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Background

1. In its Decision 2011/9 paragraph 9, the Executive Board expressed concerns regarding the high level of the UNDP cash balance and requested UNDP to provide, at the annual session 2011 of the Executive Board, detailed information on the level of unspent funds, including the reasons why funds are unspent, as well as on the UNDP investment policy and practices, and the steps taken to ensure a more appropriate level of liquidity.
2. UNDP is a voluntarily funded organization. Pursuant to Financial Regulation 5.07 (b) UNDP must receive Other Resources funds in advance of the allocation made for the implementation of planned UNDP programme activities. For Regular Resources contributions, UNDP was authorized by the General Assembly to manage on a partial funding basis, hence approving programme activities against anticipated income and in excess of unexpended cash and investments. In order to mitigate the risk of partial funding, the Core Operational Reserve was established. The formula for the calculation of the Reserve has been revised over time to address the evolving nature of UNDP’s financial risks.

3. In 1999, a report (1999/5/Rev.1) titled “UNDP’s Financial Risk Management; Review of Operational Reserve” was presented by the Administrator to UNDP’s Executive Board at its Second Regular Session. The report provided an assessment of the financial risks faced by UNDP. It included a summary with respect to UNDP’s history of the Operational Reserve and a review of the financial management concepts including liquidity, working capital and the reserves as they pertain to UNDP operations. The Executive Board decision 1999/9 approved a liquidity level equivalent of six to twelve months with a minimum liquidity level of three months of expenditure based on current level of spending. UNDP annually reports its level of liquidity to the Executive Board, at its session in September, through the document Annual Review of the Financial Situation.
4. In accordance with UNDP’s Financial Regulation 27.02, Regular Resources may not be commingled with nor subsidize Other Resources activities. At the end of 2010, the balance of unexpended Regular Resources stood at USD283 million, excluding the Operational Reserve. This represented 3.1 months of liquidity. Given the impact of the global financial crisis, UNDP undertook significant and deliberate measures to manage Regular Resources expenditure in 2010 so as to remain within the Executive Board approved guidelines for liquidity. In 2010 UNDP did not draw from its Operational Reserve which was USD238 million.

5. In the 1999 report mentioned above, in addition to approving a revised formula for the calculation of the Operational Reserve for Regular Resources, the Executive Board authorized the creation of a reserve for Other Resources. The formulas for determining the level of the Operational Reserve and the formula for determining the level of the Other Resources Reserve take into account the predominant financial risks to the organization associated with income and disbursement streams, assets and liabilities. At 31 December 2010, the Other Resources Reserve was USD110 million.

 Analysis of Unspent Balances
6. In the Financial Report and Audited Financial Statements for the Biennium Ending 31 December 2009 and the Report of the Board of Auditors (document A/65/5/Add.1) – referred to below as the audited report – Table II.10 presented the balances of cash and investments over five biennium based on income and expenditure. The audited report referenced the high levels of aggregate cash and investment balances. The comment in the audited report did not recognize that funds are provided for current and future years resulting in multi-year budgets which will subsequently result in expenditure for future years. However, because UNDP is required to operate on a fully funded basis for all Other Resources activities, the cash can only be used for the individual activities/projects specified in the legal agreements between UNDP and its partners. While cash is combined for cash management and investment purposes, each contribution and expenditure is recorded separately in the financial records of the project or programme. This ensures that, for accounting and reporting purposes, resource balances are tracked for individual projects or programmes based on legal agreements between UNDP and its partners. As a result of the mentioned agreements, and the Financial Regulations and Rules of UNDP, there is absolutely no fungibility of resources for commitment or disbursement of funds.
7. The audited report mentioned above referred to the 2009 balances of cash and investment.  As time has elapsed and business activities have been undertaken, in order to provide the most recent financial position, the following analysis has been conducted on the unaudited financial figures for the 31st of December 2010:

	
	2010

	
	(Interim)
(USD thousands)

	
	

	Cash and investments balance
	     6,505,000 

	
	

	Funds required to discharge net liabilities 
	      (462,665)

	Funds held for Multi Donor Trust Funds (Administrative Agent role)
	      (895,389)

	Funds set aside for reserves
	      (377,565)

	
	

	Balance available for programming
	     4,769,381 

	Fund balance - Other resources
	      4,486,518 

	Fund balance - Regular resources
	        282,863 

	
	      4,769,381 

	
	


8. Out of the USD4.8 billion of Other Resources and Regular Resources that remain available for programming, the Regular Resources balance of USD283 million represents 3.1 months core liquidity as stated in paragraph 4.  Of the remaining USD4.5 billion of Other Resources, USD3.4 billion or 76% is already programmed in the form of multi-year budgets, which in turn will result in future years expenditures.

