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Introduction

1. This paper is prepared by the Fund Secretanat to facilitate a discussion by the Executive
Committee on the administrative costs of the implementing agencies with a view to address
paragraph 6 in Decision VIII/4 of the Eighth Meeting of the Parties which states: “That the
Executive Committee should, over the next three years, work toward the goal of reducing agency
support costs from their current level of 13 per cent to an average of below 10 per cent to make
more funds available for other activities. The Executive committee should report to the Parties
annually on their progress, and the Parties may adjust the goal accordingly;”.

Background

2. The agreements between the Executive Committee and the implementing agencies provide
for charging the Multilateral Fund with a percentage of approved project budgets for agencies’
support costs. Thus UNDP, UNEP, and UNIDO have always requested, and received, 13 per
cent in support costs for every project approved to them. The World Bank requested
administrative costs, as a lump sum, in its work programme up until the 17th Meeting of the
Executive Committee (July 1995). From that meeting onward the Bank applied 13 per cent for
support costs, similar to the other implementing agencies.

3 At its twelfth meeting (March 1994), the Executive Committee requested the Secretariat
“to calculate the total administrative support costs charged to the Financial Mechanism so far,
based on a definition of admissible administrative support costs and an analysis of such costs as
presently charged by each agency, including the Secretariat costs. Such an exercise should also
focus on the need to evolve norms in this regard”.

4. A comprehensive report addressing the Committee’s request, prepared by a Consultant
engaged by the Secretariat, was submitted to the 14th Meeting of the Executive Committee
{UNEP/OzL. Pro/ExCom/14/12).  The Consultant’s report is annexed to this paper for
information (Annex 1).

5. The Consultant has set out the following two options for the Executive Committee to
consider before coming to any new decision on the reimbursement of administrative costs:

“{a) leave the present system unchanged even though it is not particularly transparent;

(b)  the Executive Committee to consider and approve annual budgets for agency
co-ordination units and individual projects on the basis of agreed pro-forma
budgets which make administrative costs totally transparent. Actual costs of co-
ordination units projects costs in aggregate would be reported in basically the same
format. No percentage administrative support costs would then be paid.”
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6. The Executive Committee recommended as follows (UNEP/OzL Pro/ExComy/14/15,
paras. 75-76):

“(a) The consultant should continue working on the good basis of the current report
and prepare, together with the participation of the four Implementing Agencies,
the agreed categories of costs based on a common understanding of administrative
costs and project-related costs for budgeting and financial reporting:

{b) Cost ratios should be identified to reflect the burden of administrative costs on the
Multilateral Fund;

{c) A discussion of the options should be presented on the basis of the above analysis;

{d)  The result would be presented to the Fifteenth Meeting of the Executive
Committee.”

7. The Executive Committee considered at its 16th meeting (March 1995} a “Supplementary
Note” (UNEP/OzL Pro/ExCom/16/4) prepared by the Consultant, in response to the request cited
in paragraph 6 above, on the basis of his discussions with the implementing agencies and the
Treasurer (the Consultant’s note is attached as Annex II to this paper), and endorsed the
recommendation of the joint meeting of its Sub-Committees on Financial Matters and Project
Review requesting “the implementing agencies and the Secretariat to provide clearer and more
extensive information to the }7th Meeting of the Executive Committee”, Such information was
partially provided since then in the progress and financial reports of the implementing agencies.

Conclusion

8. The Executive Committee may wish to consider further steps to be undertaken by the
implementing agencies and the Secretariat in order to address the request cited in Decision V1II/4
paragraph 6.
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Introduction

1. At the twelfth meeting of the Executive Committee, a request was made 1o the Secretariat
"to calculate the total administrative support costs charged to the Financial Mechanism so far,
based on a definition of admissible administrative support costs and an analysis of such costs as
presently charged by each agency, including the Secretariat costs. Such an exercise should also
focus on the need to evolve norms in this regard”,

2. The detailed terms of reference for this study are attached here as Annexe A, A summary
of the main findings of the study are set out as Annexe B.

3. Each of the implementing agencies was visited as part of the study. All were extremely
helpful in providing information supplementary to that provided on an annual basis to the
Treasurer. The period covered by the study is the three years 1991 to 1993 ie. from the
inauguration of the Fund until 31 December 1993, except that in onder to compare the
administrative costs of the Muldlateral Fund with those of the Global Environment Facility,
administrative costs for 1994 and 1995 are projected and the total of estimated administrative

costs for 1991-1995 compared with the total of projects approved up to July 1994 by the
Executive Committee.

The Project Accounting Systems of the Implementing Agencies

4, The terms of reference of this study require that a definition be made of admissible
administrative costs of operating the Multilateral Fund, taking into account different practices

amongst the implementing agencies and as far as practical comparable practices in other aid
agencies.

5. No programme of projects can be put on the ground without human resources/staff, office
space, office equipment and supplies with back up services of management, accounting and audit,
personnel and procurement, and the resources to travel to the project site. Some projects require
operational staff to be attached to them throughout their life; others may be implemented by third
party organizations who may expect to be paid for the services they provide. In practice, there
is not, and probably never can be, a clear line between what are the inputs that are a constituent
part of the project and what are the administrative costs that permit that project to proceed. One
can only attempt to define ad hoc a dividing line between what is the cost of the programme and
what is the cost of its administration on the basis of what is practical in a particular set of
circumstances. This is what will be attempted in this study.

