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1. At its 50" Meeting, the Executive Committee authorized the Secretariat to undertake a
comprehensive independent assessment of the administrative costs required for the 2009-2011
triennium using independent consultants or consulting firms as needed, and to report its
conclusions to the first meeting of the Executive Committee in 2008. It also requested the
implementing agencies to facilitate the participation of internal auditors, or other financial
management personnel, as appropriate, in the study team (decision 50/27, paragraphs (c)
and (d)).

2. At its 51% Meeting, the Executive Committee adopted the draft terms of reference, as
orally amended, noting that the Fund Secretariat would present the costs based on bids received
from qualified consultants to the Executive Committee at its 52" Meeting (decision 51/38).

3. At its 54th Meeting, the consultants, PriceWaterhouseCoopers, presented a progress
report on the study and the Executive Committee requested the implementing agencies to
provide adequate information to ensure that the assessment of the administrative costs required
for the 2009-2011 triennium was as exhaustive and beneficial as possible (decision 54/42).

4. The final report of the consultants is attached to this document and will be presented by
PriceWaterhouseCoopers at the 55™ Meeting. The consultants have made recommendations and
the Executive Committee may wish to consider these recommendations in light of its review of
core unit costs at its 56 Meeting.
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1 Introduction

The Multilateral Fund engages various agencies to execute its goal of eliminating the
consumption and production of ozone depleting substances in Article 5 countries in a finite time
frame. Based on agreements with the Multilateral Fund Executive Committee, the agencies are
entitled to charge the Multilateral Fund for administrative costs to enable them to complete the
supervision, technical assistance, and monitoring obligations of the approved projects.

At its 50" Meeting, the Executive Committee of the Fund decided to authorize the Secretariat “to
undertake a comprehensive independent assessment of the administrative costs required for the
2009-2011 triennium, using independent consultants or consulting firms as needed, and to report
its conclusions to the First meeting of the Executive Committee in 2008 and requested agencies
to facilitate the participation of internal auditors, or other financial management personnel as
appropriate, in the study team” (decision 50/27, para. C). The terms of reference adopted by the
Committee are defined in decision 51/38.

PricewaterhouseCoopers (PwC) has been contracted to perform this independent assessment.
This final report, which will be summarized in our presentation to the 55 Meeting of the
Executive Committee, contains our findings and recommendations with regards to the objectives
of the assessment and in response to the terms of reference.

DRAFT REPORT FOR DISCUSSION PURPOSES
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2 Approach and Methodology

We have tailored our approach to reflect the specific needs of this study, as expressed by the
Executive Committee, the Multilateral Fund Secretariat, the Executive Committee and the
Agencies. Figure 2.1 presents the five phase approach to performing the assessment of
administrative costs required for the 2009-2011 trienniums.

PROJECT PLANNING ASSESSMENT EXECUTION [ PRESENTATION

PHASE I: PHASE II: PHASE III: PHASE IV: PHASE V.:
Engagement Detailed Data Analysis Reporting Presentation
Initiation Planning and Review

January 2008 January-February 2008 March — June 2008 April = June 2008 July 2008
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[ Continuous project management, Communication and Quality Assurance |
Figure 2.1 Project phases approach

Phase I: Engagement Initiation

Upon notification of contract award, PwC arranged project initiation meetings with the Multilateral
Fund Secretariat staff to confirm expectations, objectives and project scope.

DRAFT REPORT FOR DISCUSSION PURPOSES
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Phase II: Project Planning

During the planning phase, our team performed a thorough review of the multilateral fund
documents, including previous reports on the administrative cost regimes, and other pertinent
information as provided by the Secretariat during the engagement initiation phase.

This phase also included the confirmation of timetables, the scheduling of site visits, the
preparation of standard qualitative and quantitative questionnaires for information gathering and,
the production of a draft outline of the final report for review by the Secretariat.

The qualitative and quantitative questionnaires were prepared based on the cost definitions
established by Coopers & Lybrand in 1998. It should be noted that the Executive Committee has
never formally approved of this definition of Administrative Costs. See section 3.1.2 for further
discussion on the basis for selection of this definition.

A pilot of our questionnaires was performed during our site visit at Environment Canada in early
February and the questionnaires were adjusted based on the results of the pilot, prior to the other
site visits.

In collaboration with the Multilateral Fund Secretariat, we selected a sample of agencies and
multilateral environment agreements (MEAS) for our site visits. The figure 2.2 below presents the
selection for our study:

Multilateral Implementing Agencies | Bilateral Implementing Agencies | Other Multilateral Environment

(MIAS) (BAS) Agreements (MEASs)
UNIDO ENVIRONMENT CANADA GEF Secretariat
UNDP GTZ UNFIP

UNEP FRENCH GEF UNFCCC

WORLD BANK

Figure2.2 Selection of participants for our study

Phase Ill: Data Analysis and Review

The research team visited the selected agencies and MEAs and conducted interviews based on
the standard questionnaires developed. The review of the cost allocation was based on the cost
definitions determined by Coopers and Lybrand in their 1998 assessment of administrative costs.
The definitions can be found in Section 3.1.1.
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The information gathered during the interviews was compiled and an initial analysis was
performed. Following this initial analysis, follow-up conference calls were conducted with the
agencies and MEAs to refine the initial analysis and to confirm findings. Findings were then
communicated and discussed with the Multilateral Fund Secretariat and re-validated, if
necessary, with the agencies and MEAs to arrive at a final analysis. Once the analysis finalised,
recommendations were drafted in response to the findings of our study.

The list of interviews and conference calls can be found in Section 6.1.

Phase IV: Reporting

A progress report was submitted to the Multilateral Fund Secretariat in March 2008 and
presented at the 54" Meeting of the Executive Committee on April 10, 2008. Following the
presentation of the Progress Report, comments from Executive Committee, agencies and MEAs
were obtained and incorporated into our analysis to create a first draft report. This initial draft
report was submitted to the Multilateral Fund Secretariat for review and comments were
incorporated into the final report.

Phase V: Presentation

The results of our study will be presented at the 55" Meeting of the Executive Committee in July
2008.

DRAFT REPORT FOR DISCUSSION PURPOSES
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3 Recommendations

3.1 Review of the Administrative Cost Regime

3.1.1 Standard definition of administrative costs

The Coopers & Lybrand report, presented at the 26" Meeting of the Executive Committee,
advised that a common definition for administrative costs was required. The report proposed a
definition which was never formally agreed upon by the Executive Committee.

In preparation of this report, given that there is no agreed upon definition of administrative costs,
we have relied on the definition put forth in the previous Coopers & Lybrand report as this was the
definition recommended by the MLF staff. While new approaches to disbursements have been
implemented (CAP, Core Unit Costs, Project Support Costs), they do not change the underlying
nature of administrative activities that are included in the Cooper & Lybrand definition of
administrative costs.

It is strongly recommended that a common definition of administrative costs is agreed to by the
Executive Committee.

Additionally, this definition should be applied to all agencies, regardless of the mechanism used
for the disbursement of project and administrative costs.

3.1.2 Reporting of administrative costs within CAP

UNEP’s CAP budget is presented by cost category. Presentation of cost budgets with this level
of detail provide a level of transparency required to enable the Executive Committee to make
informed decisions. However, we note that CAP, as presented, does not segregate costs
between administrative and project costs. As such, any analytical review of the CAP’s
administrative components are not feasible.

We recommend that the details currently included within the CAP budget are segregated between
administrative and project costs. However, we do not recommend that detailed time tracking is
implemented for resources performing both project and administrative activities. Assumptions
should be defined and allocations of cost between project and administrative costs be made
accordingly.

3.1.3 Adjustment to the calculation of CAP (Compliance Assistance Program)

UNEP receives 8% of project support costs calculated on the entirety of the CAP budget. The
CAP budget includes both project costs and administrative costs. Therefore project support costs
are being calculated not only on project costs, as they should be per the cost regime, but also on
administrative costs.

We recommend that the calculation of project support costs for UNEP be based on CAP
excluding administrative cost components.

PricewaterhouseCoopers
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3.1.4 Trust fund accounting within UNIDO
UNIDO is the only agency that does not have a separate trust fund for the project disbursements
received from the MLF. In addition, UNIDO does not have project support cost accounting for
MLF activities segregated from the other MEA'’s that it supports.

We recommend that UNIDO align its accounting approach for both project disbursements
received and project costs incurred with the other UN Implementing Agencies. This realignment
would improve UNIDO’s reporting capabilities which would enhance comparability across

Implementing Agencies.

