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Important Note to the Reader

The present study describes financial flows to &inth five UN agencies. Its main objective is to
describe how funds were utilized during the lastadie. It is largelypased on a compilationof
existing public documents, complemented by intervigs at headquarters of agencies concerned and
two country visits.

The study ishot intended to be a review of efficiency or effesteness of UN agenciesHowever, it
makes certain observations and suggests furthéysaahat might be useful inputs into such future
analysis. Similarly, the study it an independent audit Coverage of audit issues in the report is
based on public documents presented and discugstt lagencies’ boards and used to highlight the
reliability of financial information.

As in any time bound studypverage of data and information is limited to docments published
between 2000 and 2010 The UN system has been going through continumgsovements. The
authors recognize some of the observations recardélis report, while valid for the period under
consideration, may have been addressed recentfyem are plans to do so soon. The report hasl note
some of these instances, but documenting them adl mot feasible. In the interest of being concise,
while covering all issues, the present volume (Viwdul) provides a synopsis of the analysis, findings
and key sources. The interested reader will firmtendetailed information, expanded analysis and
more extensive explanation of sources in the acemyipg Volume 2.

In its summary and conclusions the report makesaicerecommendations aimed at accelerating
ongoing reforms, reconsidering specific aspecth@i agencies conduct their business and areas
where further studies may be warranted. Howevaeritecal message that should not be lost in the
volume of information provided is that UN agenciemtably but not solely those involved in
humanitarian aid, operate at times under extrerdélcult circumstances providing support to a
population that is largely not served by other deno




Executive Summary

This study, carried out by IDC SA on behalf of Exatlon Department, Norad, reviewed publicly
available information on financial flows and fin@icplanning and budgeting processes of five UN
entities that are important partners for NorwayreéEhagencies are mainly involved in development
activities (UNDP, UNICEF and UNFPA) and the othewotmainly in humanitarian aid (WFP and
UNHCR). Publicly available documents publishedwsstn 2000 and 2010 were supplemented by
exchanges with UN officials at each agency’s headgus and in Uganda and Vietnam. The approach
followed to undertake the study is summarized @Ahnnex.

The study has been prepared following a decadegluwhich the MDGs have provided a set of goals
for 2015 for donors and recipient countries alikd donors have shown commitment to increase aid to
meet these goals. The fulfilment of these commitisieand limitation in the ability of bilateral
agencies to substantially scale-up their activitiesulted in a significant increase in donor flows
through multilateral aid agencies, in the form ottbuntied and tied contributions. As seen in the
evolution of revenues, the UN system was a majoet@ary from the scale-up in aid.

Over the decade 2001-2009, the five agencies maebiliesources for almost US$100 billion at current
prices, 73 percent of which were non-core earmadagdributions. Revenues exceeded expenditures
for most agencies over the period. By end-2009emisfunds including mandatory reserves at these
agencies are estimated to have exceeded US$Idhbillside from mandatory reserves, much of these
balances are from non-core earmarked funds receivedvance under signed legal agreements for
specific projects/programmes whose implementatigterels beyond one financial year. There are
several reasons for the presence of these balancag]ing: (a) multiyear disbursement of resources
received in advance; (b) disbursements by donorisglithe last quarter of the year; (c) dealing with
unexpected emergencies or reducing volatility adu#uctuations in income; (d) tight earmarking and
thus non-fungibility of funds; and (e) dealing witbntingent liabilities (pensions, medical insunc
and unused leave). The study did not address tbstin whether the build-up of unspent balances is
indicative of absorptive capacity constraints, igatarly in the case of non-core earmarked funds.

The build-up of unspent funds has been discussdBoayds of some agencies. To address this issue
the study recommends that Boards of agencies aantim monitor the build-up of unspent funds and
ensure their timely draw-down, while maintainingugent reserves. Further given that non-core
resources are to a large extent donor-driven, ¢he/ant donors need to monitor their commitments
and disbursements from such resources. Whethehawdthis is done by the donors has not been
addressed in this study. To gain better insightthes issue, the study recommends a review ofodon
monitoring practices, based partly on analysisaofigles of projects.

UN agencies and donors should also engage in agdielaimed at agreeing on more flexible use of
earmarked resources. Desirable outcomes woulddeainore widespread use in the future of thematic
fund and greater ease in allowing agencies to aeatée, using relatively easy and transparent




procedures, earmarked funds to related programmesnilar countries — such an approach has
apparently been successful in the case of emergespgnse.

Tightly earmarked, non-core funds have often beercgved as having a negative impact on the
effectiveness of the organizations receiving them mdeed explain in part the build-up of unspent
funds mentioned below. For example, UNDP managérfesis that the increased importance of
earmarking affects its ability to pursue a flexiplgramming approach and to fully address presiti
They also diminish the role of these agencies’ i®as priority set for budgetary core resources are
often different from those pursued by donors thfoogn-core contributions.

To address these issues, the study suggests congideys to reduce the lead time for preparing the
biennium budget. Each UN agencies should ascenthather its main donors are likely to decrease
core funding in absolute terms or relative to norec In such cases, early dialogue with donors may
help in managing the risks arising from such chang cases where non-core funding is preferred,
the aforementioned dialogue could also help emphas$ie importance of maintaining flexibility by
earmarking themes for broad country groups, as sgipto very specific activities benefitting a singl
country. Furthermore, the agencies Boards shauidider greater oversight over non-core resource to
ensure, inter-alia, that priorities (such as retatevel of support to poor countries) are notatisd.

The aforementioned earmarking can also generaeeaitler problem if the cost recovery fee charged
is set too low. Cost recovery rates are incredgifiged (typically 7 percent), simplified and
harmonized between agencies. Nevertheless, faomeadetailed in the concluding section of the
report, given the information available for thedstut was not possible to determine whether thellev
of cost recovery was high enough to protect conglifig from the risk of cross-subsidization.

To address some of the issues related to cost eggodonors may wish to consider setting both
minimum size and a certain amount of flexibilityftre initiating non-core programmes. A more

detailed study by agencies of cost of administenmap-core programmes would help establish
thresholds. Small donors of non-core resourcesdcstill be accommodated as long as they are
prepared to pool their funds with others in tharfasf multi-donor thematic trust fund. The case for
implementation of some programmes by agenciese@adsiof Governments, NGOs and/or private
sector) needs to be revisited.

Increased expenditures by UN agencies has beemmpetied by an increase in staffing. The UN
system employs nearly 83,000 staff worldwide; netwio-thirds of UN staff is in the “general service
category; this is also the category of staff thas lincreased fastest over the past decade. Of the
agencies included in the current study, UNDP andQ@B¥ are the largest employers in terms of staff,
each one employing some 6,000 to 8,000 staff. Bifig the decentralized nature of their services, t
vast majority — over 80 percent — work in countffices or in regional offices. The strength ofsthi
approach is that it ensures good UN staff presemcthe ground, notably in areas not covered very
well by other multilateral and/or bilateral agersciecHowever the aid delivery model whereby UN staff
are major providers of advice to governments desefurther scrutiny. The report explains the issue




of retirement affecting senior staff and of ensgriheir successors are selected on time have the
required expertise to ensure a smooth transitiomete managers, as well as need for greater staffing
flexibility to maintain and improve skills mix.

The study recommends: (a) review effectivenesssf gtaffing strategies and realign with the nedds
the coming decade; (b) implement HR recommendataresady presented to various Boards; (c)
consider ways to lighten the burden of staff onlilemnial budget of UN agencies; and (d) eventually
undertake a study of efficiency and effectivenes®ims of service delivery and cost.

In the aftermath of the 2008 financial crisis, son@nor countries are facing significant fiscal
constraints that for some may lead to reductiontheir expenditures on aid, while others are
reallocating funds away from agencies classifiess lefficient. There is a risk that after 2015 the
absence of agreed goals, such as current MDGs,um@grmine aid mobilizing efforts. UN agencies
may be facing future revenue constraints and catigetfrom other institutions. To alleviate such
risks, the study recommends: (a) entering into emere multi-annual agreements with donors in order
to stabilize funding; and (b) developing contingenans in the event resources, especially core,
decline or grow less rapidly. The agencies inatuigkethis study have also a higher dependency ilom
small group of donors (which are not identical)ttesr top 10 donors accounted for 70 to 85 peroént
total revenues. The problem of reliance on limitednber of bilateral donors should be addressed
through improved mobilization of core resourcesrfnoew sources.

The agencies should get strong recognition for nwakill Board paper available to the public and
organizing them by Board sessions. Nevertheledsyreal searches nor internal ones easily result in
finding the document that best deals with a paldictopic and sifting through the information cam
time consuming process. Also some of the detallgd does not seem to be publicly available for all
agencies — for instance breakdown of certain expeed. Finally, reconciliation of data from one
board paper to another can be hard due to chadigiingjtions or inconsistent coverage of information
The updating of historical data for some time seiseanother source of inconsistency.

Most agencies benefit from unqualified audits, whieflect adequate financial management systems.
However, the audits do reveal, even if often misbricomings. The adoption of International Rubli
Sector Accounting Standards (IPSAS) has been caetptnly for WFP, while the other agencies will
introduce IPSAS by 2012. IPSAS would address a&kness and avoid repetition of certain problems
noted by auditors.

Procurement in the UN system is governed by thabéished regulations and rules of each UN
organization. While such regulations and rules rddfer in matters of detail, all organizations are
guided by the Common Guidelines for Procurement.he Tprocurement procedures are well
documented and follow a clear internal logic.

The study’s main recommendations related to thelipubformation, financial management and
procurement are as follows: (a) continue improypaglic information systems, for instance by posting

Xii



more project level information and supervision mgo(b) satisfy need for higher-quality, rigorous
reporting on UN system-wide funding flows and emshetter comparability of information by using

harmonized table with similar and complete coverafjedetailed items; (c) review procurement
procedures to ensure they conform to current besttipe, including on use of country systems; (d)
take all necessary measures to ensure that alt@gemave adopted in 2012 the international fir@nci

accounting standards; and (e) ensure timely follpnaf audit recommendations and clear backlog.
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1. Introduction

a. Objective and scope

1. Donors are increasingly concerned with the efficieand effectiveness of their aid programs,
partly in response to the need to accelerate gramth poverty reduction and partly in response to
demands from governments facing fiscal constraant tax payers. In this context, Norad has hired
IDC SA to carry out a study to contribute to thelerstanding of financial flows and current finahcia
planning and budgeting processes of a select godugN entities that are important partners for
Norway.

2. This report contributes to the ongoing debate ah aichitecture and aid effectiveness by
looking at some key upstream issues relating tdJiNedevelopment cooperation system. This study is
not intended to be an evaluation of UN developmernd humanitarian assistance Assessment of
the development results achieved by the concernganzations is beyond the scope of this study.
Specifically, the main questions asked here ajew(tht is the level of resources mobilization; [iaw

are these resources allocated and what are thgesisssociated with earmarking; (3) what are the
outputs (where does the money go?); and (4) asnaillaay question, are the fiduciary systems
adequate to promote transparent flows and sounehelioires.

3. The report reviews financial flows to and frdme major UN agencies three of which are
mainly involved in development activities (UNDP, UNEF, UNFPA) and the other two mainly in
humanitarian aid (WFP and UNHCR). Furthermore,dh®e studies of Vietnam and Uganda provide a
link between agency level and country level prograng, while highlighting a number of country
level observations, such as inter-agency coordinadnd budgeting. The approach followed is
presented in the Annex.

4. The present report, focused on financial flows|dsuprimarily on review of publicly available
documents supplemented by exchanges with UN dffieiaeach agency’s headquarters and in Uganda
and Vietnam. While every effort has been mades® the most up-to-date data in the analysis,
bulk of the analysis of the report was undertakenng January-April 2011 when key data was only
available till end 2009 — in finalizing this repcaihd based on feedback from UN agencies the
consultants took into account information that lbeeaavailable during the second half of 201he

final draft includes updated 2009 figures, with WNevised time series. This may exacerbate
problems of data consistency with details from meth documents, but does not significantly affect
major trends and key conclusions. Furthermoresaah agency uses a different terminology for the
same concept (e.g. core or non-core) we have ak asipossible tried to harmonize the language used
in this synthesis report — each agency’s own testogy is still used in Volume 2 because of its ¢gea
focus on individual institutions.

5. Volume 1 presents a synthesis of our findings on UNFPA, OBF, WFP, UNHCR and
UNDP, based on extensive desk work, visits to gdineies involved and to two developing countries,




Uganda and Vietnam. The detailed case studies dmagency as well as the two country reports are
included inVolume 2.

b. Brief introduction of the Five Agencies mandate

6. The agencies covered by this report are involvetiath development and humanitarian aid.
Their mission statements help set the particulatecd in which they operate and are provided here t
provide more context to the study:

a. The United Nations Population Fund (UNFPA) desailis mission — defined mainly by the
International Conference on Population and Develpmin 1994 and the Millennium
Development Goals -- as to promote “the right cfrgwoman, man and child to enjoy a life of
health and equal opportunity.” In this pursuite tdNFPA “supports countries in using
population data for policies and programmes to cedpoverty and to ensure that every
pregnancy is wanted, every birth is safe, everyngoperson is free of HIV and AIDS, and
every girl and woman is treated with dignity andpect.” UNFPA provides assistance to 155
countries and territories, employing some 2000 stafldwide in 2010. A major reorganization
in 2008 reinforced UNFPA'’s decentralized struct@a®;a result, today 80 percent of UNFPA’s
staff work outside Headquarters. National executddnUNFPA funded projects is a high
priority in the current strategic plan. UNFPA stsaits Executive Board with the UNDP.

b. United Nation Children’s Fund (UNICEF) began aseéief organization for children after
World War IlI, but its mandate soon expanded to ihglgchildren in developing countries.
Today, UNICEF promotes children’s rights to healtkean water, education and protection,
and, more recently, also the rights of women. UNFQEcreasingly emphasizes its advisory
role in enhancing local capacitiesOf the 60 indicators of progress towards the éditium
Development Goals, UNICEF contributes to progres&0d indicators spread across 7 MDGs.
UNICEF is active in 190 countries and territorig®und the world, operating out of 127
country offices and 7 regional offices in addittonits headquarters in New Yor€openhagen
and Genevalt is a decentralized organization with nine otil0 staff members workinig the
field®. Over 10,000 of the staff, consultants and volussteee in the field. Unlike development
institutions that allocate support based on coupg&yormance, UNICEF takes pride in its
presence in “orphaned countries”. While this apphomay carry with it high overhead costs
for the UNICEF, it at the same time ensures momitpof key indicators on child well-being
and rights, as well as provide for a safety netdwoidren and women in these countries and
thus complements the policies followed by developinestitutions.

! United Nations Children’s Fund. 28-30 Septembd@52The UNICEF medium-term strategic plan, 200620 esting

http://www.unicef.org/about/execboard/files/05-11T &P .pdf
2 Seehttp://www.unicef.org.uk/Documents/Publications/Aerements2010.pdf

in children: the UNICEF contribution to poverty tedion and the Millennium Summit agenda



7.

World Food Programme (WFP), established in 1968)asworld’s largest humanitarian agency
fighting hunger. In emergencies, WFP is on thatfnoe, delivering food to save the lives of
victims of watr, civil conflict and natural disasteAfter the cause of an emergency has passed,
WEFP uses food to help communities rebuild theediv WFP is an autonomous joint subsidiary
programme of the United Nations and the Food andcAlure Organization (FAO). Its
policies and budget are determined and approveatefpoard, its governing body consisting of
36 Member States. WFP has its Headquarters in Ribahg,and conducts activities through 96
offices around the world in 73 countries in sixiogg and has a presence in an additional five
countries where it monitors food insecurity.

United Nations High Commissioner for Refugees’ (UBRIS) mandate was defined by its
Statute as to protect refugees and seek durabléisd to their problems under a 1950 UN
Resolution and extended by further resolutionsenms of beneficiaries and assistance . By
20009, its stated objectives were (i) ensuring tode to all persons of concern, (ii) affirming
and developing an international protection regithg,realizing the social and economic well-
being of people of concern, (iv) responding to egeacies in a timely and effective manner and
(v) attaining durable solutions. UNHCR operatians divided into field programmes, mostly
geared to specific countries (although classifigddgion and sub-region) and a smaller amount
of “global programmes” for world-wide or regionaligport of policy priorities and field
programmes.

United Nations Development Programme (UNDP) is th¢'s global development network,
advocating for change and connecting countriesxomkedge, experience and resources to help
people build a better life. Its field presencesinsured through 5 regional service centres and
129 full-fledged country offices, working on soluts to global and national development
challenges in 166 countries. As countries devébopl capacity, they draw on the people of
UNDP and wide range of partners. The UNDP netwankes and coordinates global and
national efforts to reach the Millennium Developméoals by 2015 and covers poverty
reduction, democratic governance, crisis preventma recovery, and environment and
sustainable development, as well as cross-cuthegiés, such as women empowerment and
capacity building.

As evidenced by the above statements, there igeee@f overlap between various agencies’

goals which has created the need for better coatidim and initiatives such as the “One UN”. These
issues are taken-up later in this report.

8.

Independent view of performance

As noted at the outset of this report, its purpeseot to evaluate the performance of the five

agencies. Furthermore, areas such as cost of dmisigess and breadth of scope of activities are
relevant to this study. Nevertheless, the analysiBnancial flows and systems made in this repaay
be informed by available assessments of efficiemy effectiveness.




9. DFID has recently undertaken a review of multilatexid, from the standpoint of value for
money as measured by contributions to UK aid ohljestand institutional strength. UN agencies
feature prominently in this repdrt As shown incigure 1.1 below, the overall rating for UNICEF is

“very good” and the agency has been assessedtasng performer. UNDP, UNHCR and WFP are
classified “good”, reflecting strengths as well @wfareas for improvement. Finally, UNFPA is
classified as adequate, reflecting a number oessu

Figure 1.1 - Classification of Multilateral Agencies (2011)

Value for money of the multilateral organisations for UK aid
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10.  Another source of information about three of therages covered by this report is the
Multilateral Organisation Performance Assessmentvigk (MOPAN). MOPAN is a network of 16
donor countries with a common interest in assestiegorganisational effectiveness of the major
multilateral organisations they fund. A synopdisheir latest findings, which are not inconsistesiih
DFID’s, is provided below. The reviews are based merceptions of MOPAN members and
partners/clients of these organisations and, in esorases, on a complementary review of
documentation by independent consultants. Resuéispresented according to four quadrants: (I)

3 http://www.dfid.gov.uk/About-DFID/Who-we-work-witMultilateral-agencies/Multilateral-Aid-Review/

4 UNHCR and WEP are not covered.




strategic management, four indicators; (1) opersl management, seven indicators; (lIl) relatigmsh
management, five indicators; and (1) knowledge ageament, three indicators.

