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Bxranded Prelininary g
henr System for Agency Suppers Costs

Torward
Ls  The zrte vg overnnental Working Group on Overhead Costs (WGOG) of +the
Governing Council of TEDP cu 17 January 1978 adopted a decision which among
other things:

"5. Pogquesus the JIU fo submit a further and expanded preliminary

mote elaborating ivs cutbtlizne cf a new sysien for support costs as

contained in DPfWGDC/”, inzlucing the completion of the percentage

figures and “he swecial formulae to Te incorporated in the table at

the erd cf tlat Jocrment, takirng account also of econcmies of scals

and nature (inclrding size) of projects; the note should also

explain the facto: sw:mhammmmibrvmﬁaﬁmm.mzwmmgemmﬂmm

cossg in diffsreas Ageﬁoies, incuding the impact of exchange ra

and cost ¢f T.vring factors; requests the Administrabtor and the

Bxeocutive Heads o the Agencies to submit so the Working Group their

corments on this JIJ Nobes® 1
2. This documert resvonds to the above request. To facilitatz its
consideration by the Werking Crovp, FU has expanded ana completed the note
presente’l 1o WGOT ac Aoccumeri 5P WvO 2 21 November 1977. Paragraphs 3--12 below
below are repreoducez, Jiuvh sume mlncr cnanges, {rom document DP/WGP,/_m Because
2f tre shert time aveilables Un prepars this note the views expressed are Lo be
ermsicered 2s ‘preldiminary? antil such time as there is an opportunity to discuss
the details with .he Dnited Naticns ageacies g/ 1 the meantime, figires should

rostated view 5/ that the gquestion of whether
oy UNDP or vrovided from the regular budgets of
ar. culy be decided by the coupetent
the Ceneral Assembly. The views
any decisicns regarding this policy

cver tre years accuvmuligted

r contribati to
participation in

h enhances its regulur
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Lra. viea
tooaavise dOXPL
that the bn¢te? Naticns orgarizations should
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6. The exis¥ing formula for the reimbursement of overhead costs to agencies,
based on 14 per cent of project costs, represents a pragmatic compromise, and
though in existence for some time it has no scientific basis. While having the
merit of simplicity it is inadequate. Even under traditional project execution,
where a United Nations agency provides all the international project inputs, this
formula has defects. It takes no account of the different types of projects or
cof the mix of project components. As a result a project consisting largely of
equipment or sub-contracts for which agency support is less costly has the same
overhead reimbursement as a project where experts predominate and for which agency
support is more costly. Nor does it take any account of major differences in
costs at the Headquarters of the various Agencies or of economies of scale. The
deficiencies of %the existing formula, for obvious reasons, will be accentuated if
new dimensions providing greater variety in the methods of project execution, and
particularly Government execution of projects, become a reality.

7 Therefore, the time has come to devise a new sysiem for agency support costs.
Bscause +these costs represent for UNDP alone scme § 55 million per year and because
the existing method could not be used when features of 'new dimensions",
particularly Govermment execution of projects, are introduced, an effort is
required to devise a new system. Although the proposals of JIU in this document
are more complex to develop and describe than the existing 14 per cent formula,
their applicstion using the table in IV.C. would not be unduly complex.

IT. Definition of Bupport Costs

8. The Inspectors are aware of various definitions that have been suggested for
overhead costs but note that the Governing Council feels that a clearer definition,
comprising cost elements, is required. The dictionary definition of 'overhead
coste! as "those (the costs ) due to office expenses, management, interest on
capital, and other general needs of business" (Concise Oxford Dictionary) indicates
that the térm ‘overhead costs! is not wholly appropriate in the context of
reimbursement o Agencies. It implies that these expenses are mainly
administrative sxnd non-technical. Thig is far from being true. The value of
the United Nations agencies involvement in UNDP rests upon thelr recognized
technical competence and their contribution is both specific in relation to a
particular project and broad as regards sectoral plamning. The activities of the
hesdquarters or regional offices of the agencies are essential for the technical
success of a Troject.

]

sidered regarding overhead costs are:

8 T ’tl?nship between UNDP and snother organizabion
in fulfilment of their joint responsibilities
e full reimbursement of costs would be nardly
Tt ]

appr3 pport costs should not be used to pay expenses which
could he covered by regular budgets., A
ORIy T Tam 2 P . - . " o
Ys« Technical wisdom does not flow in one direction Irom agencies to
vrojects, The ies do ; 1y oix i he i
ifu?in flaﬂqu ag?201es %p not only give, they alsc receive., The involvement
o zﬁa agencies with projects gives them invalushle practical experience,
Ny Py ank Py sl 4 . ; e y ’
gh@ feedback frowm which increases their technical competence to carry ous
At et raerT g e y a spnd - s 3 . . iy B,
oth their regular programmes and their role in technical co-operation.

o e e . L.
ctive and without anticipating anv eventual decision on
J1U has assumed that for the time being hoth Agencies
p o TTAT L3 “ 1 0 .

and UNDP from its budget should contribute to support
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11. In the 1light of the above analysis, the texrm Moverhead costs' should be
replaced by "support cosis®. Support costs may be defined as the sum total of
expenses of a United Nations agency incurred as a result of its participation in
technical co-cperation programmes. Support costs snould be divided inbto two
categories:

11.1 Programme Suppoxrt Costs may be defined as that part of support
costs devoted to functions of technical co~operation which are not
directly related to specific projects, but arise from the inherent
competence and capacity of an organization in its particular field.
See paragraph 12.1 for the components of programme support costs. é/

11.2 Project Support Costs may be defined as that part of support
costs directly related to specific projects. See paragraph 12.2
for the components of project support costs.

12, Components of Support Costs. The broad components of support costs as
identified by JIU are listed below. Those marked by an asterisk (*) would be
fully absorbed by an agencys; ofhers could be subject to partial reimbursement in
accordance with the calculations shown in part IV,

12.1 Programme Support Costs

* (a) Overall direction, management and legal services.

(b) Participation in programme planning; country programming,

sectoral studies, programme evaluation, ebc.

Regearch in develcpment questions.

*
TN TN
o
S~ S~

Technical documentation services.

* (e} Participation in inier—governmental and inter-agency
meetings on technical co—operation activities.

* (f) Writing, translating and printing of documentse not related
to specific projects.

* (g) Public informaiion on technical co-operation activities.

* (n) Office space, furniture, equipment, supplies, utilities.

é/ JIU notes that in many United Nations documents the term YProgramme
Support Costs™ has been used to mean all of the costs associated with support to
UNDP.

*  To be abgorbed fully by Agencies.



12.2 Project Support Costs

(a) Technical Prcject Support

(i) Participation in project planning.

(ii) Technical support and supervision of experis and
consultants.

(iii) Advice on training programmes.
(iv) Advice on eguipment specifications.

(v) Technical negotiation and supervisicn of
sub=contractors.

(vi) Technical reporting.

(vii) Participation in project evaluation, revision
and follow-up.,

(b) Administrative Project Support

(1) Recruitment of experts and consultants.

(ii) Personnel administration of experts and
consultants.

(iii) Equipment purchase and inventories.

{iv} Training and fellowship administration.
(v) Administration of subm-conitracting.
vi) Project budgeting and accounting.

(vii) Administration of miscellaneous component.

ITI. Special Peatures to be Included in the New System

13, The WGOC requested that the new system should take account of certain new
features. For each new feature a method is proposed below.

A. Adjustment for Economies of Scale

14. One explanation for the wide differences in support costs incurred by
Agencies is that those Agencies with comparatively large UNDP programmes can
introduce organizational and procedural measures, including the use of compulers,
which enable them to have lower per unit coste for support, i.e. economies of
scale. Por example, FAO, the organization with the largest UNDP programme
reported that its total support costs for UNDP activities amounted to oniy
13.7 per cent of project costs in 197¢; 2/ organizations with smaller UNDP
programmes dsually had much larger percentage costs for 1976, e.g. ILO

31.2 ver cent; UPU 43.7 per cent; UNESCO 20.9 per cent. On the other hand
ICAO, a small Agency, has taken measures to limit its total expendiwure for
support of UNDP activities to 14 per cent of project costs.

aragraph 37...

s

'or an sxplansgtion of this relatively low percentage, see

ko]

5/
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15, For reasons given in IV.B, data is insufficient to Jjustify a precise formula
to take account of economies of scale. But JIU believes that a formula can be
devised based upen experience and Judgement and be used subject to its
verification. Alsc the information requested by ithe WGOC from Agencies may
help to refine the formula. Such a formula would be preferable to biladteral
negotiations between UNDP and each Agency concerned. To avoid raising coverall
costs and to take account of both econcmies of scale for the large organizations
and added costs of the smell orgsnizations the formuia should provice for both
plus and minus adjustiments.

16. The first step would be to calculate the average percentage of prcject costs
administered by the 17 Agencies receiving UNDP funds. For 1976 this average wa
approximately 6 per cent of the btotal UNDP project costs.

