Annex 2 to DP/2013/41
Methodology

Overview

1. UNDP prepared its integrated budget in line with the budget harmonization exercise within the context of the ‘road map to an integrated budget from 2014 onwards’ conducted with UNICEF, UNFPA and UN-Women covering a harmonized cost classification framework (decision 2010/32), a harmonized conceptual cost recovery framework, and harmonized cost recovery rates (decisions 2012/27 and 2013/9). It incorporates the harmonized results-based budgeting approach approved in decision 2011/10, including: (a) improved results focus and linkage with the strategic plan; and (b) key budget tables with respect to the integrated resource plan (presented in DP/2013/41, table 1a and 1b); a comparison of 2012-2013 planned and actual/estimated expenditures (presented in DP/2013/41, summary table 1); and an integrated results and resources framework (annex 2) aligned with the strategic plan. 

2. The integrated budget therefore comprises both programming and institutional components. The methodology for the programming component is discussed in paragraphs 3-40, below. The methodology for the institutional component, which mirrors the methodology applied for the institutional budget in prior budget periods, is discussed in paragraphs 41-47. Application of those methodologies yields a detailed two-year budget estimate, which is then projected forward to present the budget estimates covering the 2014-2017 period (presented in DP/2013/41, table 1a). The methodology for cost recovery is discussed in paragraphs 48-52.
Programmatic component of the integrated resources plan
3. The programmatic component of the integrated budget is prepared in line with the structure of the programming arrangements framework, which comprises a series of programming lines endorsed by the Executive Board in its decision 2007/44 and amended pursuant to decision 2012/28, with respect to a TRAC-1 eligibility and allocation framework, and to decision 2013/4 with respect to the introduction of UNCDF. The latter decision shields TRAC-1 and Programme Support to the Resident Coordinator (SRC) from the possible impact of a programming base level below $700 million, and rationalizes the lines in the programming framework to include programme windows at country, regional and global levels. A summary of the principles and parameters of the programming arrangements framework and a detailed explanation and salient features of each of the programme lines are provided below.

4. The programming arrangements set the legal framework, as well as the principles and parameters, for the distributions of UNDP regular programme resources and their use, in line with the key objectives of the organization and according to defined principles. The purpose of regular programme resources is to fund programmes and other initiatives at the country, inter-country, regional and global levels, and to support selected high-priority initiatives.
5. The guiding principles of the framework are:

(a) Predictability – the availability of sufficient regular programme resources within a stated time frame;
(b) Universality – UNDP regular development resources and related activities are available to support all eligible countries; and
(c) Progressivity – UNDP regular development resources and related development activities primarily support low-income and least developed countries.
6. In monetary terms, the earmarkings are tentative in nature since they are based on a targeted level of total regular programme resources for the four-year programming period. The target may or may not be realized depending on the actual level of voluntary contributions. Table 2 in DP/2013/41 presents annualized allocations for 2014-2015 and 2016-2017 at the $540 million and $600 million programming levels, respectively.
Programmes – country window

Target for resource assignments from the core (TRAC) system
7. UNDP regular resource allocations for country-level programme activities are made within the framework of targets for resource assignments from the core (known as ‘TRACs’). The TRAC is a three-tiered system in which TRAC-1 and TRAC-2 resources are linked in a combined pool, while TRAC-3 resources are made available through a separate pool. TRAC allocations form the  financial foundation for the UNDP programmatic presence on the ground.
8. ‘TRAC-1’ refers to the annual level of regular programme resources targeted to be available for an individual programme country during the programming period. They are allocated centrally, according to TRAC-1 eligibility and other criteria approved by the Executive Board. Table 1, below shows the comparative distribution of TRAC-1 resources for 2008-2013 and 2014-2017 by region.
Table 1. Distribution of TRAC-1 resources, by region, 

