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Background note on cost structure 

and cost recovery policy 

	Summary

This Note analyses indirect costs in the United Nations Development Fund for Women (UNIFEM). It concludes that the application of the standard rate of 7 per cent for support cost recommended under the new cost recovery policy can largely recover the indirect costs associated with management of programmes and projects funded from contributions to trust funds and third party cost sharing. The Note proposes procedures for granting exceptions to the application of the flat rate on a case by case basis. It confirms UNIFEM’s commitment to harmonize its cost recovery policy with other United Nations funds and programmes. 

UNIFEM will continue to monitor the implementation of the cost recovery policy and share its experience with the Executive Board and other funds and programmes. UNIFEM looks forward to the continued guidance and advice of the Board.


I. 
Introduction

In reviewing and supporting the UNIFEM cost recovery policy DP/2008/11, the Executive Board in its decision 2008/3 of January 2008 requests UNIFEM to report on the implementation of the policy. This Background Note is part of the reporting on the implementation of the policy. The fact that implementation started following the Board’s support of the policy in January 2008 and that an official report is required to be submitted for formalization and translation by March rendered it impractical to prepare such an official report. A formal report would have covered an inadequately short period of policy implementation (from policy initiation in January to report due date in March) that it would have made the content less substantive. Given the timeline and on the basis of consultation with the Secretariat of the Executive Board, UNIFEM opted to prepare a Background Note instead of an official document. 
This Background Note provides information, as requested, on:

a) progress in the implementation of the cost recovery policy;

b) fixed and variable indirect costs and the impact of the applied rates on regular and 

 
other resources;

c) the criteria and procedures for granting exceptions from the flat rate; and

d) the use and allocation of indirect costs recovered.

II. 
Progress in the implementation of the cost recovery policy

Though, it is too early to report on the results of implementing the cost recovery policy since its approval in January 2008, UNIFEM is reporting here on measures taken to date. 

In February 2008 operational staff from headquarters and field offices were trained on the cost recovery policy. A UNIFEM Directive was issued instructing UNIFEM offices and units to implement the new cost recovery policy. A Guidance Note was circulated providing detailed guidelines and procedures to assist staff in the implementation of the policy; definitions and principles; types of sources of contributions; recovery of variable indirect cost; recovery of direct costs; services provided to UNIFEM’s own programmes; services provided by UNIFEM to external partners; services received by UNIFEM from external implementing partners; granting of exceptions in applying the policy; and distribution of income from cost recovery. 

III.
Application of fixed and variable direct and indirect costs
 in UNIFEM
The Executive Board in its decision 2008/3 requested UNIFEM to continue monitoring its cost structure to ensure that activities “linked to the management of other resources are adequately funded without undue subsidization by regular resources.” UNIFEM is exerting every effort to ensure that this principle is applied in its operations having given due regard to its business model. Using the harmonized definitions and principles (JIU report, UNDP DP/2004/35, UNFPA DP/FPA/2005/5, UNIFEM DP/2008/11 on cost recovery policy), preliminary analysis of UNIFEM cost structure in terms of fixed direct cost, variable direct cost, fixed indirect cost, and variable indirect cost covers costs associated with UNIFEM business lines and services. These include: a) programme, formulation, monitoring and evaluation, b) capacity development, technical advice and advocacy, c) support to United Nations system, and d) execution services in its areas of comparative expertise. See Box 1 and Figure 1 below for a snapshot of UNIFEM business model and cost structure.

	Box 1: UNIFEM business lines and services

Programme formulation, monitoring and evaluation: UNIFEM supports substantive programming through flagship, targeted and pilot programmes, and grant making, as well as provides programme monitoring, evaluating and tracking services in the thematic areas of its comparative expertise to reduce feminized poverty, end violence against women, promote action on the gender and women’s rights dimensions of HIV/AIDS, and secure gender equality in democratic governance. 

Capacity development, technical advice and advocacy: UNIFEM provides technical and policy advisory services and supports capacity development and advocacy efforts to national governments in relation to national development plans, local and national gender responsive budgeting, national machineries and their gender equality programmes, and in supporting their advocacy efforts and building capacity among national counterparts.