[0}

17. Agerncies whose project costs are above 6 per cert would have their suppors
costs reduced and those below 6 per cent would have their support cosis increased.
The arounts of increase or decrease are suggested below. The calcularsions were
mede in such a way that the net result would be that the increases would be
roughly egquivalent to the decreases.

17.1 ¥For Agencies whose project costs are above the average, the
reduction in suppoert costs would amount to U.1hH times the

figure above the average, e.g. for an Agency whose project cosis
rcepreseub 3.9 per cent of the total, its support costs would be
reduced by 2.9 (difference between 8.9 and the average of 6 times
0.15 or G.44 per cent.

17.2 For Agencies whose project costs are below tne average the
increase in support costs would amount to 3 times the figure

below the average, e.g. for an Agency whose prozect costs represent
2.4 per cen®t of the total, its support costs would be increased by
3.6 (difference between 2.4 and the average of 6) times 3 or

1G.8 per cent.

18. Bpecisl Measuxe

Por WHCO, IBRD and the Regiconal Develorment Banks tlere shouid be no
adjustment Lnue these organizations can “1Teg71fe their support work fcr UNDP
with their cwn already extensive fechnical co=operatiorn activilies,

B. Ad-ustment for Naturce and Size of Proiectso

19. Tre nature of projects as it alfects suppoxrt costs is roflecicd egsenticlly

bj tne mix of project componentvs. Wher experts predominale, support coste are
ally higher than whea equipment or training compenerts are large. Thig

feature of the nature of projects is taken into account by the table in IM.C»

There is at present 1little evidcnce to show that support cosbs vary with the

eGONOmLC Or 9001aL sectur of projects or with the technical subjects treated by

projects. Therefore, this aspect is not covered by tie new system.

20 T™ere is geuneral agreement that the size of projects influences the amount

of suypport costs requix edq Just as economies of scale are available %o

organizations with large cotal programmes at the indiviadual project level large

projecis generally require prol ortionately less support costs than small projecis.

Some ovidence for this ie fcund in document CCnQ/SEC/32 (F), Arnex B, appendix Vi.

4
s
93

2L. 1In crdexr to tazke zccount of the sizme of projects ir establishing the amount
of support ccste a formila is proposed for use at the individual project level

£ <

Lo
which would apply to the amounts of project support costs caleculated in
accordance with the table in IV.C. Projects smaller Than the averzge would
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under this formula receive proporiionately higher support costs than the large
projects.  In addition to more falthfully reflecting the real situation lhis
formula might provide incenbtives to avoid inflating project costse.

22, large scale projects are defined by UNDP as those with project costs of more
than § 150,000, This figure is much too low %o be used here. Instead it is
assumed that iv is at the level cf § 500,000 for project costs that no adjustment
would be made for size of projects. Projects costing significantly more or less
would have minus or plus adjustmente. The § 500,000 figure is higher than the
present average cost of projects which approaches § 300,000, but this figure is
overly influenced by s large number of very small projects.

_u

25, The formula proposed to relate support costs to the sizme of projects would
apply under "ll metnods of execution and is as follows:

22.1 No adjustment would be made for projects with project costs

betwsen $ 200,000 and $ 600,000,

Mo

3.2 Projects ccsting more than $ 600,000 would have their project
pport costs (as calculated according to the table in IV.C) reduced.
The amount of this reduction would be:

g

{e) 'Hnus 2 pexr cen®t of project costs between § 600,000 and
$ 1 million.

(b) Minus % per cent of project costs over § 1 million.
Thag, for example, a project with project coste of $§ 1.5 million
would have its support costs reduced by § 23,000
{i.e. 2 per cens of $ 1 million-$§ 600,000 = § 8,000

pluc 3 per cent of 500,000 = $ 15,000)

23.3 Frojecue oosting iess than § 400,000 would have their project
port cosws (as calculated according to the table in IV. ¢
increased. The amOunt of this increase would be:

3 per cen' of the difference between $ 400,000 and the actual
project costs subject o a maximum of not more than the original
amcunt of wproject support costs as calculated from tne table in IV.C.

Trwmis for @xample a project with project costs of § 150,000 would

have its suppor costs increased by $§ 7,500, provided that this dic
net excced the sapparn costs caloculated from the sable in IV.C.

T, acjusumeny for Method of Project Bxscution

24 T its meport cn the "Rele of erts in Development Co-ooerat on", JIl
snvisages hree brosd meihods of progbut execution. They are

24.%L The vraditional method under which a Uniled Nations Agency
prowiuoq tnz internaticnal project inputs (expelts, equipment,
fellowsaips, etn

}‘l
o

24,2 Goverument execuiion under which the nost Goverment provides
these Zapuis.

24.% Qo-operation Agreements which combine features of su ~con tracting
and Swirnang of instituilions and under which most interna t' 1 progect

inpite would be provided by an associated institute(s),
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these methods, JIU believes that Governments will continue to
tengsive technical support from ths appropriate United Nations
m

25, TUnder each o
+ i
e volume of administrative support reguired and its cost will be

wish %0 receive ¢
Age“ey but that ©
less for methods

26, The table for the calculation of support costs in IV.C takes into account
the characteristics of these three metheds of project execution and the figures

which appear in the table are explained in Annex L

0y ',

B, Adjustument for Vardstions in Cost at Agency Headguariers

27. Mogt ige ncies spend the great majority of their support funds at their
Headquarters, although WHO is an exception. The cost of providing support varies
very much aﬂong the Headguarters duty stations because of differences in cost of
living exwressed in US dollars. For example, the cost of a P.4d recrultment
oftficer {(who does similar work at all organizations) in Geneva is some § 14,000

per year more than in Rome or Montresl.

8. A good indicator of the differences in cost of support work expressed in
US dollars at various duty stations is previded by the post adjustment system.
This system reflects aifferencek due both 3o varying rates of Increase in local
cest of living and cuxrency fluctuations.  Therefore, the adjusiment proposed
here 1s based upon the wpost adjustment sysfem.

N

29. Howewver, Oﬁly'partlal compensation for differences in post adjustment is
proposed for thrse »

vart of their support funds away from

al or country offices.

vtion of support

and to couutry “ab;lshmenuo. This
JIU's repoxrt on "Role of Experts in
The larger Agencies have accepthed

and most nave bLaken steps in this

greater decentra

“‘peﬁtﬂl in

exacvt*on of prolects, The costs at Agencies!
importence since meny of the support aoulvities

the host Govermment. Should this technigue

3

d ke significant.

SRR 2 L. KOV ot b . o -
1ts made above, 1Y Is suggested for the
2 sl rd - . .
£ the effect oi dif 4P£“wa§ in post

ong bebtween costs al different headgquariters would

X

average of post adjustment
Lculated . In Dececuber 19
peat adjustment.

~es

each Agenoyis

welghted

4"\

post adjustment above or below the
costs of the Agency concern d would be

e

per cent.
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31l. Jnder this metvod Agencies located in dury stations witn arov
adrustments. would receive aalitional support cosis snd those wi

o
be

- 8 o

3C.% Under tonis proposal and on the basis of December 1977 nosw
ad juscments, Agencies! support costs would be adjusicl ac follows §

TLo, ITU, UNCTAD, UPU, WHO, WMO: plus 12 per cent of suppc:sT cos’n
_}E“, UNIDO: pluc € per cent of support coscs

UNESCO: plus 4.5 per cent of support costs

TN, TNDP: minus 3 per cent of support cosis

IMCO: minus 4.5 pzr cent of support costs

orD, IUB: minus 6 per cent of support costs

A3TB ¢ minus 7.5 per cent of support cogus

FAQ, ICAO: minus 9 pexr cent of support costs.

[oale

Hy DO 0

e}

AN ST NS I, ST S N
M PN M AN AN

[
st ad ustue s woulc lose support cosits. Since tne additiong aad lorses woind
roughly equal this adjustment would not affect the ftotel of suoporl cocts paid

b, UNTP,

v

Be Stabiiify of Reimburssment of Support Costs

ﬂ)
[93]

32« Suprort funds are useld by Agencies bo equip tbemse]’ ¢ perfovi funciions
T

In supporl of UNDP activities. This requires the crestic:
Alte and moste. Such organizational structures cannos e

maks 8 greatcr gomuribution o development than expenditures on Loag-iwcrm resident

el
L~
»lan their work in an orderly fashion without financial and crganizaticnel crics
n gédivion there is good reszson to believe that expenditiies or -=echnizal ~uvpror.
o;jec

3
O
Hy
(x"

ed Lo maicer
ctugtions in = pbort cost income without lose in effic_ency znd cusn
sctiveness. Il is in bthe interest of Member States tha< Ageasies ¢ a&die 10

0
b}
[m1]
Lode
]
L]

gor.”znational
J

.,

ts by Azencies may in many situations be nore ccst erflsciive anl wiue

exveris. Therefore, exaggerated reduction in support costs mignt well bte

A2 To int iaca s measure of stability which is requirec Lo maintazn the
eilizienss of Agencine 1t is proposed thal suppert cosls epcd™d acob. a3 = e,
de2line by aere chap L0 per zent from one budgetary porion "sol exceelir T 5o
ears) to e next, even la the case of reductions In the Ageacy!~ prograrne
I5 may be lnat tre application of this measurc world reca’t in T.e Firel Harice
in a slight ivcrecasc in overall support cosis vayable by LNDP 1o =217 Agerzuies,
™ T

~ey
-tz

¥

ad

Tiig night nappen wscause although the pog¢t1vm adjuswres \s would arplr "ully the

gat.ve adj.stmenss would be limifed to 10 per zenw. I rdevr to avoeto
eral. increase In the amou~ts payable by UNDP tn Ageicies “re pogsitine
~

Justme~es wlight have to e reduced proporiionately oy 1

arcid such aa increasa.