2008-2013 and 2014-2017
	Region
	2008-2013
	2014-2017

	Africa
	53.8% 
	62.2% 

	Asia and the Pacific
	28.1% 
	22.4% 

	Arab States
	 6.5% 
	  6.5% 

	Latin America and the Caribbean
	 5.0% 
	  4.4% 

	Europe and the CIS
	 6.6% 
	  4.5% 

	Total
	100.0%
	100.0%


TRAC-1 principles and considerations
9. The TRAC-1 calculation is complex, having evolved over almost two decades to replace the previous entitlement-based system of funding according to indicative planning figures. Executive Board decisions in respect of the current arrangements essentially extended the principles, practices and approaches of the preceding cycle, with a number of technical incremental changes.
10. The TRAC-1 distribution methodology adheres to three basic principles:
(a) Focus on low-income and least developed countries;

(b) Progressivity in favour of lower-income countries within the categories of low-income and middle-income countries; respectively; and
(c) A gradual move to net contributor country (NCC) status for countries that achieve higher gross national income (GNI) levels.
11. The following considerations are also taken into account:
(a) The transparency, general acceptability, reliability, consistency and availability of the data used in the distribution model have been key factors in the continuous use of GNI per capita and population data as the main criteria on which the methodology is based;
(b) The universal nature of UNDP operations is reflected in special arrangements for higher-income countries. Once a certain graduating level is achieved, they can continue to participate in UNDP programmes as net contributor countries;

(c) Recognition that the development of a country takes place in a continuum, which makes it desirable to avoid abrupt reductions in the level of UNDP cooperation from one programme period to the next, is reflected in the floor/predictability principle. The current methodology guarantees that the earmarking for a country will be at least a certain percentage of its TRAC-1 earmarking of the previous period, subject to certain conditions; and
(d) The need for at least a minimum amount of working capital to provide effective, timely support to programme countries in their development efforts in the UNDP areas of focus and to leverage additional resources in support of the Millennium Development Goals. This is reflected in the minimum TRAC-1 allocation provision according to which each non-NCC programme country is guaranteed a minimum TRAC 1 allocation.

TRAC-1 data
12. The TRAC-1 distribution model uses World Bank data on population and per capita GNI as the primary criteria. A four-year average of GNI per capita is used, starting with the period 2014-2017 instead of a single year as was previously the case (decision 2012/28).
13. On the basis of their GNI per capita, countries are grouped into three categories: low income countries (LICs), middle income countries (MICs) and NCCs. In addition, a country may be granted least developed country (LDC) status in accordance with General Assembly resolutions.
14. The TRAC-1 model covers LICs and MICs only. NCCs are considered outside the TRAC-1 model.
15. For 2014-2017, with respect to TRAC-1 eligibility and allocations, the following categories of countries apply (decision 2012/28):
(a) LICs are defined as countries with 2008-2011 an average GNI per capita of less than $1,280. These countries will be allocated 85 to 91 per cent of the TRAC-1 resource pool.
(b) MICs are defined as countries with 2008-2011 an average GNI per capita of between $1,281 and $12,475. They will receive 9 to 15 per cent of the TRAC-1 resource pool.
(c) Transitional NCCs are defined as countries with 2008-2011 average GNI per capita greater than $12,475 for the first time (as compared to the 2008-2013 programming arrangements period). They will continue to receive TRAC-1 resource allocations in the first two-years of the integrated budget period (2014-2015).
(d) NCCs are defined as countries with 2008-2011 average GNI per capita greater than $12,475 for the second consecutive programming cycle (2008-2013 and 2014-2017). These countries do not receive TRAC 1 resources.
16. Table 2, below, summarizes all programme country movements between categories for the 2014-2015 period.
Table 2. Programme country movements for the 2014-2015 period
compared to 2008-2013
	Movement in category
	Countries

	From LIC to MIC ($1,280>gni/capita <$12,475:
	Bolivia, Congo, Guyana, Iraq, Mongolia, Moldova, Timor-Leste

	From MIC to Transitional NCC (gni/capita > $12,475 for first time:
	Equatorial Guinea