11. MOPAN’s most recent review of UNFPA was issuedanuary 2011 The document review
generally yields lower results than feedback basederceptions. The latter is also much less bkxia
The organization scores adequate or below in gnatva The least volatile and best results, adégua
or better, are found in quadrant IV. Results Far dther two quadrants are more volatile rangiogfr
strong to inadequate. In the document review, UAIgets high mark for allocation decisions and
country focus. On the other hand, corporate fooosresults, managing human resources and
performance oriented programming is rated inadequat

12. MOPAN’s most recent review of UNDP was issued irbrieary 2016. It is based on a
perception survey. Overall, the UNDP is seen tdope adequately on 14 out of the 18 indicators
assessed — one fewer indicator, linking aid managéno performance in quadrant II, than for
UNFPA. It is seen to perform strongly on two — delied decision making and contributing to policy
dialogue. Two indicators are rated inadequate irgusountry systems and disseminating lessons
learnt. In general, partners have more favoural@es than donors on the UNDP’s performance in
these areas.

13. MOPAN’s most recent review of UNICEF was issuedrgbruary 2010 Out of the 18 key
performance indicators assessed by MOPAN in 2008ugh a survey of perceptions, UNICEF
received strong ratings on three — country focusesnlts, delegating decision making and contriguti

to policy dialogue. There was adequate ratingarteen indicators, and an inadequate rating dy on
one indicator — using country systems. MOPAN memberthe field view UNICEF's performance
less favourably than donors at headquarters andnaaipartners. There are no notable differences in
the performance of UNICEF in “Delivering as Oneliatries.

> http://static.mopanonline.org/brand/upload/docuts&iNFPA_Final-Vol-I_January 17 _lssued1l.pdf
® http://www.mopanonline.org/upload/documents/UNDIRaF February 19 issued_.pdf
" http://www.mopanonline.org/upload/documents/UNICEal_February 19 _issued.pdf




2. Trends in resources

14. The purpose of this section is to present an ogenaf development contributions (ODA)
received by the UN system, to distinguish its camed non-core components (a notion common to all
agency but with different names the first beingteses agencies can deploy anywhere while the latte
are earmarked) and to present recent trends. @talslof these revenues together with analysis of
expenditures are presented in the next chapteesafdr agency subject to this study.

15.  This report is written at the close of a decadanduwhich the UN system has experienced
significant growth in some resources and in itsafficial ability to tackle its development and
humanitarian mandates. Yet, despite this grovith,share of core funds disbursed to the UN system
originating from OECD countries has decreased, lyamfavour of EU institution and the World
Banké. Figure 2.1 below illustrates this trend. However, if non€aontributions are considered, the
UN System is by far the most important multilatechnnel today, well above US$20 billion/year
compared to US$12 billion of the European Commissidrhe World Bank receives closer to the
European Commission (US$12 billion/year) when tfuatls (except financial intermediary funds) are
taken into consideration.

Figure 2.1 - Aid Provided by DAC countries to seleaanultilaterals (5-year average)
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16. A recent (2011) OECD report also presents the oktfor the next few years in terms of aid
programming. It concludes that nominal growth adtntry programmable aid” from OECD countries
is slowing by about 2/3 (from 7 percent to 2.5 pety. This may result in increased competition
between multilateral agencies for donor funds araterbates the trend noted earlier concerning share

82010 OECD-DAC report on multilateral aid. httpww.oecd.org/dataoecd/15/15/46062737.pdf




of resources allocated to UN agencies. For thgseaes, an important additional factor is not only
the amount programmed, but also whether these conanis translate into disbursements. Recent
experience varies for three of the agencies covieyetthe present report, even though figures show a
strong correlation between commitments and outturhe ratio of end-2009 outturn to commitments
made two years earlier, the respective figuresUNDP, UNICEF and UNFPA are 97 percent, 111
percent and 111 percent. The latter two agenhigs dppear to have successfully mobilized additiona
resources beyond initial commitmehts

17. A recent draft report of the Secretary-Gen¥ral'Analysis of the funding of operational
activities for development of the United Nationstgyn for 2009" (May 2011) presents a fuller view of
the UN system funding, summarizedrdmure 2.2, This figure shows that the share of DAC donars i
total UN funding has declined from 76 percent 8390 63 percent in 2009, in large part due to
increased contribution by EU and others. At thmeséime funding has increased by about 40 percent
in real terms. In-spite-of these positive trerts, large share of DAC donors implies that slow-dow
in their contributions growth could impact UN resoes.

Figure 2.2 — Source of Funding 1995-2009
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18. As indicated inTable 2.1UNDP, UNFPA, UNICEF, WFP and UNHCR accounted fonaor
but slightly declining portion of contributions N agencies (from 70 percent in 2004 to 68 peroent
2009). The present report thus covers the bulKirancial flows into UN‘s development and
humanitarian assistance.

92010 OECD report on aid predictability survey imdds forward spending plans 2010 — 2012. P. 3lhd
10 http://www.un.org/en/ecosoc/docs/adv2011/11_draftding_report.pdf




19.  Another important issue taken-up in the study ofheandividual UN agency and a rising
concern amongst UN agencies and some donors, gelatéhe decreasing ratio of core to total
financing (core and non-core). As shownlimble 2.2, overall this ratio has held fairly steady below
26 percent between 2004 and 2009, but reaching 2thlgercent in 2009. However, in the case of
UNICEF and UNFPA the relative amount of core resesrare getting smaller, even if the ratios
remain above UN agency averageable 2.2also indicates that the five UN agencies coverethis
study raised almost US$100 billion in revenues dher period 2001-2009 at current prices. The
revenue growth in nominal terms (at an averageld percent p.a.) has been very significant.

Table 2.1 - Contributions Received by UN entity: 204-2009 (Millions US$)

Contributions to: 2004 2005 2006 2007 2008 2009
UNDP - central funds 3715 4217 4414 4678 4740 4657
UNDP - administered funds 82 78 99 153 248 324
Total UNDP 3796 4295 4513 4831 4988 4981
UNFPA 425 505 518 660 769 732
UNICEF 1969 2742 2753 2979 3340 3233
WFP 3116 2940 2697 2709 5033 4100
UNHCR 990 1134 1109 1266 1632 1756
IFAD 329 158 261 488 278 543
ITC 42 46 45 41 47 47
UNAIDS 188 188 258 283 285 275
UNCTAD 28 36 30 38 31 35
UNEP 154 129 115 165 208 199
UN-HABITAT 73 109 102 137 91 134
UNODC/UNDCP 86 103 124 225 290 227
UNRWA 470 562 590 647 764 900
FAO 531 539 698 849 1070 1080
ILO 343 375 398 441 471 455
UNESCO 451 524 518 547 481 469
UNIDO 217 235 184 238 259 245
WHO 1158 1893 1794 1972 1680 1683
Other Specialized agencies 245 254 293 318 447 443
UNOCHA 112 140 160 173 267 170
UNDESA 37 93 53 90 57 77
Regional commissions 38 65 48 57 61 87

% of total UNDP, UNFPA, UNICEF, WFP and UNHCR 69.6% 68.1% 67.1% 65.0% 69.9% 67.7%
Total Contributions 14798 17067 17260 19155 22550 21872
In constant 2008 US$ d/ 17647 19792 19619 20171 22550 22541

Source: Report of the Secretary-General: "Analysis of timeding of operational activities for developmentto$ United
Nations system for 2009" (May 2011). Statisticah@r http://www.un.org/esa/coordination/statistieainex_2009.xls




Table 2.2 - Revenues of Select UN Agencies, US$limils, current prices (2001-2009)

Type of Growth rate
Resource 2001 20021 2003 2004 20049 2006/ 2007] 2008 2009 Total| % | (2009/2001)
Core
contributions | 1,461 1,622 1,781 2,589 2,630 2,821 3,171 3,797 3,149 23,019 22% 10.1%
UNDP 654 663 762 842 915 916 1,109 1,089 1,005 7,951 22% 5.6%
UNFPA 254 250 289 323 351 361 437 429 469 3,167 67% 7.8%
UNHCR - - - 222 258 246 262, 308, 288 1,584 13%
UNICEF 551 709 730 796 812 1,054 1,109 1,085 1,06 7,911 36% 8.6%0
WFP 405 294 242 257, 888 321 2,407 8%
Non-core
contributions | 4,897 4,759 6,409 7,187 8,147 7,952 8,67(Q 11,234 10,939 70,190 68% 10.6%
UNDP 1,417 1,387 1,704 2,121 2,543 2,653 2,847 3,093 3,121 20,884 59% 10.4%
UNFPA 124 - - - 132 210, 286 366 269 1,387 29% 10.20%
UNHCR 779 816 929] 768 877 865 1,043 1,321 1,474 10,454 85% 8.3%
UNICEF 674 746 958 1,182 1,949 1,725 1,907 2,305 2,190 13,639 62%) 15.9%
WFP 1,904 1,806 2,820 3,114 2,649 2,499 2,587 4,150 3,884 25,413 89% 9.3%
Other income 203 181 289 278 325 565 655) 598, 677 3,771 4%
UNDP 213 140 2401 200 287 328 458 537 457 2,860 8%
UNFPA 1 4 1 6 8 18 2 0 13 54| 1%
UNHCR -11] 37 48 14 -28 28 9 15 38 151 1%
UNICEF -l 0%
WFP - - - 58 58 191 186 45 168 706 2%
Interest
Income 133 80 68 86 178 303 364 319 199 1,730 2%
UNDP 86 51 46 53 95 158 185 179 105 958 3%
UNFPA 14 9 5 7 12 17 27 24 31 145 3%
UNHCR 5 3 3 2 3 5 12 7 2 421 0%
UNICEF 28 17 14 24 68 123 140 109 61 584 3%
WFP -l 0%
Total 6,897 6,819 8,834 10,417 11,604 12,204 13,519 16,544 15,640 102,481 100% 10.8%
UNDP 2,581 2,381 2,990 3,414 4,127 4,383 5,054 5,434 5,145 35,513 100% 9.0%
UNFPA 394 264 294 335 503 606 752 819 783 4,752 100% 8.9%
UNHCR 774 856 979 1,004 1,110 1,145 1,324 1,651 1,802 12,237 100% 11.2%
UNICEF 1,253 1,472 1,704 2,000 2,829 2,904 3,153 3,499 3,317 22,131 100% 12.9%
WFP 1,904 1,806 2,820 3,579 2,999 2,932 3,029 5,083 4,373 28,524 100% 11.0%

Note Some totals may not match those in Table 2.1tdukfferent treatment of trust funds.
WEFP does not account for interest rereeseparately.




20. Although not always reported separately, interesoie has been significant for several
agencies, considering the large fund balances roatlyem hold. Treatment of interest differs from
one agency to the next. Some (e.g., UNICEF) redoed Regular Resources, which are used for
programme activities defined in UNICEF’s Medium fleBtrategic Plan* while others (e.g., UNDP)
either utilize it for the purpose of the originahl or refund it to the donor — these proceduresigéd

in September 2011.

21. Data in Table 2.2 do not include certain multi-dotiust funds passed through UNDP or
UNICEF, or independent funds administered by UNRR).( UNCDF, UNIFEM) managed by the
latter that amounted to about US$2.2 billion in 200

22. The two humanitarian agencies in our study (UNHCR ad WFP) relied mostly on non-
core contribution®?. Four fifths of WFP’s revenues are monetary cbutions while one fifth is in
kind. In contrast, UNFPA benefitted mostly from eaontributions, allowing for more flexibility in
planning for future activities. UNFPA, UNDP and UNEF stresses the advantages of core financing;
if efforts to solicit such funding are not succegsthematic funding or pooled donor funds are
proposed as a “second best” alternative; effortsnaade to ensure that earmarked contributions are
aligned with the medium term strategy.

23. UNDP and UNICEF are somewhat in between with aiggmt share of revenues from core
contributions of 26 and 33 percent, respectivéiypwever, these shares declined significantly okier t
period from 32 to 21 percent for UNDP and from 438 percent for UNICEF. Preliminary data for
2010 for some agencies point to an additional ameeof contributions coupled with a further decline
in the share of core contributions. Nearly onedthof UNICEF’s income comes from private
“National Committees” and other private contribago Private sector contributions are split between
core and non-core income, with US$492 million givercore activities and US$533 million given to
non-core activities in 2009, even though such dplittuates over time due to sudden humanitarian
crises. Compared to other agencies, UNICEF recevesge number of small contributions (over 80

Box 2.1 - Degree of Earmarking of UNHCR’s contributons

Most contributions to UNHCR are “tightly earmarkelly donors for specific countries and/or activiti
(e.g. HIV) or “loosely earmarked” to specific reg®or sub-regions. “Unrestricted contributions”tt
UNHCR may freely allocate to needs are a small stagnating portion, from 19.7 percent of 4

contributions in 2004 to 17.3 percent in 2009. Skheunrestricted contributions are even m
concentrated, with 97 percent from Governmentgetent from the top ten of them and 72 percemn f
the 8 regular contributors: Netherlands, UK, Derknalorway (12 percent), Canada, Spain, Switzerld
and France. As such core contributions are critw@omplement individual programmes and to foll

consistent strategy, their acute concentration talttee vulnerability of UNHCR.

" Interest income reported by UNICEF in annual firiahstatements.
2UNICEF is partly humanitarian as about one foufthisactivities concern humanitarian aid.




percent of the total number of other resourcesritrtions were below US$1 million in 2008)

24.  Most contributions are annual although some agencsehave successfully introduced multi-
annual agreements For example, WFP has signed multi-year fundingea@aments with Australia,
Canada, Luxembourg, the Russian Federation andnited States of America. Furthermore, project
implementation takes time and resources. It iscteatr whether multiyear commitments are fully paid
in at the outset by the donor. However, budgefngcesses in donor countries and conflicting
priorities would suggest that disbursements aredas annual tranchés.

25. Tightly earmarked funds have often a negative impdacon the effectiveness of the
organizations receiving them For example, UNDP management feels that thee@ssd importance

of earmarking affects its ability to pursue a fldri programming approach and to fully address
priorities. This issue was of concern before amchot new. In 2001, UNDP commissioned an
evaluation of non-core resources, which was diszliss its Boart. This study was motivated by the
halving of core funding, while non-core funding hasen rapidly and had become three times larger
than core. The main conclusion of the study caecuwith by management, was that there was broad
alignment between the two sources of funding, dmmatic trust funds will further strengthen this
alignment. The study also pointed out issues @b @xovery. Finally, the agency felt that core an
non-core funding were complementary but not intengfeable. Adequate levels of core funding were
therefore essential. Trust funds remain an imporsaurce of revenues and the conclusions of the
study remain largely valid toddy.

26. The agencies included in this study have ofténgaer dependency from a small group of
donors than the UN average While the top 10 contributors to the United Nag System in 2009
accounted for 55 percent of total contribution®, tbp 10 donors provided over 85 percent of WFP’s
contributions in 2010, 82 percent of UNDP’s in 2080 percent of UNFPA'’s in 2008, and 69 percent
of UNHCR’s over the period 2006-2009. UNICEF hasawch wider donor base.

27.  Norway was the sixth largest donor with US$909 ionill of contributions, almost equally

divided between core and non-core. Over the pe?@d4-2009, Norway gave 47 percent of its
contribution as core in line with most other DAChdos. There were however significant differences
in this share across the agencies that Norway stggboFor example, over 80 percent of Norway’s
contribution to UNFPA in 2009 was for core expeuads, significantly contributing to increase

13 See http://www.unicef.org/about/execboard/files/06-ABlabstrecovery.pdipara 4, page 4.
4 This point has not yet been clarified.
15 http://www.undp.org/execbrd/archives/sessions&tb?002/DP-2001-CRP12.pdf

'* Some donors (mainly the Nordic countries) are iasiregly channelling their non-core contributiontiro called
thematic funds, which are much more flexible asrdg use that common non-core funds. Thematic ftadktate
programme funding in a more strategic manner bgesging flexibility in the allocation of resourdesareas of highest
programme needs. These funds provide a more fegXilmhger and harmonized time-span for using doutions, an
arrangement which also helps to reduce transactists. They also provide an avenue for directisgueces to critically

under-funded country programme areas;



flexibility in UNFPA’s programme planning. The skaior UNHCR was almost 70 percent. Norway,
with nearly US$200 million in contributions, wastkecond largest donor to the UNICEF in 2009, but
only 35 percent of its aid was not earmarked.

28. Revenues have exceeded expenditures for most agemsier the period, leading to a
significant build up in accumulated fund balancesthat had reached an estimated amount above
US$12 billion by end 2009 for four agencies (WFRIOEF — including earmarked procurement --
UNDP and UNFPA). WFP’s fund balances were almos$3J% billion by end 2009. UNICEF by the
end of fiscal year 2008/2009 had unspent funds athay to US$2.7 billion. UNDP had US$5.4
billion of accumulated fund balances by end 200che main reasons for such unspent funds and
reserves are explained separately for each agartbg ifollowing paragraphs.

29. UNFPA's reserves and fund balances have been teadily rising trend, reaching 443 million

by end 2009. The operational reserve, at US$93llm or 20 percent of contributions to regular
resources, was in line with UNFPA financial rulesind balances and reserves under other resources,
however, were US$277.9 million in 2009. A reason tfee increase in unspent funds, in excess of
mandatory funding for e.g. the operational reseiwéiat the agencies receive funds, based onrgndi
legal agreements with its partners, in advanceistbulsements for the implementation of planned
specific activities over several years. Anothey kactors to be considered is that the bulk of ensp
balances have been committed and are not fungible

30. The UNICEF Executive Board has expressed étnternabout the increase in total end-year
unexpended funds for programme activities, paytigith regard to regular resources and in this
context requested that it be provided with a repadluding recommendations, on efforts to address
this issue, including barriers at headquarters emahtry level to expending funds, and ways to
expedite expenditures”.