1
-t

loulasaon of Sunpert Cogts

A, Share o Suppert Costbs Paid by UNDP and Lge-scies

34 o be_reveg waat the ewlent to which supnort costs shiov7d pe shoott (¢ ween
UMNDP one Agencoec i1g a policy gueslion which cen caly ze ecidew o7 Jd zoro.izal
intergovermnental vodies.

O e i T

~1,

£ o . .
o/ Pegzacmal Commissions also "execute! projects ~xd tne Jol ~d Nuowo0s

tport cocte shou'ld be adjusied Lo take account of rls.
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34,1 At present the only decision which can guide the calculations is
the existing practice of reimbursing 14 per cent of project costs for

SUppoTrt work . This 14 per cent represenis only that part of the total
upporT c*kts paid by UNDP. In 1973 the total support cosits were
estimated o average 2%5.3 per cent of project costs which meant that
the regular budgets of Agencies paid on fthe average 9.3 per cent. Lt
present the total is felt to be somewhat lower.

U'

O] m

However, average figures are misleading if not meaningless. The Jdata
from which they are devived are unreliable and show extreme and partisgliy

unaccountable differences in total support costs ranging from 13.7 per
cent of project costs Ho over 40 per cent.

34,2 ‘Therefore, the calculations in this document assume that a project
under sraditional executicn, of average size, with an average mix of
project components and before any of the adjustments suggesited in
gsection III, would have 1ts support costs reimbursed at the rate cf

14 ver cent of project costs.

34.% Thus an ‘average' projsct would have 14 per cent reimbursement.
But if will be seen that under the progposed new system the very great
majority of projects would be reimbursed at different rates. When the
table in IV.C is avplied to all projests the net results, in all
likelihcod, would be somewhat lower than 14 per cent. How much lower
would depend upon such unpredictable factors as the extent to which
Government execution of projects and co~operabtion agreements are used,
the extent to which the expert component of projects declines in favour
of cther components such as equipment or sub-contracting. Also there
would be some redistribution of the amounts reimbursed among lhe

a result of applying the special features in section IIT.
“fect of the application of the new system on a sample of
projects, see Annex II.

syernmental bedies decide in the future that the 14 per cent

o i > c
ference point shcould be changed to provide, for cxample, that UNDP and the
1z e

i s support costs, the table in IV.C could be
tod 1 conmseguence.  But this could be done with a reasonable degree of
acy only if cost umeasuremert lechniques (along the lines suggested in

o7 all Agencies,

s

. Avgilsble Data and Calculation of Suvport Costa

K

1 A I T L M -~ P o - - s
Ine deta ug3d fox ihe caleulation of support cosbs shown in Annex I comes
$he Tolloving sources:

5ol g lisl of documerts devoted tc the ana le g of overhead
costs incliuding the documents listed in Ammex V of /REP/YA/Y
g] s recently, euﬂn ma30“ documents asg A/O«j/ﬁ;//j, DF 259 and
/284, A/C.5/32/29, DPAGOC 1 to 18, etc.

A6.2 In adéition, varicus Internal documents of CCAQ and a

G ing varty on review of cogt measurement systems,

%6.% Beplies by Agencies received in the second half of 1977 to a
e e

i S T
abahed 9y ol
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37+ It must be recognized that this mass of documents, useful as it was, did not

provide sufficiently precise data for the accurate calculation of the percentages
of reimbursement of support costs. In fact some of the data was contradictory
and there are partially unexplained extreme variations between the figures
provided by *the various Agencies (see, for example, paragraphs 12 to 14 of

JIU REP/?q /7). However, the most important of the variations would be corrected

by tne adjus tments proposed in section III above.

37«1 For example, FLO reports that its actual total support costs
for 1976 amounted to 13,7 per cent of project costs which is slightly
iless than what is reimbursed by UNDP. Yet the actual support costs
of most other Agencies are very much greater, probably averaging
almnost twice as much. There are three main explanations for this.

(a) PAO is administering a vastly greater part of project costs
than any other Agency - some 27 per cent of the total. This has
permitted FAO to introduce effective structures and procedures which
reduce cosis by benefiting from economies of scale.

(b) The FAO headquarters is at a duty station with the lowest post
ad justment (“Lass 2 in December ¢977) of any Agency. Thus its staff
and other costs are much lower.

) The average size of FAO projects is much larger than those of
] er organizations and it is proportionately cheaper to support
a large project than a small one.

Z7.2 The special features of the new sysbtem for support costs
escribed in Section I11 would have the effect of partially
ompensating for the above three factors.

%3. In pro
recommerdat
Co-cperatio:
ccets are gis
a sirict in
Judgement o

pceing percentages of reimbursement JIU was guided by the findings and
aﬁs contained in its report on the "Role of Experts in Development

‘y to be issued in April 1978. Thus certain elements of support

ven percentage reimbursements higher or lower than would follow from
exrpretation of the available figures, in order to reflect the

JIU on what shculd be the relative importance of each.

5 pmJ

],-l
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29. Ammex T showeg in some detail how each of the figures in the table for the
caloulation of support costs (C below) was arrived at.

C. Tarle for the Calculetion of Suvport Cogts

4C, The telle which folicows ig intended for use in calculating programme and
progect support costs. I3 *QCO“pO”ateS the adjustments described in section III.
As eyplained previovsiy, data used for the calculation of the variocus percentages

ars uarcelinble. Howsver, JIU believes that the method used =~ reference point of
14 per cens Zor an average yroject (see IV.A) —~ aoes provide reasonable resulis,
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41. Table for the Calcuiation of Asency Support Costs

(See Annex I for explanation of calculations and Inmex Il for illustrailicns
of use of Table).

41.1 Programme Support Cosits

1.5 per cent of total project costs of vrojects supported by
an Agency regardless of methods of projecte execution,

41,2 Project Support Costs

Calculated Tor each project as follows:

Percentage Reimbursement
to Agencies

Project Costs or

Items comprising Project Under { Under Part thercol to i
Support Costs Traditicnal | Government which Pexcentages !
Project Executicn apply
I Execution

% %

1. Technical Progect

Support a/ 6ed o2 i of total prozect cost
el 9]
2. Administrative Project
Support
2.1 Recruitmert %.0 0.5 of exyperl component
2.2 Personnel
Administration 3.0 0.1 £ expert comporent
~
l 2.% Pguipment !
. i N
i Procurement i 3.0 0.2 vooof equipment component
i
| 2.4 Training
; Administration i 5.0 0.5 of training component §
[
o 1
] 2.5 Sub=cortrect !
. . . ] .
Adminigtrztion 1.5 0.2 ;  of sub~coutrast cosis
}
i 2.6 loeocunting ana g
; Budgeting | 1.0 - i of $owal yroject costs
. - ; . ;
2.( Migcellansous E of wiscellarccus i
gomponen b 2.0 e | component
j 3. Adninistration of o/ ? of cost of cowcperation
! Co=—cperalion Agreements— 1.0 o ‘ agrecment
L i

N.B» Percentages in the above table cannot be added to give o lotal percentage
for prcject sapoort since those under item 2 mainly refer only tc a parh of
project nosts. This feature nermits aifferent rates of reimbursewent fox
projects with difforent mixes of ~omponents.

iy

E/ facludes all items listed in paragraph 12.2.(a). See Anrex I for
a breakdecwn of 1lhe caleculabion,
o T / / oy s - s O
g/ See JIU/REP/78/2 (Role of Experts in Developmeat Co-operation) fer

explarnation of Co-operation Agreements.



- 12 -

A1.% Adjustments to Project Support Costs

N

(a) Adjustments for size of projects (see III.B)

Range of Project Ad justment to
Budget Project Support Costs
(i) Between § 400,000 and No adjustment
$ 600,000
{(ii) Between § 600,000 and Minus 2 per cent of amount
$ 1 million over § 600,000
(iii) Over $ 1 million Minus 2 per cent of § 400,000 and

minus % per cent of amount over
$ 1 million

(iv) Below § 400,000 Plus % per cent of difference
between § 400,000 and actual
project costs subject to a
maximuim (equal to project support
costs as calculated from 41.2%

(b) Adjustments for nature of project and method of project
execution

(See III.E and C). (These adjustments are incorporated in
the table in 41.2).