PricewaterhouseCoopers
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3.2 Sufficiency of funding into the Next Triennium

3.2.1 Project Disbursement Rates

Based on our mathematical models, we estimate that there will be a shift in project disbursements
from World Bank to UNEP and UNDP into the next triennium. Given historically slow rate of
project disbursements at UNEP (23.3% after two years) and UNDP (8.7% after two years) vs.
World Bank (68.2% after two years), this will result in a drop in project disbursements towards the
end of the next triennium. With low disbursement rates and core unit cost funding for UNDP
(UNEP does not receive core unit costs), this results in a sharp rise in the anticipated ratio of
administrative costs against project costs (between 28.6% and 49.1% depending on the level of
the replenishment funding).

We recommend that UNDP seek to increase their rates of project disbursements in the first few
years after project approvals. While UNDP has advised that their slow rate of disbursements is
due to project approvals at the end of the year, this still does not explain why after two years,
project disbursement rates are only 8.7% of overall approved amounts.

3.2.2 Activities relating to CFC Phase out

Based on our understanding of the nature of project support costs, the CFC phase out activities
identified by the agencies are included in under the definition of project support costs and/or CAP
and should not be subject to additional disbursements by the MLF. The financial completion of all
projects is covered by project support costs. There were no items beyond financial completion
which were brought to our attention.

3.2.3 HCFC Start up activities

Based on our review of the agency business plans and our interviews with the agencies, the
agencies identified various start-up activities for HCFCs. These start-up activities were disputed
by MLF staff. As such, an alternative approach was taken in assessing the level of administrative
costs for the agencies. Based on a comparison of the administrative disbursements historically
and projected disbursements for 2008, we arrive at the following conclusions per agency:

UNDP — Per the latest business plan, additional three resources to be hired. Based on our
analysis, they will receive an additional $500k ($3.7m in 2007 vs. $4.2m estimated in 2008) of
funding in 2008 vs. 2007. We conclude that this will cover the additional costs and that no further
compensation is required.

UNIDO - We anticipate an increase in administrative disbursements to UNIDO in 2008 of $500k
(from $3.8m to $4.3m). However, There is a significant gap between the costs reported in their
Core Unit Report ($7.3m) and the administrative disbursements received ($3.8m) in 2007. We
recommend that UNIDO explain the nature of the significant increase in costs ($7.3m vs. $5.5m
2004-2006 average) reported before any conclusion on the requirement for additional funding is
made.

PricewaterhouseCoopers
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World Bank — We anticipate a sharp decrease in administrative disbursements for World Bank
from $9.2m in 2007 to $5m estimated in 2008. This drop can likely be offset by disbursements in
excess of costs incurred by World Bank in previous years. Based on our calculations,
disbursements to World Bank from 2004-2007 exceeded their reported costs by $5.2m. In 2007
alone, disbursements to the World Bank of $9.2m exceeded reported costs of $6.6m.

UNEP — UNEP has advised that they seek to revise the CAP budget in 2008 based on the
possible decisions to be taken at the 54™ Executive Committee meeting (this also provides an
opportunity for UNEP to further address Decision 52/7 for additional regionalization of CAP
resources).’

3.2.4 Current Cost Regime comparison with GEF

In our review of the GEF’s Review of Administrative Expenses Allocated to GEF Implementing
Agencies, we note that their average annual administrative expenses historically amounted to
9.7% for the period 2001-2005°. We would recommend an overall disbursement rate higher than
the GEF, given that GEF project disbursement levels far exceed the MLF’'s (GEF $534m/year vs.
MLF $157m/year). Itis our view that there are economies of scale with higher disbursement
levels.

3.2.5 Suitability of the current Cost Regime into the next triennium

Based on our mathematical models, where project disbursements to an implementing agency in a
year fall below approximately $25m, administrative costs as a percentage of project costs will
exceed 15%. We estimate that the planned disbursements for 2008-2010 will likely average
around 13%. However, in 2011, given the drop in expected project disbursements, the ratio of
administrative disbursements to project disbursements will increase to between 25.7% (Scenario
1) and 17% (Scenario 2).

Given the uncertainty with the estimates for 2011, it is not recommended that any changes to the
cost regimes are made at this time. However, as disbursement levels for any of the agencies
receiving core unit costs (UNDP, UNIDO, World Bank) falls below a certain level on a permanent
basis, measures should be in place to change the existing cost regime otherwise, the level of
administrative disbursements relative to project disbursements will increase.

One option would be that for agencies to earn the right to receive core unit costs, they need to
maintain certain disbursement levels. If disbursement levels decline, on a permanent basis,
below this threshold, the agency would be subject to the same cost regime as the bilateral
agencies, earning 13% of project support costs only.

Based on our analysis, we believe that this threshold should be set at approximately $35m of
disbursements per year.

! UNEP/OzL.Pro/ExCom/53/20, para 12
2 Refer to GEF/C.33/8 page 20
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3.2.6 Monitoring of administrative fees

Given the nature of administrative cost disbursements to the agencies, it is impossible to match
these disbursements exactly with the actual administrative costs incurred by the agencies.
However, we recommend that differences between administrative disbursements and costs
reported by the agencies are monitored and addressed if differences persist or grow over time.
Ideally, administrative costs reported by the agencies to the MLF would be subject to an
independent audit to provide comfort to the MLF.

In addition, we recommend that key performance indicators are developed whereby a review of
the ratio of administrative costs disbursed relative to project costs disbursed can be performed to
ensure that the existing cost regime is providing the appropriate level of administrative fees to the
agencies.

Lastly, we recommend that mechanisms are put in place to enable the MLF to estimate the level

of administrative costs to be disbursed into the future. This will provide the Executive Committee
with a means to assess any changes required to the current cost regime as project disbursement
levels change into the future.

3.2.7 Non-committed Grants

There is $129 million in grants that are not yet committed but for which ODS targets are close to
being met or have been met. Given the nature of grants, these amounts are committed to the
Article 5 recipient to perform the prescribed initiatives only. There does not appear to be flexibility
in the use of grants for other activities. As such, the agencies will have difficulty finding the
appropriate projects to implement or the projects implemented will have low returns in terms of
impact on ODS targets.

While there has been a commitment to an Article 5 country in the set up of a grant, flexibility is
required to divert the funds to other activities within that Article 5 country. Amendments to the
grant process are strongly recommended to enable the reallocation of grants towards different
programs (for example HCFCSs) for the recipient Article 5 country.

PricewaterhouseCoopers
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3.3 Other

3.3.1 Foreign Currency Exchange Risk

The Fixed Exchange Rate Mechanism is used to establish an agreed upon exchange rate over a
three year period between Executive Committee members and the MLF treasury unit in UNEP
Nairobi. The FERM allows Executive Committee members to transfer their agreed upon funding
to the MLF, using their national currency sheltered from currency fluctuations.

There is no such mechanism in place for the implementing agencies. The major issue arising
relates to the foreign currency risk borne by the implementing agencies which can create deficits
and surpluses out of the control of the agencies.

Managing foreign exchange risk is a complex matter. Many multinational companies have
complex treasuries which seek to minimize the impact of foreign currency fluctuations on their
operations in countries with different currencies. While the MLF's treasury protects Executive
Committee member contributions, there is no consideration for the foreign currency risk
exposures of the implementing agencies. It is strongly recommended that foreign currency risk
exposures are managed centrally and not at an agency level.

3.3.2 Reporting Requirements

Our study shows that the multi-year completion report is identified by the agencies as the most
time-consuming of reporting requirements to the MLF. The reports can range in volume (30, 45,
60 pages)® although the information required by the MLF is limited to ten tables of quantitative
information with a large portion of the information pre-populated. The large volume of qualitative
information is one of the primary reasons why the preparation of this report is so time-consuming.
Another reason is that the agencies are not structured to easily provide the quantitative
information requested by the Secretariat, resulting in additional data gathering and manipulation
leading to additional administrative costs.

We recommend that the Secretariat and the agencies agree on the minimum qualitative
information required in the multi-year project report. Such an agreement would further
standardize the reporting process across agencies and stabilize administrative costs associated
with reporting requirements.

We also recommend that the agencies revisit their data gathering process to maximize efficiency
and to reduce additional administrative costs associated to after the fact data gathering. For
example, data gathering should be integrated within the project activities and thereby collected
progressively from the start of the project until completion.

® Refer to appendix 7.8 for an example of a multi-year report
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4 Analysis and Key Findings

4.1 Review of the Administrative Cost Regime

4.1.1 Evolution of administrative cost regime

Since the creation of the Montreal Protocol, the Multilateral Fund (“MLF”") has been set up to
administer the funding of project-related activities relating to the reduction of Ozone Depleting
Substances (“ODS”). These activities are undertaken by both implementing and bilateral
agencies. As part of the implementation of MLF related projects, the agencies have been
provided with fees to fund administrative activities. These fees have been regulated by an
administrative cost regime. The administrative cost regime has been through four adjustments
over the years to better reflect the reality faced by agencies.