31. The estimates of unspent funds are validated byrnmédtion provided in the audit reports for
UNDP and UNHCR, which also provides further detaitsthe origins of unspent funds and statutory
reserves. It should be noted that in the caseNHHOR and WFP, the bulk of their resources are non-
core and so are their cash balances. As shownaine 2.4 below, unspent funds and reserves
increased by about 250 percent between 2002/3 @d8/2 In the case of UNCEF over one-third of
the accumulated balances were in the form of regakources, while in the case of UNDP the figure
was about 10 percent.

Table 2.4 — Accumulated cash balances for select ldgencies (US$ thousands)

Y http://www.unicef.org/about/execboard/files/09-ABl8erim_financial_report-ODS-English(1).pdf UNICHiRancial

report and the audited financial statements, ap.cit



2002 - 2003 2004 - 2005  2006-2007 2008-2009

UNICEF
RESERVES AND FUND BALANCES 1,080,155 ,992,430 2,640,342 2,928,548
OF WHICH: Regular resources 427,050 636,365 1,630,8 1,093,351
Other Resources Regular 439,540 652,190 1,149,07H431615
Other Resources/emergen@13,565 703,876 460,411 403,582
UNFPA
RESERVES AND FUND BALANCES 191,381 280,975 370,363 442,735
OF WHICH: Regular resources 82,724 123,871 143,402 164,898
Other Resources 108,657 157,104 226,961 277,837
UNDP
RESERVES AND FUND BALANCES 2,384,7173,741,260 4,876,746 5,588,887
OF WHICH: Regular resources 297,382 408,080 570,579 577,982
Other Resources 1,988,440 3,219,345 4,130,430686,006
Funds Admin by UNDP 98,895 113,835 178,72 324,899

Source Agency Audit Reports

32. End-2009 audit reports provide additional detasisthe following three agencies embedded in
notes:

« UNICEF. As shown inTable 2.4 US$1,835 million of the fund balance is for Other
Resources which, by definition, are earmarked fui@issh balances are attributed to
other resources. There are more than US$2 billioshort term cash and deposits and
about US$800 million in investments. Unlike UNDRIdWNFPA, the audit report does
not provide readily available information on martgt reserve requirements for
UNICEF. It provides notes on balances due to ersce, capital assets, separation fund,
and procurement services. Combined together thiesents US$267 million.

« UNFPA. Reserves include "reserve for field accommodatwhich started in 1992-
1993 with a US$5million and gradually has decreasiade then (page 147 of 2008-
2009 audit, note 17). The purpose operationakves@udit 2008-2009 page 148, note
18) is to cover temporary fund deficits and to easthe continuity of programme
implementation in the event of fluctuations or sfadis in resources. The level was set
at US$45 million in 1989. In 1991 it was changedbé 20 percent of regular resources.
As of end-2009, reserves amounted to US$93.9 millio

UNDP. Reserves and fund balances are composed of regudiaother resources and
funds administered by UNDP. In 1999 the ExecuBaard approved to change in
calculation of UNDP’s reserves. Components arel(apercent average 3-year annual
contributions; (b) 2 percent of expenditures; (€) dercent of sum of income and
expenditure components; (d) one month cash flondsieand (e) the board also
approved establishment of an operational extra éwaag account. On 12/31/2009,
UNDP held investments in bonds and notes of US$8libn. Under Financial




Regulations approved by its Executive Board, UNDBstreceive funds, based on
signed legal agreements between UNDP and its partmeadvance of any allocation
made for the implementation of planned specific UNProgramme activities. The
balance at year end 2009 therefore represented fithath were received from donors
for both regular and other resources. In case giilae resources, UNDP maintained
only the minimum stipulated liquidity. In the casé other resources, funds are
provided under signed legal agreements for spegrbgect/programme implementation
activities for current and future years. They avefangible..

33. The agencies’ audit reports disclo$¢hat part of the reserves are needed to cover any
contingent liabilities such as unfunded pensioeslth care, end of service benefits etc.

34. The study did not address the question whethebdiid-up of unspent balances is indicative of
absorptive capacity constraints, particularly ie ttase of non-core earmarked funds. However, a
number of points are worth noting. First, thiseris associated with and is correlated with (and
possibly caused by) increased share of non-comirfigrin total income. Second, an informal ridte
circulated by UNDP to its board on June 1, 201 Viokes an analysis of cash balances that may also be
relevant for other agencies. The note highlights following: (a) timing of receipt of contribution
influences cash at the end of the year: in 2010peftent of non-core contributions were received in
the fourth quarter while in the three prior yedrs tpercentage ranged from 35 percent to 44 percent
(b) certain donors contribute multi-year commitnseimt a single year; (c) pattern of contributions to
specific large programmes such as Sudan and Afgtaamimostly took place in the last quarter of
2010; and (d) government cost sharing represeritedt20 percent of other resources and these funds
have to be held until programming of their use besn completed. These appear to be valid points,
which could be strengthened by provision of infotioa on how these patterns have evolved during
the past decade. The main conclusion of the sateat: (i) unspent balances are reasonableuiiyd
resource mobilization strategy should bring togethetter coordination between core and non-core
mobilizations; and (iii) UNDP should develop aneigtated budget framework that will enable all
resources to be considered collectively. Finally,its feedback to the present report UNDP
management has indicated that cash balances geztpbto be partly drawn-down during 2012-13.
The impact of these actions on cash balances magdsssed in 2013.

35. Emergency appeals have become more and more imponiaover the years as a source of
funding for UNHCR and WFP. The share of emergdueyging in UNHCR’s budget has increased

¥ See for example para. 59 of 2010 UNICEF auditp:Hetww. unicef.org/about/execboard/files/A-65-5-/id
Financial_report-audited_financial_statements-repdr Board_of Auditors.pdf

¥ UNDP cash balances. Informal note for annual @gsgssion.
http://www.google.com/url?sa=t&rct=j&g=undp%20cash@balances&source=web&cd=1&ved=0CCY QFjAA&url=http
%3A%2F%2Fwww.undp.org%2Fexecbrd%2Fword%2FUNDP%2%20@2520Balances%2520--
%2520Informal%2520Note%2520(Final).doc&ei=ZNPgT ok QLWogDeBg&usg=AFQjCNEoaPN4BZstitCZY54djz

VzzsD6FQ



from 18 percent in 2001 to 39 percent in 2009. Thppears to reflect a swifter response to
emergencies (e.g., Irag and Pakistan) by UNHCR,bgnits donors - which would then earmark their
funding for such emergencies. As discussed latethis report, the earmarking of funding has
implications on the way these agencies work thasdmeyond the traditional argument on fungibility
and lack of flexibility.

36. A final definition point concerning resources isitieach agency uses its own terminology for
what is called core (un-earmarked) and non-coram@ked) resources. In the interest of uniformity
we have used a single terminology throughout thisime — volume 2 uses the agenciesable 2.5
below indicates how the report’s terminology copiesds to what is used by each agency.

Table 2.5 - Correspondence between present repodrminology on contributions and the one
used by each agency

UNDP Regular resources Other resources

UNFPA Regular resources Other resources

UNHCR UN Regular Budget Funds Voluntary contributionsc{ethe above)
UNICEF Regular resources/Unearmarked Other resources/dekenh

WFP Multilateral Contributions Directed multilateral Bilateral Contributions




3. Current planning and budgeting processes

37. Budgeting for UN agencies is a multifaceted, compf@ocess. As opposed to some

multilateral institutions such as the World Bankjmingling of funds is possible and most agencies
may directly execute programmes benefitting coaatand thus fund a portion of their operationat cos
in this manner. Furthermore, there are two mainoraes of funding for any agency: donor

contributions (both core and non-core), and reverita@n other sources such as private contribution,
fees, and interest and other income. These infturth the support budget, which provides the bilk o

sustaining costs, and the programme budget.

38. The biennial budget has two distinct pillars commsgs of: (i) a strategic framework; and (ii) a
programme budget. The process is quite rigoroutsiagolves a top-down approach, reflecting overal
UN priorities, as well as a bottom-up one, reflegtthe agencies’ and member states’ priofities

39. At the country level, the budgeting process invslyeimarily the programming of activities.
This may result in a further tension due to possgiiortfalls in the resource envelope for the stppo
budget. Country programmes of cooperation fromdgdpncies often are co-terminus with the duration
of the development cycle of five years for the hmmintry. While the programme budget are based on
allocation from the agency (based on formulae s1iscRR allocation formula in UNICEF or TRACL1 in
the case of UNDP), the support budget for the gesence and management and operations are
reflected in the respective biennial support budgéhe durations of these budget submissions and
approvals being different, often pose major chaésnfor the agencies. . In order to addressgbie,

the UN system initiated a pilot approach calledlitdging as one®. The approach is based on the
four principles of one leader, one budget, one Emgne and one office. The governments of eight
countries —Albania, Cape Verde, Mozambique, PakjstRwanda, Tanzania, Uruguay, and
Vietnam— volunteered to become “Delivering as Opi#dts. The Vietnam example presented later-
on helps illustrate some of the strengths and wesdas of this approach.

a. Strategic Framework

40. The budgeting process of UN Agencies included i gtudy is usually underpinned by
medium term strategic plans. The medium term plah&JNICEF, UNFPA and UNDP, usually

covering a four-year period, have all been extenbgdwo years to 2013 as part of the ongoing
harmonisation efforts among the three agencies.

41. UNDP strategic plan takes its origin in an outline bétagency’s strategic priorities. It
includes a detailed results framework, with specifirgeté’. This logical framework states higher

%A more detailed explanation is provided in The BdiNations Budgetary Process
2L See http://www.undg.org/?P=7
Zhttp://www.undp.org/execbrd/word/dp07-43Add1.doc




level objectives (i.e., broad developmental gotsyvhich UNDP contributes, but for which it is not
directly accountable. It then lists expected onoteo supported by UNDP, output/activities
(intermediate results) and related indicators. feseilts framework includes two types of objectives
(i) development, with 5 goals; and (ii) institutednwith 3 goals.

42. UNFPA’s Strategic Plan, covering the medium-term periads she strategic direction and
provides the overall framework for UNFPA'’s supptartassist countries to achieve nationally-owned
development objectives. It focuses on the threerielated areas: (i) population and development; (i
reproductive health and rights; and (iii) gendenadty. Activities within these areas are linkedthe
Millennium Development Goals as well as to spedatisions setting the direction for UNFPA’s
mission. The plan consists of (a) a developmentlt®famework, which outlines goals and outcomes
for UNFPA and guides all programme developmentraoditoring of performance and progress; (b) a
management results framework that constitutes #eoumtability framework for organizational
performance at all levels; and (c) an integratethritial resources framework that outlines the
estimated financial resource requirements for amjperiod?

43. UNICEF's assisted programmes are framed within the comtertedium-term strategic plans
based on national priorities emerging from the aditin analysis of children and women, which
estimate core (regular) and non-core (other) ressuexpected to be available. Projections based on
past experience for the use of these resourcestatesl for a fixed period, usually four years. Fhan
identifies five main focus areas as a basis for pitejection of programme expenditures. The
organizational targets in the plan are ‘sharedlt®doased on what the global milestones are likely

be at the end of the plan. As a result of the ttemdirds increasing share of earmarked contribation
total resources, the targets are not commensurnétetive actual funding patterns for the focus areas
from either UNICEF or within the country from paets including the government. Moreover,
UNICEF at Headquarter level allocates core resaurog countries and the country office in
consultation with partners allocates these resgubgeprogrammes. UNICEF globally does not have
any mechanism for allocating core resources betweese focus areas. Thus, the Plan’s statements
about priorities serve as guidelines for countrficeg, where thale factodecisions regarding the
allocation of resources are agreed upon with gadent®. While the total of non-core, or earmarked,
contributions may be planned with some accuracys ot possible for UNICEF to anticipate the

Z UNFPA. Strategic plan, 2008-2011: Acceleratinggpess and national ownership of the ICPD Programivetion.
Report of the Executive Director. The Plan docunigstuccinct, but focused document that also iresual frank section in
“lessons learnt”, including the need for more dedefined goals and outcomes and a stronger asalysittribution. With
the adoption by the Executive Board in Septembé&d 26f a Midterm Review, UNFPA no longer has "thfeeus areas".
http://www.unfpa.org/exbrd/2007/secondsession/dp2087 17 eng.pdf

24 An Executive Board report states that advocacpstgor field offices aims at ensuring that e.gvelopment strategies
are child centered, that data gaps are filled,#8lCEF's very large expenses for advocacy — US$#diton in 2009)
indicates that reconciling Headquarters and courffiges priorities can be very costly. See UNICEKkecutive Board
Second regular session 2009 14-16 September 28@94l{(e) of the provisional agenda* Advocacy, paogme

http://www.unicef.org/about/execboard/files/09-PLa&dvocacy-ODS-English(1).pdf

development and inter-country programmes**



detailed priorities of these contributions as daped by donors. And, as shown above, other ressurc
now account for the dominant part of UNICEF expaméi. Despite these constraints, earmarked funds
still match UNICEF priorities.

44, \WFP’s activities are framed within the context of mediterm strategic plans which estimates
revenues expected to be available and statestm#ofor the use of such resources for a perioidwf
years. The current WFP Strategic Plan (2008-20pfdvides a strong basis from which WFP can
address the rapidly changing context of global leunghe Plan frames WFP’s vision, mission and
strategic direction based on its Strategic Objestivand aligned goals. Its aim is to support
governmental and global efforts to ensure long-tesolutions to the hunger challeng&he
Management Plan made as a result of the outconigedbtrategic Plan provides an overview of the
estimated required resources and planned actiiiire2010-2011The Management Plan represents
the biennial comprehensive plan of work approvedhsyBoard, inclusive of planned outcomes and
indicators of achievement, together with the WFeldgai.

b. Budget Process

45.  In the case ofJNICEF, a “rolling” financial plan, which estimates th&ewall core and non-
core financial resources that are expected to béade over the coming four years, forms the antr
part of the Medium-Term Plan. The financial plao\pdes the basis for the detailed planning of core
resources programme expenditure for the coming. yealso provides a basis for the management of
UNICEF’s liquidity requirements.

46. In contrast to the Medium-Term Plan, the finanestimates are reviewed and updated annually
on a “rolling basis” to reflect the most current@me estimates. Since it takes into account mashte
information, the financial plan is a more usefulrpling instrument in assessing total resource
availability than the Medium-term Strategic Plareexse. The Executive Board makes appropriations
for the funding of core resources programme experel for the coming year based on these
estimates. The support budget, in contrast, isaugpl on a biennial basi<.

%5 at its 2009 Annual Session, the Board decided tenexthe WFP Strategic Plan by two years, untilethe of 2013
(decision 2009/EB.A/3)

%8 UNICEF. Medium Term Strategic Plan. Planned finahestimates for the period 2009-2012. E/ECEF/2ABAL..5.
http://www.unicef.org/about/execboard/files/09-ABMIT SP-ODS-English.pdf. From the perspective of saarency and
accountability it can be noted that the Executivai8l has felt compelled to request that “the UNIG& iclude in the
Annual Report of the Executive Director, on a biahbasis; a summary of financial results per bienmversus those

originally budgeted for.”



Table 3.1 - UNICEF planning and budgeting processn overview

The relations between the Plan document and the apgpriations
for programme and support budget expenditures can &

summarized as follows Frequency
A. Budget approvals
1. Institutional Budget previously known as Biennial support budgettfiar entire Biannual

organization (country offices, regional offices drehdquarters divisions) — covers costs
for management, administration, security and depraknt effectiveness

2. Advocacy, programme development and inter-cguyrwgrammefor programme
related budgets with a small (about US $25 millipait of core resources and the rest in Bi
. ) annual
other resources to be raised from donors for progra related costs to be raised and spen%
at headquarters and regional office locations

3. Country programme budgetsNormally once in five years (or for the duration

dependant on national development cycle) for cquymtogrammes of cooperation.

UNICEF operates in 155 countries through programofie®operation utilizing either coreOnce in five years
resources (RR) or other resources (OR-R and ORvEdicative resource envelope from

core resources is approved by the executive bdé&elactual core resources on a yearly

basis is determined based on the total core ressanmd the Executive Board approved

formula. Any adjustments to the last year of thddmi to accommodate for difference in

what may have been approved at the start of thetopprogramme and what actually

becomes available is further approved throughribliments noted below

4, Consolidated country allocation of Regular resms for country programmes in the
final year of previously approved country progransnoé cooperatiorito accommodate for
differences between previously approved amountsadrad became actually available
based on the allocation formula

Annual for some countries
only

5. Consolidated country allocations of Reqular @itier resources for country Annual
programmes of cooperation, which may have beemeégteby either one year or two

years

6. Periodic requests for approval of country proamaes of cooperation that require
enhancement of ‘Other Resources’ ceilings

Occasionally for some
countries only (once a year)

B. Approval of Plan frameworks (including results famework)

1. Medium-term strategic plams a global programme framework that sets paramfger Normally for four years
global aggregation and reporting on UNICEF’s progme performance, cross-cutting  (Extended twice by two year
strategies. It has indicative levels expected fifexknt focus areas, but is not a part of theeach)

approval process

2. Results framework is prepared with the MTSP and with the Institoéibbudget as a  giannual
performance and reporting framework for the progrees and budgets

3. Allocation formula for core resources to couripgrammes- this is done in response _
to requests from the Executive Board. The latesgsi@n was done in 2009. Occasional

4. Medium-term financial frameworkthis is done on a rolling basis for four yearamy  apnual
point of time. The actual approval by the exeaitioard is of the financial framework for

four years and the total programme submissionsrieryear using the formula noted in 3

above.




47. UNICEF also uses a system of supplementary adjudtnoé ceilings during ongoing
programme cycles. This enables programmes to reoeike and non-core resources. For instance, as a
result of available resources for programmes baigger than originally estimated and approved for
2010, the Executive Board approved US$186 millianadditional core resources ceiling for 29
countries in 2016’ These enhanced allocations usually done on thgédastof the country programme
cycle is a technical approval to provide for théamced allocations that may have been done on an
annual basis either due to additional resourceduerto changed parameters on USMR (number of
under-five deaths per 1000 live births), GNI pepita or Child Population that may have become
available during the year.