	From Transitional NCC to NCC (gni/capita above NCC threshold for second consecutive programming period: )
	Croatia

	
	

	From Transitional NCC to MIC (gni/capita < $12,475):
	Botswana, Chile, Cook Islands, Lebanon, Niue

	From NCC to MIC (gni/capita < $12,475):
	Antigua and Barbuda, Libya, Mexico, Palau, St. Kitts and Nevis, Seychelles


17. The Executive Board also decided in decision 2012/28 that there would be a system of biennial updates. In this regard, a four-year approach for GNI per capita averaging will be applied, with the average GNI per capita of the years 2008-2011 applied to the first two years of the integrated budget, 2014-2015, and the average GNI per capita of the years 2010-2013 applied to the last two years of the integrated budget, 2016-2017.
18. The biennial updates will affect only two groups of countries:
(a) MICs during 2014-2015 (countries with 2008-2011 average GNI per capita less than $12,475) that cross the net contributor country threshold at the time of the biennial update (countries with 2010-2013 average GNI per capita greater than the new NCC threshold, namely $12,475 increased up for inflation in 2012-2013) will be considered transitional NCCs during 2016-2017. These countries will not have their TRAC-1 allocation adjusted; if they were to remain above the NCC threshold in 2018, they would be considered NCCs and would be ineligible for TRAC-1 resources from 2018 onwards; and
(b) Transitional NCCs during 2014-2015 (countries with 2008-2011 average GNI per capita greater than $12,475 for the first time) will become full net contributor countries during 2016-2017 if they remain above the net contributor country threshold at the time of the biennial update; as such, they will no longer receive TRAC-1 resources during 2016-2017.
19. Table 3, below, summarizes the impact of the biennial updates.
Table 3. Impact of the biennial updates

[image: image1.emf]LIC

Below NCC threshold ($12,475) 

at biennial update

Not affected

Above NCC threshold ($12,475) 

at biennial update

- Considered transitional NCC in 2016-2017

- Retains TRAC-1 allocation during 2014-2017

Transitional NCC

Above NCC threshold ($12,475) 

at biennial update

- Considered NCC in 2016-2017

- Not eligible for TRAC-1 during 2016-2017

Not affected

MIC


TRAC-1 calculation
20. The first step is to calculate average GNI per capita and population weights of individual countries in accordance with the approved weighting systems. The lower the average GNI per capita, the higher the weight assigned. A population weight is also calculated where a higher population weight is assigned to countries with higher population.
21. The second step is to determine the country’s basic share in the total resource pool. This is done by multiplying the GNI per capita by population weights. The country’s preliminary TRAC-1 share is equal to its basic weight (product of the GNI and population weights) divided by the sum of the basic weights of all countries.

22. It should be noted that the overall effect is that a country with a lower per capita GNI, higher population or LDC status receives a greater basic share of the TRAC-1 resources than a country with a higher per capita GNI, lower population or non-LDC status.

23. The third step is to make certain that the basic TRAC-1 earmarking of the country does not fall short of the floor mandated by the Executive Board.

24. The floor or predictability concept ensures that a country receives at least a certain percentage of its TRAC-1 earmarking in the previous financial period. In other words, if the its basic TRAC-1 earmarking is lower than the floor amount, a floor supplement is added to the basic TRAC-1 earmarking to make up for the difference.