Under the current regime, for UNDP, UNIDO, and the World Bank, total administrative costs are
disbursed in two ways; fixed costs (core unit costs) and variable costs (project support costs).
For Bilateral agencies and UNEP’s non-CAP activities, the amounts are disbursed only via
variable costs (project support costs). For UNEP’s CAP activities, administrative fees are mixed
with other costs in the CAP budget.

Fixed costs (Core Unit costs) relate to a fixed amount that is disbursed annually. Variable costs
(Project support costs) are disbursed as a percentage of project cost disbursements. While the
regimes have changed the way in which Administrative costs are disbursed, they have not
changed the fundamental definition of Administrative costs.

The table in Figure 3.1 below provides an overview of changes to the administrative cost regime
since the inception of the MLF.

UNDP (since 1991) UNIDO (since 1992) World Bank (since 1991)  UNEP (since 1991) Bilateral Agencies
Regime 1 (Initial budget + 3% of projects costs 13% Follow Regime 2:

1991-1994) 0 Up to 500,000$ = 13%
Regime 1 administrative fees
i . 13% 0 Between 500,000$ and
igggted (tast 5,000,0008, 13% for first
0
Regime 2 (1998 - 0 Up to 500,000$ = 13% project support costs Same as other agencies but: 5001000$b2?:nii/0 for the
2002 0 Between 500,0008 and 5,000,0008, 13% for first 500,000 and 11% for the balance 0 Compliance Assistance ’ hy.
) 0 Above 5,000,008 is case-by-case Program (CAP) = 8% 0 Above 5,000,0008 s case-by

o Institutional Strenghtening (IS) case

=0%

Regime 3 (2002 - 1.5M for core unit costs plus: Regime 2 continued
2005) 0 250,000$ and above = 7.5% (including IS and project preparation)
Regime 4 (2005 - Same as regime 3 but core unit costs adjusted at 1.7M (plus ~ [Same as regime 3 but includes a|Regime 2 continued
present) potential 3% annual increase) potential 3% annual increase for
1.5M core unit costs

Figure 4.1 Summary table of administrative cost regime for agencies over the years

The chronology of events which have shaped the administrative cost regime:
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1. 1998 - Project support costs allocation change from a flat rate of 13% to a graduated
scale, based on project size and type. This change reflected the challenges faced by
agencies in implementing smaller, non-investment projects.

2. 2001: CAP was established to assist Article 5 countries to comply with their
commitments under the Montreal Protocol. At the Executive Committee meeting in
November 2001, Decision 35/5 noted that the CAP “reorientation [was] designed to
achieve and sustain compliance, promote a greater sense of country “ownership”, and
implement the agreed Executive Committee framework for strategic planning.” *

3. 2002: Project support cost percentages reduced to 9% and 7.5% (for projects less
than or greater than $250k respectively) and a fixed core unit cost grant of $1.5m for
UNDP, UNIDO and the World Bank. The core unit costs grant is meant to provide
more stability to the agencies over the years, decreasing their level of reliance on
project support costs (PSC) as a percentage of project funding.

4. 2006: Core unit cost grant subject to an annual increase of 3%. Base rate for UNDP
and UNIDO increased to $1.7m per annum.

In addition to the four main agencies (UNDP, UNEP, UNIDO and World Bank) with which the
MLF has formal agreements, the Executive Committee members are entitled to use up to 20% of
their annual contribution to implement their own projects through bilateral agencies. In terms of
support costs, these agencies are under the second administrative cost regime and can receive
up to 13% of the projects’ approved funding as project support cost, depending on project size.

According to UN internal regulations, UN agencies are not allowed to disburse fees relating to
project support cost funds before a project-related cost is incurred.

Based on our interviews with the agencies, they provided us with a qualitative overview of the
costs incurred during a project’s lifecycle:

e Project initiation: Expenditures related to administrative activities are incurred prior to
the commencement of project disbursements.

e Project execution: administrative activities are required to ensure continuity on delayed
projects even if no project activities are ongoing.

As a result, administrative costs are incurred by the agencies before project disbursements are
made. Prior to the 3" cost regime, this created significant cash flow issues for the agencies as
project support costs disbursements didn’t not match the agencies’ actual cost disbursements.

With the implementation of the 3" cost regime, the implementing agencies receive core unit
(UNDP, UNIDO, World Bank) disbursements. These disbursements are made annually and are
not dependent on the level of project disbursements. The agencies advised that this has
effectively addressed the cash flow issues that they were facing

* UNEP/OzL.Pro/ExCom/35/67, Decision 35/5(b).
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One of the goals of this assessment is to review the current cost regime and determine if changes
are required going into the next triennium. In order to evaluate the effectiveness of the current
cost regime, a review of both historical and future disbursements is required. In addition,
information from the different agencies needs to be presented in a common format to enable a
review of administrative cost disbursements in their entirety across all agencies. The first step in
this process is to define administrative costs.

4.1.2 Definition of Administrative Costs

The Coopers & Lybrand report, presented at the 26" Meeting of the Executive Committee,
advised that a common definition for administrative costs was required. The report proposed a
definition, detailed below, which was never formally agreed upon by the Executive Committee.

In preparation of this report, given that there is no agreed upon definition of administrative costs,
we have relied on the definition put forth in the previous Coopers & Lybrand report as this was the
definition recommended by the MLF staff. While this definition is approximately 10 years old,
project activities remain consistent across time. This should not be confused with the changes in
the administrative and project cost disbursement approaches to the agencies. While new
approaches to disbursements have been implemented (CAP, Core Unit Costs, Project Support
Costs), they do not change the underlying nature of administrative activities that are included in
the Cooper & Lybrand definition of administrative costs.

It is strongly recommended that a common definition of administrative costs is agreed to by the
Executive Committee. Additionally, this definition should be applied to all agencies, regardless of
the mechanism used for the disbursement of project and administrative costs.

The definition of administrative activities, as included with the Coopers & Lybrand report, is as
follows:

Administrative Activities Definition

In respect of MLF programs, the agencies are expected to use their existing field office networks
to match the needs of beneficiaries and the funds available from the Multilateral Fund. In doing
so, they are required first to identify and submit potential projects to the Executive Committee and
second, to ensure that the allocated funds are used in the manner authorized by the Executive
Committee, in line with approved project proposals and budgets.

Project identification, formulation and approval

With respect to new and potential projects, the agencies are expected to use administrative cost
allocation for the following activities:

= distributing information about the Multilateral Fund’s program to the agency’s field offices
network;

= collecting, reviewing and pre-qualifying project applications;

= dealing with governments and establishing legal agreements;

= preparing project proposals; obtaining project preparation budgets for larger projects;

= fielding consultants to project sites;
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Submitting and following-up project proposals submitted to the Executive Committee for
approval.

Project Implementation and Monitoring

With respect to approved projects, the agencies are expected to use the administrative cost
allocation for the following activities:

co-coordinating each agency’s efforts with the MLF;

preparing implementation agreements and terms of reference for subcontractors;
mobilizing implementation teams (executing agencies and consultants) for approved
projects using appropriate bidding and evaluation mechanisms;

processing contractual and accounting documents associated with approved projects;
monitoring the progress of a project from an administrative point of view, and;

reporting on results of projects and the program (preparing progress and project
completion reports).

Other activities to be considered as administrative

preparing annual business plans based on communications with national governments
about sector needs and priorities;

preparing progress reports;

participating in project formulation activities with country offices;

following up on implementation status, including country visits if there is evidence of
undue delays or difficulties;

providing input to the MLF with policy papers and issues, and;

participating in meetings sponsored by the Executive Committee, and the MLF.

Project Activities Definition

The following activities would not be considered to be administrative activities, and would be
conducted only on the basis of approved projects:

marketing, business development and prospecting for new projects (this activity is funded
by the Executive Committee which has established ozone units in each country);

project formulation/preparation, in cases where a project preparation budget has been
approved;

project implementation, including the provision of project management and technical
skills. This would include participating in the design of the project “deliverable” regardless
of the form of the deliverable or the method of the delivery. In other words, participation
on the design of constructed equipment and training material would both be considered
to be project activities;

any activities considered to be a project, for instance country program preparation,
technical assistance, training, etc.;

technical inspections of project “deliverables” by appropriately qualified experts;

technical support provided at the program or project level.
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Reimbursable Element of Administrative Costs

With respect to each implementing agency’s co-ordinating unit, to the extent that it supports the
Multilateral Fund, the following costs would be deemed to be eligible:

Direct Costs of the Co-ordinating Unit

Direct costs include:

= salaries and the associated benefits of permanent and contractual (consultants) staff;

= travel related to MLF activities, and to administrative monitoring of projects;

= office accommodation cost including a fair allocation of operating costs, based on the
proportion of useable space;

= equipment, office supplies, telecommunications and general expenses based on specific
expenditures;

= contractual services related to activities of the co-ordinating unit.