48.  While for example, the UNICEF has an institutionadl system of annual release (typically in
July) of updated planned expenditures (called ffoial estimates”) for programme expenditures for
core as well as non-core resources for the cupesnt as well as the next three years\=PA provides

no corresponding information. The process can bensarized in the five steps shownlinble 3.2.

Table 3.2 - UNFPA planning and implementation procss, an overview

Planning and budgeting process Date

» Preparation and adoption of four year Plan July 27, 2007

« Estimates for the biennial support budget for 2008eptember, 2007
2009

» Executive Board approval of biennial support budggbvember 5, 2007
for 2008-2009

Implementation and follow-up

» Statistical and financial review for 2008 May 19, 2008

« Report on progress in implementation the Four Ye#pril 22, 2009
Plan for 2008-2011

» Annual Statistical and financial review for 2009 May 10, 2010

49. WFP’s overall planning and budgeting process is sumrnadrim Table 3.3 below. WFP
Management Plan rests on the basic and cruciahgssn that the United Nations and its member
states require, and are ready to fund, on a valyriasis, the global humanitarian operations and
programme activities of WFP. As per WFP GeneraluRampns the WFP Budget is the biennial budget
component of the Management Plan approved by thardBandicating estimated resources and
expenditures for programmes, projects and actvitend includes a programme support and
administrative budget. It is important to note ttie overall budget covers only a small fractioriha
overall resources managed by the agency that aneadeed and whose use is agreed on a donor by

" The current system for allocation of core resosias introduced in 2008 and builds on a “modifisgtem introduced
in 1997. See Report on implementation of the “mediSystem for allocation of coreresources for paognes” approved

by the Executive Board in 1997**.



donor basis. The budget approved by the Boardrsavay the indirect costs related to donor funded

activities.

Table 3.3 — WFP Planning and Budgeting Process — Abverview

WFP Budget timeframe and reviews

Frequency

for WFP and sets strategic objectives and goalthfor
period.

Medium-term Strategic Plan for 2008-2011 (extentbed | Every fourth year. Distribution for
2013). The plan lays out a framework for poterdigion | approval in May 2008.

years is the biennial budget component of the Mememt
Plan approved by the Board indicating estimateduess
and expenditures for programmes, projects andiaesv
and includes a programme support and administrative
budget.

Biennial Management Plan 2010-2011 made as a mafsu|tDistribution for approval in October 2009
the outcome of the Strategic Plan. WFP Budget bplit | (second year of the previous biennium).

programme of work and additional requirements. B&vi
of projected resource levels, status of PSA Eqatiin
Account, highlights of major operations, reviewcefeal
index and a crude oil index to monitor world marketnds
and their impact on WFP’s food and transport buglgetd
other issues of interest.

Updates on Management Plan with reviews of the Four regular updates per year.

50. UNDP planning and budgeting follows a process somewlmilar to that of UNFPA, with
which it shares an Executive Boardable 3.4below describes the main steps involved.

Table 3.4 - UNDP planning and implementation proces an overview (2007-2010)

Planning and budgeting process Date

» Preparation and presentation of draft four yean pla December 2007
» Adoption of four year Plan 2008-2011 September 2007
* Revision and reissue of plan June 2008
» Estimates for the biennial support budget for 22089 January 2008
» Estimates for the biennial support budget for 20001 and January 2010

ACABQ report
Implementation and follow-up
» Operationalization of strategic Plan 2008-11
» Status of regular resources funding 2009-on
» Annual review of the financial situation 2008

» Status of regular resources funding 2010-on
» Administrator report on strategic plan 2009

* Annual review of the financial situation 2009

May/June 2009
May/June 2009
September 2009
June/July 2010
June/July 2010
August/September 2010

51. The process described in the table relates to @8-2011 plan and the two biennium within
that period. The four year plan is reviewed byHxecutive Board prior to its approval 9 monthgdat




(with a further exceptional revision and reissuerapnths later). The Administrator reports annuall
on the operationalisation and implementation of $ti@tegic Plan. The Biennium Support Budget is
presented to the Executive Board every two yeafbe financial situation and status of resource
funding is reviewed annually.

c. Allocation of resources among programme countries

52. UNICEF's Strategic Plan gives “priority to children in laneome countries, in particular least
developed countries (at least 60 percent of caeurees) and those of sub-Saharan Africa (at &East
percent of core resources)”. It also stipulates$ #tdeast two-thirds of core resources for progreem
expenditures are to be allocated on the basisreé tmain criteria: (i) under-five mortality raté) per
capita gross national product; and (iii) child plapon. Another stipulation is that upper middle-
income countries with a UNICEF-supported countrygpamme shall receive a minimum allocation of
US$600,000 (subsequently revised to US$750,000nguthe period under review) in core
programming until achieving ‘high income’ status. 2008, allocations for UNICEF’s operations in
upper middle-income countries amounted to onlyr2qra of total allocation of core resources. Actual
allocations (including the minimum allocation) tountry programs are made according to a formula,
consistent with these priorities.

53. The actual use of the country allocations are gmetby bilateral country program agreements
between UNICEF and the recipient countries. Theggams are harmonized with national planning
cycles. UNICEF’s country program typically runs fér years?® According to information from
UNICEF staff, Country allocations from core res@asciot spent within the programme cycle (because
of, for example, civil unrest) go back to the cahpool of funds.

54.  Over the original 4-year period)NDP’s plan provides estimates for financial flows at an
aggregate level. Resource allocations are acaprthnthe strategic plan and distributed across
different budget categories. Core resources doeadéd to the “target resources assignment from
core” (TRAC) methodology based on country clasatfim, GNI and populatidd This methodology
with minor changes, notably in thresholds for coymiassification, repeats the approach used in the
2003-2007 strategic plan. It includes a provisibminimum funding of US$350,000 to any “non-net”
contributor country (i.e., low and middle incomé&s in the case of other agencies, this provisiay m
provide the impetus for agency presence in coutwlere the justification is not strong and a
dispersion of efforts over too many small actiatieWhether or not this observation is justifieduido

be worth pursuing in the context of a future evabmaof UNDP programmes, that should consider,
inter alia, that quite a number of these countries have fegnit programme activities funded from

% These country programs belong to UNICEF'’s clieninttries; in line with UNICEF policy to “protectts partner

% See 2007 Board document: http://www.undp.org/esadipllf/dp07-44.pdf

countries, country programs are not officially dale.



earmarked resources. This question may be revigitthe context of the discussions on differeetat
country office presence in the ongoing change agend

55.  UNFPA utilizes a classification of countries accordingtheir relative need for the services it
provides. The current system for allocating resesirto individual countries, adopted in 2007,
emphasizes countries in emergencies, transitionraodvery. Amount allocated is based on eight
indicators. At the same time, steps were takenaionbnize the country allocation cycle with the
strategic plan cycle. A redefined system for gragpcountries according to the relative need for
UNFPA assistance was also adopted. An even higheritg is now given to countries that are
furthest away from achieving the UNFPA goals, stauéously with continued support for
addressing the highest priority issues within caestthat are not ranked first priority. Since some
Group A countries had been unable to spend theesifalesources allocated to them, steps were also
taken to enhance their absorptive capacity.

d. Effectiveness of the process

56. UNDP budget estimates for the 2010-11 biennium wereevead by the Advisory Committee
on Administrative and Budgetary Questions (ACABQ)The Committee welcomed the results-based
budget and encourages its use to realize efficiamclyeliminate duplication. However, it also notes
that resource use is not always evident and recomsn@ consolidated presentation of budget
estimates from various sources (biennial and nimoebus). Improved cost classification, notably
between development and management activitieslsts recommended. The report also notes the
vulnerability of the program due to dependenceimitéd donor base and to any significant shorifall
core contributions, and recommends that the Boaodsl into the feasibility of implementing the
Human Resource strategy, which calls for a netedesa of 117 posts (from 3,334). There are also
comments on the question of cost recovery, reftectehe later chapter on this subject.

57. In UNFPA, the documentation regarding the revised systemafiocation of expenditures
between country groups is vague as regards theanisths for distribution of funds between countries
within each group® The weight of each variable in the formula foraditing core resources is not
specified. It is also not clear if ample accesetteer resources reduces the allocation of coreuress.
Another issue is UNFPA'’s presence in relativelyarbed countries on behalf of the fact that they may
be lagging on one “high priority” indicator, but @st in the form of high overhead costs for countr
offices.

30 http://www.undp.org/execbrd/word/dp2010-4.doc

31 The documentation states that the “actual needp#arities of individual countries as determirtecbugh the Unite
Nations Development Assistance Framework woulddrarpount in defining individual country allocatio@ther factors
that would be taken into account would be relatednter alia, the country’s population size ancbime, the availability of

significant funding from other donors...”



58. While theUNICEF Plan’s estimates are accurate in projecting tts¢ fiew years’ expenditures
and revenues, it underestimates expenditures &finll year of the plan period by nearly one-third
The estimates for emergency expenditures, howéese consistently understated actual expenditures
by a significant margin during the period under sidaration. This might be explained by
unprecedented humanitarian crises such as thenimd@ean Tsunami, Pakistan earthquake, Haiti
Earthquake followed by Cholera epidemics, Pakifitasds and two ongoing wars in Afghanistan and
Iraq that have led to unprecedented commitment©Ofber resources-emergency from governments,
national committees and private sector for UNICBRother observation is the stability of actual
emergency expenditures, showing that major donoes able to rapidly mobilize and set aside
considerable amounts for emergencies year after yd@e most significant deviation between planned
and actual expenditures is for other regular resesjrwhich increased by no less than 80 percemt ove
the Plan period versus an expected increase of re modest 16 percent, . This trend raises the
guestion why donors increasingly prefer to makemeaked contributions rather than funding
UNICEF’s regular activities.

59. ltisto be noted that/FP’'s budget and financial statements are prepared astifferent basis
than that for other agencies, and cannot therdfereompared directly. WFP's budget is prepared in
fact on a commitment basis and the financial statémon a full accrual badfaising a classification
based on the nature of expenses in the Statemdfihafcial Performance. To compare budget and
financial results, the Statement of Comparison ofiget and Actual Amounts is prepared on a
commitment accounting basis (expenditures areiied®y cost components or the source of funding
in which the expenditures have to be charged) adtlual amounts calculated on the same basis as the
corresponding budgetary amounts. The variatioivénconsumption of the different cost components
of the budget is due to a number of different ofi@nal factors such as the planned origin of the
commodities versus the actual location where foadchmses were conducted. Changing the
geographical location of commodity purchases mapaich on commodity, external transport and
overland transport budgets.

%2 The accrual accounting principle measures the pagoce and position of the organization regardiésghen the cash
transaction occurs. On the basis of this princiihle effects of transactions and other eventsemegnized when they occur
(and not when cash or its equivalent is receivepiaid), are recorded in the accounting recordsrapdrted in the

Financial Statements (Statement | to 1V) of thaficial periods to which they relate. Accordinghis accounting

principle, revenues and expenses associated émsairtionor an event match. See: WFP Poliayidance Manual for

http://docustore.wfp.org/IPSAS/ResourcesandTodBAEPolicyGuidanceManual/index.htm.

International Public Sector Accounting Standard@9&edition. Available at:



4. Mapping expenditures

a. Trends in overall expenditures

60. Table 4.1below presents the expenditures for 5 UN entit@gered by this report. A notable
trend, also analysed in the case of individual agms) consists to a declining execution ratio, as
measured by ratio of expenditures to revenues]leke by a build up in fund balances and reserves
documented in the previous chapters. This isstesgspronounced for UNHCR, while the reasons for
the build-up in the other agencies have been netekearlier in this report.

Table 4.1 - Expenditures for Select UN entities: Z8-2009 (Millions US$)

Expenditures by: 2004 2005 2006 2007 2008 2009
UNDF 3 56¢ 4 37 477 477¢ 5 38¢ 552
UNFPA 452 528 537 62¢ 70z 80C
UNICEF 1 60¢ 219 2 34¢ 2782 3081 3 29
WFF 2 90( 2 892 2 66¢ 2 642 3 53¢ 4 01¢
UNHCF 1 06: 114z 1091 134z 159 175¢
Total 5 agencit 9 58¢ 11 12¢ 11 41: 12 17( 14 30¢ 15 39¢

Source: Statistical Annex http://www.un.org/esa/coordinatgiatistical_annex_2009.xls

61. Expenditures for the major UN agencies have ineas a very fast rate over the past decade,
but not as fast as contributions contributing toudd up of accumulated fund balances. For example,
UNDP’s total expenditures increased by over 8 perqeer year over the 2001-2009 period and
resources grew at 10.8 percent, while UNICEF'sl t@sources and expenditures increased by over 10
percent annually, resulting in a nearly tripling tofal expenditures in current prices over the same
period. Programme expenditure is given prioritg &the dominant expenditure category for all ¢hes
agencies, accounting for 77 percent and 89 permkidtal expenditures in the case of UNDP and
UNICEF, respectively.




Table 4.2 - Trends in total and programme expendittes for major UN agencies, 2001 - 2009
US$ million, current prices

2001 2002 2003 2004 2005 2006 2007 2008 2009

UNDP
Total expenditures 2725 2817 3133 3567 4372 4777 4775 5388 5527
of which Programme 2167 2292 2528 2946 3696 4050 3951 4460 4462

UNICEF

Total expenditures 1246 1273 1480 1606 2197 2344 2782 3098 3298
of which Programme 1508 1970 2124 2531 2808 2943
WFP

Total expenditures 4228 2966 3725 4228
of which Programme 2665 2753 3563 3932
UNHCR

Total expenditures 1034 1118 1082 1700 1603 1837

of which Programme

UNFPA
Total expenditures 378 411 380 452 523 537 629 701 800
of which Programme 318 343 305 374 442 446 528 590 681

Note In the case of WFP, total direct operational €@std associated direct support costs is treatagrasymous with
“Programme” expenditures for the other agencighéntable. Information regarding expenditures fdfRMor year earlier
than 2006 is available only on a biannual basis.

b. Structure in expenditures

62. In the case of UNDP, core expenditures today owlyoant for about one-quarter of total
expenditures, a level already seen in the late 4980istinct feature in the trend in expenditui@s
UNICEF is the substantial decline in core expendguas a share of total expenditures over the past
decade. UNFPA has seen a similar, but less promoutrend; as a result, core expenditures still
account for roughly half of total expenditures. Stmend is a source of concern both within botlse¢he
agencies and among major donors as it affects #imiity to disburse funds in line with priorities
established by the General Assembly and their BxecBoards.

63. Young child survival and development is the domindNICEF expenditure thematic area,
accounting for nearly half of total programme exglieimes. A dominant share of expenditures within
these broad themes is for support of capacity mgldvithin governments. Nearly 14 percent of
resources were spent on the focus area — polioycady and partnerships for children. This focusare
includes work around collection, analysis and dissation of data, research and studies to advance
knowledge base for evidence based advocacy anddprgvfor children and young people to be
informed and participate on key issues that affleet. The seemingly high proportion in advocacy is

26



actually due to stepped up work to support houskbtveys for increasing the capacity of countioes
not only report on key indicators but also makeiinfed choices on programme strategies.

Table 4.3 - UNICEF programme expenditures by focuarea, 2006-2009
Percentage shares

2006 2007 2008 2009
Young child survival and development 51.0 52.4 50.5 46.4
Basic education and gender equality 21.3 20.3 21.3 21.4
Policy advocacy and partnerships 11.0 9.3 9.5 13.6
Child protection 10.2 10.5 11.0 11.6
HIV/AIDS 5.5 6.4 6.7 6.4
Other 1.1 1.1 1.1 0.6
Total 100.0 100.0 100.0 100.0
Expenditures, US$ million 2124 2531 2808 2943

64. Promotion of women'’s reproductive health, althodglalining as a share of total expenditures,
remains the dominant expenditure priority for tieRIPA. The rapid increase in expenditures ongender
equality and programme coordination is noticeabkvelopments during the 2006-2008 period shown
in Table 4.4 point to an increased reliance on advocacy andratidirect routes at the expense of
direct interventions to achieve UNFPA priorities.

Table 4.4 - UNFPA programme expenditures by focusraa, 2001 - 2009
Percentage shares

2006 2007 2008 2009
Reproductive health 67.8 59.0 54.2 n/a
Population and development 18.0 22.8 2.2 n/a
Gender equality; women
empowerment 5.8 7.1 10.7 n/a
Programme coordination 8.3 11.2 12.7 n/a
Total 100.0 100.0 100.0
Expenditures, US$ million 391.7 477.8 554.0 680.5

65. Roughly 70 percent of UNDP’s programme expenditumeZ)09 were devoted to achieving the
Millennium Development Goals (MDG), reducing poyerand fostering democratic governance.
Support for sustainable development has been giveneased priority in recent years. A review of
disaggregated expenditures indicates that nearetfuarters of UNDP expenditures is spent on
“indirect” ways (“promoting inclusive growth”, “fdering inclusive globalization”, “catalyzing
environmental finance”, etc.) of achieving its atjees rather than direct/attributable intervension

favour of its priorities.



Table 4.5 - UNDP programme expenditures by objects; 2009

Expenditures

US$ million Percentage share
Achieving the MDGs and reducing poverty 1,175 31.2
Fostering democratic governance 1,473 39.1
Supporting Crisis prevention and recovery 611 16.2
Managing energy and the environment for sustait 505 13.4
development
Total programme expenditures 3,764 100.0

Source UNDP Annual Report 2009

66. WFP’s expenditures grew by about 40 percent bet2€&6/7 and 2008/9. A small decline in

expenditures is expected in 2011. In contrast ® d¢ther UN agencies in this study, in kind

contributions (valued at market prices) accountaf@ignificant share of WFP expenditures. WFP also
differ from the other agencies in the way that cirenaterial support is a dominant part in its

operations.