Support to United Nations system: In response to the Triennial comprehensive policy review of operational activities for development of the United Nations system (TCPR) resolution UNIFEM contributes to the overall United Nations system of development cooperation through provision of technical experience in gender equality, through gender theme groups, United Nations Country Teams, Regional Directors Teams and other United Nations coordination bodies in order to strengthen the United Nations’ support to countries. 

Executing: UNIFEM executes and implements programmes and projects for other United Nations organizations, primarily the United Nations Development Programme (UNDP)
 and the United Nations Population Fund (UNFPA), and acts as an administrative and/or management agent in line with United Nations harmonized programming approaches in its areas of expertise.


Figure 1 - UNIFEM Business Model and Cost Structure
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A. 
Fixed and variable direct costs

The above mentioned services and business lines emanate from UNIFEM’s mandate, and the harmonized
 cost recovery definitions and principles have been adapted to reflect these business lines and services. The functions and activities performed through the provision of direct inputs in its programmes to deliver these services are budgeted in the programmes as fixed and variable direct costs. These costs – which include project personnel, equipment and premises – are charged to each source of funding associated with the activities, and are reflected in programme and project budgets as direct inputs under budget line items. 

B. 
Fixed and variable indirect costs
At the same time UNIFEM must have a minimum core capacity and competency to provide these services and support its regular resources projects in the context of its mandate. This means, regardless of availability of other funding sources, having this critical core capacity is absolutely important in delivering programmes funded from its regular resources to fulfill its strategic plan and mandate.  Thus using the harmonized cost recovery definitions and principles, the costs associated with maintaining this “minimum core capacity” can be considered as fixed indirect costs. The fixed portion of the indirect costs are not volume dependent, cannot be directly traced to UNIFEM activities and projects, are charged to management costs, and are not recoverable. The variable portion of the indirect costs are, on the other hand, considered incremental cost incurred beyond the maintenance of minimum core capacity and are volume dependent; they are related to service provision, and each funding source is responsible for covering attributable indirect costs.

a.
Fixed indirect costs

In terms of organizational and staffing structure of UNIFEM and applying the harmonized definitions and principles, the costs of the Offices of the Executive Director, the Deputy Executive Director for Programmes and the Deputy Executive Director for Organizational and Business Development Services (formerly Operations) are fixed indirect costs related to sustaining abilities, business, management of corporate affairs and functions dealing with statutory bodies. In addition, the posts and related costs of Chiefs of Geographic Sections, Thematic Advisors, Heads of Outreach and Business Development (formerly Strategic Partnership and Communication), Human Resources, Finance, Budget and Information Technology (IT) Unit and few key posts within these sections and units are considered fixed indirect costs because they either support policy, planning, advocacy and overall management and/or they are not dependent on volume and regardless of the levels of other (non-core) contributions, they would still be required to manage regular (core) resources, service legislative bodies, provide policy advice, advance the Fund’s mission in the context of its mandate and business model. In short, these posts and related costs form the foundation for maintaining the minimum core capacity of UNIFEM and in sustaining its core business, based on its mandate.

b.
Variable indirect costs
On the other hand, some posts and related operating expenses of Geographic, Thematic, Outreach and Business Development, Human Resources, Finance, Budget sections and IT Unit are considered variable indirect costs because they vary with volume of regular (core) and other (non-core) contributions, however cannot be traced in full to the functions and activities of programmes.  
IV. 
Implicit recovery rates

A cost analysis was undertaken for this Note using the principle of the maintenance of minimum core capacity as a basis for managing regular resources and sustenance of its mandate. The Note drew upon historical data from UNIFEM biennial support budgets amounting to a total of $17.9 million for 2004-2005, and $20.1 million for 2006-2007. The aim is to determine how much of these biennial support budget totals represent fixed indirect cost, variable indirect cost attributable to regular and other resources, and to estimate the implicit or notional cost recovery rate – the implied rate that would have been applied in the respective biennial support budgets in order to fully recover the estimated indirect variable cost attributable to management support to other (non-core) resources-funded programmes and projects. 