Allocation from central support services
A fair cost allocation from central support services of the implanting agency. This would include a
fair and equitable allocation of the expense of central services such as:

= human resources, based on proportionate number of staff;

= accounting, based on the volume of transactions generated

= management information systems, based on the proportionate number of workstations

and the actual systems used by the co-ordinating unit;
= procurement and legal, based on the volume of transactions generated,;
= general office and administrative services, based on the proportionate number of staff

Allocation of Country or Field Office Costs
A fair allocation of country or field office costs. This allocation could be made globally on the basis
of financial activity, e.g.. MLF spending vs. totally agency spending.

Direct costs of Implementing Arms involved in Administrative Projects

Direct costs of the implementing arms, be they executing agencies, national governments,
financial intermediaries or other consultants contracted by the agencies to the extent that they are
involved in the administration of projects. These costs would be established by service contract or
otherwise charged at rates equivalent to the fair value of the services received. These costs
would exclude costs approved as part of project budgets (e.g., the cost of UNIDO’s consultants in
many of its projects).

Non-Reimbursable Costs

It is proposed that the following items be considered as non-reimbursable for the purposes for
determining actual administrative costs:

= travel not directly related to MLF business, including the non MLF portion of multi-
purpose trips, related to activities extraneous to the implementing agency'’s role;

= allocations of general expenses already provided for in the general funds of agencies;

= charges aimed at underwriting deficits or costs in other programs, budgets or activities;

PricewaterhouseCoopers Page 1



Comprehensive independent assessment of the administrative costs required for the
2009-2011 triennium
Report of the Consultants

= any costs charged to projects.

It is with this definition of administrative costs, for lack of any accepted alternative, that our
assessment has been carried out. Using the definition above for all agencies, regardless of the
peculiarities of their administrative cost regimes, we will be able to identify overall administrative
costs paid out by the MLF.

With the implementation of the new cost regimes, the definition of administrative costs has been
split into Core Unit Costs and Project Support Costs to split Administrative costs between an
annual fixed disbursement (Core Unit Costs) and variable disbursements (Project Support Costs)
based on a percentage of Project disbursements. Throughout this assessment, references will
be made to Administrative costs. These Administrative costs are the sum of both Core Unit Costs
and Project Support Costs. With the exception of UNEP’s CAP budget, the identification of
administrative costs is relatively straight forward, with all information coming from annual
progress reports as approved by the Executive Committee.

For UNEP’s CAP budget, in order to compare administrative fees incorporated therein, we have
performed a high-level review of UNEP’s CAP budget, identifying the administrative cost
elements and transformed this information into a format consistent with the other agencies. The
review is in the next section.

4.1.3 CAP Analysis

Based on our discussions with UNEP Ozonaction personnel and review of the definition of
administrative costs referred to in the previous section, we have assessed that the CAP budget
includes both project costs and administrative costs. In order to analyze the administrative costs
paid to UNEP Ozonaction relative to the other agencies, the CAP budget was reviewed in detail
with a goal of isolating administrative costs.

In performing a detailed review of the CAP budget, the items (see list below) in the CAP budget
were agreed, based on UNEP Ozonaction’s rough estimates, as administrative costs. UNEP
does not have in place a mechanism for tracking staff time spent on administrative duties versus
substantive duties. It is not a recommendation of this report to seek this level of accuracy in
allocating staff costs between substantive and administrative activities. However, it is a
recommendation of this report to establish a reasonable allocation of staff activities between
substantive and administrative activities to enable comparability of UNEP Ozonaction’'s
administrative disbursements with the other agencies.

PricewaterhouseCoopers Page 16



Comprehensive independent assessment of the administrative costs required for the
2009-2011 triennium

Agreed Allocation of CAP Budget between Administrative .
Administrative and Project Costs Costs Project Costs
Head of Branch (1101) 100% 0%
Network & Policy Manager (1102) 50% 50%
Capacity Building Manager (1103) 50% 50%
Monitoring & Administration Officer (1105) 100% 0%
IS/IRMP/CP Officer (1108) 50% 50%
Secretary Chief (1301) 100% 0%
Assistant Monitoring & Administration (1304) 100% 0%
Assistant IS/RMP/CP (1305) 50% 50%
Paris staff travel (1601) 50% 50%
Advisory and Consultative Meetings — Paris (3301) 50% 50%
Office supplies - Paris and ECA (4101) 50% 50%
Non-expendable equipment / computer - Paris and ECA (4201) 50% 50%
Office rental - Paris and ECA (4301) 50% 50%
Rental and maintenance of office equipment - Paris and ECA (5101) 50% 50%
Reporting / reproduction costs (5201) 50% 50%
Communication & dissemination - Paris and ECA (5301) 10% 90%
Regional offices staff and assistants 10% 90%

Figure 4.2 UNEP’s estimation of administrative expenses included within the CAP budget

Based on the split of the costs between project and administrative costs agreed to above, the
reformatted UNEP Ozonaction CAP budget is presented below in the format of the annual Core
Unit Report as submitted by the other agencies. It must be noted that the presentation below is
strictly to enable comparability with the submissions of Administrative costs by the other
agencies. As such, the categorization of CAP’s Administrative costs as Core Unit Costs is not an
attempt to change any aspect of the current regime.

Year of Disbursement [ 2002 ] 2008 [ 2004 [ 2005 [ 2006 [ 2007 |

Project costs

Salaries 1.9 25 3.1 3.2 34 3.6
Travel 0.2 0.4 0.6 0.6 0.5 0.5
Sub-contractors 0.2 0.2 0.2 0.3 0.7 0.8
Training 0.4 0.5 0.7 0.7 0.9 0.9
Other 0.3 0.5 0.7 0.7 0.7 0.7
Total Project Costs 3.0 4.2 5.3 5.7 6.3 6.5
Administrative Component of CAP Budget

Core unit personnel and contractual staff 0.6 0.8 0.9 0.9 1.0 1.0
Travel 0.1 0.2 0.2 0.2 0.2 0.2
Space (rent and common costs) 0.1 0.1 0.2 0.2 0.2 0.2
Equipment supplies and other costs (computers, supplies,etc) 0.0 0.1 0.1 0.1 0.0 0.0
Contractual services (firms) 0.0 0.0 0.0 0.0 0.0 0.0
Reimbursement of central services for core unit staff 0.0 0.0 0.0 0.0 0.0 0.0
Total Administrative Component of CAP Budget 0.9 1.1 1.3 1.4 1.4 15
Total CAP Budget after Adjustments 3.8 53 6.6 7.0 7.8 8.0
Project Support Costs 0.4 0.5 0.5 0.6 0.6 0.6
Total CAP and Project Support Budget after Adjustments 4.2 5.8 7.1 7.6 8.4 8.6
CAP % Total Administrative Costs 30% 28% 26% 26% 25% 24%
CAP % of Administrative Costs (less Project Support Costs) 22% 21% 20% 20% 19% 18%

Figure 4.3 Breakdown of CAP Budget in $USm

However, in review of the detailed CAP budget and discussions with MLF staff, the following
changes were made to the assumptions that UNEP Ozonaction agreed to above:

e Network & Policy Manager (100% vs. 50% administrative) — Resource description
appears to be administrative in nature (2007 impact $88k).
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e Capacity Building Manager (100% vs. 50% administrative) — Resource description
appears to be administrative in nature (2007 impact $80k).

o Regional offices staff and assistants (30% vs. 10% administrative) — Based on our
discussions with the MLF staff, the activities performed by the regional offices includes
various administrative activities such as the management of progress reports. Estimating
that the staff members spend 30% of their time performing administrative functions has
an impact of $600k in 2007 on the overall CAP split between project and administrative
costs.