Table 4.6 - WFP operational expenditures 2006-2009
Percentage shares

2006 2007 2008 2009

Commodities in kind and

Commodities in kind 21.3 29.4 n/a n/a

Commodities purchased 155 16.4 n/a n/a
Direct operational costs

Ocean transport, etc. 9.1 8.0 9.1 7.2

Landside transport, storage and
handling 27.1 21.7 19.3 25.8

Other direct operational costs 12.3 9.2 7.0 7.8
Direct support costs 14.8 15.3 8.9 11.8
Total direct operational costs 100.0 100.0 100.0 100.0

Total direct operational costs
US$ million 2665 2753 3563 3932

Note Data for 2008/2009 are unaudited data re-cast #\d-P internal records, while information for prigars is from
audited UNSAS financial statements. Due to thi®msistency, data for the two periods cannot be eweth Total direct
operational costs includes “Direct support costs”

67. In line with UNDP’s focus on capacity building, pennel costs and service contracts (which
cover costs for consultants and subcontractorspuatcfor the dominant share of its expenditures.
From the same perspective, expenditures for trgjraround one percent of total expenditures, agpear

low.



Table 4.7 - Trends in UNDP structure of expenditure by economic classification
Percentage shares

2004 2005 2006 2007 2008 2009

Personnel 27.5 255 24.7 27.0 28.1 33.1
Equipment 15.9 11.8 11.7 9.9 10.5 8.0
Service contracts 29.9 30.3 29.9 29.9 29.6 25.2
Training 1.0 1.3 1.5 1.6 0.8 0.4
Travel 4.1 4.1 5.0 5.0 5.8 6.4
Micro-capital grants 3.6 31 5.8 7.2 8.0 7.6
Miscellaneous 18.0 23.8 21.3 19.3 17.1 19.3
Total 100.0 100.0 100.0 100.0 100.0 100.0

68. Details regarding thebject of expendituresfor UNHCR are provided ifiable 4.8 By 2007,
expenditures were spread between 54 percent foabmes (excluding staff cost) 34 percent for staff
costs and a stable share of only 12 percent fatladr costs such as travel and supplies.

Table 4.8 - Trends in UNHCR structure of expenditues by economic classification
Percentage shares

2004 2005 2006 2007 2008 2009

Operations 50 47 54 56 58
Staff Posts 30 34 31 29 29
Other Staff Costs 7 7 3 4 2
Total Staff Costs 35 37 41 34 33 31
Consultants 0 0 0 0 0
Travel 2 2 2 2 2
Contractual Services 1 1 1 1 0
Operating Expenses 5 5 4 4 4
Supplies and Materials 1 1 1 1 1
Furniture and Equipment 2 1 1 2 2
Others 2 2 3 2 2
Total Other Costs 13 12 12 11 10
Total 100 100 100 100 100 100

69. The agencies in this study differ in terms of regioallocation of overall expenditures. No less
than two-thirds of WFP’s expenditures go to Sub&Bah Africa. This contrasts with the Asia/Pacific
region, which receives only one-fifths of total exgitures. UNICEF also gives high priority to Sub-




Saharan Africa in its allocation of resouré@Similarly in the case of UNDP, Africa, the regiofithe
world facing the steepest challenges to reach MD$gjven high priority with 25 percent obial
allocations. This is more pronounced for Regulasdtirces programme expenditures, which in the
Africa region rank the highest at 50.1 percenthaf total. Regular resource allocation seems i lin
with the UNDP strategic framework and prioritieRonor-driven earmarked aid is a factor outside
UNDP’s control that partly determines allocationrass regions and the relative high share of
expenditures in Asia Pacific and Arab states. Higlel of local resources drives the significant
expenditures in Latin America

70.  If only regular resources are considered, as madday its Executive Board, the greater share
of UNDP's regular programme resource allocatioprisritized to least-developed countries (LDCs)
and Low-Income Countries (LICs). Currently, at e85-91 percent of regular programme resources
are allocated to LICs, of which 60 percent is aled to LDCs. In the case of other resources, the
mobilization is programme country driven and fundyddonors. This structure in UNDP’s regional
allocation is explained in part by its priority émsure a nearly total global presence. In 16 oflé&
countries where UNDP was present in 2009, expergditwere below US$400,000. However, it should
be noted that majority of these small programmedarated in tiny island states.

71. Analyses of the structure of UNICEF and UNFPA expmes reveal a similar structure in the
allocation of expenditures between countries. Théans that in such instances the main cost for the
country programme is the knowledge and technicpkrise around policies, legislations, budgets and
monitoring of child rights. Since the child popudet in such countries were small, one could semthe
as being ‘high per child’, but such observationd analysis need to be done by taking into accauht f
information and the context as well as the typproggjramme. Analysis of country data also shows that
UNICEF spending per child is significantly lesstie least developed countries than in high income
countries.

* Core resources at aggregate level for countriealireated based on a formula approved by the éixecboard. Country
offices in consultation with partners allocate cargources to different programmes (related to Mid8Bs areas) based on

country level priorities.



Table 4.9 - Regional Programme Expenditure (Regulaand Other Resources) 2009
Percentage shares

UNDP UNFPA UNICEF WFP UNHCR

Sub-Saharan Africa 24.9 35.0 54.5 67.1 45.0
Asia/Pacific 24.9 23.8 27.5 20.7 20.0
Eastern Europe and CIS 7.1 3.7 3.1 14 10.0
Latin America and the
Caribbean 25.5 14.1 5.0 3.9 4.0
Middle East and North Africa 13.7 9.8 50 4.9 21.0
Other 3.9

100.0 100.0 100.0 100.0 100.0
Total
Total expenditures, US$ 3016 681 2943 3516 1286
million

Note Expenditure for UNDP denotes “field as per AnnBaport of the Administrator; statistical annexplea6.
Expenditures for WFP denote development and relipenditures.

72. Priorities for programmes funded by UNICEF and UNFEbre resources — as reflected in
shares for actual expenditures — differs signifiisarirom priorities funded by non-core donor
contributions to these agencies. Thus, while repectde health accounts for less than half of core
resources expenditures, nearly two-thirds of ddooded programmes are for reproductive health. A
similar difference exists also in the geographiedlocation of core and non-core resources,
respectively. For example Latin America receivesenihan twice as much in earmarked, non-core
funding as it receives in the form of core allooati. The observed difference in priorities, actayd

to UNICEF, may be due to the fact that Agenciesritize new programming strategies whereas
donors prefer to do bulk investments in programscale. UNICEF considers that the UNICEF and
donor allocations work in a positive synergy, anid entirely proper that the investments shouftedi

in many instances. Another plausible explanatiorsteh differences can be that Agencies divert away
their scarce core-resources from areas where n@nfgoding is abundant. From the point of view of
donors, the latter practice would weaken the impateinded by donors for earmarking of non-core
resources. A detailed analysis of the differenngxriorities was outside the scope of this study.

c. Evolving input mix

73.  Another perspective on expenditures by UN agensi@sovided in the aggregate information
on procurement by the UN syst&n This latest, 2010, report present a significetrange in the
composition of expenditures during the second bélfast decade. Total United Nations system
procurement under all sources of funding during®20s US$13.8 billion, which represents an
increase of US$203 million over the previous yeas. seen ir-igure 4.1, from 2005 to 2009, United

34 http://www.undp.org/execbrd/word/dp2010-38.doc




Nations system procurement of services rose ass@ sif total procurement, slightly overtaking goods
for the first time in 2006 and again in 2008, iragi@g even more in 2009. In 2009, the share of
services exceeded that of goods by 7.3 percent a@dpto just 0.6 percent in 2008, and an even
steeper decline from 2005, when share of goods @ergercent than for services. This changing
input mix is quite important and reflects a shiftapproach as to how UN agencies reach their gicate
objectives.

Figure 4.1. Proportion of goods and services proced, 2005-2009
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74. The aggregate trends are also reflected in proemeiy agencies. Although the increase of
the total procurement volume from 2008 to 2009 wmsor, 21 of the 33 reporting United Nations
organizations increased their procurement voluner the previous year. UNICEF recorded one of the
largest volume increases, by some US$300 milliofiormation for the agencies covered in this report
is shown inTable 4.11below.

Table 4.11 - Procurement by United Nations organizans in 2008-2009
(in millions of dollars)

AGENCY GOODS SERVICES GOODS  SERVICES

UNDP 724.46 2,135.31 610.02 2,000.91
UNFPA 138.05 114.87 131.60 226.33
UNHCR 206.75 159.35 239.53 167.00
UNICEF 1,460.00 n/a  1,750.00 nja
WFP 1,579.55 1,484.37 1,180.01 1,388.61
TOTAL 4,108.81 3,893.90 3,911.16 3,782.85

Source http://www.undp.org/execbrd/word/dp2010-38.doc
Note: Data for UNICEF is aggregate for goods and senacebsprovided by UNICEF staff.




5. Current cost recovery practices

75. In calculating cost recovery charges, UNFPA, UNDQd UNICEF apply agreed upon
definitions aimed at harmonizing and improving e@stovery policies. The overarching principle for
these policies is that each source of funding shbehr all associated costs in order to avoidiegscr
subsidization of different funding modalities. laleulating the costs for implementing programmes
and projects on behalf of other partners, UNFPA,DPNand UNICEF apply the following cost
categories:

1. Direct costs are directly related to activities associated watih agencies fulfilment of its
mandate (salaries/wages, project premises, trav¥élgse costs are charged directly to the
programmes, including costs for salaries/wagesnsiedves as specific costs.

2. Fixed indirect costs are incurred regardless of an agency’s scope \al lef activity (top
management, etc.) Defined for country offices asimum core cost of presence.

3. Variable indirect costs usually referred to as programme support costsinaurred as a result
of an agencies support of its activities but whaamnot be traced unequivocally to specific
activities or programmes. Indirect variable costsudd be funded from core resources and non-
core resources in the same proportion as thesarcesofund programme costs.

76.  There are four main objectives underlying the cesbtvery policy of most UN agencies:

1. compensate agencies fairly for implementing nore @ojects
2. prevent unreasonable competition amongst agencies.

3. ensure that the agency’s priorities — set in ageggsnwith donors providing core funding - are
not diverted by earmarked funding; and

4. encourage reduction in transaction costs.
a. Setting the cost recovery rate

77. UN agencies generally apply a charge to non-congriboitions equal to a pre-set percentage.
The rates applied vary from agency to agency, atitdimeach agency depending on the sourcable

5.1 summarises the rates applied by the agenciesexwgrthis study. We understand that these rates
are generally used, although the Vietnam fieldkwevealed that in individual cases they could be
increased through bilateral negotiations with tbeat.

78.  UNICEF applies an interesting incentive system thdinked to the size (there is a 1 percent
discount over US$40 million) and nature of conttibos (less earmarked contributions benefit from a
5 percent rate). Further, the cost recoverygmtributions furthering UN coherence is lowersahi

7 to 6 percent. For flexible contributions — theimabntributions — the recovery rate is loweredrird

to 5 percent. The revenue generated throughreosvery depends on the mix of contributions.




Table 5.1 — Cost Recovery Rates applied by seledNlAgencies

Regular Rate for 7% 7% 7% 7% 7%
contributions from
donor countries

Reduced Rate for 5% 5% 5% 3-4%
contributions from (third-party (thematic funding) (Third party
donor countries procurement) agreements
Contributions from 3% 5%

recipient countries

Contributions from 7.5%

other UN Agencies

Private sector 13% 5%

(nonthematic raise:
in programmie
countries )
Discounts 1% discount for join
programme:
considered to be “i
the best interest”
the UN; and whe
contributions are ove
US$40 million”
79.  WFP applies the principle of full cost recoveryctmtributions. Each donor is expected to meet
“the full operational and support costs of its cimitions™’. Therefore, each commaodity contribution
must be matched by an appropriate amount of assdctast® and all contributions must include a
percentage to cover Indirect Support Costs (ISChe calculation system relates often to in kind
donations and was initially based on a cost periom&n of food. The calculation system was relgent
changed to introduce a clearer, simpler and maaasparent way of costing and funding non-
commodity activities providing the foundation féretshift from a food aid to a food assistance model

of service provision.
b. Cross-subsidization

80. Rates may be updated as part of the biennial budgptocess or intermittently where the past
level is compared with actual expenditure and eithésed or confirmed. In the case of WFP, this
methodology for 2010-2011 resulted in an ISC r&té.@6 percent which the WFP Board determined
to maintain, as for the previous biennium, at &cent.

* Since 2008, the reduced rate of 5 percent is ngeloapplicable as per UNDP’s Executive Board deni&P/2007/18.
% A third-party agreement is a legally binding contriaetween WFP and another party in which WFP as&n agent to
provide goods or services at an agreed price.

3" General Regulations, Article XII1.2.(November 204dition)

3 Associated costs include the costs of deliverawif external transport, landside transport, shiggind handling

(LTSH), other direct operational costs (ODOC) airéat support costs (DSC).



81. In the case of UNFPA, a 2010 review estimated te#aiable indirect cost recoveries at 7.1
percent for the 2007 — 2008 period, slightly higtiemn the costs actually recovered for the same two
years, implying that contributions to core resoarte some extent do subsidize earmarked donor
funding® While highlighting this result, Norway has alsoprasized the need for detailed information
regarding how indirect cost charges are actuallyutaied. Norway has also requested an assessment
regarding the justification for including fixed imect costs in the base for calculating cost cheuae
earmarked contributiorfs.

Box 5.1 — UNHCR Cost Recovery Performance

Humanitarian agencies rely mostly on non-core doumtions for their funding. Earmarked resources
dominate funding as in the case of UNHCR. Globdhg, ‘cost recovery performance of UNHCR is poor,
to the extent that, throughout 2006-2009, the waamarked contributions have covered only thd teth
expenditure before any support costs. On averagtutiding of all the support costs, plus aroungé@ent
of overheads not covered by the UN Regular budgsts therefore primarily on unrestricted contriduus
such as Norway'’s. As an illustration given by a UBRIofficial, a donor could want to finance refugests
and not the delivery of these tents: how could emtrefuse such contributions?

Such a low cost-recovery may becommoastraint to growth, curtail theequity and relevance and
amplifies the lack ogeographical equity Country needs are bound to differ, at least sonest, from the
priorities of the “earmarking” donors (i.e. thogeyiding earmarked contributions) and the morehso the
bulk of contributions originate from a handful afrebrs. Since unrestricted contributions are nouighdo
offset support costs and overheads, there is nuo feft to attend different country priorities. Ttetailed
accounts confirm that no significant funding ga@sduntries and programmes that have not received
substantial earmarked contributions. Whenever egurdeds are different, they would be overruledhsy
priorities of the few earmarking donors, includihgir possible geographical, political and cultural
objectives. Past examples of different prioriti@sge from donors rejecting AIDS programmes with
contraceptives, education programmes with Islagdfierences, or simply those humanitarian crises not
publicized by the international media.

82. A UNICEF assessment in response to donor compldiatscore resources subsidized the costs
for implementing programmes funded by earmarkedwees reached similar conclusions. The
review concluded that “the new rates have furthgremjress towards simplification, harmonization
and fiscal prudence [and that] actual cost regoensured that core resources did not subsidize
support cost for other programmes. Standardizes tadve also reduced transaction costs and provided
donors with greater clarity regarding the ratecttrre” **

39 Review of the implementation of the UNFPA poliay iadirect cost recovery. [DP/FPA/2010/16]. An &arkstimate
attributed this difference to the lower rate ofésqent on cost-sharing projects funded by programooatries. UNFPA
concluded that there was no cross-subsidizatiorstatdd it did not want to amend the agreed raisyp See Review of
the UNFPA policy on indirect cost recovery. [DP/HRB07/09]

40 Norway. Utenriksdepartementet. Instruks. ONDP/UNEByrelsemote. New York 19-22 januar 2010.
“1 E/ICEF/2010/AB/L.3Report on the implementation of the UNICEF cosbvecy policy p. 5. However, a 2006 report
[E/ICEF/2006/AB/L4] claims that “There was consemisumong the [UN] agencies about definition of direcosts used




83. However, the comparisons with the average costiémge should not concern the maximum
rate of 7 percent but the actual weighted averdgéh® recovery rates applied. Cost recovery
performance has been poor for UNHCR as showinin5.1above.

c. Distribution of cost recovery revenues

84.  Another dimension to this issue, not reflectedffical documents used for the agency studies,
is the controversy regarding the “fair” split oktBurcharge on earmarked funds between Headquarters
and country offices within UN agencies. During eisit to Vietnam, the larger UN agencies were
unison in their claim that they are not fairly caenpated for the work spent on the administration of
projects funded by earmarked resources. Salaoiestaff working on projects are not covered by
additional resources for the support budget. Adogrtb some of our interviewees, the Vietnam office
apparently does not receive any of the 7 percesitt @rovery imposed on earmarked funding; it is
thought that “it all stays in New York” — in prac#l this is not correct as cost recovery funds the
support budget but feedback may indicate disconpeirteen aggregate and country level realities. As
things stand today, the local office has to diw inbre resources to cover cost for administratibn o
projects funded from other resources or thematid$u The current policy of sharing the cost recpve
resources with local offices “is perceived to bepaper.”

85. In addition, partner governments complained abbatHhigher cost recovery rates applied by
other UN agencies not covered by our study. Theidtty of Agriculture and Rural Development of
Vietnam informed our team that the different ratbsarged by UN agencies (for example, FAO 12
percent, WHO 10 percent, and UNDP 7 percent) im@osery heavy administrative burden on the
Ministry. Pressures to harmonize these rates havemet with any success thus far. The Ministry
hopes that the One UN will result in one rate. Tiaistry of Labour, Invalids and Social Affairs
stated that ILO charges 8.5 percent to cover itaiaidtrative costs for implementation of projects.
This rate -- higher than the 7 percent rate gelyeusled by e.g. UNDP -- cannot be negotiated. The
reason cited for ILO’s demand for a higher ratéhet ILO (in contrast to e.g. UNDP) does not have
own staff in Vietham and that the costs for recnegibt of project staff and other administrative
complexities make ILO projects more expensive tplament.

in assessing cost recovery. There was no consdmsusyer, on how to recover costs, except thatiedct costs should be
charge directly to projects, and that all variahl#irect costs should be recovered, if possibla esmponent of the project

budget.”



Box 5.3 — Managing cost recovery over time: WFP’s PSA Equalization Account Reserve

PSA Equalization Account Reserve. In order to improve the transparency of reporting on ISC (Indirect Support
Costs) income and PSA (Programme Support and Administrative) expenditure, the PSA equalization account
reserve was created in 2002. The difference between PSA expenditure and associated income is transferred to

this reserve at the end of each financial period.