Summary table 1 – Summary of estimated indirect costs 2004-2005 and 2006-2007 



(in million United States dollars)

	
	2004-2005
	2006-2007

	
	
	

	A. Total biennial support budget*
	17.9
	20.1

	B. Fixed indirect cost**
	12.1
	13.0

	C. Total variable indirect cost** (A-B)
	5.8
	7.1

	D. Variable indirect cost – attributable to regular resources** 
	3.6
	4.1

	E.. Variable indirect cost - attributable to other resources** (C-D)
	2.2
	3.0

	F. Contributions from other resources*
	30.0
	42.0

	G. Estimated implicit cost recovery rate** 

(E / F x 100)
	7.37%
	7.26%

	
	
	

	
	
	

	
	
	


*Source UNIFEM biennal budget 2006-2007, DP/2005/31

** UNIFEM Cost analysis worksheets. The formula is:  Variable indirect cost attributable to other (non-core) resources divided by contributions from other (non-core) resources.
According to the calculation (see summary table above) out of the total $ 17.9 million biennial support budget in 2004-2005, $12.1 million is classified as indirect fixed cost which is not volume dependant, while $5.8 was considered indirect variable cost, which varies with volume. Further analysis shows that out of the $5.8 million indirect variable cost, $3.6 million is attributable to functions related to regular (core) resources, and $2.2 million is associated with activities related to other (non-core) contributions, or 7.37 per cent of total other contributions of $30.0 million. This means at least an estimated amount of $2.2 million should be recovered from programmes and projects funded from other contributions so that there would be no undue subsidization of other resources by regular resources. In order to fully recover the $2.2 million in 2004-2005 it is estimated that a cost recovery rate of about 7.37 per cent should be applied. 

Similar calculations for biennial 2006-2007 shows that out of the total support budget of $20.2 million, $13.0 million was classified as an indirect fixed cost, and $7.2 million is indirect variable cost. When the volume dependant total of $7.2 million support budget was further analyzed to determine how much of this total is attributable due to functions related to regular or other resources with the view that each source of funding has to proportionally bear its share of the cost, it was revealed that $4.1 million was associated with regular (core) resources activities, while $3.1 million was linked to functions related to other (non core) resources. The $3.1 million support budget works out to be 7.26 per cent of the total other contributions of $42.0 million. This means, the $3.1 million support budget attributable to other resources should be recoverable from other resources at the rate of 7.26 per cent. 

These implicit recovery rates of 7.37 per cent and 7.26 per cent are largely within the range of the effective recovery rates of 7.8 per cent for 2004, 7.5 per cent for 2005 and, 8.3 per cent for 2006 reported in the UNIFEM cost recovery report to the Executive Board (DP/2008/11). As can be referred form DP/2008/11, the effective rates are based on actual amount of indirect cost recovered (using previous rates ranging 3 to 13 per cent) divided by actual programme expenditures on other (non-core) resources. Although the standard rate of 7 per cent appear to be slightly lower than both the implicit recovery rates and the effective rates referred to above, it is still regarded reasonable for the following reasons. First, UNIFEM is applying a gradual approach in the application of the standard rate of 7 per cent. Ongoing and hard-pipeline co-financing agreements entered into prior to the endorsement of the standard rate will continue to be charged at the previous cost recovery rates, which on average seem to be higher than the standard rate, consequently making the effective recovery rates slightly higher during the transition period. Second, the UNIFEM strategic plan, the biennial support budget and the current resources mobilization framework anticipate a significant growth in regular and other resources, giving rise to economy of scale-based efficiency gains, expected to help drive down variable indirect cost relative to the resources and programme volume, thus lowering future implicit recovery rates.

As part of the cost recovery rates review, UNIFEM also considered the current rate of 5 per cent charged on contributions made by programme countries to other (non-core) resources-funded programmes and projects that UNIFEM supports. Programme countries cost sharing contributions are small in the case of UNIFEM, and it was found reasonable to continue the current practice. It is proposed to continue applying the 5 per cent rate to programme countries cost sharing contributions. Often such contributions are coupled with personnel, institutional and infrastructural support provided by programme countries to the projects and programmes at the country level. Because of this counterpart support, UNIFEM programme support and the related variable indirect cost is also reduced to justify the lower rate.  This approach of applying lower rates for programme countries cost sharing contributions is harmonized with UNDP and UNFPA policies on this matter.