Taking into consideration the latter changes to the original assumptions, we updated the analysis
of CAP for the years 2002-2007 which can be found below:

Year of Disbursement [ 2002 ] 2003 | 2004 | 2005 | 2006 | 2007 |

Project costs

Salaries 15 2.0 25 2.6 2.7 2.9
Travel 0.2 0.4 0.5 0.6 0.4 0.4
Sub-contractors 0.2 0.2 0.2 0.3 0.7 0.8
Training 0.4 0.5 0.7 0.7 0.9 0.9
Other 0.3 0.5 0.6 0.7 0.7 0.7
Total Project Costs 25 3.6 4.5 4.9 5.5 5.7
Administrative Component of CAP Budget

Core unit personnel and contractual staff 1.0 13 15 1.6 17 1.8
Travel 0.2 0.2 0.3 0.3 0.3 0.3
Space (rent and common costs) 0.1 0.2 0.2 0.2 0.3 0.2
Equipment supplies and other costs (computers, supplies,etc) 0.1 0.1 0.1 0.1 0.1 0.1
Contractual services (firms) 0.0 0.0 0.0 0.0 0.0 0.0
Reimbursement of central services for core unit staff 0.0 0.0 0.0 0.0 0.0 0.0
Total Administrative Component of CAP Budget 13 1.7 21 2.2 2.3 2.3
Total CAP Budget after Adjustments 3.8 5.3 6.6 7.0 7.8 8.0
Project Support Costs 0.3 0.4 0.5 0.6 0.6 0.6
Total CAP and Project Support Budget after Adjustments 4.1 5.7 7.1 7.6 8.4 8.6
CAP % Total Administrative Costs 39% 38% 37% 36% 34% 34%
CAP % of Administrative Costs (less Project Support Costs) 34% 33% 32% 31% 29% 29%

Figure 4.4 Breakdown of CAP Budget in $US m
In reviewing the table above, we can make the following observations:

e The ratio of overall administrative fees relative to the project costs is roughly 35% of
project related expenditures. This is significantly higher than amounts paid out to the
other agencies. A higher administrative ratio for CAP was expected given the nature of
the project activities covered by the CAP. By presenting administrative disbursements in
the manner above, Executive Committee members will be able to compare them with
other agencies.

e There is a need for consistency, across agencies, in the reporting of the administrative
costs disbursed by the MLF, regardless of how they are disbursed (Core Unit, Project
Support, or CAP). This will enable the Executive Committee to understand the level of
administrative disbursements made by the MLF to the agencies. It is our view that this
will facilitate the Executive Committee’s decision making around administrative costs in
the future.
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e Incorporated within the CAP budget is the calculation of project support costs. Project
support costs are calculated as 8% of the entire CAP budget. Given that the CAP budget
includes administrative activities, the rate of 8% is not only calculated on project costs but
on administrative costs as well which is not the case for other agencies. Given our
estimate of administrative costs of $2.3m in 2007, this amounts to approximately $185k in
the 2007 CAP budget. It is to be noted that UNEP has disagreed with this conclusion on
the basis that there is no agreed definition of administrative costs.

As mentioned above, there is a need to improve the consistency of reporting to the Executive
Committee. Therefore, it is strongly recommended that the detailed reporting of the CAP budget
is maintained, however, there is also a need to summarize this information in a format similar to
the Core Unit reports submitted by the other Implementing Agencies.

4.1.4Historical Analysis of Administrative Costs

In planning for this project, our intention was to perform a comparative analysis of the details of
project support costs and core unit costs incurred by the agencies and to compare these costs
with the project support cost and core unit cost disbursements made by the MLF to the agencies.
The goal of this review was to assess the sufficiency of disbursements by the MLF.

To accomplish this goal, the agencies were asked to provide detailed breakdowns for both core
unit and project support costs. Given the shared nature of some of these costs (e.g., rent,
Finance support, etc...) the agencies were asked to provide explanations on how shared costs
were allocated to MLF activities in the preparation of the MLF's Core Unit Cost report. For
example, it is typical for rent charges to be allocated to a department based on the square
footage that the department occupies relative to the other departments sharing the same facility.

Our approach was based on the information contained in the table below which was presented at
the 54" Executive Committee meeting:

Accounting method
UNEP World Bank UNIDO Environment ~ French GEF GTZ
Canada

Funding (1) Separate trust fund for MLF General fund for Separate trust fund for MLF

Unido
Project costs Project by project allocation

O IIISTERVEH SN Separate PSC  [Separate PSC  [Separate PSC  [No separate PSC|[Separate PSC account.
account. account. account. and Core Unit

accounts.

No separate Core|Core Unitis not [Separate Core No separate Core Unit account.

Unitaccount.  |applicable. Unit account.

(1) Includes information from document UNEP/OzL.Pro/ExCom/54/55.

Figure 4.5 Accounting methods by agency
We note in the chart above, that UNIDO is the only agency that:

PricewaterhouseCoopers Page 19



Comprehensive independent assessment of the administrative costs required for the
2009-2011 triennium

e does not have a separate trust fund for the funding received from the MLF

e does not have separate project support cost accounts

It is recommended that UNIDO is aligned in their accounting approach with the other agencies as
this will enable similar reporting for the MLF and other MEA's.

Accordingly, our expectations were that UNIDO would not be able to provide us with the
information required. However, we did expect the information from the other agencies. In
response to our requests for this information, the implementing agencies provided us with the
same information that is included in the annual Core Unit reports. Of the bilateral agencies, only
Environment Canada provided us with their detailed administrative costs incurred (refer to
Section 6.5 for details of information submitted by the agencies).

Given the time constraints of our study and the fact that we were not mandated to perform an
audit, we were limited to reviewing the Core Unit reports submitted by the agencies to the MLF.
Our experiences were consistent with the experience of consultants engaged by the GEF Council
to perform a similar study on the implementing agencies®.

Given the CAP analysis performed above and given the UNEP does not have a core unit budget,
the UNEP business plan numbers were adjusted to reflect an estimate of the administrative costs
included in the CAP and the following consolidated table for all agencies was prepared.

Average
Cost Items 2004 2005 2006 2007 Ratios

Core Components (see note 1)

Core unit personnel and contractual staff 4.8 4.9 55 5.8 75%
Travel 0.8 0.8 0.8 0.9 12%
Space (rent and common costs) 0.4 0.5 0.5 0.5 7%
Equipment supplies and other costs (computers, supplies,etc) 0.2 0.3 0.2 0.3 3%
Contractual services (firms) 0.1 0.1 0.0 0.1 1%
Reimbursement of central services for core unit staff 0.8 0.9 0.8 0.8 12%
Adjustment (-ive amount = core unit budget overrun)* (0.4) (0.8) (0.6) 0.9) -10%
Total core unit cost (see note 1) 6.7 6.7 7.2 7.4 35%
Reimbursement of country offices and national execution 6.5 6.8 6.7 6.8 52%
Executing agency support cost (internal) 3.2 3.3 2.4 3.5 24%
Financial intermediaries including overhead 1.7 2.3 2.2 2.0 16%
Cost recovery 0.0 0.3 0.0 0.4 1%
Adjustment (per above)* 0.4 0.8 0.6 0.9 5%
Supervisory costs incurred by MPU 0.2 0.3 0.1 0.1 1%
Total project support costs 12.0 13.7 12.0 13.7 65%)
Grand total administrative support costs 18.7 20.4 19.2 21.1 100%
Core unit costs disbursements (see note 1) 6.6 6.6 7.0 7.2 33%
Project support costs disbursements 13.9 14.6 12.9 13.3 67%
Total administrative costs disbursements 20.5 21.2 19.9 20.5 100%
Difference 1.7 0.8 0.8 (0.6) 3%
Note 1: Core budget does not apply to UNEP; extracts from comparable budget elements from CAP used instead

Figure 4.6 Evolution of administrative costs in $US million

Review of administrative expenses allocated to GEF implementing agencies, recommended council decisions
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Given our mandate, and based on the information provided by the agencies, we performed an
analysis between the costs incurred by the agencies (per their Core Unit reports and, in the case
of UNEP, the Progress Report, which includes CAP) and the disbursements made by the MLF.
The results are in the table below.

2004 2005 2006 2007 Total
UNDP 1.7 0.8 0.6 0.6 3.6
UNEP - 0.1) (0.1) 0.2) (0.4)
UNIDO (0.5) (1.4) (0.2) (3.5) (5.7)
World Bank 0.6 1.5 0.5 2.6 5.2
Bilaterals (0.0) 0.0 (0.0) 0.0 0.0
Total 1.7 0.8 0.8 (0.6) 2.7

Figure 4.7 Differences between costs and disbursements
In reviewing the table above, we can make two key observations:

e Aside from UNIDO, the agencies do not appear to be experiencing a cash flow problem
given; disbursements per year do not exceed the costs submitted in the Core Unit
reports. This is consistent with the statements made by the agencies during our
interviews.

e UNIDO'’s costs incurred exceed costs disbursements by the MLF by $5.7m from 2004 to
2007.

Given the difficulties in performing a detailed cost review as described above, the next step in our
analysis was to review the administrative cost approvals and disbursements made to the
agencies and to assess the reasonability of the overall amounts relative to the project costs
approved and disbursed for the agencies.

The current administrative cost regime was established to provide stable funding for the wind-
down of MLF activities. The view was that, as the level of project disbursements reduced over
time, the implementing agencies would require a minimum amount of cost disbursements to
cover the core costs required to wind down existing activities. As such, the core unit cost
approach was adopted for all of the implementing agencies with the exception of UNEP which
was applying the CAP approach.