6. Amongst the implementing agencies, the World Bank has the most comprehensive system
of charging all costs incurred without regard to any distinction between what is an administrative
cost and what is a project cost, other than the Bank's own clear-cut but probably unigue
distinction that a project cost is only that part of a project that is received by the recipient
country: every other cost is regarded as an administrative cost. The Bank sysiem of cost control
ensures that both direct costs and overheads are charged out to the various programmes/funds for
which they work in proportion to the cost burden they impose on the Bank. Such a system of




UNEP/OzL.Pro/ExCom/14/12
Page 2

accounting has much to recommend it: it is efficient in allocating cosis incurred by the Bank to
its different programmes in what would seem to be a fair and non-discriminatory manner.
However, for the Multilateral Fund, the Bank does not charge the Fund the time spent by line
and senior management on trust fund administration, legal affairs, project review meetings and
in addressing operational issues. These costs have not been quantified.

7. The other three implementing agencies working for the Multilateral Fund operate under
different rules from the World Bank. These rules are basically similar to each other but are not
identical. They have a broader definition of what is a project' and generally they account for
the direct costs of all project inputs required within the project budget. Over and above these
direct project costs, there are indirect costs such as central administrative services - accounting,
audit, personnel services, office space, communications - as well as programme coordination,
planning and the costs of project implementation, whether undertaken directly as in the case of
UNEP and UNIDO or indirectly through OPS (largely) in the case of UNDP. Where costs relate
solely to a particular project or programme, they can be fairly easily identified and quantified but
central services as listed above are usually more difficult to cost, and in the past, the agencies
have not always taken consistent position in charging these out to each individual programme
separately. More recently, however, as the agencies are financed proportionally less from their
core budgets, they are having to pay increasing regard to charging the full costs of individual
separate programmes to those programmes. UNDP management, for instance, is now insisting
that all trust funds pay their full share of costs - direct and indirect - since their core funds,
which are decreasing, cannot be burdened with ever higher administrative costs relating to non-

core programmes. As with the World Bank, the other three implementing agencies do not charge
out senior management inputs.

8. The Executive Committee agreed from the outset that UNDP, UNEP and (later) UNIDO
should be permitted to charge 13 per cent of project expenditures as an administrative support
charge. In addition, a project was approved for UNDP during 1991-1992 only that provided

"start-up programming costs" of $ 596,500 and two projects were approved for UNEP that
provided together $ 200,000 for travel costs.

9. Overall, UNDP has generally recovered all of the costs it has incurred undertaking work
for the Multilateral Fund, but only because it received funding from the project for "start-up
programming costs” over and above the 13 per cent programme support charge. If it were not
for that, UNDP would have failed to recover all of the administrative costs it incurred from the
Fund and, even then, some divisions of UNDP - central services, field offices and OPS - have

felt they have been insufficiently compensated within UNDP for the work they have undertaken
on behalf of the Fund.

The definition used can be said broadly to follow the definition set out in footnote 2 in the "Criteria for projects
under the Multilateral Fund "viz: “The term "projects” is used to describe any activity qualifying for assistance
under the Fund. A project could include, inter alia, raining, technical assistance, pre-investment studies, country

programme preparation, technology development or capital investment to modify or establish a manufacturing
facility”.
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10. UNEP finances staff for an ozone project unit which on an annual basis costs more than
what UNEP earns from the 13 per cent charge on project expenditures. 1t does not charge for
management inputs or for central administrative services, including the services it provides as
Treasurer of the Fund.

11, UNIDO is financing a coordinator for its ozone programme from its core budget and
estimates that the support services it provides to the Fund programme costs 26 per cent overafl
when project monitoring, project supervision and central services are taken into account. UNIDO
have not yet reached a decision on how the deficit this implies will be financed, although it is
currently being carried through its core budget.

1Z.  These remarks on the degree to which the implementing agencies have been able w0
recover their costs from resources provided by the Fund have only limited relevance to the terms
of reference of this study - which are concerned only with costs that fall on the Fund - but they

will have relevance to the question of "admissibility” and "norms” which will be discussed in
later sectons.

The Definition of Administrative Costs and Project or Programme Costs

13. Before considering any questions relating to the level of costs of administering the
financial mechanism, it is necessary to define what should be regarded as an output or
"“programme delivered” and thus what should be regarded as an administrative cost. This is not
as straight forward as it might seem. The different financial practices in allocating expenditures
amongst the implementing agencies mean that on the basis of figures of expenditures reported
to the Treasurer, the same category of expenditure may be reported by one agency as a project
expenditure and by another as administrative expenditure. Thus, expenditures on the preparation
of country programmes - a requirement under the Protocol - have been treated by UNEP and

UNDP as expenditures on programme delivered but by the World Bank as an administrative
expense.

14, For the purpose of this study, expenditures on the preparation of country programmes are

all regarded as delivered programmes and in the figures set out in this report, all World Bank
expenditures in the area have been added to their reported "project expenditures” to secure
consistency with the other agencies.

15.  Technical assistance, training programmes, study tours, institution building and net-
working projects have all been classified as projects, even though in a broader sense they could
all be regarded as programme support. Expenditures on preparing investment projects have been
placed under a separate category of "project preparation costs”.

16.  On the other hand, expenditures on staff travel, office equipment and rent have been
deducted from figures of project expenditures and included with administrative costs. Perhaps
the most contentious of these items is the inclusion of the cost of all swaff wavel as part of
administrative costs. All agencies argued that the cost of staff travel was part of project costs
or project preparation costs. In another sense they can also be regarded as part of the cost of
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administering those projects or project preparation activities and are so regarded in this report.
The sums involved in staff travel are considerable. Over the three years, 1991-1993 they total
$962,000, $480,000 representing travel by World Bank staff, $238,000 by UNDP staff and
$244,000 by UNEP staff. These figures represent 4.6 per cent of World Bank total costs, 2.9
per cent of UNDP total costs and 6.1 per cent of UNEP total costs. These percentages and the
fact that staff travel has been included in administrative costs should be borne in mind in the later
section discussing the costs of administering the Multilateral Fund overall.

