	UNITED NATIONS DEVELOPMENT PROGRAMME

	Frequently asked questions about cost-recovery



1. What is the difference between regular and other resources? What is the difference between core and non-core resources? 
Regular resources are sometimes referred to as ‘core’ resources. Similarly, other resources, comprised of thematic funds, UN pooled funding, funding earmarked for programmes or projects and vertical funds, are referred to as ‘non-core’ resources.  The diagram below provides a brief description of the different types of funding.
[image: ]
(Source: http://www.undp.org/content/dam/undp/library/corporate/Partnerships/Funding%20Compendium%202015.pdf   )

2. What are core contributions used for?
Regular resources contributions enable UNDP to leverage its key strengths to deliver on its Strategic Plan as illustrated in the figure below.




3. What is meant by the term ‘harmonized approach’ when discussing cost recovery? What is the difference between ‘harmonized approach to cost classification’ and ‘harmonized approach to cost recovery’?

The term ‘harmonized approach’ refers to the principle that methodologies for cost classification and cost recovery are aligned. The principle applies to UNDP, UNICEF, UNFPA and UN Women (‘the four agencies’).

A ‘harmonized approach to cost classification’ refers to the categories approved by the Executive Board by which the four agencies all classify their activities and related costs: 
(i) Development activities, with subcategories (a) Programme activities; and (b) Development effectiveness activities; 
(ii) UN Development Coordination activities; 
(iii) Management activities; and 
(iv) Special Purpose activities.

A ‘harmonized approach to cost recovery’ relates to the work of the four agencies to ensure there is a transparent methodology for calculation of a recovery rate in line with the classifications noted above.  The Executive Boards of the agencies decided on the harmonized approach to cost recovery (EB decision 2013/9 for UNDP/UNFPA refers).


4. Please explain the harmonized building block (LEGO) approach to cost recovery.

The essence of the ‘LEGO’ approach presented to the Executive Board in April 2017 is to provide a conceptual model to assist the Executive Board in its consideration of which Institutional Budget costs should be funded by core resources vs. those that should be charged via cost recovery from project activities.   The costs could be ‘built’ beginning with the most essential activities first, with other activities’ costs being added (with additional blocks).

5. Do other Funds and Programmes under the 2013 harmonized cost recovery EB decision have positive results?  

Below is an overview of the progress made over the 2014-2016 period in the effective average cost recovery rates from the four agencies (source: April/2017 presentation to the Executive Board)

[image: ]


6. How does country categorization (e.g., graduation to MIC status) affect cost recovery policy and resources available to MICs?

Country categorization does not per se affect the application of the cost recovery policy and resources available to MICs.  Cost recovery policy (i.e., what rates are charged) is driven by the policies approved by the Executive Board and relates to the funding channel through which contributions are received.

7. If core contributions have decreased, why has the cost recovery rate stayed the same?

The effective average cost recovery rate that UNDP has charged over the past three years has not stayed the same. It has increased from 6.1 per cent in 2014 to 6.4 per cent in 2016. 





8. What are the definitions of: (i) cost recovery; (ii) indirect costs; and (iii) direct costs? 

The chart below illustrates and defines the relationship among cost recovery, indirect costs and direct costs. 
[image: ]

Note:  This information was included in the February 2017 presentation by the four agencies to the joint Executive Boards.


9. What are the definitions of GMS and DPC?


The nature of GMS (General Management Services) and DPC (Direct Project Costs) and the types of expenses categorized under each are in the table below: 

[image: ]
10.  What is the definition of GLOC?

GLOC is an abbreviation for ‘Government Local Office Cost Contributions.’ It is defined as contributions (in cash or in-kind) from programme governments to offset the cost of UNDP’s local office presence in the respective programme country.

11. What is a GMS (cost recovery) waiver? Does UNDP still approve waivers? 

A GMS waiver is approval by an agency to apply a cost recovery rate lower than the standard rate. The Executive Board decided that the head of each agency could grant a waiver of the standard cost recovery rate under exceptional circumstances as defined by the agency.  The four agencies are tasked to report the number of waivers in their respective annual reports.  The table below summarizes the number of waivers granted during the period 2014-2016.

