in depth of certain sectors
mentioned in the answers to questions A,1. and A.2. will
lead to a new definition and probably a more detailled
breakdown of the various depertmerts =nd zupporting
activities.

1TU No comment.

WMO No.

IMCO See A.6.

Upu The breakdown shown in the document reierred Lo in para-~
graph 2.1, scems adequate.

UN It is one thing to determine thc total support costs feo all

the extra-budgetary programmes., But if monthly time cheets
were used by the staff it would be necessary to have a
breakdown for the different types of extra-budgetary
programmes and for the different types of job classification
(preparation for and attendance at meetings, meetings
service, replies to the observations of review, audit or
inspection bodies, etc.).



A.15.

FAD

-2 =

Does the comparative and standardized interpretation of the results
obtained, as proposed in paragrarhs 2.3. and 2.4. of the note,

seem 1o you an appropriate means of improving the working methods
of administration ?

Yos.

See A.12.

We are doubtful about this for the reasons state’ above.

Additional opportunities for making comparisons vould
doubtless have facilitated analysis and hence have improved
working methods. However, even if inver-agency ccmparisons
were to reveal significant difference in the cost of a
specific operation, it would not necessarily follow that
one agency was working more cfficiently than another.

There may be any number of reasons for differences in cost
per operation (relative scarcity of experts in a particular
sector ; existence of spucialized training centres whoss cost
affects the operation; structure of the organizations, ete.).

Yes ; it might be a means of improving the working of the
administration.

Yes ; see question A.13.

See A6,

If the comparison showed differences between organizations

in the results obtained, thosc differences might just as
easily be due to structural differences between organizations
as to differences in the soundness of the methods used.

Ideally such a comparison would be a very useful means of
improving working methods. However, this exerci.: is subject
to grave limitations owing te the number and nature of
variables and factors which are largely ocutside the adminis-
tration's control. It is therefore doubtful that the
considerable increase in staff and other resources which
would be needed to analyse the data would bear any direct
relation to the results to be expected.

e P aw
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