17.  To summarize, the costs analysed in this study are all costs charged to the Multilateral
Fund and so reported to the Treasurer in the annual statements of expenditure made by the
implementing agencies. The analysis does not cover all costs incurred in implementing the Fund
programme but since these additional costs were not charged to the Fund, they are not taken into
account in the figures set out below. An attempt has been made to distinguish between costs
incurred on approved projects - particularly project preparation work and country studies - which
in the case of the World Bank are included in their house definition of administrative costs. Staff
travel in all agencies is taken as an administrative cost but consultant travel is part of project
costs. Rent, conference service costs, office equipment, agency support charges and charges by
field offices, where identified and charged to projects, have been deducted from project costs
and included with administrative costs. As far as the Secretariat costs are concerned, only the
final or net cost to the Multilateral Fund are considered: the special contribution of the Canadian
Government to the cost of the Secretariat has been deducted from its gross expenditures.

18. No mention has been made so far of what expenditures should be regarded as
"admissible” and what should not be "admissible”. The systems of project accounting in all of
the implementing agencies are such that only costs incurred on a project are charged to that
project. There is no evidence that costs attributable to other programmes could be charged to
the Multilateral Fund. All implementing agencies in varying degrees, spend more on
implementing the Fund programme than they receive in reimbursement from the Fund. In these
circumstances, there are no grounds for saying that any part of the administrative costs charged
by the agencies is not a cost incurred by the agencies in implementing the Fund programme and
therefore inadmissible. This is not, however, the same as saying the administrative costs of
implementing the programme are high or low. That will be discussed below.

Calculation of Administrative Costs

I9. After allocating all costs between project expenditures, project preparation costs and

administrative costs in each agency separately as described above, the resulting analysis of costs
is set out in Table 1.

20. The percentages of administrative costs 1o total costs are set out in Table 2.
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Table 1
Analysis of Expenditures charged t¢ Multilateral Fund by Agency
US$000’s
SECRETARIAT WORLD UNDP UNEP UNIDO  TOTAL
BANK
Project Programme
Expenditures (adiosted)
1991 - 5050 1727 639.2 - 13169
1992 - 2086 6705 1388.5 - 2967.6
1993 - 21005 5766.2 260.5 4098 92370
Total

- 35140 66094 29882 4058 133215

Project Preparation Cost
1991

5 5310 - ; - 5310
1992 - 100 - 3 - 11200
1993 . 22940 3500 - 2659 29099
Total - 39450 3500 - 2659 45609
Total Project Prog.

Expenditures & Project

Preparation Costs

1991 ‘ - 10360 1727 6392 - 18479
1992 . 20286 6705 13885 . 40876
1993 - 43945 61162 9605 6757 121469
Total . 74591 69594 29882 6757 180824
Administrative Costs

1991 11363 4710 2162 1342 - 19577
1992 16216 12350 4138 3899 - 36603
1693 14109 13030 7096 4539  87.8 39652
Fotal 41688 30000 1339.6 9780 878 95832
Total Expenditures

Reporied

1991 11363 15070 3889 7734 . 38059
1992 1621.6 32636 10843 17784 - 77480
1993 14109 56965 68258 14144 7635 161114

Total 4168.8 10468.1 82930 39662 763.5 27665.6
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Table 2
Percentages of Total Costs Attributed to Administrative Costs 1991-1993
Percentages of Total Costs

1901 1992 1993 QOverall
Secretariat 100.0 100.0 100.0 100.0
World Bank 312 37.8 229 28.7.
UNDP 55.6 38.2 104 16.1
UNEP 17.4 21.9 321 24.7
UNIDO N.A N.A 11.5 11.5
Fund overall 51.4 472 24.6 34.6

21.  The agency and Secretariat shares of total administrative costs for the period 1991-1993
were as set out in Table 3.

Table 3
Percentage of Total Administrative Costs Attributable to Each Agency
Percentages of Total Administrative Costs

1991 1992 1993 1991-1993
Secretariat 58.0 443 35.6 435
World Bank 24.1 337 329 314
UNDP 11.0 113 17.9 140
UNEP 6.9 10.7 114 10.2
UNIDO - - 22 0.9
Total 100.0 100.0 100.0 100.0

22, Another way of looking at the administrative costs, is to compare them with the total of

project expenditures and project preparation costs in those years. These figures are set out in
Table 4 as follows:
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Table 4
Percentage of Administrative Costs to the Total of Project

Expenditures and Project Preparation Costs

{Percentages)

1991 1992 1993 1991-1993
Fund Secretariat N.A N.A N.A N.A
World Bank 45.5 60.9 29.7 40.3
UNDP 125.2 617 11.6 19.2
UNEP 21.0 28.1 413 32.7
UNIDO - - 13.0 13.0
QOverall 1059 89.5 326 53.0

23.  Before conclusions are drawn from the figures, some general and some specific comments
may be helpful.

24.  The Executive Committee started operating only in 1990. It had to set up a Secretariat,
select implementing agencies, plan and secure the implementation of projects that for the most
part were based on a concept - the financing of incremental costs in the transfer of technologies
rapidly evolving - that was unique. The Secretariat was only in place in 1991. Formal
agreements ‘with the implementing agencies also were only completed in 1991. There was a
process of “leaming by doing" for the Executive Committee, the Secretariat and the implementing
agencies. Inevitably the process involved administrative costs and it is 1o be expected that these
costs would be higher in the initial years than later. By the end of 1993, few investment projects
had been completed although such projects are the greater part of the Fund’s financial

commitments. Consideration of administrative costs in the form of percentages must be
undertaken with these facts in mind.