	Number of Waivers
	      2014
	   2015
	    2016

	UNDP
	24
	9
	      12

	UNFPA
	           3
	         6
	        8

	UNICEF
	           1
	         9
	        0

	UN Women
	           1
	         1
	        6



12.  How does UNDP align its cost recovery policy with national policies which may limit/cap cost recovery?

UNDP is guided by the decisions of the Executive Board on its cost recovery policy. 

13. When UNDP says that its cost is 8 cents to 1 dollar, what costs is it referring to? Direct costs? Programme costs?

UNDP is referring to its management costs, which it has estimated are 8% (eight cents) of each dollar of programme resources.

14. What are the transitionary measures?

[bookmark: _Ref358819458] The Executive Board has approved use of a limited amount of regular resources in the integrated budgets (2014-17 and 2018-21).  These so-called transitionary measures were intended to financially ‘bridge’ the transition period until the cost recovery methodology approved by the Executive Board can take full effect. The need for such measures was highlighted in DP/FPA/2013/1, and illustrated during the discussions on cost recovery held at the first regular session 2013 of the Executive Board.

15.   Where can we find the EB decisions and documents relevant/related to cost recovery?

The pertinent EB documents and decisions related to cost recovery can be found on the Executive Board websites of the respective agencies. See below overview with URLS. 

· DP-FPA/2012/1 - Roadmap to the integrated budget: Joint UNDP, UNFPA and UNICEF review on the impact of cost definitions and classification of activities on harmonized cost-recovery rates

· DP-FPA/2013/1 - The road map to an integrated budget: joint review of the impact of cost definitions and classifications of activities on the harmonized cost recovery rates	

· DP/2014/2 -  UNDP Executive Board decision 2013/9, on the ‘Road map towards an integrated budget, beginning 2014, and update on cost recovery’ (pgs. 10-12)

· DP/2017/2 - UNDP Executive Board decision 2016/16 on ‘UNDP funding issues’ (pgs. 20-21)

· DP/2018/3 - UNDP Executive Board decision 2017/11 on the ‘Cumulative review of the UNDP Integrated Budget, 2014-2017; (pgs. 11-12)


16. [bookmark: _GoBack]What specific types of expenses are included in each cost classification category?

The types of expenses included in each category are described below.  The four agencies all utilize the same classification system.

Development activities:  costs associated with ‘programmes’ and ‘development effectiveness’ activities which contribute to the effective delivery of development results, as follows:
Programmes: activities and associated costs traced to specific programme components or projects, which contribute to delivery of development results contained in country/regional/global programme documents or other programming arrangements;
Development effectiveness:  the costs of activities of a policy-advisory, technical and implementation nature that are needed for achievement of the objectives of programmes and projects in the focus areas of the organizations. These inputs are essential to the delivery of development results, and are not included in specific programme components or projects in country, regional, or global programme documents.
United Nations development coordination: activities and associated costs supporting the coordination of development activities of the United Nations system. 
Management: activities and associated costs whose primary function is the promotion of the identity, direction and well-being of an organization. These include executive direction, representation, external relations and partnerships, corporate communications, legal, oversight, audit, corporate evaluation, information technology, finance, administration, security and human resources.
Special purpose: activities and associated costs of a cross-cutting nature that (a) involve material capital investments; or (b) do not represent a cost related to the management activities of the organization. 

UNDP as operational backbone at country office level


Enable coordinated, flexible and rapid response to development and emergencies


UNDP as integrator


Optimize country support and presence at national and sub-national levels


Serve as operational backbone to United Nations system


Convene across line ministries and development partners to promote ‘whole-of-government’ and ‘whole-of-society’ responses vital for transformational change.