A1l .4 Adjusitments to Total Support Costs of Each Agency

(a) Ad justment for Ecconomy of Scale (see III.A)

For Agencies whose percentage of project costs is above the
average a reduction in support costs of 0.15 times the
amount above the average.

(i1) For Agencies whose percentage of project costs is below the

average, an increase in support costs of 3 times the amount
below the avsrage.

(b) Adugtment for Variations in Costs at Agency Headguarters
7 o
{see III.D)

(i) The weighted (by project costs ) average of post adjustments at
eash Agency's headquarters is calcoulated.

(ii) For each full class of post adjusiment above or below the
weighted average the total support costs of the Agency
concerned would be increased or decreased by 1.5 per cent.

41.5 Adjustment for Stability of Reimbursement of Support Costs
g

=
£l
o

ce IILI.E)

~

Once the calculations described above have been made and if they result
in an oversll decrease in an Agency's support costs of more than 10 per
cent compared with the previous budgetary period, UNDP would pay to the
Agency an amount which would bring the reduction to 10 per cent.

ot

3
J
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42. Project Support Costs as Part of Project Budgets. Project support costs
could be included in project budgets and financed from IPP's (which would be
increased for tnis purpose by transfer from the existing account for overhead
costs in proportion to the amount of the IPF). The host Government when planning
projects would then be fully aware of their entire cost and of the nature of the
services to be provided by the United Naticns organization.

42,1 Such an approach is also logical because there appears to be no
reason to segregate the support costs in what appears to be an
‘overkread'! budget when these costs are Jjust as essential to the
success of a project as costs which are now charged directly to
project budgets such as family allowances for experts.

42,2 Naturally the project support costs if included in project

budgets would be transferred by UNDP directly to the appropriate
Unitod Nations organization.

D, Evolution of Cosi Measurement Systems

43, In 1974 JIU preparcd a "Report on Cost Measurement Systems in the
Organizations of the United Nations Family and the Pngsibility of Developing Thenm
into Cost-Benefit Systems Integrated into Comprehensive Management Systems!
(JIU/REP/74/7). This report was extensively debated within the United Nations
system, particularly by working groups of CCAQ. Buv it must be admitted that

the resulits have been dizappointing. There appears to have been a sitrong current
of opinion in favour of maintaining the existing reimbursement formula (14 per
cent of project costs) and a oonuequent disinclination to delve morc deeply into
the question in scarch both of a more accurate identification of support costs

and a management teol for improving oost effectiveness.

Ll Tn 1973 five organizations had a cost measurement system which followed a

vattern developed oy CCAQ. At present these studies are carried out by only one

Organlzatlon (F40) and one other Organization (UNESCO) is in the process of
introducing a simplified version.

450  The defects of the cost measuremen” systems are the same as those identified
. . . - & fes s 1 B o .

in detail in JIU/REP/74/7. There has been no nobtable progress in engbling the
systems To respond 1o such essential questions as:

45.1 Asvual cozst of the varicus components of support costs. Only
coste by broad groups of activities are available and for example the
cost of recruitfing an expert or the personnel administration of an
exper® or ihe purchase of equipment etc. are unknown or provided as
cstlmales bas d Vpon experience. Thus the cost measurement studies
appear to obscure rather than clarify certain essential questions.

45.2 There arc extreme differences between Agencies in the
estimates of the costs of doing support work and these

differences caa ke on'y partially explained (see IV.B above and
graphs 12 1o 14 of JI”/QEP/74/7). Tre cost measurement systems

para
shed no light on this issue. Yet 1t is through an understanding of
these diffe rences an¢ thelr causes thab steps can be taken to improve
cost effectivencss.

45,3 The cost measuremcnt systems give information only on the broad
COJpznents cf support costs but give no guidance on differences in

g5s dae to the various types, sizes or composition of projects or
5o Tthe methods or techniques of project execution. They are not
project ocriented. Thus the cost meas urement systems throw little
2ight on tne issues described in Section III of this report.
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45.4 Cost measurement systems should not be seen as providing
information only on the cost of support work. This is too limited
uge of a powerful tool. Other equally important benefits arc:

(a)} Proving guidance for improving cost effectiveness through
structural and procedural reforms. By comparing costs for
components ol support work between Agencies attention is called
to less than avcrage performance and methods for improvement can
be sought by emlating the most successful organizetions.

(b) Monitoring of vroject implementation.

smen s

e
0
m

\ P . N ™ . N
(¢) Providing information for evaluation of projects an
of their cost effectiveness.

45.5 Imsufficient information is available to provide guidance on the

cogt effectiveness of the different mechods of prcgeof execution .

Thus although efforts have been made, though imperfectly, to measnr?

suppcrt coste, these efforts have nct been extended ‘o project oosts.
+ T

Yet prcject costs are seven times greater than support cosg®s and of
very much more scope for both economy and increased cosi effecvivens
An attempt ig made in JIU's report on the "Rele of Experta ir
Development Co-operation™ to provide guidelines for assescing the cocl
effectiveness of methods and technigues of project execu tlun»

LA, The essentlal conclusion that can be drawn from the above is that the cost
measurement systems should be oriented towards ndividual projeccts so ithat ‘hey
can lake accountl ol and provide information on such ractors as the nature and size
of proiscts, tne mix cof project components and the method of executlon.

47. Cost measurement as original
disuse becavse lhe beunefit
reguired. JIU believes that,
in the gystemnc elements proros
systoms had ’e =1 operated by a
Justified the effori.

ly envisaged oy tne orgarizatious has ralleun intH
10t seen to be commensuralble with the efforts

iT the organizations had brcen able £o incorrporare

d by JIU in its repor’ JIU/REP/74/7 and if tnc

11 large organizaiions, the resulis would navce

[62]

o

£

o
iy I3

— O

48, Given the present aitustion and the concerr of the Joverning CJouncil with ire
level of support coests it is suggested thav, 1f Lhe vew system for support costis
proposed this document ls adopted, the Agencies reori nb thelr cost mzasJremen’

ed ir thi ie

work 1o simplify 1t and to adapt it to the requirements o. the now sys.em (or
£
L
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49. It 1s not the objective of this document to propose & new method of cost
measurement, although it is certain that the adoption of such a system, at least
in the larger Agencies, would be extremely desirable. It is hoped that CCAQ, in
the near future, will devise a simple system for use by all organizations.

50. The internal workings of a new system for cost measurement could be different
in each organization and be related to the organization's structure and administra-
tive practices. Probably the Management Services or the equivalent of each
organization should be responsible for formulating the details of the system and
Tor applying it.

51. 1though the internal workings of the system in each organization could differ,
the 'outputs' should be identical. Any new cost measurement system should serve,
among other things, to verify the figures shown in the table in Section IV.C and to
correct and revise them regularly to take account of new trends - it would thus

be possible not only to update the method for the calculation of support costs,

but also to exploit all possibilities of further reducing these costs.
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V. Summary

Outline ol & New System for Agency Support Costs

52. Tne exisling formuls for the reilmbursement of overhead costs to agencies, based
nn 14 per cent of project costs, represents a pragmatic ccmpromise, and theugn in
existence for some time, it has no scientific basis. While having the merit of
simplicity it is inadequate. Moreover, its deficiencies will be accentuated, for
~bvinus reasons, if new dimensions providing greater variety in the msthods of
project execvution —~ pariicularly Government execution - become sz reality. J.U feels
the time hac come to devise a new system. Although the one suggested in this
document is mnre complex to describe and develop than the existing 14 per cent
forweula, its application would lead to economies and would not oe undvly conplex.

6]

|-

53. The proposed system is based on the following principle: inscead of reimhursing
suppor®t coscs globally = as is done under the present formila - on the basis of

the Agency's totel UNDP financed project expenditures and without distinguising
between che slements making up these costs, the system suggested in this document
would:

53.1 Allow for an analysis and breakdown of the different components of
31100 costs, and;

~3,2 Lkstablish the percentages for the reimbursement of support costs

on & projecl by project basis.
54~ 2upport costs may be defined as the sum total of expenses of a United Nations
agercy incurred as a result of its participation on technical co-cpervation vwrogrammes.

Supprrt costs shruld be divided into two categories:

5.7 Programme Support Costs may be defined as thal part of cuppori
crsts develed bto functions of lechnical co-operatica which are noil
direclly reiated Lo specific vrojects, bub arise from the innsrent

T ae

cwmpetanoe sna cavaclty of an organizavion in its parvicalar field
{Jee paragraph 12.1 for the components or programme sapport cossc.,

~
“hoR

cngts di

g may be defined as bthau part ol supvport
4 to specific projects

‘reject O
rectly relat

5. reogramre JSupport Coshs would be reimbursed by UNDP tn each Azency in a (ixed
percentage of the ﬁ"ogect costs of the Agency to partially compensate [or work
LD crogramme plancing - country programming, related sectorsl studies. ete,

+ —sr \
{Sec teule in IV.C,)

6. A Turther distinclion would be made within projec. support c~-~ts bectwzsn
Tecinical proiect support and Administrative prolect support costs.