No matter how successful WFP is in improving revenue and expenditure forecasts, there will always be a risk
associated with unforeseen events. Therefore, to mitigate the risk of having unfunded overhead expenditure
WEFP needs a funding source to draw on should a PSA shortfall occur.

The PSA equalization account currently plays this role. Maintaining a reserve in the PSA equalization account is
the only tool that WFP has to manage the variations between the PSA expenditure and ISC income.

The PSA equalization account reserve:

o reduces the risk of WFP having insufficient resources to cover its fixed overheads; without such a
reserve, WFP would have no certain means of dealing with cases where ISC income is lower than
PSA expenditure, and would in such cases have to seek additional funding from donors to fund
fixed overhead expenditures that had already been incurred;

gives WFP some certainty in planning PSA; and

gives WFP time to adjust its PSA cost structure if ISC income fails to materialize at the expected

rate.

WEFP’s target is to maintain in the PSA Equalization Account an amount equivalent to a minimum of four months
of expected PSA expenditure. For the PSA budget level proposed for 2010-2011, four months of operations
would amount to about US$75 million.

All uses of the PSA equalization account reserve have to be approved by the Board and are generally limited to
support costs, including capital and capacity-building costs. In addition the Board has authorized transfers from
the PSA equalization account reserve to the Immediate Response Account (IRA) and the Direct Support Cost
Advance Facility (DSCAF).




6. Estimates of staffing structure and costs

86. The UN system employs nearly 83,000 staff worldyitearly two-thirds of UN staff is in the
“general service” category (janitors, drivers, sopppand back-office staff, etc.); this is also the
category of staff that has increased fastest dvepast decade. Of the agencies included in threrdur
study, UNDP and UNICEF are the largest employerterms of staff, each one employing almost
6,000 staff. Reflecting the decentralized naturéhefr services, the vast majority — some 87 pdriren
the case of UNHCR and 82 percent in the case of NDwork in country offices or in regional
headquarters.

Table 6.1 - Number of staff in select UN agenciez009

Headquarters Other Established Offices Total
Prof GS Total Prof GS Total Prof GS Total
UNDP 721 291 1,012 1,511 3,393 4,904 2,232 3,684 5,916
UNICEF 725 509 1,234 1,510 3,635 5,145 2,235 4,144 6,379
UNFPA 204 100 304 362 862 1,224 566 962 1,528
UNHCR 434 266 700 1,195 3,600 4,795 1,629 3,866 5,495
WFP 523 396 919 926 2,287 3,213 1,449 2,683 4,132
Total 2,607 1,562 4,169 5,504 13,777 ,19,281 8,111 15,339 23,450

Agencies

Total UN 15,178 14,355 29,533 12,482 38,262 50,744 28,835 53,902 82,737

Source: UN CEB Statistics. Figures represent staff withtcacts of duration of one year or more.
http://www.unsceb.org/ceb/stats/hr/ps/2009/1A.pdf

Note Different UN tallies utilize different definitionf “employee”, and hence, show widely differentdks of
employment. Data in the table are based on arenanom definition of fill, established regular posits or “posts” and are
therefore comparable across agencies.

87. UNDP.*?UNDP’s workforce increased by nearly 30 percenirduthe 2004-September 2010
period. This is attributable to increased capa@tyired in activities in crisis countries, convensof

a large number of ALD contracts that were discarthand converted to regular contacts in pursuant
to the Contractual Reform approved by the Genesslefbly, and establishment of approximately 50
new Country Director positions in programme cowsras an integral part of UN Reform. Regular
resources only funded a portion of these posthdr2004-5 biennium support budget 3,306 posts were
authorized and the corresponding figure for the820®iennium was 3,334 — growth of only 1 percent.
The increase in staff was thus largely with fundotger than regular resources. At the same time,
personnel cost went up in a manner that implieswarease in nominal pay per employee of about 6

2 The following text presents staffing trends arsliess utilizing the definitions used in the sectadi®s. Employment

levels and trends are therefore not directly comipleracross agencies.



percent per yeat. As of September 2010, UNDP employed 8,421 stffiwhich 52 percent were
female. Some 14 percent of staff worked at the UNH2R&dquarters in New York. The largest number
of staff, or 28 percent of total staff, works inklS8aharan Africa, with Asia and the Pacific beihg t
second largest region in terms of staffing. By dadje, there is a fairly good alignment between
regional staffing levels and expenditures, exceptatin America.

88. Close to one-quarter of UNDP staff will retire withthe coming decade. More specifically,
nearly 800 staff, of which over 100 senior manageiretire by 2015. The high attrition level (zy
one-third) among senior management, including Regi&epresentatives, etc., is an issue. While this
offers an opportunity to align needed skills witlnge available — in particular as UNDP increasingly
focuses on the provision of policy advice — it bhe tsame time also presents the challenge of
transferring institutional knowledge to new cadoésmployees. A particular test is the presence of
permanent staff that may be unable to adapt tdé¢ngands of a knowledge-based organization.

Table 6.2 - Regional distribution of UNDP staff

Region/location Number of staff Share of total (percent)

New York Headquarters 1139 14
Other Headquarters locations 503 6
Sub-Saharan Africa 2372 28
Asia and the Pacific 1670 20
Arab States 914 11
Europe and the CIS 904 11
Latin America and the Caribbean 919 11
Total 8421 100

89. WEFP. As of end-2009, WFP employed 12,200 people waddwof which some 7,100 were
hired under projects instead of being regular staféerable 6.3

Table 6.3 - WFP employees, 2008-2009

2008 2009
Professional and higher
categories 2,01% 2,336
General service categories 8,182 9,864
Of which:
General service 2,412 2,758
Service contracts 5,77( 7,106
Total workforce 10,197 12,200

90. The number of full-time regular staff funded by gh@gram support and administrative budget
is only about 1450, of which nearly half are emplbyn regional and country offices. Professiona an
other higher level staff account for less than bftle-of the total workforce. Because of funding

* Derived from expenditures by category. Annual Repbthe Administrator various years; statistiaahex.




uncertainties during the 2008-2009 biennium, sted6 reduced — a decision that was subsequently
reversed as the work programme expanded. Oveadflicsists including benefits amounted to about 15
percent of total expenditures in 2009.

91. UNICEF. Counting staff funded under the biennial suppardget — thus, excluding staff on
short term contracts, consultants and under otirangements -- UNICEF had 6379 staff as of end
2009, an increase by nearly one thousand from 54® in 2002. During the same period UNICEF
total income more than doubled. According to adeeant of field staff, UNICEF had a total of
10,114 UNICEF staff on contracts of duration of gear or more as of December 31, 2007, of which
1,758 were internationally recruited and 8,356 llgceecruited*. According to a later source, as of
March 2010, UNICEF had 10,919 staff members.

92. As of end-2009, 18 percent of the approved poste wacant. In a small nhumber of field
offices and headquarters divisions, the vacan®@sratere more than 30 per cent. These high vacancy
rates are partly due to contingent posts thathvelfilled if the associated program funding is sedu
Thus, if the funding authorised in the country peog approved by the Board arrives, the post isdill
Without funds, there is no program and there aradativities to be adversely affected. The truerimet
would therefore be posts supporting active progrrasare vacant despite efforts to fill them, eyt
could adversely affect the capacity of UNICEF tgliement some of its planned activities. However,
the consultants were not provided with the exachlmer of contingent posts included in the above
totals and such a metric could therefore not beutaied. .

93. Table 6.4 - UNICEF staff with appointments of one gar or more, 2002 - 2009

Total staff of which: Project staff
Year Prof. GS Total Prof. GS Total
2002 1817 3592 5409 1040 20 1062
2004 2015 3708 5753 1312 3187 4499
2005 1819 3374 5193 0 0 0
2009 2235 4144 6379 0 0 0

Note From 2004 to 2005 UNICEF aligned reporting o&fébrganizational location” with other UN Agenci@sNDP,
UNFPA UNHCR etc.) using only two categories: ‘Headder’ and ‘Other Established Offices’. In 20041 gomior years
UNICEF had also reported staff location under edthategory ‘project’. According to current praeti staff at
Headquarters, Regional offices and Country offibeslget, finance officers, and administrative staff funded under the
Biennial Support Budget. All technical staff worion programs is funded under programme expenditure

Source UN CEB Matrix of Personnel Statistics Report. lBabhttp://www.unsceb.org/ceb/stats/hr/ps/matrix

94. As is the case with other UN agencies, differerdteays and headcounts give conflicting
information regarding the number 6N FPA employees +able 6.5includes September 2010 figures.
According to the audit of the accounts for 2009,RBM had 2,044 encumbered positions as at January
1, 2010 of which 340 were Headquarters staff ar@ Istaff in regional and country offices. Some 48

* See http://www.unsceb.org/ceb/stats/hr/ps.




percent of staff was funded under the Biennial $uppudget and the rest under core expenditure
programme expenditures. Nearly 40 percent of alff svorked in the Africa region. According to
iinformation on staffing at the UN and its agen&ieshe number of staff funded by core resources
increased by 70 percent during the 2002 -2009 geviith the number of staff in professional grades
seeing an increase by 86 percent.

Table 6.5 - UNFPA staff under regular resources bgategory and location as of September 30,
2010

General  National International Percent of total
services professional professional Total staff
Africa 364 267 130 761 38
Arab states 80 40 42 162 8
Asia and Pacific region 215 123 62 400 20
Eastern Europe and 67 40 21 128 6
Central Asia
Latin America and the 127 72 39 238 12
Caribbean
Headquarters 126 0 202 328 16
Grand total 979 542 496 2017 100
Percent of total staff 49 27 25 100

Source:UNFPA Staff in Atla&®

95. In the context of the 2008 reorganization, UNFPAgraded a significant number of staff
positions, in response to a more demanding aidc@mvient and UNFPA'’s shift into a more advisory
role. UNFPA's new organizational structure - as apprdwedhe Executive Board - placed emphasis
on strengthening field capacities which was oftsepost reductions at UNFPA Headquarters. UNFPA
states that their staff members are systematipalgtioned in lower grades than staff with equinale
functions in other UN organizations and that contipet from other UN agencies was the reason for
the need to upgrade positions. The wage bill in2BE0 — 2011 proposes an increase in total salafies
7.6 percent, primarily due to salary revisions amithin-grade salary increments. The Advisory
Committee has expressed concern over the large ewrnob positions being proposed for
reclassification, reminding that these reclasdiifices constitute a recurrent cost to UNFPA, with a
potential impact on the future availability of resces for programme activities. The Advisory

* Annual reports are available. For 2009 data (s#8€T1A) see CEB/2010/HLCM/HR/24
http://www.unsceb.org/ceb/stats/hr/ps/years/2009

*® Additional data on UNFPA workforce. DP/FPA/2011/2
http://www.google.com/url?sa=t&rct=j&q=unfpa%20nuemk6200f%20staff%20by%20category&source=web&cd=3&sqi
=2&ved=0CC4QFjAC&url=http%3A%2F%2Fwww.unfpa.org%2&mdav%2Fsite%2Fglobal%2Fshared%2Fexecutive-
board%2F2011%2FReportonHRManagementinUNFPA.doc&&AFH 9fPLYWgsQKQh9zRAw&usg=AFQjCNEIj6562S

S5CUEIzxhXCp6WLgUOaA



Committee also requested UNFPA management to rieterniss proposal’ At that session, UNFPA
explained that the upgrades/reclassifications bpmogosed at that time were based on a purposeful
study of post profiles along specific criterionhel'study was conducted with the assistance ofdmitsi
expertise. The findings resulted in a need tosigtepost profiles that were then submitted to rewtie
independent expert classifiers who follow estalgiishCSC Classification Standards. Results of the
exercise were presented to ACABQ and subsequenpiroaed by the Executive Board.

96. UNFPA also had a high vacancy rate of 20 percemteumprogramme funded post and 17

percent overall, which has raised the Board’s concegarding the impact on the implementation of
UNFPA projects. According to UNFPA, despite the ldmges faced in recruitment - such as less
attractive employment conditions due to the de@easremuneration packages for international
professionals at hardship duty stations. UNFPAaking progress in reducing the vacancy rate. As
of 1 October 2011, the overall vacancy rate hapmed to 16 percent and the vacancy rate for
programme funded posts is at 18 percent. Theded@@osts that are temporarily put on hold for

recruitment in light of current cost constraints.

*" Estimates For The Biennial Support Budget For 28089. Report of the Advisory Committee on Admirasive and

Budgetary Questions. [DP/FF2008/2]



7. Assessment of the Quality of Current Financial Data,
Compilation Practices, Instrument, Procedures and Reporting
Practices

a. Availability of information

97. The agencies should get strong recognition for ngakil Board paper available to the public —
see for example UND® One issue is that neither external searchesntemnal ones easily result in
finding the right document, which can be a timestoning process. A more important issue is that
some publically available papers at times coveea&ry of data, which makes annual analysis such as
the one in this report difficult. Also some of thetailed data does not seem to be publically alvkal

— for instance staffing and breakdown of certaipesditures. Finally, reconciliation of data fromeo
paper to another can be hard due to changing tefisi— for instance for UNDP some figures include
trust funds and funds, others do not. UNDP recelaiynched a data.undp.org portal that provides
detailed financial data for the organization, irdigidn to the standard reporting. Furthermore, UND

is also a founding member of IATI.

b. General comments on accounting

98. The Board of Auditors assessed theFPA accounts for the 2008- 2009 biennium a “qualified

opinion”. Specifically, the results of the natidyaéxecuted expenditure audit process for 2008 and
2009 were unsatisfactory as UNFPA was not ablecturately assess the results of the nationally
executed (by governments and NGOs) expenditurieeatirne of the audit. Auditors noted the absence
of adequate supporting documentation in the repprof expenditures under nationally executed

programmes. In addition, the auditors noted inadtgjoontrols to ensure that the database thatdecor

audit reports was accurate and complete.

99. These issues have been addressed through diffaveettive actions implemented by UNFPA
Management in response to the recommendationsdad\by the UN Board of Auditors (UN BOA)
and UNFPA'’s Division for Oversight Services (DO&$, evidenced by an audit recently completed by
DOS of the Nationally Executed Expenditure auddgess, which rated the process as “Satisfactory”.
Progress achieved has also been acknowledged dyNhBOA in the course of their 2011 external
audit activities. Specifically, the follow-up the report of the United Nations Board of AudifSifer
2008-2009 notes that as of 30 September 2011, UNkRRAImplemented 73 of 93 recommendations.

“8 http://www.undp.org/execbrd/sessions.shtml
9 DP/FPA/2012/5 http://www.unfpa.org/webdav/site/gitibhared/executive-
board/2012/FINAL%20UN%20version%200f%20report%20@0®oard%200f%20Auditors%20-%20single-spaced.doc




UNFPA is commited to ensuring accountability at all levels of thgamization, and has established
dedicated mechanisms to follow up external andmadeaudit recommendations on a regular basis. It i
also addressing the root causes of the problemsifiee by the Board of Auditors.

100. For 2008, the auditors also “noted significant st@mmings” in a number of areas during visits
to four country offices. The controls in two couyntoffices were particularly weak. Against this
background, the auditors proposed “urgent stremgtigeof field-based controls as well as regional an
headquarters reviews... to manage the exposure ofPANB risk.” An audit of 34 country offices
undertaken by UNFPA'’s internal auditors rated oaequarter of these offices as “unsatisfactory”,
while half the offices were rated “partially sagisfory”>° Audit reports on expenditures equivalent to
10 percent of audit reports were qualified, cowgraxpenditures in the amount of $35.4 million,
equivalent to 27.6 percent of audited expenditares 4.7 percent of total programme expenditures for
2008. The amount of unsupported expenditures facwtihe reports were qualified was $ 1.8 million,
or 1.4 percent of expenditures. Unsupported experedi identified in the course of the 2009 and 2010
NEX audits were somewhat higher, representing Zfcgmt and 3.8 percent, respectively, of
expenditures. UNFPA management has also implemenigocess to clear unsupported NEX audit
expenditures, by obtaining and reviewing additicth@umentation subsequently provided by the IPs.
In addition, UNFPA has also put in place a policdgeneby cash advances to implementing partners
with negative audits reports or unsupported expgaerel are suspended until the issue has been
resolved.

101. In a wider perspective, it should be remembered thiaere UNFPA-funded programme
activities are implemented by governments and reregiment organizations, these implementing
partners provide UNFPA with reports documentingrthee of UNFPA resources. These reports form

0 UNFPA. Financial report and audited financial sta¢nts for the biennium ended 31 December 200Repdrt of the
Board of Auditors [A/65/5/Add.7]
http://ods-dds-ny.un.org/doc/UNDOC/GEN/N10/461/833AAN1046187.pdf?OpenElement

Partially satisfactory rating refers to cases where governance, risk management and control practices are
generally established and functioning, but areas for improvement have been noted.

The Board of Auditors in their 2005 report expresaémost identical concerns regarding nationallgcexed in their in
their review of the accounts for 20042005, stathrg “The nationally executed expenditure propaadit reports provided
by independent auditors reflected a significant bemof qualifications.” The exact extent of projeetdit qualifications
and the impact thereof could not be determinedHerbiennium, as these had not been analyzed byPBNR addition,
the effectiveness of internal controls and procesluin respect of nationally executed expendituraldcde further
improved. See UNFPA. Financial report and auditeancial statements for the biennium ended 31 Bées 2005 and
Report of the Board of Auditors [A/61/5/Add.7]
http://daccess-dds-ny.un.org/doc/lUNDOC/GEN/NO6/24(FDF/N0644024.pdf?OpenElement

UNFPA. Financial report and audited financial sta¢ats for the biennium ended 31 December 2009 apdfRof the

Board of Auditors [A/65/5/Add.7]



the basis for recording programme expenditure éntNFPA accounts' The use of UNFPA resources
after they have been advanced to implementing govents and non-government organizations is also
a relevant issue. FACE (Funding Authorization &wettificate of Expenditure) forms are used by
implementing partners (IPs) to report expenditued are subject to a detailed review and approval
process by programme and operations staff, angrbjects are subject to regular monitoring by the
concerned programme officers. In addition, all i#Ath expenditures greater than US$100,000 in a
given year are subject to a NEX audit, which presidisibility and assurance on the ultimate destiny
of the funds provided to the IPs — as mentioned/@alloe shortcomings noted in NEX audits have been
addressed.