25. TRAC-1 resource allocations are shielded from the potential impact of core programming levels falling below $700 million (decision 2013/4), which are reflected in DP/2013/41 table 2 at the annual level of $256.4 million.
26. The fourth step is to take the highest of (a) the basic TRAC-1 calculated in the second step, or (b) the TRAC-1 floor calculated in the third step, or (c) the minimum TRAC-1 allocation, per Executive Board decision 2012/28, as the final TRAC 1 allocation.
27. TRAC-2 was designed to provide the Administrator with the flexibility to allocate regular programme resources to high-impact, high-leverage and high-quality programme activities and to help UNDP to respond effectively to differentiated country needs (decision 2013/4). From a substantive perspective, TRAC-2 resources are considered fully fungible with TRAC-1 resources. They are allocated, on non-formula-based criteria, in line with regional TRAC-1 allocations, with the flexibility of transferring up to 10 per cent of TRAC-2 resource assignments between regions.
28. TRAC-2 resources are allocated in line with existing percentage allocation ranges for TRAC-1 of: 85 to 91 per cent to LICs, 9 to 15 per cent to MICs (decision 2002/10) and at least 60 per cent to LDCs (decision 95/23).
29. TRAC-3 was established to provide UNDP with the capacity to respond quickly and flexibly to the development needs of countries affected by conflicts and natural disasters. More frequent and more severe natural disasters, and the continuing challenge of conflict and armed violence in many developing countries, risk bringing significant damage to nations, lives and livelihoods.
30. TRAC-3 is the only core facility of UNDP for immediate action when crisis risks emerge, or when a crisis occurs. It is a demand-driven mechanism which enables the organization to quickly bring policy advice, technical expertise, and catalytic programmatic funding to bear at the country level for a comprehensive, coherent response. With efforts to refocus on assisting countries in building resilience so that they can sustain their development gains in the face of external shocks, TRAC-3 resources enable UNDP to be well positioned to analyze early warnings, advocate for and influence policies for crisis risk reduction and conflict prevention, and implement quick recovery interventions as early in the humanitarian phase as possible.
Other lines
31. The Programme of Assistance to the Palestinian People is a unique programme with funding arrangements that cover programmatic activities to support a specific group of people, in contrast to traditional country or regional programmes.
32. Global and regional programmes will be designed in line with the strategic plan and the results and resources framework, which will be formally discussed at the second regular session 2013. Further details will be formally discussed with the Executive Board at its first regular session 2014. 
33. The Regional Programme (regional window) provides support for inter-country cooperation in all five regions in response to development priorities and challenges. These resources help countries learn from each other’s experiences, and address problems that transcend national boundaries, contributing to the achievement of national development priorities. Programme objectives vary in line with cross country needs and priorities in a given region. 
34. The global window is comprised of two resource facilities that:
(a) Support programme countries at the global level with respect to global public goods, helping apply global diagnoses and perspectives to development challenges, catalysing development solutions, and ensuring that development experience, innovation and good practices are shared; and

(b) Finance the Human Development Report Office, which supports global advocacy for human development by helping programme countries incorporate human development into programmes and policies. 
Development effectiveness activities
35. UNDP development effectiveness activities, together with programmes, are essential in achieving development outcomes identified in the strategic plan. They are financed from different funding sources and form part of both institutional and programmatic components of the integrated budget. The components enumerated below support programme quality, coherence and alignment and relate to results in South-South cooperation, gender mainstreaming, and cross-cutting support at country and regional levels, through: (a) in-country catalytic support, through development support services; and (b) in-country strategic economic advisory support, through the economists programme; complemented by (c) regional advisory support, through policy advisory services. They are supplemented by programmatic support through the proposed UNCDF line. 