Partio ipation in prnject planning; Technical supporlt and sipervision of

o consultants; Advice on training programmes; Aavice cn equirment
] Tecanical negotistion and supervision of sub-ccnirszoors;

Te*ancﬂl eporting; Participation in project evaluation, revigion and

1 low-upe.



57.
project costs would be applied (the percentage would be higher for traditinnal
project exsclLtion and lower in the case of Government execution). For the

reimbursement ol administrative support costs, however, the amounts to be reimburs

17 -

56.2 Administrative vroject support costs would comprise

Recruitment of experts and consultants; Personnel administration of experts

and consultants; Equipment purchase and inventories; Training and
fellowship administration; Administratior of sub~contracting; Project
budgeting and accounting; Administration of miscellaneous component.

For the reimbursement of technical support costs a fixed percentage of Lotal

for each administrative activity (e.g. recruitment, procurement of equipment,
administratior of sub-contracts, etc.) would be expressed as percentages o the
corresponding component of the project budget (e.g. expert component, eguipment
component, sub-contract costs, ebc.). For details see table in IV.C and Annex 1.

58.

variations in the cost of spport work deriving from:

[N
O

Py
ae

Adjustments to Project support costs are proposed to taske account of

58.1 The nature of projects: i.e. support costs are higher when the
sxpert component predominates and lower when the other components are
large (see IIT.B and IV.C);

58,2 The size of g cjectss: i1.e2. larger projects gene“aL Ly reguire
propovtlonately less support costs than smaller ones {see III.B and

W.C)s

58.% The method of project execution: di.e. the cost and volume of
the administrative suppcrt required under Govermment execution of
projects and Co-operasion Agreements would be lower than for the
traditional method (sse TIT.C and IV.C).

Adjustmente to Lhs Cverall Anmval Suppors Ccstz are pedposed to wake account

le deriving from the orgarizational strusiture of
nparatively large UNDP programmss, which enables

{seec ITI.A

59.1 Boonomies o 3¢
the Agevcies liaving cc

them %o have lower per unit costs for suppert activities
N

and TV.C,.

=
on
o

59.2 Vaxristions in costs at Agencies! Headquarters
differences in cos’ of living, as expressea in US do

partial compensatiosn of such differences, or the basis

post adjustmens system, is proposed (see ITILD and IV.C

el

53.3 The need for staka
in crder v avoin reducd
structur:s verforming fv
{sec TIL.E and IV.G).

Tity a the 1vLLburbemcn+ of suppoxrt cosls
ing the efficiency of the crganizational
ins tions in support of UNDP activities

ed
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60, It is expected that the system described in IV.C would result in an overall
redaction ir Agercy support costs., It can be estimated that irn the case of
traditlonsl project exscution the present 1/ per cent figure might still represent
a maximum [>r Agency support costs for projects with a high expert component.
Howsver, the support cost percentages in the case of projects with lower than
sverage exprerl ccumponents, projects carried out under Government execution or
Co-nperabion Agrcements will most certainly be much lower. The precise amount

~f nverall reductions cannol be estimated as it depeads on many variables

(nature of projects, mix of components, type of execubtion, costs at Agency head-
guarters, etec.). It should also be kept in mind that the figures in table IV, C and
Annex I, are bascd on incomplete and inaccurate data 6/, and hence contain an element
~f judgement. The margin of error does not appear, however, to be great enocugh 1o
invalicdate the overall results.

€1, The effective implementation of the system suggested in this document woull
req ire corrections and revisions so tha. reliable data on the actual costs could
progressively be obtained and perceatages correspoading te reality established,
which is the onlyv way to facilitate further reductions in support costs., This can
be made poscible only if, as JIU has previously suggested in JIU/REP/74/7, cost
measurement systems are developed, at least in lhe larger Agencies., Such systems
shnold be as simple as possible and allow for the exploitatioa of results on a
project by project basis.

sed that the new system for the reimbiursement of support costs
docameat represents the preliminary views of JIU (see paragraph 2).

in sources of data were CCAQ dociments and replies to a JIU
Quesiionnaire to Agencies (see paragraph 36.7 for 1list of documents).
- =
Ag explained in paragrapn 34.2, all cslculations have been made on
¥ b
the "&sis of the present 14 per cent reimbursement formula,



CALCULATTON OF PERCENTAGES OF REIMBURSEMENT

1. This annex shows how each of the figures contained in the Table for the
Calculation of Support Costs IV.C) was calculated. Annex II provides illustra-
tiong of the application of the table.

2. Calculations are shown in the order of the table in IV.C and under the same
headings.

I. Programme Support Costs

This element provides partial compensatbion for programme planning, including
agencies! contributions tc country programming, sectoral studies and other related
work on behalf of UNDP. No compensation 1s included for the items marked with an
asterisk (%) in paragraph 12.1.

For the reasons given in JIU's report on "Country Programming as sn Instrument
for Cooperation and Coordination at the Country Level" (JIU/REP/76/10) JIU believes
that more resources shculd be devoted to this element. But the additional resources
should come mainly from the Agencles’ own budgets since the Agencies' regular
programmes receive valuable inputs as a result of this work.

a) Agencies which carried out formal cost measurement studies reported as
follows on their costs for programme planning. Whereas five organizations carried
cut such studies in 1973 by 1975 only two were still doing so, but UNIDO no longer
reported by the standard CCAQ brsakdown.

e

~—

i

Pert »f total support costs (UNDP + Agency contribution) for
crograme planring.,

(1i) Part of ULDP contribubtion to support costs (14% of project costs)
o}

for prosrammc planning. Aencies

01 ILC  FAO  WHO  WMO UNIDO
1973 (0 1.68  2.6%  L1.3%  3.2% - L.1%
1973 (43} 1% 1.2% 1.0% 1.6% - 1.8%
1974 (1) - 2.7%  1.2% - 1.7% 2.3%
1974 (11) - 1.2%  1.1% - 0.9% 1 %
1975 i) - - 1.2% - - 1.7%
1975 (ii) - - 1.2% - - 0.S%
1976 (4) - - 1.3% - - -
1976 (ii) - - 1.3% - - -

(the above are percentages of project costs)
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b) The weighted average figures for programme planning in 1973 represented
two of the then 23.3% for total support costs (i) and 1.2 of the 14% UNDP contri-
bution to support costs (ii). Averages for later years are not meaningful because
of the small number of organizations reporting.

c)  Several Agencies which were not in 1976 carrying out cost measurement
studies estimated, in response to a JIU questionnaire, their costs for programme
planning in 1976.

(i) Part of total support costs {ii) Part of UNDP contribution
Agency (UNDP + Agency contriktution) to support costs {(14% of
for programme planning. project costs) for
programne planning.
IGAD 1.4% of project costs 1.4% of project costs
111G 2.2% 1%
UNIDO 2.2% 1%
[ 8.5% 2:7%
WO 3.3% 2.1%

d) For the reasons given in Section IV.A calculations in this Annex are based
upnn vhe part of the UNDP contribution to support costs.

e; Proposed amount of reimbursement for programme support costs
An amount of 1.5% of proiect costs is proposed to permit Agencies to devote the
needed rescurces to programme planning. It should be noted thst the adjustments
rroposed in Section III would have the effect of decreasing this amcunt for large
Agencies and those with Headguarters with low cost of living and increzsing it “or

Agencies, For UNDP since the Office of Project Execution doss no%

participate in programme planning there would be no reimbursemeni for programme
support costs.

e
4
U

[}
5
[0
o
cr
oy
0]
[}
p

I

-

. Proiscrt Suppcrt Costg

Iacluded under whis heading are costs directly relatel to specific projects.
The amounts of reimbursement would vary with the mix of project componen
methods of proiect execution.

d. Technical support

JIU cencludes in its study on the MRole of Experts in Devslepment Ccopevaiion™
that technical support to projects by Agencies is thelr most importsnt funciior.
Wheregs admiristrative support should gradually decline in voluwe and cosl wnrough

g
a.vernavive and innovative approaches to project ezecultion, technical suppori under
e

1.1 Project Formulastion

N - . 3 ~s > -
» The cost messurement systems provide the following [igures for projeet
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(i) Part_of total support costs (UNDP + Agency contribution) for project
formulation

(11) Part of UNDP contribution to support costs (14% of project costs) for
project formulation

Agencies

UN ILO  FAO  WHO WMO  UNIDO
1973 (1) 1.6%  1.6% 1.5% 2.3% - 3.1%
1973 (ii) 1% 0.8% 1.1% 1.2% - 1.4%
1974 (1) . 1.8% 1.1 - 2.2% 3.5%
1974 (ii) - 0.8 1% - 1.1% 1.6%
1975 (1) ~ - 0.7% - - 3.6%
1975 (ii) - - 0.7% - - 1.8%
1976 (i) - - 0.6%2 - - -
1976 (ii) - - 0.6% - - -

b) The weighted average figures for project formulation in 1973 were 1.7 of
the 23.3% for total support costs (i) and 1 of the 14% UNDP contribution to support
osts.

c) Several Agencies which did not carry out cost measurement studies in 1976
estimated, in response to a JIU questionnaire, their costs for project formulation
in 1976.