25. As far as the Secretariat is concemed, it has a dual role. On the one hand, it has o
coordinate the Fund programme overall and to review in depth individual projects proposal. On
the other hand, it is the Secretariat of the Executive Committee and is responsible through its
budget for the cost of Executive Committee meetings. The cost of these meetings is a significant
proportion of their total expenditures viz:
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Total Secretarial Cost of EC 9
Expenditures Mesetings
$000's $000's
1991 11363 555.2 489
1992 ‘16216 360.5 22.6
1993 14109 506.1 359
1991.1993 4168.8 1427.8 34.2

26. In the case of the World Bank, the main pant of their completed work over this period has
been the preparation of investment projects. Some of these investment projects are now being
implemented in recipient countries and the flow should now accelerate. The World Bank's
project expenditures can be expected to rise rapidly with a consequent fall in the percentage of
total expenditure required for administrative costs. Indeed, if the administrative costs of the
World Bank were to be no higher in 1994 and 1995 than they were in 1993, and the Bank
completed the whole of its currently approved programme of $105.8 million before the end 1995,

its administrative costs would average 5.3 per cent compared with the figure of 28.7 per cent
shown in Table 2.

27.  UNDP administrative costs were high in the first two years covered by the study, partly
owing to the initial start-up costs incurred by all the agencies but also, partly, owing to a high
proportion of technical assistance/training projects implemented in those first two years. In 1993,
the greater part of the programme implemented by UNDP consisted of investment projects and
the total programme was much larger.  As will be discussed further below, technical
assistance/training projects are recognized as requiring relatively greater administrative inputs
than any other services, particularly compared with larger investment projects.

28.  The latter remark applies to the UNEP percentages which are higher than the 13 per cent
administrative support charge because, as described above, some project expenditures have been
reclassified as administrative. UNEP information work has been affected particularly by the fact
that whereas in 1991 there were only 60 parties to the Protocol, in 1993 there were 120, with the
increase consisting almost entirely of Article 5 countries. UNEP projects are on average much
smaller ($91,196) than the overall Fund project ($335,779) and administrative costs almost
always tend to vary inversely with the size of the project.

29.  UNIDO administrative costs charged to the Fund in 1993 were simply the 13 per cent
administrative support charge but as a percentage of total costs it represents 11.5 per cent. As

noted elsewhere in this report, this did not cover the total administrative costs but UNIDO were
of course in the start-up phase in that year.
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Comparison of Administrative Costs With Other Aid Programmes

36.  The terms of reference of this study require that an attempt be made to establish how far
a comparison of administrative costs of the Multilateral Fund can be made with the administrative
cost ratios of the Global Environment Facility (GEF) and other aid programmes. Any
comparisons between programmes of different sizes, with different objectives and purposes will
inevitably be hedged in with “if and but” and no such comparisons are ever completely valid.

31. The GEF over the period 1991-1993 was in a pilot phase and was much more
experimental in its objectives compared with the clear time-limited objectives that the Multilateral
Fund had from day one. Even so, there are some similarities between the two international

environment financing programmes and the methods of working and decision making are not
altogether dissimilar.

32. An attempt was made by the GEF Secretariat to calculate the administrative costs of the
Facility in its first three years - 1991-1993 - in a “Technical Note” (GEF/PA.93/4), Although
the treatment of administrative costs in that note is not exactly similar to this study, for what it
is worth the administrative costs of the two financial mechanisms in their first three years of
operation were as follows:

Comparison of Administrative Costs of GEF and MF 1991-1993

(US$ 000°s)
GEF ME

Secretariat 4850 4169
World Bank 2117 3223
UNDP 7839 1340
UNEP 3224 979
UNIDO ; 88

37032 9798

33.  The Technical Note on the GEF costs did not set out the project output costs in the same
three years as has been done in this report. It attempted instead to project the administrative
costs of the GEF until the completion of the pilot phase, and to compare those costs with the
work programme for the whole pilot phase of the Facility. On that basis of comparison, it is
estimated that the administrative cost ratio will be 12.1% over the total life of the Facility, which
wili fall to 11.0% if additional co-financing materializes as expected, to bring the total pilot phase
work programme up to a wtal of $ 850 million.
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34, The Multilateral Fund does not have such a finite life but if the additional administrative
costs of currently approved projects can be taken to be these project administrative costs in 1994
and 1995, and were they to be no more than $ 10 million, the total of administrative costs over
1991-1995 would be $ 19.6 million and could be compared with the total work programme,
including the costs of the Secretariat and bilateral assistance approved up to July 1994 of $ 222
million (i.e. without taking account of the work programme that would have been approved if
some § 180 million of unpaid contributions have been paid). The administrative cost ratio would

then be 8.8% compared with 11% in the GEF (assuming the expected co-financing goes ahead
as expected).

35. However, it is clear that the GEF study includes project preparation costs as administrative
costs, and if the Multilateral Fund estimate of administrative costs is increased by the total of
project preparation costs ($ 4.56 million), its administrative cost ratio will rise to 11.0 per cent
identcal, purely by chance, with that of the GEE. On the other hand, if the Multilateral Fund

travel costs were seen #s project costs as seems to be the case with the GEF, the Muliilateral
Fund administrative cost ratio would fall 1o 10 per cent.

36. Critdcisms can be levelled against calculations of administrative cost ratios made with a
cut off date on the administrative costs and a total investment programme not yet put on the
ground. But to the extent that the estimates of administrative costs of the two programmes have
been calculated more or less in the same way, they are of interest, particularly when it is realized

that GEF projects in the pilot phase averaged $ 6.4 million compared with the average size of
the projects in the Multilateral Fund of under $ 340,000 thousand.

37.  This latter point is valid, as administrative cost ratios reduce with the average size of
project. Thus, the same Technical Note on the GEF compares the GEF ratio of 12.1 per cent on
the basis of an average GEF project size of $ 6 million, with 2 World Bank ratio for its normal
programme over 1986-1991 of 3.2 per cent based on an average project size of $ 131 million,
and the IDA ratio over 1986-1991 of 6.6 per cent with an average project size of $ 54 million.