36. South-South cooperation focuses on the sharing of South-South experiences, expertise and knowledge making them an integral part of country, regional and interregional programmes, while introducing cost-effective modalities. The importance of promoting, facilitating and strengthening South-South and triangular cooperation for development globally is emphasized in the strategic plan.
37. Development support services provides strategic capacity for rapid response and direct support to upstream initiatives in UNDP areas of work. These resources are instrumental in supporting innovation and spearheading new approaches and business solutions. Although small in volume, these resources and activities provide UNDP with leveraging and catalytic support in emerging business areas.
38. The Economist Programme provides substantive, strategic, economic advisory services that support the formulation of pro-poor policies and inclusive, equitable growth strategies. The majority of the economists are from programme countries, reflecting the diversity and empowerment of candidates from developing countries, including LDCs. They spearhead innovative, integrated approaches to achieving sustainable human development in complex development environments, providing high-quality, evidence-based policy advice and influencing national policymaking by opening up choices and widening options. Their work improves people’s lives, nurtures national capacities, strengthens countries’ resilience and fights poverty, social inequality and regional disparities. The economists provide critical, substantive inputs to the United Nations system through the resident coordinator system, on the formulation of United Nations Development Assistance Frameworks and joint programmes, supporting UNDP in its role as convener and knowledge-broker in the United Nations family.
39. Gender mainstreaming is a cross-cutting activity and an integral part of global, regional and country level programming, for which UNDP provides thought leadership, policy advisory services and programmatic support to partners through systematic mainstreaming in all aspects of its work.
40. Policy advisory services relate to services provided through a regional network of development policy advisors connected to UNDP’s global development network, to provide an enabling environment with respect to cross-cutting areas within the context of the strategic plan. These services help ensure increased programme quality, coherence and effectiveness.
41. UNCDF provides grants, loans and guarantees to least developed countries, complemented by strong capacity-building and upstream policy advisory services that support the design and implementation of national policies and action plans in both local development finance and inclusive finance.  Rooted in complementarity, the UNDP-UNCDF partnership aims at simplicity, coherence and effectiveness, leading to greater development impact in the least developed countries. The Executive Board, in its decision 2013/4, approved the inclusion of UNCDF in the programming arrangements.
UN development coordination activities
42. Support to the resident coordinator is aimed at country level coordination, allowing resident coordinators to respond quickly and effectively to opportunities for United Nations system collaboration and serve as catalysts for country coordination initiatives. These resource allocations are shielded from the potential impact of core programming levels falling below $700 million (decision 2013/4), which are reflected in DP/2013/41 table 2 at the annual level of $16 million.
Institutional components 
43. The institutional component of the integrated budget incorporates currency and inflationary factors, as well as salary and entitlement-related adjustments, as follows:

Cost adjustments

44. To the approved 2012-2013 appropriations and proposed volume changes UNDP added cost increases or decreases attributable to changes in rates or conditions principally tied to salary and related entitlement cost adjustments. These typically reflect known changes that have occurred in the two years since the preparation of the last institutional budget. Such cost factors include, for example, decisions of the International Civil Service Commission on a variety of staff entitlements (such as dependency allowance, education grant) and changes in the average step of posts by grade level. These adjustments may also include estimates to cover within-grade increments for staff if the experience of the organization so warrants. Usually, but not always, such cost adjustments apply to staff costs. An example of this type of cost adjustment for operating expenses would be a change in rate per square foot due to a relocation of premises.

Currency adjustments

45. Currency adjustments are then calculated, by year, on the total of approved appropriations, volume and various cost adjustments. Currency adjustments represent the difference between the United Nations operational rate of exchange in effect during the time of preparation of the current institutional budget and the rate of exchange in effect during the preparation of the proposed budget. This factor is of particular importance given the large number of UNDP country offices where operating costs vary greatly with the strength or weakness of the dollar.

Inflation adjustment

46. To complete the picture and develop the final estimate of requirements for the next biennium, the organization must adjust or estimate inflation over a four-year period. These adjustments are calculated, by year, on the total of approved appropriations, volume and various cost adjustments, as adjusted for currency as follows:

(a) For the first year of the current biennium to the first year of the proposed biennium. The existing estimates already embody earlier estimates of inflation. The inflation adjustment for this transition therefore includes: 

(i)
The difference between the application of earlier estimates and the actual inflation for the first year of the current biennium;
(ii)
The difference between the application of earlier estimates and the revised inflation projection for the second year of the current biennium; and
(iii)
The inflation projection for the first year of the proposed biennium.

(b) For the second year of the current biennium to the second year of the proposed biennium:
(i)
As in (a) above;
(ii)
As in (a) above;
(iii)
As in (a) above; and
(iv)
The inflation projection for the second year of the proposed biennium.