However, assuming that normal project activities were undertaken and there was no wind-down
of project activities, the informal target for administrative costs was set at 10-13% of project costs
as per information provided to us by MLF staff members.
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By consolidating the information included within the annual progress reports, we arrive at the
following view of the project and administrative fees disbursed to the agencies over the period
2004-2007:

2004 2005 2006 2007 Average

Disbursements

Project Costs 140.0 173.2 150.8 163.6 156.9
Core Unit Costs 6.6 6.6 7.0 7.2 6.8
Project Support Costs 13.9 14.6 12.9 133 13.7
Total Administrative Costs 20.5 212 19.9 205 20.5
Total Project and Administrative Costs 160.5 194.4 170.7 184.1 1774
Project Support Costs as a % of Project Costs 9.9% 8.4% 8.6% 8.1% 8.7%
Total Administrative Costs as a % of Project Costs 14.6% 12.3% 13.2% 12.5% 13.1%

Figure 4.8 Consolidated view of project and administrative disbursements from 2004 to
2007

Further details on funding and disbursements by agency can be found in Section Error!
Reference source not found..

The average overall ratio of administrative costs (including our estimation of the CAP
administrative costs) is 13.1% over the period 2004-2007.

In reviewing the table below, we can see that the highest percentage of total administrative costs
is associated with UNEP followed by UNDP, UNIDO, Bilateral agencies and World Bank.

2004 2005 2006 2007 Average
UNDP 15.5% 14.5% 16.2% 15.9% 15.4%
UNEP 32.3% 32.9% 32.5% 31.1% 32.2%
UNIDO 14.2% 13.6% 12.2% 14.7% 13.6%
World Bank 11.6% 9.1% 10.9% 9.6% 10.1%
Bilaterals 12.9% 10.9% 9.1% 9.5% 10.4%
Total 14.6% 12.3% 13.2% 12.5% 13.1%

Figure 4.9 Disbursements by year by agency and average disbursements by year

The ratio of administrative fees disbursed relative to projects cost disbursements is notably high

for UNDP, UNEP, and UNIDO. The primary reason for UNEP’s ratio is the CAP, which has been
discussed in Section 4.1.3. For both UNDP and UNIDO, the cause is primarily linked to declining
project cost and project support cost disbursements and increasing core unit cost disbursements.

Given core unit costs are paid out in annually regardless of the level of project disbursements
within the current cost regime, there is a risk that the overall administrative fees disbursed relative
to project cost disbursements will increase as project cost disbursements decline. This fact will
be considered when reviewing the cost regime in our analysis on the sufficiency of funding in the
next triennium which can be found in section 4.2.4 of this report.
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4.2 Sufficiency of Funding into the Next Triennium

4.2.1 Portfolio evolution in the consolidated 2008-2010 Business Plan of the
Multilateral Fund

The agencies have prepared their business plan for the next triennium (2009-2010) including
forecasted CFC phase-out and HCFC-related projects and activities. The business plans were
adjusted at the 54™ Executive Council meeting. As the goal of this report is to assess the funding
of administrative costs into the next triennium, our key requirement is to estimate, based on the
information submitted, the administrative fees derived off of the business plan as agreed with the
MLF Secretariat.

The business plan, as approved, consists of the levels of anticipated project approvals for
different activities over the period 2008-2010. In being able to accurately estimate the
administrative costs for all agencies, we were faced with various challenges:

e Project support costs were grouped with project costs

e CAP expenditures were not split between administrative and project costs
e Project costs were not allocated to the different agencies

e UNDP’s HCFC financing activities to be split with other agencies

To address this, various assumptions were required to split out the administrative costs in order
to arrive at a final estimate for the administrative costs over the period of the business plan:

e Project costs were split by agency in accordance with the ratio of what was submitted in
their business plans, and what was eventually approved. For example, the original
business plan approved funding for disposals was $42m of which UNIDO submitted a
business plan for $29m, or 69% of the total. The business plan, as approved, called for
overall funding of $500k. As such, an estimate of $345k (69% x $500k) was applied to
UNIDO relating to disposals.

e CAP expenditures were split in the same ratios as split in the previous analysis on the
segregation of CAP funding between project costs and administrative costs.

e Project support costs were calculated based on the existing cost regime. The current
cost regime allocates project support costs based on the:

o Type of activity performed — For example, Institutional strengthening activities
performed by UNEP receive 0% project support cost allocation

o The agency — For example, Bilateral agencies receive project support costs of
13% regardless of the activity.

o The size of the project — For example, projects implemented by UNDP, UNIDO,
and World Bank earn project support costs at 7.5% for projects above $250k and
9% for projects below.
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o UNDP HCFC financing activities were split between the agencies in the following ratios:

2008 2009 2010
UNDP 30% 30% 30%
UNEP 10% 10% 10%
UNIDO 25% 25% 25%
World Bank 25% 25% 25%
Bilaterals 10% 10% 10%
Total 100% 100% 100%

Figure 4.10 Ratios used to split UNDP’s portion of HPMP financing activities

The result of applying our assumptions was to arrive at the following split of the business plan by
year with the associated administrative costs:

Consolidated Business Plan

2008 2009 2010 Total
Project Costs
CFC Activities (Including MYAs) 59.5 30.1 7.3 96.9
Institutional Strengthening 6.8 9.1 6.4 22.4
ODS Disposal 0.6 5.2 7.2 13.0
CAP (See Note 1) 6.3 6.5 6.7 19.4
Methyl Bromide 5.8 6.9 3.0 15.7
HCFC 19.4 86.2 77.0 182.6
MDI 24.4 20.7 5.0 50.1
Other Activities 2.3 1.5 1.0 4.8
Total Project Costs 125.2 166.2 113.6 405.0
Administrative Costs
Core unit costs (See Note 1) 8.0 8.2 8.5 24.7
HCFC - Additional Core Unit Costs 0.0 0.0 0.0 0.0
Project Support Cost Estimate 11.2 14.8 10.0 35.9
Total Administrative Costs 19.2 23.0 18.5 60.6
Total Budget Submitted 144.4 189.2 132.1 465.6
Total Administrative Costs as a % of
Project Costs 15.3% 13.8% 16.2% 15.0%

costing does not apply to UNEP.

Note 1: UNEP's CAP costs have been segregated between project costs and administrative costs. UNEP's CAP costs estimated
as administrative costs have been categorized as Core Unit costs for the sake of comparison with other agencies. Core unit

Figure 4.11 Business Plan for the Next Triennium
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In order to compare with prior periods, Figure 4.12 provides a comparison between the average
approvals from the period 2004-2007 and the business plan. Details of the project activities have
been removed to facilitate the analysis as follows:

Actual Estimates
Average 2004 -
2007 2008 2009 2010 Total

Approved funding

Project Costs 144.9 125.2 166.2 113.6 405.0
Core Unit Costs 7.2 8.0 8.2 8.5 24.7
Project Support Costs 11.4 11.2 14.8 10.0 35.9
Total Administrative Costs 18.6 19.2 23.0 18.5 60.6
Total Project and Administrative Costs 163.6 144.4 189.2 132.1 465.6
Project Support Costs as a % of Project Costs 7.9% 8.9% 8.9% 8.8% 8.9%
Total Administrative Costs as a % of Project Costs 12.9% 15.3% 13.8% 16.2% 15.0%

Figure 4.12 Business Plan for the Next Triennium compared to prior years

Based on the chart above, the average administrative fees approved over the term of the
business plans will be 15%. This is an increase when compared with average administrative fees
of 12.9% over the period from 2004-2007. Primary drivers for the increase relate to:

e increases in the administrative component of the CAP from $2.2m per year (Average 2004-
2007) to $2.7m per year (Average 2008-2010). This increase is in the same ratio as the
increase in the overall CAP budget over this period of time.

e an annual increase of the core unit funding of 3%

e a shift in the allocation of project approvals to the agencies, in particular a reduction in World
Bank approved project funding levels (see table below).

Ave. 2004 - Ave. 2008 -
2007 2010 Difference

UNDP 14.3% 21.3% 7.0%
UNEP 8.4% 18.2% 9.8%
UNIDO 23.0% 26.2% 3.2%
World Bank 46.5% 28.3% -18.3%
Bilaterals 7.8% 6.0% -1.8%
Total 100.0% 100.0%

Figure 4.13 Ratio of project approvals by agency for prior periods (2004-2007) and
Business Plan

World Bank has had its portion of project funding decreased dramatically over the term of the
business plan versus the history from the past four years. World Bank traditionally implements
larger projects (see graphic below).
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Figure 4.14 Ratio of approved projects less than $250k

Based on a study conducted by UNEP in 2002° it was demonstrated that small projects (less than
$250Kk) are less administratively cost-efficient than larger projects, incurring administrative costs
of 20% instead of 13% on average for larger projects. The basis for their conclusions was that for
all projects, there is a requirement to perform similar functions in terms of the administrative
functions (e.g., reporting, project management). These project-related administrative activities do
not decrease proportionately with project size.

As such, the increase in the overall ratio of administrative fees from 12.9% to 15% is expected.
This increase in fees paid will supplement the additional costs incurred by the agencies in
managing a portfolio of smaller projects.