(ii) Part of UNDP contribution
to _support costs (14% of

(i) Part of total support costs

Agency (UNDP + Agency) for project project costs) for project
formulation formulation

ICAC 1.1% 1.1%

1LO 1.6% C.7%

UNIDO 3.2% 1.5%

UPU 3.3% 1%

WMO 2.2% 1.4%

d) Proposed amouni of reimbursement for project formulation
In the light of the existing defects in project formulation and their serious
congsequences for the effectiveness of projects (see JIU report on Role of Experis
in Development Cooperation) 1.5% of project costs is proposed for project formulation
which 1s somewhat more lhan what would be indicated from the above figures. This
amount would be the same under Government execution of projects since the role of
Agencies should be the same for project formulation under Govermment and traditional
execution, As for all other figures, this percentage would be subject to the adjust-
ments described in Section IIT.
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1.2 Proiject Evaluation and Follow=Up

a) The cost measurement systems provide the following figures for
evaiuation and follow-up.

(1) Part of tobtal supoort costs (UNDP + Acency contribution) for
evaluation and follow-up.

(i1) Part of UNDP contribution to suppcrt costs (14% of project
costg) for evaluation and follow-up.

Agencies

UN 110 FAO WHO — WMO UNIDO
1973 (1) 0.5% 0.7% 0.4% 0.6% - 0.4%
1973 (i1) 0.3% 0.3% 0.3% 0.3% - 0.2%
1974 (1) - 0.9%4 0.3% - 1.7%  0.3%
1974 (ii) - 0.4% 0.3% -  0.9% 0.1%
1975 (1) - - 0.2% - - 0.3%
1975 (ii) - - 0.2% - - 0.1%
1976 (i - - 0.2% - - -
1976 (ii) - - 0.2% - - -

b) The weighted average flgures for project formulation in 1973 were

0.5 of the 237.3% for total support costs (i) and 0.3 of the 14% UNDP contribution
to support costs.

¢l rrovosad amount of reimbursement for project evaluatbtion and follow-up
The stress placed bv governing bodies on the need to lmprOVb evaluation and the
cbservalions made on this question by JIU in its report cn the Role of Htxperts in

Derplopmert Luupéradhun led JIU to propose Q.5% of proqect costg for evaluvation and
follow-up. Fere again this figure would be subject to the adjusiments in Section III,

1.3 Otkher Tecanical Support (items (ii) to (vi) of para. 12.%)

The five 1ltems under this heading correspond, bthough not preciscly, to the
"tLechnicsl backstorping® item of the cost measurement studiss.

st Measurement systems provided +the folilowing figures for
te>nnical psckstopping:

(1) Part of total support costs (UNDP + Agency contribution) for
technical backstopping

{11} Part of UNDP contribution to gupport costs (14% of oroject Costs)
Tor technical backstopping

.
|_J
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Agencies

UN TLO  FAC WHO  WMO UNIDO
1973 (i) 11.2%8 9.2% 4.5% 12.3% - 6.6%
1973 (ii) 7%  4.3% 3.3% 6.3% - 3%
1974 (1) - 9%  3.3% - 6.4% -
1974 (ii) - L% 2.9% - 3.2% -
1975 (1) - - R.7% - - -
1975 (ii) - - 2.7% - - -
1976 (i) - - 2.7% - - -
1976 (ii) - - 2.89% - - -

b) The weighted average for technical backstopping in 1973 represented
7.5 of the then 23.3% for total support costs (i) and 4.5 of the 14% UNDP contri-
bution to support costs {(ii).

c) Several Agencles which were not in 1976 carrying out cost measurement
studies estimated, in response to a JIU q-estionnaire, their costs for technical
backstopping in 1976.

Agency (i} Part of total support costs (ii) Part o»f UNDP contribution
(UNDP + Asency) for technical to support costs (1% of
backstopping project costg)for tech-

nical backstopping

ICAQ 5 % 5%

ILO 8.7% 3.9%

UNIDO 13.1% 6.2%

UPy 6.2% 2%

WM 5.2% 3.3%

d) Propoged amount of reimbursement for technical backstepping
Under traditional projcct execution 4.4% of project costs is proposed for technical
ba kstopping. Under Govermment execution, technicsl backstopping will still be
required but at lesg cost estimated at 2,2% of projecl custs. The reason is bhal
much vechnical backstopping concerns the support to and supervision of experts and
if experts are recruited directly by the host Covernment this work will decline in
volume but not in importance.

1.4 Thus the percentages of preject costs proposed for reimbursement nof
tecnnical support costs are as follows:
Traditional Execuvion Government Executlon

a) Project Formulation 1.5% 1.5%
b) Project Evaluation and Follow-up 0.5% 0.5%
¢} Ovher Tectmical Support L4 4% 2.2%

Total 6.4% 4o2%
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Ze Adnminietrative Support

The table in Section V C provides seven sub-items under this heading. Their
purpose is to vary the amount of support costs with the mix of project components
e.g. more when experts predominate and less when equipment is a major component.
The cost measurement studles provide only general guldance for fixing the amounts
under the headings of "non-technical backstopping

a) The cost measurement studies provide the following figures for the total
of non-ftechnical backstopping:

AY

(i) Part of total support costs (UNDP + Agercies) for non-technical
backstopping

(i1) Part of UNDP conbtribution to support costs (14% of project costs)
for non-technical backstopping

Agencies

UN T10 Fa0 WHO WMO  UNIDO
1973 (1) 7.6% 15.6% 11.6% 9% - 17 %
1973 (i) L.7% 0 TAB SU4E 4.6% - 7.6%
1974 (i) - 16.7% 10 % - 15.8% -
1974 (i1) - 7.5% .8% - 7.9% -
1975 (i) - - 2 % - - -
1975 (ii) - - 9.1% - - -
1976 (1) - - 8.9% - - ~
1976 (11) - - 91T - - -

5) he waighte d average for non-technical backstoppiig in 1973 represents

11.6 of the then 23.3% for toital support costs (1) and 7 of the 1.% TNDP contribution
Lo support costs {“l/,

¢) The abovs figures sre used cnly {or the general vecification ol the figures
for the sub~1tems which follow.

2.1 Recrultmert of Fxperts and Consultants (incl ing pre-service bricfing)

-

a) Severa!l Agencies provided estimales 1n rosponsc to a JIU questionnalre
on the cost of recrultment, in:iuding hriefing.

w

Agency (i) Part of total suppcrt cosbts  {(ii) Pari of JNDP ontribubtlion
UMDP + Agency) for to support costs (14% »F
recruitment project costs) for

rerrultment

ICAC 1.5% 1.5%

UND 2.6% L.2%

ury L.1% 0.4%

WMO 1.5% 1%
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0} In September 1975 a2 working party on review of cost measurement

systems examined in detall the question of recruitment and administration of experts
ac O

’._l

and procurement of project eguipnment. The working party was hamovered by the
veliable data and the different structure and methods for recruitment in the

v

Agencies., Tnerefcre it could not calc-late cost figures, It did present interesting
data which has been used for this and the Tollowing sub-items. However, it is noted
thal Agencles do not know how much they are spending on recruibtment or other aspects

of administrative support.

¢) In its report on the "Role of Experts in Development Cooperation™ Jil
urges that more resources be devoted to recruilment by economizing on personnecl

administration.

d) In the table in 1IV.C the cost of recriitment is expressed as a
percentage of the expert component of projects. Therefore, In order 1o arrive at
a percentage {igure for recrultment it was ceonsidered that one recruitment actiun
is required for each $60,000 of experts' costs and that a reasonable reimbursement

U

for such aclion wculd be $1,800 tsking into account the need at times to submit mors

thar one candidate to Governuments, work for cancelled vacancies and extra work
5
caused by the rejection of candidates by Governments.

e) Proposed amount of reimbursement for recruiimeat and briefing 3% of
the expert component of ”“Oject costs. In case of Government execution cf projcct
vnder wnich Agencies woula often provide advice oan request or rosters of and files
of candidates the percentage would be reduced tu 0.5%.