102. Since 2010/JNHCR has just implemented a biennial cycle as othenegs, a new budget
structure into 4 “pillars” - splitting its originahandate (refugees, stateless) from additionsgfiaten,
IDPs) and a need-based budget plan according ghroensuses of affected populations. Although, by
contrast with past budgets, the need-based buslgett irealistic, it calls the attention of donorsless
publicized country needs and probably reduces thednfor repetitive supplementary budget
submission though the year. Typically UNHCR woutthnpass a budget of about US$3 billion, issue
internally much lower budget ceilings and collecindr pledges of less than 600 million by the
beginning of the year, and thereafter intermitienglceive some 2 billion of actual funding.

103. WFP’s website represents its main source of financisdrmation. Before 2008, as required
under the UNSAS accounting standards, WFP repdgdthancial results on a commitment basis with
a breakdown of accounts by type that took into itEration a cost classification that distinguished
costs between commodities purchased and in kindC DQirect Operational Costs) ,O0DOC (Other
Direct Costs ), DSC (Direct Support Costs) and [8@irect Support Costs) with further available
breakdowns within DOC and evidence being given &bsoost breakdown by nature. This enabled a
series of expenditure analysis that gave evidehteeakdowns between direct and indirect costs and
the evolution of their relative weight.

104. With the introduction of IPSAS, the breakdown o&isoby type is no longer presented in the
audited financial statements to the extent thatnwthe budget, prepared with the cost breakdown by
type, is compared to actual results the compaiisomade by cost type boh a commitment basiss

a result there is no way to compare statements ofifancial Performance in the audited annual
accounts with WFP’s budget and its reviews

105. WFP’s budget and financial statements are preparedsing a different basis.The Statement
of Financial Position, Statement of Financial Perfance, Statement of Changes in Net Assets and

L UN General Assembly. Financial report and audiieahcial statements for the biennium ended 31 Bz 2009 and

Report of the Board of Auditors, op.cit.



Statement of Cash Flow are prepared on a full attrasis2 using a classification based on the nature
of expenses in the Statement of Financial Perfoomawhereas the Statement of Comparison of
Budget and Actual Amounts is prepared on a comnmitraecounting basis.

106. UNDP benefits from strong financial management and supd by good controls. The
proposed adoption of international financial staddan 2012 would thus address the major remaining
weakness. Two key documents provide a good owereiefinancial management issues during the
past decade. The first, lists auditor recommendatthat have been outstanding for over 18 mdhths
The second document is the recently published aepdrt for the 2008/9 biennium, which includes an
unqualified opinion. Nevertheless, the auditooablentify and recommend a number of systemic
improvements to be addressed in due course. Tiheduction of IPSAS will help some of these
issues, as well as others carried over from patit.au

107. The most recent audit found that UNDP carried ibdbks over US$5.0 billion in excess of
income over expenditures for its total programm@ggut activities as at 31 December 2009. About
US$1.1 billion of these funds were accumulatedrduthe biennium. UNDP also had trust funds that
had minimal or no expenditure for one or two bieimmi

108. UNDP disclosed in its notes to the financial stasta a total liability of about US$560 million
for after- service health insurance, repatriatienddits, termination benefits and accrued annwalde
However, a provision for those amounts was noerhia the accounts of UNDP. Other reports suggest
that these liabilities are found system-wide. Ehissues will be addressed through the implememtati
of IPSAS.

109. The audit noted issues at the level of some cowffiges. These included missed deadline for
information and audit submission, insufficient sggation of duties, some auditors issued inapprtpria
opinions, and some challenges continued to be expd in identifying all projects to be auditedian
in analyzing the audit opinions received. A few mioy offices were not systemically checking
prospective vendors against the list of suppliechipited by the Security Council even though UNDP
had developed controls to assess and monitor progpevendors against the list of suppliers
prohibited by the Security Council.

2 The accrual accounting principle measures theopednce and position of the organization regardiésehen the cash
transaction occurs. On the basis of this princiihle effects of transactions and other eventsemregnized when they occur
(and not when cash or its equivalent is receivepiaid), are recorded in the accounting recordsrapdrted in the

Financial Statements (Statement | to 1V) of thaficial periods to which they relate. Accordinghis accounting

principle, revenues and expenses associated é&msairtion or an event match. S84P Policy Guidance Manual for
International Public Sector Accounting Standar@808 edition. Available at:
?gtp://docustore.wfp.org/lPSAS/ResourcesandTooB;NQPolicyGuidanceManuaI/index.htm.

http://www.undp.org/execbrd/pdf/Annex%20t0%20D P %2D2%62031%20High%20Priority%20Recommendations%20Un

resolved%20for%2018%20Months%200r%20More.pdf



c. Implementation of auditors’ recommendations

110. UNFPA. Progress has been achieved since dn(mplementing pending recommendations of
the Board of Auditors? By January 2010, UNFPA had implemented 46 owt tiftal of 59 accepted
recommendations (78 percent) of the 2006/7 audNIFPA has explained that remaining issues are
being addressed and implementation of the recomatiemd is also monitored by the Audit
Monitoring Committee.

111. ACAQB and UNHCR’s auditors have been identifying the main issueshsas the need to
provide for staff benefits and end-of servicesiliags, to account for land and buildings, to reduhe
staff in between assignments and to implement IRSASHCR has attended these concerns at a
reasonable pace with a few delays.

112. UNICEF’s Board of Auditors made 38 recommendation for tiemmium 2006-2007, of which
as of 2010 26 (68 percent) were fully implementad &2 (32 percent) were under implementation.
The Board has noted a 17 percent decrease in tplermentation rate compared with the previous
biennium. With respect to the 12 recommendationshie 2006-2007 biennium, which were still under
implementation, UNICEF has indicated that mosthaint would be implemented with the roll out of
new enterprise resource planning systems and cangdiwith the IPSAS.

113. Government partners are required to submit once gyegram cycle audited financial
statements to UNICEF. The UN Board of audit samfledountry offices and found no evidence of
any audited financial statements from these offifmsthe biennium under review. UNICEF has
recognized its cash transfers to implementing pastin advance of actual program implementation as
expenditures when the cash was disbursed. Thistisirkeeping with the principle of accrual basis o
accounting for expenditures, but it is in line WithNSAS (modified accrual) and with the Executive
Board approved Financial Regulations and Ruless Timatter has been brought to the attention of
UNICEF by the Board of Auditors in the context BSAS compliance in 2012.

114. During 2008-2009, the Office of Internal Audit caraied 50 audits of country offices and
issued 730 audit observations. A total of 18 headegus, systems, and thematic audits were also
carried out during the same period. The key obsernva made during the audit of country offices
concernedinter alia, weak strategic planning and priority setting:kl@f systematic approach to risk
management; weakness in human resource strategyreamditment, evaluations, processing of
financial transactions, implementation of finanaahtrols and procurement of supplies.

115. WFP’s External Auditor, appointed by the Executive Boarcaccordance with the Financial
Regulations, in addition to certifying the accountsthe WFP under Article XIV of the Financial
Regulations, has authority under the mandate,gorte¢o the Executive Board on the efficiency df th

>* Status of implementation of recommendations
http://www.unfpa.org/exbrd/2010/first_regular_sessgieport board auditors.doc




financial procedures, the accounting system, theermal financial controls and the general
administration and management of WFP.

116. The aim of the External Auditor’'s audit is to progiindependent assurance to the Executive
Board; to add value to the WFP’s financial managgmaed governance; and to support the objectives
of the Programme. In general terms the respon¥éR# to recommendations by the external Auditors
appears to be rigorous with careful consideratibrewery point brought to the attention of the
Executive Board. Progress reports on externaltadslirecommendations are issued twice a year on
average in order to monitor the implementation psscand update the Executive Board on progress
made. The rate at which External Auditor's recomdations are implemented by WFP is high (over
94 percent) and the timeline of the implementapoocess involves completion within a period of 30
months.

117. In general, has been effective in following-up audit recomnegimwhs. There are 29
outstanding audit recommendations between 20042808. They are distributed thematically as
follows: (a) involve action by host country (4 caseb) security situation in a country (1 case); (
involve cooperation with other UN agencies (2 cas@h need involvement from HQ (6 cases); (e)
lack of resources (7 cases); (f) slow pace of imgletation (5 cases); and (g) inaction by country
office (2 cases). The issues mainly relate tonima, project/programme and human resource
management, and procurement areas.

118. The first five actions depend on the host countny are outside UNDP’s control. The issue of
establishing a policy towards corrupt vendors ipamant and material is also critical. UN alredhs

a policy framework adopted in 20091but it is an issue for the UN as a whole. Impetation would
include and enforcing anticorruption clauses omdadad contracts and a process for debarring firms —
UNDP has recently developed a sanction pdficgdopted by the whole UN system. The cost of
implementing such policies is not insignificant amduld need to be covered by UN’s administrative
budget. Financial management issues (5) are eitheted to need for clear regulation or reconidia

of accounts, but magnitude/materiality of problemclaar. Finally, most of the issues related to
programme management (7) seem important enoughatcamt more rapid follow-up. Most of the
remaining issues are either procurement relatedlonnistrative.

d. International Public Sector Accounting Standards (IPSAS)

119. Until 2007, WFP’s financial statements were prepared and preseatdg:tBoard on a biennial
basis. Amendments to the General Regulations artlet General Rules and Financial Regulations
were approved by the Board in 2007, changing thenftial period from biennial to annual to allow for

% http://www.unodc.org/pdf/crime/gpacpublicationstmal.pdf

*® The sanctions policy (which is available at httfistvanet.undp.org/global/popp/cap/Pages/VendorSam-
Procedures.aspx ) goes beyond corruption and lsasetions on a vendor’s involvement with six typéproscribed

practices: Corruption, Fraud, Coercion, Collusidnethical Practices, and Obstruction.



full compliance with IPSAS from the date of IPSA&option. The 2008 financial statements were the
first set of statements prepared in accordance with International Public Sector Accounting
Standards (IPSAS).

120. As of end 2010, WFP remained one of few United Natis agencies to implement IPSAS.
By adopting and implementing IPSAS in 2008, WFP agrded its ability to produce relevant and
useful financial information, improving the transpacy and accountability with which WFP manages
its resources, and in 2009, WFP took several amditi significant steps to further enhance
transparency and accountability. Where an IPSAS ¢ address a particular issue, the appropriate
International Financial Reporting Standard (IFRSpplied.

121. The implementation of IPSAS within WFP has providedonsistent framework for financial
reporting, providing greater transparency and actahility. The External Auditor’'s opinion, based on
the reviews made, is that WFP is using the oppdrsnpresented by IPSAS and the associated
improvements in business systems. Without the iogpeind culture provided by IPSAS, wider
improvements to financial processes might not leezed.

122. The benefits of the new framework go well beyonel pnesentation of more accurate financial
statements. The discipline provided by implemeatadbf IPSAS has enhanced WFP’s opportunity to
engage management and other stakeholders in kaycfad issues. The application of a framework to
record the assets and liabilities of the orgarosatias enabled WFP to acquire more accurate and
reliable financial data on which to make decisions.

123. TheUNFPA, following a phased approach, is aiming at fulpiementation of the international
public sector accounting standards (IPSAS) by 201 Board noted that that plan did not have
measurable milestones to assist in the monitorihghe plan. The Board identified areas of
improvement in the plan, including defining theemlof the UNFPA regional and sub-regional offices
and other structures of UNFPA, and full consideratof the requirements for post-implementation
training®” UNFPA already applies the International Public tSeéccounting Standards (IPSAS) in
Vietnam. The move to IPSAS is expected to be cote@lby 2012.

124. UNHCR has now mobilized the resources needed to sdR8A$ within a year or two.

125. Currently,UNICEF does not follow International Public Sector Acctng Standards. Work to

adopt such standards has been ongoing for some te suffered delays (partly because of
complexities related to the introduction of the W8I performance management system). Full
adoption of IPSAS is currently scheduled for 200&h data for 2012 reported following the new

" An interesting comment concerning the adoptioP&AS is the observation how UNFPA can “providecagee
assurance that the money transferred to natiorgementing partners is used for the intended parpoSee UNFPA
INTERNAL AUDIT AND OVERSIGHT ACTIVITIES IN 2008._Reort of the Executive Director. [DP/FPA/2009/5]




format>®. Adoption of IPSAS will introduce similar formats financial recording and reporting across
the UN agencies. UNICEF has been utilizing a comftom of accrual and cash based accounting for
some time. One of the fundamental benefits of IP$A&8ementation would be to require recording of
all transactions on accrual basis.

126. UNDP has started the process of implementing IPSAS igteffective adoption in 2012.
e. Procurement and contract management

127. UNFPA maintains a specialist Procurement Services SedahoCopenhagen, which also
performs third-party procurement. In their revieivtloe 2008-2009 accounts, the Board of Auditors
noted that UNFPA, against its rules, continuecetmrd procurement transactions by including also th
cost of goods as income and expenditure, insteaglcofding only the fees earned in carrying ouséhe
transactions. Nor has UNFPA appropriately recondexbivables for amounts that are refundable by
third parties or payables for advances made by tharties where UNFPA was still to procure
inventories on their behalf. UNFPA maintains thataccounting treatment is not that of a procurémen
agent, but rather as part of its overall countrggpam and as part of its IPSAS implementation,
reconsideration will be given to this matter.

128. In the case ofJNICEF, available studies discussed below point to nedétiwell functioning
procurement systems and do not identify any systerssues. However, specific areas for
improvement are also identified.

129. In 2010, the UNICEF was assessed at an institutiav&l and across nine countries by a
network of donor¥. This generally positive review notes that “oe ihdicator that assesses use of
country systems — i.e., the extent to which theapization uses government systems for procurement,
audit, financial reporting, and other procedurestJNICEF receives an inadequate rating overall.
However, this finding must also be discussed imtligf the specific country contexts in which
UNICEF operates.”

130. The 2009 audit repdftcontains a review of procurement and contract mement. It notes a
number of deficiencies in relation to competitiveding.

131. DFID has just completed in March 2011 a Multilatefdd Review®, which includes an
assessment of the UNICEF. This review concludasWNICEF is a well-performing agency and as a

%8 Progress report on implementation of the Inteomati Public Sector Accounting Standards.
http://www.unicef.org/about/execboard/files/10-ABLBSAS-ODS-English.pdf

%9 http://www.mopanonline.org/upload/documents/UNICERal_February 19 _issued.pdf
80 http://www.unicef.org/about/execboard/files/A-65A8d2-Financial_report-audited_financial_statements

report_of Board_of_ Auditors.pdf
®1 http://www.dfid.gov.uk/Documents/publications1/rharicef.pdf




result will receive an increasing portion of UK aitt also gives a satisfactory rating to the aspet
procurement covered by the review.

132. Before the One UN reform program, each UN agencYyi#inam had its own procurement
guidelines. According to information given in theeating with Ministry of Finance officials,
procurement regulations within the UN system hagenbharmonized as part of the program, even if
each agency maintains their own guidelines. Theegénrule is that funding and implementing
agencies has to follow Vietnamese Bidding Law artyprement regulations. (This rule also applies to
projects implemented by NGO&)However, if donors request for the use of procetrules,
different from Vietnam'’s laws and regulations, asdprescribed in international agreements, therdono
shall be allowed to apply the relevant provisiddBIFPA, for example, follows Government rules in
the case of national implementation, but adherddNaregulations when implementing own projects.
In the former case, the UNFPA provides quarterishcadvances to the Government ministry or other
implementing partner as agreed in an annual waslgam in accordance with UN rul&$.in the case

of UNDP, national procurement procedures applytad$ advanced to the government as long as the
procedures of the government share similar procenémprinciples.

133. The audit reports have highlighted a number of procweet issues that are being
addressed. During the period under review, a ledgrm concerned UNDP and UNOPS initiated
partial merger of certain IAPSO functions with UN®Rn May 2007. The partial merger was
implemented on 1 January 2008, with a transfesséts, business processes and®taff

134. A more on the UN procurement system is also warranted. h&he current

UN manuai® details rules and regulations governing procurémémotes that procurement in the UN
system is governed by the established regulationksrales of each UN organization. While such
regulations and rules may differ in matters of detll organizations are guided by the Common
Guidelines for Procurement. The procurement procesdare well documented and follow a clear
internal logic. The analysis of this document éydnd the scope of the present study. Nevertheless
depending on whether or not they are followed l®ydbencies, certain procedures have an impact on
responsiveness of the agencies to programme cesintieeds and may impose an administrative
burden on them. In particular the manual (Ch 3ap&r4) envisages quite a complex review limit

%2 Ministry of Finance. General government rulesgoscurement and audit under donor funded developpregrammes
and projects are laid down in Circular No 225/2010BTC. Guiding the State Financial Management Agatile to
Foreign Non-Refundable Aid within the State Budgevenues. Ha Noi, 31 December 2010.

%n the meeting with the UNHCR, the mission was infed that UNHCR does little procurement in Vietnaindoes,
however, fund the construction of lots of schodla aost of about US$100,000 each of which the Gowent contributes
some 25 - 50 percent. Contracts for the constmatfahe schools are signed with local governmangcordance with

% http://www.undp.org/execbrd/word/dp08-43.doc
% http://www.un.org/depts/ptd/pdf/pmrevé.pdf

Vietnamese law.



depending on grade. The thresholds seem low atiteimterest of efficiency could be raised and the
review responsibility streamlined with a view tdyteg more on ex-post controls.




8. Conclusions

a. Context

135. The present study has been prepared following ad#eduring which the MDGs provided a set
of goals for 2015 for donors and recipient coustiadike. The emergence in 2002 of the Monterrey
ConsensU$, following an international conference organizaudttoe UN, led to a commitment by key
donor countries to address the significant shaéitidinancing needed to achieve internationallyesgl
development goals. For programme countries, ealbethe poorest, this led to the multilateral debt
reduction initiative (MDRI), which helped write dffieir multilateral debt, as well as a commitmepnt b
donors to increase aid to 0.7 of GNI. The fulfimhef these commitment, and limitation in the aili

of bilateral agencies to substantially scale-upr thetivities, resulted in a significant increasedionor
flows through multilateral aid agencies, in thenfioof both untied and tied contributions. As seen i
the evolution of revenues, the UN system was a niagoeficiary from the scale-up in aid.