47. To arrive at these estimates of inflation, four inflation factors for each location are adopted for each year: 

(a) The estimated movement of post adjustment for international professional staff;
(b) International travel and common staff costs for international professional staff (this is the same for all locations.);
(c) Salaries and common staff costs for local staff in the national officer, general service and other categories, which may vary significantly from location to location; and
(d) All other costs, such as operating expenses.

48. Within this general framework, New York and Geneva are treated separately from field offices. For these locations, the rates used are the same as those used by the United Nations unless specific contractual commitments differ.

49. Apart from a limited number of cost elements, such as international travel and the common staff costs of international staff, the inflation factors for field offices must be location-specific. Estimates are compared with past experience and current global patterns and/or information available, and are published before being applied to the budget estimates.
Cost recovery

50. The cost recovery methodology approved by the Executive Board in decision 2013/4 is premised on the quadrennial comprehensive policy review and Executive Board direction to prevent undue cross-subsidization of non-core activities from core resources. It increases transparency with respect to the cost of achieving development results, and improves coherence and alignment of resources to development results as well as budgeting for development programmes and projects in a way that (a) increases transparency and comparability of the cost of development project inputs; (b) ensures better planning and budgeting for required substantive, policy and implementation capacities; and (d) promotes informed decision-making. The new methodology has numerous critical implications for the institutional funding model of UNDP, which are addressed in the following paragraphs.
51. The cost recovery methodology calls for management activities to be funded from a viable mix of regular and other third party donor resources in proportion to UNDP use of regular and third-party donor resources, while recognizing that critical cross-cutting management functions, essential for UNDP in implementing its dual programme and United Nations development coordination mandates at programme country levels, should be fully financed from regular resources. Accordingly, decision 2013/9 increased the cost recovery rate for third-party contributions from 7 to 8 per cent. Furthermore, it introduced a 1 per cent reduction (from 8 to 7 per cent) to thematic contributions at global, regional and country levels, and it retained existing preferential rates for cost recovery with respect to programme country government cost-sharing and contributions to South-South cooperation.
52. The new cost recovery rates approved in decision 2013/9 will be in effect for new arrangements applicable to 1 January 2014. Legacy rates negotiated prior to decision 2013/9, as well as a limited number of waivers reported to the Executive Board, will continue to coexist. This will affect certain administrative and management processes, as well as overall estimates of available cost recovery income for the planning period, which will have to take into account the distinction between current and new projects. Some cost recovery rates are already prescribed by existing inter-institutional formal agreements that apply United Nations system-wide with funding partners. It will take some time for the United Nations system to renegotiate such agreements with funding partners. The 2014-2017 estimates assume that, with the exception of the presence of waivers as mentioned above, by end of 2014 25 per cent of agreements will reflect the policy endorsed by decision 2013/9, followed by 50 per cent of agreements by end of 2015, 75 per cent of agreements by the end of 2016 and all agreements by end 2017. There will be a review of the cost recovery policy in 2016 (pursuant to decision 2013/9).
53. Costs with respect to development effectiveness activities, United Nations development coordination, and non-comparable special purpose activities are excluded from the harmonized cost recovery methodology for the following reasons:
(a) Development effectiveness activities form part and parcel of development costs and, should be financed from the same source of funding that finances programme activities;
(b) United Nations development coordination costs apply to UNDP in carrying out its stewardship of the United Nations resident coordinator function and thus do not form part of the harmonized methodology; and
(c) Non-comparable special purpose activities are financed from organization-specific funding sources and hence do not form part of the harmonized methodology.
52.
The cost recovery methodology calls for the prioritization of cost recovery resources towards financing of management activities. To this end, it is important to bear in mind the fact that remaining management activities (i.e. Management activities less Critical cross-cutting management functions) are to be funded from a viable mix of regular and other donor resources in proportion to UNDP’s use of overall regular and other donor resources.  This important principle underpins the budget estimates in the present document, and is reflected in the relative increase in use of cost recovery resources to finance management activities compared to in 2012-2013.
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