-

2.2 Personnel Administration of Experts and Consultants (including payrol.)

a) Several Agencies provided estimates or the cost of personnel adminig-

tration.
£ . N ; _ ~ .+ .
Agency ‘1) Part of total support ccslg (i) Part of UNDP contribution
TTNDP + Agoncy ) Lor to surpert costs (1A% of
personnel administraiion prcject costs) for ocerscancy
adrinistration
LOLD L.l% 1.1%
UNLDG C.%% C. 4%
WMC L L% 2.8%
[} The above fogares are Ingufficieat to give any inlication of what Lre
real cost mignt be. In tre cogh reasurement stuogisg it dig foiwnd that personnel
adninistration, whicl rrciudes

=]
ristralio also part of recrultment, accovuted on Lhe avera.c
for 3 ol 23.3% of sufpurt costs in
nert somgoncut accounts for over 60% of project coste toese Uigures
¢

o
woula become > and 3 1f appiied ac prﬂpo sed on.y to the expert compeonent. However,
in most cases the payroll functi <

y 1973 or 1.8 or the 1¢% reimoursed by JNDP

Lo whick i cos+1v docs nol seem o be ineluded,
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c) In 1ts repcet on the "Role of Experts ir Development Cooperation®
Jid suggesteo Lheo by much prester decentralization and eventually by introducing
a Ltump sam sys.em for Jhe payuent of experts thau the cost of personnal gdministra-
Lica work wouad be very much veduced.

o %

d Propoged amount, of reimbursemert for personnel adminlgtration: 3% of
the expert componenb. This would provide aboul $1,500 per year per cxpert for
UClsvnnel adminisuration incluiing payrosll. n csse of Governmernt execution of
pxoje ts uncer wn.ch the bost Government would itsell gdmirnigter the experts there
ouid only oe a “oken reimbursement of §,]% of the exvert compcnaas to indicatle
unat tnc Agencey right provide advice on request.

.2 Louipwen. Procurement. To be expressed ws a percermage of the equlpment

‘w2

~
c-mornent of vroiccus.

a) Taere 1s vo evidence in the cosl measurement ctucdles to show the
perecentage OO the equipmenl c-nponent used for the procurerent ol eguipment
(~regsrzlior ¢ egiiomenc specificaticrs is inciuded onder techrical support).
I~ non~CNBr ovojerts consisztlng itargely of eqguiipment, Agercics “narge belween

Ul

L% and 2% of 1he osl of equipment for specificstlons cnd puirchase.
°2 lnd¢cauaﬁ Shao anti™ a botlter measure is avallable
ofr %b ol 51@ cgulpment component would be a reascnadble share {or payment
w o oprocazcreys work.  In tne case of Govercment execution of projecls
clid Unly te = toxen payment cf §,2% oa tae acgumptron Thau nrst Governments
wil_ reqilre some advice cr assictance on tns equipnenl precorement they do them-

[SLANNRTA B

Eat Bon i

£
by UIDP £
"

LeLe W

2oc Adﬁlnf Zion of Fellowsnips and Trgining., 70 be expressed as a percen-—
Lage of the alaing cemopeonent of projecte.
a, Tyooohah +

regeuroreny studies provide no iol malion on the cosl of
cuogyore rer ihe e T tiag 2omponent cf proje-t

5 Trom Lug cxpericrce, parlicularly Lls prepa ¢aL¢on 0¥ a renorv on
£ ilowsaros (SRR, LT belleves Llat e ressonarle rave of veimbursemers Lot
“rainieg adriaietaclra (Loe soslarbive aspechs of treinivg - preparation of

trairlog progrenmes - ore oovered andee teennlcal backehoop ng) would be 5% of the
P

tig7 22 comperenc.  Luder Covernment execvlic. of prolecie This £ gure wouso be
ved.ceo ro oA Roker oS of 0.5% 10 perait adhice tL hios. Foverame.ss n Lheir

trandng odminastret on,  The velativel: high |jg’*es ar. roouitel [rr by the fact
1w "hr oensu o of o7 waaTps i wow - overags $7,300 - +h fae admiaisirative actions
arc Tamernds arl Hlhe CONDLeX,

“er Almicistrauion of Supcontecis

Jicat lonsg Mf ibe approprilatc rale
e of suo-conlraciing requires 4 to
e Fg9iolch ngve h*g““” cogls.
izal sJappor

) ac.r t
CNJ2 woleh ¢ corgliaeranle exper
% of ke s.wo-contral or

3 r
v - o~ 3 Ty e Y ey
Mosr of the soig 1o coverad DY ihe provisi

Dy fnosmmant 0% 1 5% ~f vhe cost Of swo=coatracis wo o orovesced for thelir
awrimintrat.ocn. Lnae- Novernment execulion Lhere would te &« otken reimbursement of

(. 4_(_/_9,
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2.6 Accounting and Budgeting work (excluding payroll). To be exvressed as a

percentage of the total projecl costs. The payroll funclion is included under
Personnel Administralion because tne cost varies not with total project costs but

with tre expert comporeutb.

a; Cost measurement studies indicate that the total cost of tnis suppore
work may have averaged 2.5 of 23.3% of full support costs in 1973 or 1.5 of ine 14%
contributed by UNDP: this appears to include payr»ll costs. This 1s confirmea by
FAO's cost meastvrement study £or 1976 which puts the amount as L.4.

&) Information provided Ly some other Agencles gave the following
approximate results for L976 obtained by extrapriation.

TCAO - 1.8 of Project cosls

ILO - 1.5 "
UPU = .7 %
Wwo - 1.6 "

de

c) Iv is prozosed thal reimbursement for pudgetary and scco niing work
for projects, excluding pavroll, be at 1% of ithe totsl project costs. In case of
Torernment cxec Ston of oroiects there would pe no reimbursement.

~

2 Adninistration »f the Miscellisr.cous Component

a) . amrount of 2% L7 the migcellare us ~omponent ig proposed to reimource
supp vt costs.

b) In case of Government execulion cf projects there wouid be no
TeLubur gemer s,
3. sdmiaicl=at cv ot Ceooverscion Acreemcmig

% Tois e L omerrod of proiect exec lLisoa progosed by iU in its repce
m Lhe "Role of hxteros in Development Cocherac. 0y s 1av repotd Iv U8 Sue = 9
(hmb LaLia TOYe eXTe. _ e 13 palneld s.oop~il 2csts swoule pe reimb rsea oo tre

Jnited Nati-ns Cucoperat

=]
Ve s
bercemenve (melucins rrogr

3

~) rince e n

rg A_encv a
arme £.pport).

st

and sccounting would Lopether
monos o 17 requare 1% of Jhe
.3 ~oversd b, iten 2.0 cbove.
CxecluTlon woula _er.ire mo reimberezment Tor aaninistrative costs.

L

avproxamat

SLPL LT, Loogramme §1pport ana s.ppoet [or radpeltiaeg
provzde 9%, the administration oI C operation Agree-
cogt of the Cloperation Agreemen?., Accourting work

Coopcration Agreements carried ol t tnder (Hverrment






Annex IT

TLLUSTRATIONS OF APPLICATION CF NEW SYSTEM FOR SUPPORT COSTS

(See Table in 1IV.C for explanation of calculations)

1. This Annex for projects of different size and mix of components applies
the table for Calculation of Support (osts in Section IV.C.

2. It shows for each sample project the Programme Support Costs, the Project
Support Costs, their total and the total adjusted for the size of the project
(see III.B}.

3. Other adjustments which apply to the total of an Agency's support costs
for a year would be calculated once a year. The effects of these calculations
on sample Ageuncies are shown in Example 7.
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Lxa e : Typicar Mix »T Proiject Components

Project Budget

LExper . $ 700,00C
Equipment $ 169,000
Trairing $ 100,000
M scel.anecus $ 40,000

Tota ¢ 1,000,000

(a} Programme Support Costs 1.5% of $ 1,000,000 = % 15,000

(0} Project Suapport Cecsils

Proiect Aprlicable Percentggoe Proie~ _uprorts C sug
Ltems cr
vorponent Trad, hx. gov. Ex “rad. Lx. Cove Lixe
Cosfe % q ¢ B
$
Jecunieal cuprort . ;0C0,0C0 6.4 4ed Ay, 000 JP NN
Recru i tmeut 70C,000 3.0 (.5 SRRV 3,53
Fersoniel Admin. 730,002 3.0 0.3 21,000 Tu)
fgulrment T560,000 3.0 0.7 4,8 3
Treiu g 00,000 5. 05 HaN Al
slobLnting _,05,70 1.2 o <L OU -
Jiscetlsreocou L0500 2.0 - a7 -
T gl Ureay >t~ Pro ert Sopport Costs: $ A,A™ LN
°11s Progre re _upoort Costs (a) above 25,00 To,
Tolal tred) s' 2 Suppcrt Losts: T 6D (2,2
Percertage of Toba. Pr ect Cosis e, 2% 6.7%

X Il I o
(c) Augugtoenue o Protect Support Cosie for swze € o-cycc

Subtract 2% of $ 400,000 = mirus $ 8, CO

L

o Loval Aci.sted Sopport Cogt  for this Pro el

ot

egecubion.  $ LAe,60 - % 3,000 — § 125000 v oL L
Pr> eet costo:

roooald 1oorgl

<

{0.) Covergment cxeculior @0 $ 62,050 = $ 3.0 = $ o, IF or .47 F
Pio'ct Costs.
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Example 2 : Typical Mix of Project Components