38.  Other aid programmes are even more difficult to compare with the Multilateral Fund,
since they are managed and operate very differenty, and it is not possible in the time available
for this study to investigate, other than superficially, how far cost figures to be compared have
been constructed in a similar way. However, for what it is worth, the Capital Development Fund
administered by UNDP has an administrative cost rato of 11.1 per cent, the United Nations
Sudano-Sahelian Office, administered by UNDP, has a ratio of 27.8 per cent and UNIFEM has

a ratio of 34 percent. UNIDO which may be a more valid comparison reported an
administrative cost rato of 23 per cent.

39.  In sum, even taking into account all the questions that arise in attempting to compare
administrative costs of different aidfinvestment programmes, and although a strict comparison of
administrative costs and project expenditures in the years 1991-1994 might suggest that the
administrative costs of the Multilateral Fund are relatively high, there is little doubt that once the
projects approved over this period are implemented in the recipient countries, the 1991-1993 cost
ratio will come down rapidly and the administrative cost ratio of the Multilateral Fund over the
life of the projects now approved will compare reasonably with the administrative costs of other
funds, taking into account the size of projects involved in the Fund programme.
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Norms for Admissible Administrative Costs

40.  This study was asked to "endeavour to define reasonable norms for admissible

administrative costs involved in implementing the Multilateral Fund’s approved programme of
activities”.

41, It has been demonstrated in this report that administrative costs incurred by the
Multlateral Fund vary over time (as approved projects are first prepared and then, subsequently
implemented) and vary depending on the size of project. Costs also vary depending on the type
of project: administrative costs of an investment project will almost always be significantly lower

than the administrative costs of technical assistance projects such as training, seminars and the
like.

42, An independent consultancy firm undertook cost measurements for UNDP to determine
a successor regime to the traditional UNDP support costs system and this study led to the
creation of the administrative and operational support facility (AOS) under which UNDP now
reimburses FAQ, ILO, UNESCO and UNIDO for the cost of providing support services to UNDP
financed technical cooperation projects, based on differential rates for the various types of project
inputs delivered. The consultants undertook an estimate of the total costs of the four agencies
(and OPS) on the basis of their budgeted 1992-1993 costs and have updated the estimates on the
basis of their budgeted 1994-1995 costs. Agreement has been reached with the four agencies on
differential rates to be paid for each of the service inputs separately subject to an overall
maximum reimbursement of 10% of field costs. With the agreement of the governing bodies
concerned, this system involves a substantial contribution to the UNDP financed programme from

the agency core budgets since the rates allowed are substantially below the costs estimated by
the consultants viz:

Estimated 199495 AQS Provision

Costs % %

international consultants and Experts 19.7 9
National personnel 219 11
Sub-contracting 26.0 11
Fellowships ' 42.0 12
Other training 37.3 21
Local procurement 19.0 6
HQ procurement < $70,000 26.5 10
HQ procurement > $70,000 3.6 T4

TOTAL 23.0 10
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43, The AOS rates and the costngs which underlie them are not going to be particularly
helpful in establishing norms for the administrative costs of the implementing agencies for the

Multilateral Fund. They do, however, present independent evidence of the different costs of
providing different input services.

44,  Of the Multilateral Fund’s implementing agencies, only UNIDO is included in the AQS
estimates and their costings were found to be very close to the averages set out above. This is
perhaps the basis for UNIDO own estimate that it costs them 26 per cent to deliver the
Muldlateral Fund’s projects cited earlier in this report. The AOQS study also explains the
relatively high administrative cost ratios of UNDP and UNEP in the years when the main part
of their programmes consisted of training and seminars, since as demonstrated above, the cost
of administering these types of programmes is reladvely more expensive compared with others.

45. It might, therefore, seem possible that one option available to reimburse the implementing
agencies for the administrative costs they incur would be to attempt to devise different
reimbursement percentages for different types of projects in a similar manner to the AOS system
used by UNDP. It would be possible, in theory at least, to set down different rates for, say,
training and other technical assistance and for investment projects. The technical assistance
support percentage could be determined by that employed under AOS (21 per cent) but the
percentage to be devised for investment projects would in practice, need to take account of the
very wide variety of investment projects that the Executive Committee approves. It seems
unlikely that any percentage norm could be adapted to that range of investment projects
prevailing and, most significantly, it would require the World Bank to follow a completely

different financial system that its present rules allow. Such an option does not seem a practical
one for the Multilateral Fund.

46.  Some clements of administrative costs could perhaps be subject to per cent norms. For
example, UNDP should perhaps negotiate an agreed rate for project execution by OPS which
would then be confirm by the Executive Committee. This is currently 6 per cent of expenditure
but OPS have estimated their actual costs as being 9 per cent. A normal rate might also be
established for implementation by national institutions with or without OPS supervision. Field
service office costs where applicable should perhaps be controlled within a fixed percentage limit.

47.  The most careful consideration of the Multilateral Fund establishing a system of
reimbursing administrative costs along the lines of the AGS system has been given before coming
to the conclusion that the range of projects financed by the Fund is so varied that the application
of any such norms would be inappropriate and likely to come up with rates of reimbursement that
would either be too high or too low and sometimes one and sometimes the other. Fixed norms
may or may not be appropriate depending on the circumstances at the time. Dissatisfaction
would persist and the Executive Committes would end up still not knowing how much is being
paid in the form of administrative costs. Significantly, the UNDP officials who were charged
with the administration of the AOS system argued strongly against it for the Multilateral Fund.
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Options available to reimburse administrative costs

48. The current system of reimbursing three of the implementing agencies on the basis of an
administrative support charge of 13 per cent, fixes a ceiling on their administrative costs and thus
provides some discipline on them to contain their costs within that ceiling (although as shown
above, some administrative costs have been included with project costs over and above the 13
per cent  provided). The continuance of the present system is stll an option for the future
available to the Executive Commitiee. It has its advantages although it is not even-handed
compared with the system followed by the World Bank, takes no account different namre of
agency programmes and, at the moment, only partially reimburses those agencies subject to it.
At a later stage in the programme, it is conceivable that the system could over-compensate but

because it represents a straight percentage addition to project costs, the actual administrative costs
incurred will not be apparent.