4.2.2 Portfolio evolution based on the findings of the Replenishment Task
Force

The Replenishment Task Force was set up in part to determine the additional funding
requirement for HCFC activities. Pursuant to decision XIX/10, the Replenishment Task Force has
estimated the total funding required for the period 2009-2011 to enable Parties operating under
Article 5 to comply with all relevant control schedules under the Montreal Protocol to be between
$342.8m and $639.8m, $21.8m of which relates to costs associated with the MLF Secretariat
($20.3m) and the Treasury Function ($1.5m) which are outside the scope of this review.

The amount on the low end of the range ($321m after removal of out of scope items) will be
referred to as Scenario 1, the amount on the high end ($618m after removal of out of scope
items) will be referred to as Scenario 2. The task force was forced to provide a range due to the
uncertainties about the cost effectiveness of HCFC projects (the cost per kg of HCFC phased
out).

® UNEP/OzL.Pro/ExCom/35/52 and Add.1
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The estimated funding determined by the Replenishment Task Force varies from the 2008-2010
Business Plan as it covers different time periods (2009-2011) and different activities. As such, in
order to determine the sufficiency of funding for administrative costs into the next triennium we
were required to build mathematical models to estimate future project approval and disbursement
amounts.

In generating the mathematical model for project approvals and disbursements into the next
triennium, another series of assumptions is required. Consistent with the estimate generated for
the 2008-2010 Business Plan, we were faced with various challenges:

Project support costs were grouped with project costs for HCFC activities

CAP expenditures were not split between administrative and project costs

Project costs were not allocated to the different agencies

Project costs were estimated for the entire 3 year period, but were not split by year
The replenishment activities do not address 2008 activities

Estimation of project disbursements was required to monitor estimated fees to be
disbursed to the agencies as there is a lag between project approvals and project
disbursements.

Unused funding needs to be considered as this has a significant impact on project
disbursements. As at the end of 2007, the total of unused funding amounts to $312.5m
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Replenishment Task Force level of Project Approvals

In order to perform an analysis of the sufficiency of funding over time the first step in our analysis
was to split the estimated project approvals for the 2009-2011 triennium by year. All compliance
project approvals were allocated evenly between 2009-2010 in accordance with the agreements
signed by Article 5 countries. All non-compliance project approvals were allocated evenly
between 2009-2011 as there is no requirement to complete these project activities by the end of
2010. The allocation of project approvals by year was estimated in Figure 4.15 and Figure 4.16
below for Scenario 1 and Scenario 2 respectively:

2009 2010 2011 2009-2011
Project Costs
CFC Activities (invcluding MYA) 16.6 16.6 0.0 33.2
Institutional strengthening 7.2 7.2 7.2 21.6
ODS disposal 8.4 8.4 8.4 25.1
CAP - Estimate 9.7 9.7 9.7 29.2
Methyl bromide 4.7 4.7 4.7 14.2
HCFC 43.2 43.2 43.2 129.7
MDI 12.0 12.0] 0.0 24.0
Other Activities 3.9 3.9 0.0 7.8
Total Project Costs 105.7 105.7] 73.3 284.7
Administrative Costs
Core unit costs 5.5 5.5 55 16.6
HCFC - Additional Core Unit Costs 0.0
Project Support Cost Estimate 7.3 7.3 5.1 19.7
Total Administrative Costs 12.9 12.9 10.6) 36.4
Total Replenishment Task Force
Balance Submitted 118.6 118.6 83.9 321.1
Total Fees 2008-2010 12.2% 12.2% 14.5% 12.8%

Figure 4.15 Scenario 1 — Replenishment Task Force Estimates
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2009 2010 2011 2009-2011
Project Costs
CFC Activities (invcluding MYA) 16.6 16.6 0.0 33.2
Institutional strengthening 7.2 7.2 7.2 21.6
ODS disposal 8.4 8.4 8.4 25.1
CAP - Estimate 9.7 9.7 9.7 29.2
Methyl bromide 4.7 4.7 4.7 14.2
HCFC 134.9 134.9 134.9 404.7
MDI 12.0 12.0 0.0 24.0
Other Activities 3.9 3.9 0.0 7.8
Total Project Costs 197.4 197.4 164.9 559.7
Administrative Costs
Core unit costs 5.5 5.5 5.5 16.6
HCFC - Additional Core Unit Costs 0.0
Project Support Cost Estimate 14.7 14.7 12.3 41.7
Total Administrative Costs 20.3 20.3] 17.8] 58.4
Total Replenishment Task Force
Balance Submitted 217.7 217.7 182.8 618.1
Total Administrative Costs as a % of
Project Costs 10.3% 10.3% 10.8% 10.4%

Figure 4.16 Scenario 2 — Replenishment Task Force Estimates

Project support costs above include estimates (8% of project approvals) for some HCFC phase-
out activities which were not estimated in the Replenishment Task Force report. This assumes a
mix between large and small projects.

As the findings of the Replenishment Task Force only cover the period from 2009-2011, the
estimates generated for 2008 activities in the 2008-2010 Business Plan were combined with the
estimates from the Replenishment Task Force.

In allocating the activities to the different agencies, the ratios of approved funding by agency
generated in estimates for the 2008-2010 Business Plan were used. The ratios for 2010 were
also applied equally to the estimated approvals for 2011.

Project support and core unit costs were recalculated based on our mathematical model. This
resulted in a slight increase to administrative costs of $1.2m for Scenario 1 over the three year
period.

Lastly, the CAP budget was split between project costs and administrative costs based on our
previous analysis.

The first scenario was based on the lower estimate provided by the Replenishment Task Force.
The results, on an agency by agency basis, are as follows:
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UNDP UNEP UNIDO | World Bank| Bilaterals Total
Project Costs
CFC Activities (invcluding MYA) 3.1 1.0 16.1 11.9 1.0 33.2
Institutional strengthening 6.8 10.7 1.9 2.1 0.0 21.6
ODS disposal 7.9 0.0 17.1 0.0 0.1 25.1
CAP (See Note 1) 0.0 19.1 0.0 0.0 0.0 19.1
Methyl bromide 0.0 0.0 11.5 0.4 2.2 14.2
HCFC 32.5 17.1 26.6 42.2 11.3 129.7
MDI 8.0 0.0 15.9 0.1 0.0 24.0
Other Activities 0.0 0.8 6.8 0.0 0.2 7.8
Total Project Costs 58.3 48.7 96.0 56.8 14.9 274.6
Administrative Costs
Core unit costs (see Note 1) 5.9 8.0 5.9 5.3 0.0 25.1
Project Support Cost Estimate 5.0 4.0 7.9 4.5 1.9 23.3
Total Administrative Costs 10.9 12.0 13.8 9.7 1.9 48.4
Total Project and Administrative Costs 69.2 60.6 109.8 66.5 16.8 323.0
Total Administrative Costs as a % of Project
Costs 18.8% 24.6% 14.4% 17.1% 13.0% 17.6%
Average Administrative Costs as a % of project
approvals 2004-2007 15.9% 30.2% 12.5% 9.8% 11.3% 12.9%
Note 1: UNEP's CAP costs have been segregated between project costs and administrative costs. UNEP's CAP costs estimated as
administrative costs have been categorized as Core Unit costs for the sake of comparison with other agencies. Core unit costing does not
apply to UNEP.

Figure 4.17 Scenario 1 — Replenishment Task Force Estimates by agency (2009-2011)

Per Figure 4.17, a significant increase in the ratio of administrative fees against project costs is
noted for World Bank (17.1% vs. 9.8% for 2004-2007). The increase is strictly related to a
decline in the level of project approvals for the World Bank as the core unit fees continue to be
paid out at the same ratio. UNEP’s administrative cost ratio of 24.6% is tied to the CAP and is
below historical administrative cost ratios from the period of 2004-2007 (30.2%) due to a planned
increase in non-CAP activities by UNEP.