Sustain long-term trusted relationships through the country office network





Leveraging financing for sustainable development goals
1. Support programme countries to plan, access, leverage and measure financing for the sustainable development goals, with focused support to low-income countries and least developed countries


Deliver results through two platforms for effective support to the 2030 Agenda as follows;      (a) Country Support Platforms for the sustainable development goals and (b) Global Development Advisory and Implementation Services Platform


Thought leadership, innovation, and quality assurance
1. Enhance thought leadership, expertise and technologies, innovation, quality assurance, Monitoring and Evaluation 
2. Develop top line knowledge management practices and systems, enabling access to specialized expertise
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Effective cost recovery rates 2014 -2016 by agency

The effective rate represents the rate that was realized based on the actual cost
recovery vs. the actual OR spending*. These rates were also reported in the

independent external consultants’ report.

UNDP 6.1% 6.3%
UNFPA 7.07% 7.10%
UNICEF 6.3% 6.5%
UN Women 7.12% 7.00%

*For UN Women, based on collected revenue.

6.4%
7.27%
6.6%
7.14%

** UNFPA revised the 2014 and 2015 effective rates to only reflect the other resources that are subject of cost recovery credit

to the Institutional Budget
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Indirect

costs

Cost recovery refers to the requirement for the organization to ensure that
regular resources are not used to subsidize the implementation of
programmes funded from other resources.

Indirect costs
+ Costs that are indirectly linked to the delivery of development results are
recovered through the cost recovery rate

Direct costs

+ Costs that are directly linked to the delivery of development results are
directly funded from regular resources or other resources, depending on
where the cost originates

As such total costs include both indirect and direct costs incurred by the

organizations. . - .
B S 2 unicef®
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DPCvs. GMS

Direct Project Costs.
(opC)

Audit, Evaluation and Quality Assurance services

Cost of missions and travels incurred specifically to
carry out o support project activities

Cost of Staff and Consultants hired for the project

Cost of Policy advisory services provided by
UNDP staff (fully costed: staff cost, share of office
rent,utilties, communications, supplies and office
security)

Cost of processing transactional services (finance,
procurement, HR, and logistics)

Equipment, including Information Technology
equipment, maintenance, licenses and support for
the project.

General Management Service
and Oversight 2

(GMs) ==
General Administrative Support:
- Corporate Exective Management
+ Corporate Resource Mobilization
+ COor Bureau Management
+ Accounting and financial management staff
+ Internal audit function at HQ and unit level
+ Institutional legal support

* Human Resources Management of UNDP staff at HQ
and unit level

« Policy guidance on procurement and logistics
support for Headuarters and Country/fegional
offices

Shared Equipment
* Equipment maintenance

+ Depreciation on equipment

+ Communications expenses

« Administrative office supplies

+ Other shared resources not directly attributable to
the project.
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With a revenue of approximately $5 billion and programmes in nearly 170 countries and territories, contributions
to UNDP are channelled through any of the following modalities: 1) Voluntary contributions to regular resources; 2)
Funds intended for specific thematic areas; 3) UN pooled funding; 4) Funds earmarked to programmes or projects,
including domestic resources from programme countries; or 5) Funds confined to a single development domain or

vertical funds.

In terms of degree of earmarking, next to regular resources, contributions channelled through thematic funds offer the
most flexibility, followed by UN pooled funding, funds earmarked to programmes or projects, and vertical funds.

MORE FLEXIBLE FUNDING

REGULAR RESOURCES THEMATIC FUNDS
The bedrock of the Lightly earmarked
organization for its funding that allows the

flexibility organization to allocate

funds to programmes or
projects in accordance
with needs and in line
with the Strategic Plan

UN POOLED FUNDING

Funds from multiple
partners allocated to
multiple implementing
entities to support
specific national,
regional, or global
priorities

LESS FLEXIBLE FUNDING

FUNDING EARMARKED VERTICAL FUNDS
TO PROGRAMMES OR
PROJECTS Funds intended fora

specific development
area (e.g. health, climate
change, etc.) and that
are approved for
projects through a
call-for-proposals
process

Bilateral and multilater-
ral contibutions
including domestic
resources from
programme countries