9. The pattern of receipt of contributions influences the peak levels of cash at year end. In 2010, approximately 41% of Other Resources contributions were received in the fourth quarter. In the three years prior to 2010 this percentage ranged from 35% to 44%. This pattern distorts year-end balance sheet data.  Funds are provided for current and future years resulting in multi-year budgets, which in turn result in expenditure for future years. In pursuant of UNDP’s Financial Regulations and Rules, individual commitments for Other Resources resulting from multi-year budgets have to be prefunded exclusively by the donors that contribute to that activity/project funded as part of Other Resources.

10. Certain donors choose to deliberately contribute to multi-year obligations in a single installment for utilization over a number of years.

11. The pattern of contributions to the Afghanistan and Sudan programmes is illustrative of the degree to which timing of contribution payment inflates year end balances. UNDP Afghanistan received approximately 60% of its total 2010 contributions in the fourth quarter. UNDP Sudan received approximately 50% of its 2010 total contributions in the fourth quarter.

12. In 2010 government cost-sharing represented approximately 20% (or USD892 million) of the total Other Resources cost-sharing balances. These funds are held by UNDP until their programming purpose is finalized by the contributing government and subsequently programmed.

13. Other Resources income increased 4.3% between 2009 and 2010 while expenditure in the same period rose 11.9%.
UNDP Cash Management and Investment Policy
14. UNDP’s investment management activities are overseen by the UNDP Investment Committee (Financial Rule 125.07), chaired by the Assistant Administrator and Director, Bureau of Management under authority delegated from the Administrator.  All investment management is centralized to support appropriate risk management and gain economies of scale.  The mandate of the Committee is to oversee liquidity management including monitoring compliance with investment guidelines, approve changes to the guidelines and monitor performance against approved benchmarks. The investment guidelines are intended to control risks associated with the achievement of investment objectives.   For that reason, the investment parameters address a variety of potential risks (e.g., portfolio diversification, investment horizon, credit limits, and acceptable instruments).  This approach is in line with that of other UN entities. The Investment Committee meets not less than quarterly. In 2010, the UNDP Audit Advisory Committee also reviewed UNDP’s investment activities and reported to the Administrator that the function was well managed. 

15. UNDP’s working capital is managed with the safety and security of funds being paramount. UNDP guidelines provide for high grade high quality investments in fixed income (e.g., money market, time deposits, certificates of deposits, bonds).  UNDP does not invest in equity or equity-type investments in which the principal amount invested may fluctuate in value.

16. UNDP country offices are empowered to manage cash requirements locally, with maximum monthly funding levels established and routinely monitored by Headquarters (HQ). HQ also monitors the level of cash in bank balances. This approach ensures autonomy and flexibility to support local UNDP programme and UN system requirements while centralizing cash management.  

Conclusion
17. Based on the above analysis, UNDP concludes that the level of unspent balances is reasonable taking the programme cycle into account and is consistent with its mandate and the governance framework approved by the UNDP Executive Board as documented in the UNDP Financial Regulations and Rules.
18. Going forward, and as per the Agenda for Organizational Change, UNDP will develop an integrated resource mobilization strategy with the intent of bringing together better coordination of core and non-core resource mobilization.

19. Further to the above, and also as part of the Agenda for Organizational Change, UNDP will promote an improved resource governance mechanism through the development of an integrated budget framework. This framework will enable resources to be considered collectively – through the merger of the institutional and the programme budget as well as a unified framework of core and non-core resources. This will facilitate strategic resource planning, allocation and monitoring, as well as a strengthened budget and results based resource allocation. 
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