136. Three important factors may affect the level ofiaithe present decade. In the aftermath of the
2008 financial crisis, some donor countries arenfasignificant fiscal constraints that leave therth

no choice but to reduce expenditures on aid. Eumbre, some donors such as DFID are reallocating
funds away from agencies classified less efficidatmore efficient ones. This has resulted in a
recently announced change in the allocation ofuess amongst UN agencies. Finally, there isla ris
that after 2015 the absence of agreed goals magromioke aid mobilizing efforts. It is possible thiaé
latter risk may be mitigated through the adoptidmew goals and emerging non-traditional donors
making-up for any shortfall. Nevertheless, it istg possible that aid will grow at a much slowater

(if at all) during the present decade — a risk #Hygtears to be materializing already. This impties

UN agencies may be facing revenue constraints angbetition from multilateral financial institutions
for donor resources, and increased scrutiny ontiqusssuch as how funds are being used, and their
efficiency and effectiveness. The present studyuges on the first issue and provides a general
response to this question, even if some details@iravailable.

137. Recommendations— Enter into even more multi-annual agreement$ wanors in order to
stabilize funding. Develop contingency plans ia #vent resources, especially core, decline or grow
less rapidly. Such a plan should indentify whabetyof expenditures (e.g., most critical to the
organizational goals) and programme (i.e.; bemegdjtthe poorest nations) would be protected. Some
of the recommendations below would also help addsesvice delivery in a resource constraint
environment.

66 http://www.un.org/esa/ffd/monterrey/MonterreyConses pdf




b. The Core and Non-Core issue

138. The issue of declining core to non-core resour@ssiieen a concern to UN agencies since the
late 1990s — as evidenced by the aforementionely stiihow non-core resources affected UNDP. The
issue today remains largely the same as 10 yeararagjit seems clear that some of the risks thet we
thought to be present at the outset of the newucghtave either not materialized or have been lgrge
mitigated. This mitigation has taken a number arirfs, such as greater flexibility in targeting of
earmarked funds, better selectivity and integratadnsuch funds within the agencies’ strategic
programs, and improved complementarity with cosoueces. Furthermore, non-core resources have
proven to be relatively stable and predictable,clwhacilitate strategic planning. Finally, for sem
agencies such as UNHCR and WFP, the very natutheofbusiness is to respond to unexpected
disasters and emergencies through targeted resourbdization and response for which non-core
resources are quite adequate. On the other hatid UNICEF and UNFPA, still mobilize a relative
high share of core resources that tends to reche@roblems associated with inappropriate funding
mix.

139. The challenge for the present decade is that #taimlresources can no longer be assured and,
should core funding take the brunt of lower donording, certain agencies, notably UNDP, may find
they lack the flexibility to deliver their strategplan. Such downside risks would need to be atitid,
possibly by considering alternative organizatioaslangements and seeking greater efficiency and
effectiveness in delivery. In other cases, it @ppdhat mobilization of non-core funds may be an
integral part of the resource mobilization strate§gn agency, which in turn would need to ensha¢ t
the distortionary impact of this approach is mirsed. Finally, the biennium budget provides
important sustaining resources used to adminigtegrammes. However, while the cycle for donor
resources is annual, the former is every two yaarsin some cases it may take more than the two
preceding years to formulate it — the process iskgu for some agencies such as UNICEF and UNDP,
which is 9-12 months. This may lead to mismatatesdurces.

140. Recommendations- Consider ways to reduce the lead time for piegahe biennium budget.
Each UN agencies should ascertain whether its rdairors are likely to decrease core funding in
absolute terms or relative to non-core. In sugdesaearly dialogue with donors may help minimize
the magnitude of such a change. In cases wherearenfunding is preferred, the aforementioned
dialogue could also help emphasise the importahogamtaining flexibility by earmarking themes for
broad country groups, as opposed to very speasfivigaes benefitting a single country. Furthermpor
the agencies Boards should consider greater o rsigr non-core resource to ensure, inter-alit, th
priorities (such as relative level of support tmpoountries) are not distorted and that they ataused

as a way to circumvent Board guidance (for instaocéiring staff). Finally, the problem of relianc
on limited number of bilateral donors should beradded through improved mobilization of core

resources from new sources.



c. Accumulated fund balance build-up

141. It is estimated that by end-2009 the 5 agenciesbiét over US$12 billion of fund balances.
These balances are now at a historical high. Mafcthese balances are from non-core earmarked
funds received in advance under signed legal agreementspecific projects/programmes whose
implementation extends beyond one financial year e funds are not fungible. There are several
reasons, mentioned by representatives of agemtmwyiewed and analysed in a recent UNDP note, for
such build-up, including: (a) multiyear disbursemei resources and/or disbursements by donors
during the last quarter of the year; (b) dealinthwinexpected emergencies or reducing volatilitg du
to fluctuations in income; (c) tight earmarking ®dme non-core resources; and (d) dealing with
contingent liabilities (pensions, medical insuraacel unspent leave) which can be quite substantial.
Finally, there are statutory provisions that cdntte to build-up of reserves. The build-up of chak
been discussed by the Boards of some agenciesablyndhe UNDP in an informal session on June 1,
2011.

142. Recommendations— Boards of the agencies should continue to morihe build-up of
unspent funds and ensure their timely draw-downlevhiaintaining prudent reserves. Earmarking
seems to account for the large majority of funchbeés above statutory reserves. Given that nan-cor
resources are to a large extent donor-driven, elevant donors need to monitor their commitments
and disbursements from such resources. Becaufis s€ope and lack of public information, the
present study was unable to review a sample oépi®jfo gain better insights on whether and hos thi
is done by the donors. Such a review may be thgesuof a follow-up study.

143. Furthermore, UN agencies and donors should enigagelialogue aimed at agreeing on more

flexible use of earmarked resources. Desirableayaés would include more widespread use in the
future of thematic fund and greater ease in allgnagencies to reallocate, using relatively easy and
transparent procedures, earmarked funds to repaiEgtammes in similar countries — such an approach
has apparently been successful in the case of emeygesponse.

d. Cost Recovery

144. The study reveals that cost recovery mechanismsnareasingly fixed (typically 7 percent),
simplified and harmonized between agencies. Somability remains in place for setting the cost
recovery rate on a case by case basis, in theofaskrge donor for instance. In other caseapjtears
that at country level additional cost recovery usharized by donors to facilitate project oversiglgt

the UN agency concerned. Overall, the study didfind that, at the aggregate level and compared to
other donors’ expenditure structure, the level @dtaecovery was inappropriate. Furthermore, not
withstanding recent studies that demonstrate mapea@t resources are devoted to core programmes,
we cannot conclude that the latter subsidizes adtigities.




145. However, this aggregate hides two issues. Finsgrviews at the country level reveal the
perception on the ground that distribution of gesovery resources is at times such that “too migh”
retained at the level of headquarters and “not ghbueaches the agency on the ground. This
perception is not shared by headquarters and cmitlde verified by our team beyond the feedback
received during field visits. The second issuehit tgiven certain important fixed supervision costs
borne by UN agencies, the cost recovery for smadtl§ may be insufficient to cover reasonable cost.
UNDP, UNICEF and UNFPA are currently undertakingeagiew of their cost recovery policy as part
of the wider discussion on the Integrated Budgatrfawork.

146. On the other hand, certain non-core programmes beagiose complements to core activities,

with overheads and supervision costs shared bywberesulting in lower average cost to the UN

agency. Furthermore, some agencies, notably UNJ@&plement a substantial share of projects and
fungibility of human resources may result in somess subsidization by non-core activities of core
programmes. The risk with this approach is thatrarn in earmarked funding may result in staffing

issues for agencies concerned, as some UN staffimththemselves redundant. More clarity on these
issues would require a specific study of the défercases.

147. Recommendations— Donors may wish to consider setting both miningige and a certain
amount of flexibility before initiating non-coreggrammes. A more detailed study by agencies df cos
of administering non-core programmes would helmldgh thresholds. Small donors of non-core
resources could still be accommodated as longesale prepared to pool their funds with others in
the form of multi-donor thematic trust fund. Thase for implementation of some programmes by
agencies (instead of Governments, NGOs and/or tgrisactor) needs to be revisited. In cases of
emergencies, this may be justified. For develognmeogrammes, however, the costs in terms of
disempowerment of counterparts and/or moral haassdciated with funding of staff through non-core
benefits may be exceeded by costs. In such cesesideration should be given to eliminating self
execution of such activities.

e. Staffing

148. A finding of this study is that increased expenaituby UN agencies has been accompanied by
an increase in staffing, which may also contrildotbuild-up of contingent liabilities (health insunce,
pension under defined benefit schemes, accumula@ee, etc.). Only part of this growth and
difference may be explained by advice provided By &faff and presence on the ground, notably in
areas not covered very well by donors and othertilaweiral agencies. Furthermore, the model,
different from other donors, whereby UN staff woblel the major providers of advice to governments
bears further scrutiny. Finally, the report noties issue of retirement affecting senior staff afd
ensuring their successors are selected on timethauwequired expertise to ensure a smooth transiti
to new managers, as well as need for greaterrsgaixibility to maintain and improve skills mix.

149. Recommendations- Review effectiveness of past staffing strategias realign with the needs
of the coming decade. Implement HR recommendatdnesdy presented to various boards. Consider




ways to lighten the burden of staff on the bienbiadlget of UN agencies — and eventually undertake a
study of efficiency and effectiveness in termsaf/ice delivery and co¥t

f. Fiduciary and Accountability Systems

150. Fiduciary systems as defined here include the pubformation, procurement and fiduciary
systems. The first two areas are not treatedeatgtetails, but a few points merit to be mentionkd
general, the early public availability of UN Boatdcuments is a strong point of the organization and
better than most other bilateral and multilategérecies — probably not as good as the current World
Bank disclosure policy for detailed project docutsebut better than or equivalent to institutionshs

as the EU. A main problem is that the publishedudwents tend to be somewhat general, information
they contain at times hard to reconcile from oners® to the other, and important details and time
series either not available or requiring consutaf more than one document (mainly a presentation
issue).

151. Certain shortcomings are noted in audits. As titated by UNDP, follow-up in a small
minority of cases may be quite slow (over 2 years)NDP’s procurement roadmap is now being
implemented to reduce shortcomings noted in thertepthis reform started after the period covered
this report.

152. Most agencies benefit from unqualified audits, whreflect adequate financial management
systems. However, the audits do reveal numerous) & often minor, shortcomings that need to be
addressed. The proposed adoption of internatipuallic sector accounting standards in 2012 by all
agencies (WFP already uses them) would thus addressajor remaining weakness and avoid
repetition of certain problems noted by auditors.

153. Recommendations— Continue improving public information systems; instance by posting
more project level information and supervision mpo Satisfy need for higher-quality, rigorous
reporting on UN system-wide funding flows and emshetter comparability of information by using
harmonized table with similar and complete coverafedetailed items. Review procurement
procedures to ensure they conform to current bestipe, including on use of country systems. Take
all necessary measures to ensure that all agehems adopted in 2012 the international financial
accounting standards. Ensure timely follow-upwdiarecommendations and clear backlog.

®" The consultants were informed that UNDP is respondo some of the concerns by establishing Cangliéatls to
support Succession Planning, launched the StregmliRecruitment project and intends to identifyiggps in size and

skills mix of its workforce.



9. ANNEX - HOW WAS THE STUDY CONDUCTED

As this report is neither an evaluation nor an atidire was no need to develop a specific methggolo
beyond following the approach highlighted in thente of references, as clarified in the Inception
Report. Specifically, the review period 2000s anel selection of agencies were pre-defined in our
terms of reference. Furthermore, the study is das#ely on public documents, with factual and
gualitative interpretations validated through aieseof exchanges with the UN agencies concerned.
The report is thus a compilation in a reader frigidrmat of information from various sources tiaa¢

not readily available in consolidated form elseveher

The approach followed involved no a priori judgemen hypothesis and was largely a process of
discovery. The task assigned to the consultaass te track expenditures to its various components
and building blocks, providing as much details assble. Standard ratios and formats were used to
facilitate any cross-agency comparison. In addjtias explained in the Inception Report, the

consultants have summarized factors that undeh@robserved expenditure patterns. These include
budgetary and fiduciary systems, as well as infoionaon allocation systems, cost recovery, staffing

and so on.

Some of the recommendations of this report origifiedm UN documents and are restated only to the
extent they had not been fully addressed at the time review of documents was undertaken. The
remaining observations are either direct resultghef findings or areas that in the opinion of the
consultants would warrant further analysis.

Based on our review of available financial docureervering UN agencies, we concluded that a pure
desk study would have not met the stated objectfeesthis study. We therefore proposed to

supplement the desk review with a more substaséigks of interviews and exchanges with the UN
agencies to be covered under this study. To ffeste team members visited and maintained contact
with headquarters of agencies as well as with edfim the two countries we visited (Uganda and
Vietnam).

We followed a simple 7-step approach to addressstues highlighted in our terms of reference. The
sequencing of steps was based on the need to gatbenation before the interviews, with a general
expectation that the information collected woulgdngaps to be filled at each agency’s headquarters.

STEP 1 - DESCRIPTION OF THE UN BUDGET SYSTEM

We proposed to start by describing the budget poae UN agencies to facilitate enhanced
understanding of the numbers and financial flowangdied in the report. This step was not iniyall
foreseen in the TORSs, but was added in agreeméimtowr Norwegian counterparts.




STEP 2 — MAPPING OF CORE AND NON-CORE REVENUES

Main Source publicly available information for mapping ofvenues with additional information
collected through interviews for practices.

Sub-step 2.a We collected all publicly available annual ragoand relevant Executive Board
Documents of the select UN Agencies for the peBi0odl1-2010 in digital form, with special emphasis
on more recent years. Whenever these reportsweer@vailable we contacted the agencies concerned
to request for the necessary information.

Sub-step 2.b We reviewed the reports and inserted the dateERrtel tables.

Sub-step 2.c To determine the practices followed in evalugiimkind contributions we analyzed the
notes to these agencies’ financial statements wheravailable. However, this analysis was
supplemented by interviews to these agencies’ axtowudepartments to clarify the details which are
rarely included in the official documents.

STEP 3 — MAPPING OF EXPENDITURES AT THE HEADQUARTER S, REGIONAL AND
COUNTRY LEVEL

The mapping focused on activity level break-upudahg but not necessarily limited to budget lines
such as technical assistance (in house resoutteeb)ical assistance (external consultants), il kin
(goods and services) support, direct financial supie cooperating partners, administration coets|
dissemination and advocacy (workshops, meetinggeoences).

Main Source: publicly available information for mapping of@nditures with additional information
collected through interviews for their detailedddceup.

Sub-step 3.a. We reviewed the reports collected under sub-2tapabove and inserted the data into
Excel spreadsheets.

Sub-step 3.b. We expected that not all information above wdoddavailable for all agencies and/or
activities. Considering the size of some of therages involved and the long time period (detars o
all expenditures for agencies like UNDP or UNICEf & decade may be too great to be collected
given our timing and budget), we agreed to diseu#is NORAD whether we should focus on a sample
of expenditures or reduce the expected level didet

STEP 4 — OVERVIEW AND ASSESSMENT OF THE CURRENT BUDGETING PROCESSES

An overview and assessment of the current budgginogesses, including an analysis of current
priority setting principles and prevailing pracsceith respect to estimation and classificatioragts

Main Source: publicly available information.

charged to core and non-core funding.



Sub-step 4.a. We collected all publicly available informatiom ¢he select UN agencies budgeting
processes, including corporate policy papers amatluations carried out by other donors. Examples of
the first type of reports are DP-FPA/2010/1-E/ICER/0/AB/L.10, DP/1997/10, DP/1997/10/Add.1,
E/ICEF/1997/AB/L.3 and E/ICEF/1997/AB/L.3/Add.1.

Sub-step 4.b. We organized the information on the current arappsed cost classifications, priority
setting principles and other key practices in tabubrm for subsequent discussion during the
interviews at each UN Agency.

STEP 5 - CURRENT COST-RECOVERY PRACTICES FOR PROGRAMV ACTIVITIES

Main Source: interviews, case studies and field work

Comment the analysis of cross-subsidisation and its rhpeould be the main focus of our field
work in the two countries to be identified as pemis of reference Cost-recovery practices were
analyzed at least at policy level or through thparty evaluations (e.g., the Good Humanitarian
Donorship. Indirect Support Cost Study carriedfoutSIDA in 2008).

Methodology. The management of non-core resources requirestastial administrative support
costs. The issue has been studied extensively @&ndidvnot try to duplicate existing work (see for
example JIU/REP/2002/3).

STEP 6 — QUALITY OF CURRENT FINANCIAL DATA COMPILAT ION PRACTICES,
INSTRUMENTS, PROCEDURES AND REPORTING

Assessment of the quality of current financial dadgenpilation practices, instruments, procedures and
reporting, including a review of the current questiaire used by the UN secretariat to compile UN
system wide overview of funding for operationaliates for development.

Main Source: Audits, internal financial reports, interviewsise studies and field work

Comment We reviewed a number of key parameters and éwailution over time, and used available
gualitative and quantitative information to undketdhis task. The various sub-steps are highdigjht
below.

Sub-step 6.a We compared expected and actual revenues tatexpand actual expenditures in order
to develop a view on how the UN system took intcoant its financial capacity when preparing
interventions.




Sub-step 6.b We reviewed the extent to which the budgetingcess is transparent and inclusive and
focused on output rather than input-focused implaaten, with strong accounting and reporting
procedures.

Sub-step 6.c We checked whether the UN'’s financial managensgatem includes clear rules on
transparency and reporting, as well as effectivergight internal and external mechanisms.

Sub-step 6.d In the case of programs involving provision @fods and services, we analysed a
sample of recent procurement reviews.

Sub-step 6.e As part of review of the systems, we briefly lgaad the financial and management
information system and briefly present its strergytd weaknesses.

STEP 7 — IMPLICATION OF THE DATA IN TERMS OF FUTURE STUDIES AND
EVALUATIONS

We agreed to propose further follow-up to the pneseudy.
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