IV. 
Criteria and procedures for granting exceptions from the flat rate

The Executive Board in its decision 2008/3 on UNIFEM cost recovery policy requests UNIFEM to report back on the criteria and procedures for granting exceptions from the flat 7 per cent rate for recovery of indirect support costs. The underlying objective is that full recovery of variable indirect cost should be ensured to cover the actual costs incurred by UNIFEM from its regular (core) resources in implementing programmes and projects funded from other (non-core) resources.  In addition, all direct costs should be built in as budget line items by funding source of the project or programme concerned. UNIFEM has instructed all staff members to make the maximum use of this approach. 

A.  
Criteria for deviating from the 7 per cent standard rate for support cost

Granting exceptions to the application of 7 per cent flat rate should be based on generally applied criteria and procedures. Establishing all inclusive criteria before hand is difficult, as operating situations vary widely and change drastically. However, in order to guide its staff, UNIFEM has circulated a Guidance Note on the cost recovery policy and procedures for making exceptions to the 7 per cent standard rate. UNIFEM will strive to ensure full recovery of variable indirect cost attributable to other resources.  This approach is harmonized with UNDP policy on granting exceptions. 
B. 
Procedures for making exceptions
Flexibility in applying the 7 per cent will be exercised on a case by case basis. Any proposal for applying flexibility must get prior approval of the Executive Director. Such requests should be directed to the Deputy Executive Director, Organizational and Business Development Services for clearance and transmittal to the Executive Director for consideration.
V. 
Use and allocation of indirect costs recovered
As part of the UNIFEM biennial support budget 2004-2005 and 2006-2007, $3.2 million and $3.8 million, respectively, in extra-budgetary resources were allocated to cover indirect variable costs, including staffing requirements and operating expenses. In addition, in the UNIFEM biennial support budget 2008-2009 an allocation of $4.2 million in extra-budgetary resources was made to be funded from projected cost recovery income for the biennium. 
VI. 
Conclusion

Based on tentative cost analysis of 2004-2005 and 2006-2007 biennial budget figures, the standard rate of 7 per cent under the new cost recovery policy, albeit slightly lower than the 7.37 per cent and 7.26 per cent, respectively, is close to these implicit cost recovery rates. UNIFEM will continue to monitor the application of the standard rate of 7 per cent to third party co-financing contributions and strategically manage its cost structure to ensure that each source of funding bears its proportional fair share of management and operational costs. Any departure from the flat rate will be made on an exceptional basis, based on procedures outlined earlier in the Note. UNIFEM will continue to apply the 5 per cent rate to programme countries contributions to other (non-core) resources funded projects and programmes. The use and allocation of indirect costs recovered will continue to support to the extent possible the management of programmes and projects funded from other resources. Furthermore, UNIFEM has continued to participate in the United Nations Development Group consultations on cost recovery policy with the view of harmonizing its own policy with other funds and programmes and improve comparability of cost recovery approaches in the United Nations system. The continued guidance and advice of the Executive Board is appreciated.
� Definitions and principles fixed and variable direct costs and fixed and variable indirect costs were derived from UNIFEM cost recovery policy (DP/2008/11), UNDP strategic cost management and implications for recovery (DP/2004/35), and UNFPA Recovery of indirect costs for co-financing (DP/FPA/2005/5). 


� Business model and service lines are summarized from background material on UNIFEM alignment (4/01/2006), and UNIFEM SP.


� Partnership agreement with UNDP was signed on 26 October 2000. This agreement follows from the Executive Board decision DP/2000/19 which approved the “Strategy and Business Plan” and recommended to the Administrator that UNIFEM be given Executing Agency status. 


� See UNIFEM cost recovery policy (DP/2008/11), UNDP strategic cost management and implications for recovery (DP/2004/35), and UNFPA Recovery of indirect costs for co-financing (DP/FPA/2005/5). 
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