49. A second alternative ig available. Control over administrative costs could be secured by
the agencies being required to be quite open and transparent in the reimbursement they feel they
need for administrative services and the Executive Committee with the help of the Secretariat

being prepared to review and, where they feel it necessary, cut the administrative support costs
proposed.

50. Each of the implementing agencies have found it necessary to establish small co-
ordinating units to manage the programme of work approved by the Executive Committee, In
the case of the World Bank, the cost of the unit will be included in its reported administrative
costs and in the case of UNDP and UNEP are (largely) paid from the administrative supports
costs charged to the Fund. UNIDO, being a late starter, at the moment pays for its co-ordinator
from its core budget. It would make more sense and be more even-handed as berween one
agency and another if annual budgets for these co-ordination units were prepared in a consistent
manner by the agencies, reviewed by the Executive Committee in terms of staffing and other
inputs proposed. This is basically the system now operating for the GEF. The GEF Secretariat
calls for budget proposals from its implementing agencies (the World Bank, UNDP and UNEP)
for each of the co-ordination uniis established for that programme and reviews these, taking into
account the size and type of work programme proposed for implementation in the following year.
In the situation of the Muliilateral Fund, the co-ordination unit budgets, and their snbsequent
expenditures, would be approved by the Executive Committee and thus totally ransparent. They
would cover co-ordination staff costs, any consultancies involved, travel equipment, rent of

premises, communication and provision for central services (accountancy, personnel, procurement,
utilities etc.).

51.  Project preparation costs, where not undertaken by the co-ordination units within approved

budgets, should be financed as project budgets approved by the Executive Committee as is the
Case now.,

oo
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52. All other costs would be budgeted within project budgets, except where the project is to
be impiemented by an external agency that will charge a fee for its services, in which case that
fee should be made explicit and separate from the other project costs. Thus, if UNDP
implements approved projects through OPS, the amount {and the rate) charged by OPS should
be shown separately from the project cost. Similarly, if the World Bank uses a nadonal
intermediary to implement its project in the recipient country, the amount of the fee (and the rate)
will be disclosed separately from the project cost. (It will be noted that this study includes no
details of such World Bank costs, but since only a small part of its investment programme had
been implemented over this period, this element has probably not been significant up to now).

53.  More concern should be given to project budgets themselves and when project proposals
are submitted to the Secretariat for review as part of a prepared programme, the constituent parts
of the proposed budget for each project should be set out in sufficient detail to enable the
administrative cost component of the project to be quite transparent. The mode of
implementation and its cost shonld be made explicit. What is an admissible administrative cost
would be determined before the project is approved.

54.  Under the second option the 13 per cent support charge would cease to apply and agencies
would be compensated on the basis of the budgets agreed with the Executive Committee.

The Achievement of Transparency

55.  This report was asked to advise how administrative costs of the implementing agencies
might be made more transparent in future within the proposed norms.

56.  The previous section of the study sets out alternative options that could be considered by
the Executive Committee in considering this complicated issue of reimbursement to the
implementing agencies for the administrative costs that they inevitably incur in implementing the
Fund programme. The continuance of the present system of the World Bank following its normal
pracedures of accounting for administrative costs with the other agencies being reimbursed on
the basis of 13 per cent would remain as untransparent as it is now.

57.  If, however, the second option were to be adopted, total transparency could be secured
if all administrative costs were be made explicit, either within the badgets of co-ordinating units
or within project budpgets and if the Secretariat required that budgets and reporting of
expenditures be presented by all the agencies in a consistent format, both for the co-ordination
units and for projects. At the present tine, no such consistency exists and it is in consequence
almost impossible to compare figures from one agency with another. Total expenditures are
reported to the Treasurer and expenditures of individual projects reported to the Secretariat and
the components of both reports cannot be compared except as regards aggregate totals.

58. To overcome this problem, proforma budget lay-outs for co-ordination budgets are
proposed at the ¢nd of this section, together with similar but not identcal proforma budgets that
should be required by the Secretariat when projects are submitted for approval. The latter should

be a minimum requirement without obviating the need for subsidiary budget details, for example,
the costs for the main engineering proposals.
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59.  Similarly, the actual costs of co-ordination units should be reported within annual

expenditure reports that would be submitted to the Treasurer and Secretariat on a quarterly, half
yearly and annual basis.

60.  The question remains whether it is practical to require the implementing agencies to report
their individual project expenditures in the same format. Ideally, this should be done so that the
administrative cost coimponents of individual projects is totally transparent. How the
implementing agencies report project expenditures by individual project now without adding up
the individual component input costs is not clear but by means of relatively small adjustments
to computer programmes monitoring project expenditures and the detailed project coding of
individual project expenditures, it should not be a difficult task to provide expenditure reports
on each of the 621 projects that have so far been approved by the Executive Committes, together
with an aggregation of these reports within the same layout to meet the requirements of the
Treasurer to provide totals of each of the individual objects of expenditure. It can be argued that
no one in the Secretariat will have time to compare the input expenditures with the original
budgets of 621 projects. That may be true but when questions arise, if the data is included in
the Secretariat project data base, the answers will be immediately available. Individual project
expenditure reports are not, however, essential component of the reporting system proposed.
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THE MULTILATERAL FUND FOR THE IMPLEMENTATION
OF THE MONTREAL PROTOCOL

Qutline of Proposed Budget for Co-ordination Units

Agency
Period covered

- Personnel of Unit
Posts/level 1
2
( 3
- Administrative Support
Posts/level 1
2
3 |
- International Consultants {months of work)
Travel of staff
Travel of consultants
Meeting/training costs
Sub-contracts
Equipment
Office Rent
Sundries
Other Central services/overheads