Project Budget

Experts $ 140,000
Equipment $ 52,0M0
Training $ 20,000
Miscellaneous $ 8,000

Total $ 200,000

(a) Programme Support Costs 1.5% of $ 200,000 = $ 3,000

(b) Project Support Costs

Project Applicable Percentage Proiject Support Costs

or
Items ey Trad, FEx. Gov. Ex. Trad, Bx. Gov, Ex.
s A G Omponent ——-—7——— —-—-—.%-———- $ ———-—————$
Gosts
Technical support 200,000 6.4 ) 12,800 8,420
Recruiiment 140,000 3.0 0.5 44200 700
Personnel Admin. 140,000 2.0 0.1 Ly 200 140
Equipment 32,000 3.0 0.2 960 64,
Training 20,000 5.0 3.5 1,000 100
Accounting 200,000 1.0 - 2,000 -
Miscellanedus 8,000 2.0 - 162 -
Totel Unadjusled Project Support Costs: $ 22,320 $ 9,404
Ting Progremme Savporl Costs (&) akove 3,000 3,000
Total Unadjastea sSipport Cosles 28,320 12,404
Percentage of Total Project Cousts 14.2% 6.2%
(e} Adjustment to Project Support Costs for size of project
Ad@ 3% of $ 200,000 = plus $ 6,000
(d} Tolal Adiusted S opurs Cosbs for this Project
(1) Traditionsl sx-oubicn @ ¢ 28,320 + $ 6,000 = § 34,320 or 7,27
of Pruisct Jusius;
(i1) Goverument execution :  $ 12,404 + $ 6,000 = § 18,404 or _.<k

of Pro’ect Costs.
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Example 4 ¢ Sub=contracting predominates
Project Budget

Experts $ 100,000
Bguipment -
Training -
Sub=contracting $ 1,200,000
Total $ 1,300,000

(a) Programme Support Costs 1.5% of $ 1,300,000 = $ 19,500
(b} Project Support Costs

Project Applicable Percentage Project Support Costs
Iiems or Gompo=
nent Costs Trad. Ex. Gov, Bx, Trad. Ex. Gov. Ex.
$ % % $ $
Technical support 1,300,000 6.4 be? 83,200 54,600
Recruitment 100,000 3.0 0.5 3,000 500
Personnel Admin. 100,000 3.0 0.1 3,000 100
Equipment
Training
Accounting 1,300,000 1.0 - 13,000 -
Sub=contracting 1,200,000 1.5 0.2 18,000 2,400
Total Unadjusted Project Support Costs: $ 120,200 $ 57,600
Plus Programme Support Costs (a) above 19,500 19,500
Total Unadjusted Support Costs: 139,700 77,100
Percentage of Total Project Costs 10.7% 5.9%

(c) Adjustment to Project Support Costs for size of project

Subtract: 2% of ¢ 400,000 = § &,000
3% of § 300,000 = $ 9,000

= $ 17,000

0o

(d) Total Adjusted Support Costs for this Project

(1) Traditional execution: & 139,700 - $ 17,000 = $ 122,700 or 9.4% of
project costs;

(11) Govermment execution: § 77,100 - § 17,000 = $ 60,100 or 4.6% of
project costs.




Example 5 ¢ Proieci Under s Go=operation Agreement

Projecl Bucggst

Anmex 1T

Experte $ 150,000
Co=operation Agreement $ 1,350,000
Toctal $ 1,500,000
(aj Poogramme Cupport Costs 1.5% of § 1,500,000 = $ 22,500
{b) Project Support Costs
Droject Applicable Percentage Proiect Suppert Costs
Ltems or Compo=
nent Ccsts  Trad., Bx. Gov, Ex. Trad. Ex. Gov. Bx.
$ % % $ $
Technlcal supporl 1,500,000 6.4 L2 96,000 63,000
Co=operavion Agree-
ment, Admin. 1,350,000 - 13,500 -
Recruitment 150,000 3.0 .5 44500 750
Personnel Admin. 150,000 3.0 .1 4,500 150
Accounling 1,500,000 1.0 - 15,000 -
Total Unadjusted Project Support Costs: $ 133,500 $ 63,900
Plus Programne Supvort Cosus (a) above 22,500 22,500
Tobtal Unedjusted Support Costs: 156,000 86,400
Percertage of Tolal Prnject Coste 10.4% 5.8%

(e} Adjustmect to Project Support Costs fr size of project

1

sbimacsy 2% of § 400,000
et 3% of § 500,000

I

(d}) “olel Ac’usieo Support Cogts for this Project

minus $
minus $

8,000

5,000

13
-4
&)
u
} .
-
.
¢
=]
0
}_. -
©

project co

-
UGS

3

xecution: $ 156,000 = $ 23,000 = § 133,00

or §,9% of

(13) Governmenl execubion : § 86,400 = & 23,000 = § 63,400 or 4.2 of
project costs.




Example 6 ¢ YVervy Smuil Project

Proiect Budget

$ 40,000
$ 20,000

$ 60,000

Experts
Training
Total
(a) Programme Suvport Costs
(b) Proiect Support Costs

Annex 1T

1.5% of § 60,000 = $ 900

Zroject Applicable Percentage

or _Compo~

Project Support Costs

nent Costs  Irad. Ex. Gov. Trad. Fx. Gov,. Ex.
g 7 7 5 $

Technical zupport 60,000 6.4 L2 3,840 2,520
Recruitment 4C,000 3.0 0.2 1,200 200
Personnel Admin, £0,C00 3.0 0.1 1,200 40
Bauipment
Training 2C,00C 5.0 0.5 1,000 100
Accounting 60,000 1.0 - 600 -
Miscellaneous

Total Unadjusted Project Support Costs: $ 7,840 $ 2,860

Plus Programme Surport Costs (a) above 200 900

Total Unadjusted Support Costs: 8,740 3,760

Percentage of Teioal Project Costs 14.6% 6.3%

! - . ! " v - - .
(¢) Adjvstmenylo Pro‘ect Support Costs for size of project

N

Ada 3%

(d) Totai Adiusted Support Costs for this Proiect

£ $ 340,000 = plus $ 10,220 and then reduce to maximum =
pius § 7,840 uander traditional execition and $ 2,860 under
Goverrmm=nt exscution.

[ a -
(1) Traditi

cual sxecubion: $ 8,740 + $ 7,840

.

i1) Government execusion.

project costs;

$ 3,700 + $ 2,860
project cogls.

I

$ 16,580 or 27.6% of

$ 6,620 or 11.0% of
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Example 7: Adjustment o Total Support Costs of Sample Agencies (to bec made
once each year)

Agency A:
Total Project Costs: $ 100,000,000; 27% of t>tal programme
Clags of post adjustment at Agency Headquarters: 2.

Agency B:
Total Project Costs: § 60,000,000; 16% of total programme
Class of Post Adjustment at Agency Headquarters: 7.

Agency G:
Total Project Costs: ¢ 30,000,000; 8% of total programme
Class of Post Adjustment at Agency Headquarters: 19.

Totsl Project Gosts: § 10,000,000; 2.7% ~f total programme

Class of Post Adjustment at Agency Headgquarters: 11.

Total Project Costs: ¢ 5,000,000; 1.3% of total programme

g3 of Post Adjustment at Agency Headquariers: Z.
J

Total Pr.ject Costs: $ 1,000,000; 0.03% of cotal programme
Class of Post Adjustment ait Agency Headguarters: 19.

1. Adjustment £or Fconomies of Scale (see II.4 for explanatlon of method)

% of Proiect Adjusiment to Agencies! Total Support Costs
Agency Custg Above ovr
Below Average (6%) 1/
A 21.0% avpove 21% x 0.15 of $ 14,000,000 = minus $ 441,000
B 10.0% above 10% = 0.12 of § S,AO0,000iéiminas $ 126,000
C 2.0% above 2% x 0.15 of § 4,200,00013 minus § 12,600
D 3.3% below 3.32 x3 of § 1,4@0,000’1/: lus ¢$ 138,600
E 4.7% belcw 4.7% x 3 of $ 700,000‘:4 plus ¢ 98,700
F 5.7% below 5.7 x 2 of § IA0,000ié plus $ 23,940.

1/ Support costs before adjustment, i.e. 1/ per cent of project costs,
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2. Adiustment for Vsristlons in Cost at Agency Headausrters (see 11I.D for
explanation of method}

£ Post Adjastment to Agencies! Total Support GCosts

1/

A 6 below x 1.5% of $ 14,000,000 = minus $ 1,260,000
B 1 below 1 x1.5% of § 8,400,00 A minus § 117,600
C 11 above 11 x 1.5% of § 4,200,00 11: plus $ 693,000
D 3 aboe 3 x1.5% of § 1,400, Ou = plus  $ 63,000
E /. below 4 x 1.5% of $ 700, OC minus $ 42,000
F 11 above 11 x1.5%2 of § 140, ooo’/ plus $ 23,100

3. Adjustment for slability of gsupport costs

The total support costs to be paild py UNDP to an Agency would nol decrease
by more than 10 per cent from one of the Agencies' budgetary periods (not
exceeding two years, Lo the next.

~ . . E > PR 2 - P = H -
2/ Suppocrt costs belore adjusicent, i.e. 14 per cont of projec. couis.