Total requirement

Estimated Costs US
(Estimate of costs to include non-cash
benefits but not associated overhead costs)

{ditto)

(ditto)
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THE MULTILATERAL FUND FOR THE IMPLEMENTATION
OF THE MONTREAL PROTOCOL

Proposed Financial Report for Co-ordination Units

Agency
Period covered
Actual Expenditure USH
For period of report  Total for year todate
~ Professional personnel Costs to include non-cash benefits
but not associated overheads
- Support staff (ditto)
- International consultants (ditto)
- National consultants (ditto)

- Meetingftraining costs

- Travel of staff

- Travel of consultants

- Sub-contracts

- Office e:qﬁipmem

- Office rent

- Sundries

- Orher Central services/overheads

Total expenditure
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THE MULTILATERAL FUND FOR THE IMPLEMENTATION
OF THE MONTREAL PROTOCOL.

Qutline of Proposed Budget or Revised Budget for Individual Projects

Implementing Agency
Project
Country
Tide
Provisional budget/revised budget
Project number (if any)

~ Personnel

- International consultants

- National consultants

- Travel associated with project

- Contractual services

- Procurement of equipment

- Operating costs of plant

- Sundries

- Contractors implementation fees
- Executing agency support costs/fees
- Field office services

- Central office servicesfoverhead
- Contingency

Total Costs

Estimated Costs US$
Costs including non-cash benefits
but excluding associated overheads
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THE MULTILATERAL FUND FOR THE IMPLEMENTATION
OF THE MONTREAL PROTOCOL

Proposed Financial Report for Projects in Aggregate
and individual as so decided

Implementing Agency
Project
Country
Title
Project number
Work programme (year)
Actual Expenditure US$
For period of report Total for year todate

- Personnel

- International consultants

- National consultants

- Travel of staff

- Travel of consultants

- Contractual services

- Procurement of equipment

- Training, workshop, services, etc.
- Operating costs of plant

- Sundries

- Executive agency support cost/fees
- Field office support services

- Central services/overheads

Total expenditure
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ANNEX A

ADMINISTRATIVE COSTS OF OPERATION
OF THE MULTILATERAL FUND

Terms of Reference of Proposed Enquiry

1.  Define what should be regarded as admissible administrative costs of operating the
Multilateral Fund, taking into account different practices amongst the implementing agencies and
as far as practical comparable practices in other aid agencies.

2. On basis of figures reported to the Treasurer and such other supplementary figures as may
be provided by the implementing agencies, calculate the administrative costs that fell within the
definition of such costs and were charged to the Financial Mechanism by each implementing
agency and by the Secretariat separately in the years 1991-1993,

3. Relate the calculated administrative costs over the period 1991-1993 in each implementing
agency with the actual programme of activities implemented by each agency in those years, and
relate the aggregate of all identified administrative costs, including the Secretariat administrative
costs, to the programme of the Multilateral Fund overall in each year.

4.  Establish how far a comparison of administrative costs can be made with the administragve
cost ratios of the Global Environment Facility and other aid programmes.

5. Endeavour to define nonms for admissible administrative costs involved in irnplementing
the Multilateral Fund’s approved programme of activities.

6.  Advise how administrative costs of the implementing agencies might be made more
transparent in future within the proposed norms.
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ANNEX B

SUMMARY

1. Expenditures reported to the Treasurer by the implementing agencies for 1991-1993 are not
immediately comparable as regards the definition of project costs and administrative costs and
they have therefore been re-arranged so as to make this distinction more consistenty.
Expenditures on the preparation of country programmes have in all cases been re-classified as
project/programme costs, while costs on staff travel, premises, conference services, office

equipment, agency support, field service charges, central services and overheads have been
classified as administrative costs.

2. The World Bank has recovered all of its costs of implementing the Multilateral Fund
programme except its central management costs. UNDP, UNEP and UNIDO, in varying degrees,

have not recovered administrative costs directly attributable to the programme as well as central
management COStS.

3. Total reported expenditures for the years 1991-1993 have been analysed as between
project/programme expenditures, project preparation costs and adminisirative costs by agency and
for the Fund as a whole in Table 1.

4.  The percentages of adminisirative expenditures in total expenditures reported are set out
in Table 2. Overall, they have been falling each year since 1991, Administrative costs have

been influenced in the first three years by the need to prepare a programme from scratch: they
can be expected to fall in subsequent years.

5. On the basis of a methodology used by the GEF Secretariat to project the administrative
costs of implementing the Pilot Phase of the GEF, the administrative cost ratio of the Multilateral
Fund programme seem to be very similar to those of the GEF in the Pilot Phase in spite of the
size of Fund projects being very much smaller than those of Facility (less than $ 340,000
compared with § 6.4 million). The administrative cost ratio is higher for the Multilateral Fund
than for the regular World Bank and IDA programmes but in both the latter cases the size of
projects is very much larger than both the Fund and GEF projects. Comparisons of
administrative cost ratios with other programmes seem to be favourable.

6.  Two options are set out for the Executive Commiittee to consider before coming to any new
decision on the reimbursement of administrative costs:

a)  leave the present system unchanged even though it is not particularly transparent,

b}  the Executive Comuitiee to consider and approve annual budgets for agency co-ordination
units and individual projects on the basis of agreed pro-forma budgets which make
administrative costs totally transparent. Actual costs of co-ordination units projects costs

in aggregate would be reported in basically the same format. No percentage administrative
support costs would then be paid.
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L Background

1. The Executive Committee reviewed a draft paper on The Administrative Costs of the
Financial Mechanism (UNEP/OzL, Pro/ExCom/14/12) submitted to its Fourteenth Meeting held
from 29-30 September 1994 in Nairobi. As reflected in the Report of the Fourteenth Meeting
(UNEP/OzL.Pro/ExCom/14/15, para. 75}, the Executive Committee requested additional work
be done by the Consultant who prepared the first draft along the following guidelines:

"... (&  The consultant should continue working on the good basis of the current
report and prepare, together with the participation of the
four Implementing Agencies, the agreed categories of costs based on a
common understanding of administrative costs and project-related costs
for budgeting and financial reporting;

(b)  Cost ratios should be identified to reflect the burden of administrative
costs on the Multilateral Fund;

(¢} A discussion of the options should be presented on the basis of the above
analysis;

() The result would be presented to the Fifteenth Meeting of the
Executive Committee.”

II. Action taken

2. Accordingly, the Consultant has prepared the attached Supplementary Note for the
consideration of the Executive Committee.

3. The Supplementary Note consists of an overview summarizing the outcome of the
Consultant’s discussions with the implementing agencies and the Treasurer. Annexed to the

Note are two forms (A and B), proposed for the financial reporting of the implementing
agencies.

ol Recommendations

4, On the basis of the information provided in this Supplementary Note, the Executive
Comumittee may wish to consider the following recommendations:

1. The revised reporting formats should be adopted immediately by all
Implementing Apencies and the Treasurer (with the exception of the World

Bank, which requests that the CY94 Financial Report be prepared under the old
format). - )

2. The current arrangements of the Executive Committee with the Implementing
Agencies for reimbursing the agencies for administrative costs should be
continued, subject to the reporting of expenditures within the agreed and revised

format; i.e. 13 per cent for UNDP, UNEP, and UNIDO, and reimbursement of
actual expeaditures for the World Bank,
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SUPPLEMENTARY NOTE

MULTILATERAL FUND FOR THE IMPLEMENTATION OF THE MONTREAL

PROTOCOL

The Implementing Agencies met on 4 October, 1994 to discuss the request of the
Executive Committee contained in paragraph 75 of the Report of the Fourteenth
Meeting. This note represents the understanding of what was agreed taking into
account subsequent correspondence with the consultant since that meeting.

It was accepted that the definitions of administrative costs used in the Report
UNEP/Oz1..Pro/ExCom/14/12 were broadly acceptable to all agencies, provided that
travel of staff and consultants was divided between technical travel (1o be included with
project expendituresy and administrative travel/meetings travel (to be included with
administrative costs). This division of travel costs was agreed.

1t was agreed that there should be a common format of reporting expenditures charged
to the Fund which would be submitted in the regular expenditure reports to the
Treasurer. This common format would draw a clear distinction between project

expenditures and administrative expenditures. The format of these reports is attached
to this note.

It was noted that the World Bank would prefer to have project supervision costs treated
as project expenditures, but could agree to the revised reporting format if it could be
given time to enable it to switch over to the new system.

There was no agreement among the agencies on the nature of the cost ratios which
would reflect the overall burden of administrative costs on the Multilateral Fund. It
was accepted that once the implementation of projects (particularly investment projects)
was up to full speed, the reported overall costs of administration as a ratio of total
expenditures {or total project expenditures), would broadly reflect the administrative
costs burden. There was a reluctance, however, to accept the World Bank position that
reported administrative costs should be compared with the total programme approved
in the year, because of the uncertainties over the length of time it takes to implement
projects. A projection of administrative costs two years ahead (and aggregated with
previous administrative costs) compared with the total programme of projects approved
was a rough and ready ratio but not totally reliable, again because of the uncertainties
relating to the period of implementation for investment projects.

Little time was given to a discussion of alternative options for reimbursing
administrative costs but in view of the lack of enthusiasm for reporting detail of all
expenditures incurred under the umbrella of the 13% administrative costs charge, the

general consensus was to continue with the present arrangement subject to the reporting
of expenditures within the agreed revised format.

Two common reporting forms are proposed -
Form A - A summary of income and expenditure

Form B - Details of expenditure that will draw the distinction between project
expenditures and administrative expenditures.
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MULTILATERAL FUND FOR THE IMPLEMENTATION OF THE MONTREAL
PROTOCOL

Form A - Statement of Income and Expenditure

as at (date)

INCOME Since inception of Programme to In 1995
31 December 1994 (3) (%)

Cash transferred from the
Treasurer

Promissory Notes
encashed

Interest earned
Total Cash Income

Promissory Notes
receivable

Expenditure as reporied
on Form B

Income unspent as at date
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MULTILATERAL FUND FOR THE IMPLEMENTATION OF THE MONTREAL
PROTOCOL

Form B - Details of Expenditures

as at (date)

Since inception of In 1995
" Programme to 31 )
December 1994 (3)

1. PROJIECT EXPENDITURES

a) Project Preparation Expenditures (see
Notes | & 2)

b) Investment disbursements
(see Note 3)

¢} Other project expenditures
(see Notes 1 & 4}

Total Project Expenditures

2. ADMINISTRATIVE EXPENDITURES

a) Personnel/Staff salaries and benefits for
administration including project
supervision

b) Travel of staff to inter agency meetings
and for other administrative functions
and project supervision

¢) Consultants fees covering administration
including project supervision

d) Travel of consultants to meetings not
directly related to project preparation and
implementation and for other
administrative functions and project
supervision

¢) Contractual services -

f) Procurement of equipment for
administrative office
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Since inception of In 1995
Programme to 31 %)

December 1994 (3)

g) Sundries and other administrative
expenditures

h) Financial agency fees

i) Administrative Support costs (sec
Note 5)

Total administrative costs

Total Project Expenditures

NOTES

1. Including technical travel in connection with project preparation.
2. Including direct cost of staff and consultants involved in project preparation.

3. Excluding financial agency fees where applicable.

Including expenditures on Country Programme preparation, technical assistance
demonstration projects, institution: building and other clearing house activities.

5. 13% Administrative support costs where applicable.