Another view of Scenario 1, with adjustments per our mathematical model, provides the allocation
of the project approvals by year:

Actuals Estimates
Average 2008 -
2004 - 2007 2008 2009 2010 2011 2011

Approved funding Average
Project Costs 144.9 125.2 102.3 102.3 69.9 99.9
Core Unit Costs 7.2 8.0 8.2 8.4 8.5 8.3
Project Support Costs 11.4 11.2 8.8 8.6 5.9 8.6
Total Administrative Costs 18.6 19.2 17.0 17.0 14.4 16.9
Total Project and Administrative Costs 163.6 144.4 119.4 119.3 84.3 116.8
Project Support Costs as a % of Project Costs 7.9% 8.9% 8.6% 8.4% 8.4% 8.6%
Total Administrative Costs as a % of Project Costs 12.9% 15.3% 16.6% 16.6% 20.6% 16.9%

Figure 4.18 Scenario 1 — Replenishment Task Force Estimates by year (2008-2010)

In this view of funding approvals, the balance of project approvals declines gradually between
2008 and 2011. Due to the decline in funding, the impact of applying the current cost regime is
that overall administrative costs average 16.9% over the four year period which is far in excess of
the average of the previous four years, 12.9%.
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The results for Scenario 2 by agency are as follows:

UNDP UNEP UNIDO | World Bank| Bilaterals Total
Project Costs
CFC Activities (invcluding MYA) 3.1 1.0 16.1 11.9 1.0 33.2
Institutional strengthening 6.8 10.7 1.9 2.1 0.0 21.6
ODS disposal 7.9 0.0 17.1 0.0 0.1 25.1
CAP (See Note 1) 0.0 19.1 0.0 0.0 0.0 19.1
Methyl bromide 0.0 0.0 11.5 0.4 2.2 14.2
HCFC 101.4 53.3 83.0 131.8 35.2 404.7
MDI 8.0 0.0 15.9 0.1 0.0 24.0
Other Activities 0.0 0.8 6.8 0.0 0.2 7.8
Total Project Costs 127.2 84.8 152.4 146.4 38.8 549.6
Administrative Costs
Core unit costs (See Note 1) 5.9 8.0 5.9 5.3 0.0 25.1
Project Support Cost Estimate 11.0 8.7 12.6 11.5 5.0 48.8
Total Administrative Costs 16.9 16.7 18.5 16.8 5.0 73.9
Total Project and Administrative Costs 144.0 101.5 170.9 163.1 43.9 623.4
Total Administrative Costs as a % of Project Costs 13.3% 19.6% 12.1% 11.5% 13.0% 13.4%
Average Administrative Costs as a % of project
approvals 2004-2007 15.9% 30.2% 12.5% 9.8% 11.3% 12.9%
Note 1: UNEP's CAP costs have been segregated between project costs and administrative costs. UNEP's CAP costs estimated as
administrative costs have been categorized as Core Unit costs for the sake of comparison with other agencies. Core unit costing does not
apply to UNEP.

Figure 4.19 Scenario 2 — Replenishment Task Force Estimates by agency (2009-2011)

In this scenario, due to a larger amount of project approvals, the administrative cost ratio declines
to 13.4% vs. 17.6% for Scenario 1. This is due to the increase in project approvals vs. Scenario
1.

The results by year:

Actuals Estimates
Average 2008 -
2004 - 2007 2008 2009 2010 2011 2011

Approved funding Average
Project costs 144.9 125.2 194.0 194.0 161.5 168.7
Core unit costs 7.2 8.0 8.2 8.4 8.5 8.3
Project support costs 11.4 11.2 17.7 16.9 14.2 15.0
Total Administrative Costs 18.6 19.2 25.8 25.3 22.7 231!
Total Project and Administrative Costs 163.6 144.4 219.9 219.3 184.3 191.9
Project Support Costs as a % of Project Costs 7.9% 8.9% 9.1% 8.7% 8.8% 8.9%
Total Administrative Costs as a % of Project Costs 12.9% 15.3% 13.3% 13.0% 14.1% 13.8%

Figure 4.20 Scenario 2 — Replenishment Task Force Estimates by year (2008-2011)

In Scenario 2, our model calculates a sharp increase in project approvals between 2008 and
2009-2010. The increase in project approvals results in an average administrative cost ratio of
13.8% of project approvals. The increase relative to prior years is largely due to increases in the
CAP and core unit cost percentages over time.
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Replenishment Task Force level of Project Disbursements

A review of project approvals alone will not provide a complete picture of the sufficiency of
funding issues that this study addresses. In addition to project approvals, there is a requirement
to review the impact of the balance of unused funds and the project disbursements as these will
play a significant part in determining the administrative disbursements that the agencies can
anticipate into the next triennium. Accordingly, our mathematical model must incorporate these
elements.

Unused funds balances, excluding core unit cost amounts, as at the end of 2007 amounted to:

Project
Support
Project Costs Costs Ratio %

UNDP 74.0 6.0 8.1%
UNEP 25.1 2.0 8.0%
UNIDO 65.8 5.2 7.9%
World Bank 85.2 6.9 8.1%
Bilaterals 31.2 3.5 11.1%
Total 281.4 23.5 8.3%

Figure 4.21 Balance of unused funds 2007

In building our mathematical model, our assumption is that the balance of unused funds included
in the finalized 2007 progress report will need to be disbursed by the end of 2010 as they relate
primarily to compliance activities. Additionally, any compliance related funding approvals
included in either the 2008-2010 Business Plan or the Replenishment Task Force estimates will
need to be disbursed by 2011. As such, in estimating disbursements, we have assumed that all
unused funds in the 2007 progress report will be disbursed no later than 2010.

The estimate of disbursements assumes that all approved funding relating to compliance
activities will be disbursed evenly from the time approved until the end of 2010. As such, unused
balances will be dispersed evenly between 2008 and 2010 (33% 2008; 33% 2009; 33% 2010).
Approved funding for compliance projects in 2009 will be dispersed evenly between 2009 and
2010 (50% 2009; 50% 2010).

For non-compliance activities, the estimates assume that project disbursements will be based on
the historical averages of project disbursements by year for each agency. Based on our analysis
of the rate of project disbursements by agency by year from the year of approval, we arrive at the
following results:

Year 1 Year 2 Year 3 Year 4 Total
UNDP 0.6% 8.1% 13.3% 30.9% 52.9%
UNEP 8.2% 15.1% 22.2% 13.3% 58.8%
UNIDO 16.1% 25.7% 24.1% 13.1% 79.0%
World Bank 31.8% 36.4% 18.7% 11.5% 98.4%
Bilaterals 5.4% 21.2% 10.1% 30.6% 67.2%

Note: Total represents the % of project disbursements related to an approved project after four years

Figure 4.22 Rate of project disbursements of approved project costs by year from the year
of approval
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In review of this information, it is noted that both UNEP and UNDP have relatively slow rates of
approved project disbursements. For example, in the year of approval, UNDP typically disburses
0.6% of approved project costs. Assuming that a project for $100,000 is approved in a given
year, the likelihood is that UNDP will disburse only $600. In the same situation, World Bank will
disburse $31,800 on average.

UNEP’s information in the table above has been adjusted to remove the impact of CAP funding
as CAP is always disbursed the year after approval. Information for all agencies receiving Core
Unit costs (UNDP, UNIDO, and World Bank), have also been adjusted in the same way whereby
core unit costs have been removed from the computation.

Based on the information contained in the 2008-2010 Business Plan, World Bank will be receiving
a smaller portion of project approvals into the next triennium. Given World Bank’s historically fast
pace of project disbursements, there is a risk that project disbursements will slow down on an
overall basis, resulting in an increase in unused balances during the next triennium. The impact
is demonstrated in Figure 4.23 which reviews the anticipated project disbursements by year for
Scenario 1.

Actuals Estimates
Average 2008 -
2004 - 2007 2008 2009 2010 2011 2011
Approved funding Average
Project Costs 144.9 125.2 102.3 102.3 69.9 99.9
Core Unit Costs (See Note 1) 7.2 8.0 8.2 8.4 8.5 8.3
Project Support Costs 11.4 11.2 8.8 8.6 5.9 8.6
Total Administrative Costs 18.6 19.2 17.0 17.0 14.4 16.9
Total Project and Administrative Costs 163.6 144.4 119.4 119.3 84.3 116.8
Project Support Costs as a % of Project Costs 7.9% 8.9% 8.6% 8.4% 8.4% 8.6%
Total Administrative Costs as a % of Project Costs 12.9% 15.3% 16.6% 16.6% 20.6% 16.9%
Disbursements Average
Project Costs 156.9 133.4 160.9 202.5 49.1 136.5
Core Unit Costs (See Note 1) 7.0 7.6 8.0 8.2 8.4 8.0
Project Support Costs 13.7 111 13.4 16.8 4.3 11.4
Total Administrative Costs 20.6 18.8 21.4 25.0 12.6 19.4
Total Project and Administrative Costs 177.5 152.2 182.3 227.4 61.7 155.9
Project Support Costs as a % of Project Costs 8.7% 8.4% 8.3% 8.3% 8.7% 8.4%
Total Administrative Costs as a % of Project Costs 13.2% 14.1% 13.3% 12.3% 25.7% 14.2%
Balance of Unused Funding 2007

Project Costs 281.4 273.2 214.7 114.6 135.3
Core Unit Costs (See Note 1) 7.6 8.0 8.2 8.4 8.5
Project Support Costs 235 235 18.9 10.8 12.4
Total Unused Administrative Costs 311 315 27.1 19.1 20.9
Balance of Unused Funding 3125 304.7 241.8 133.7 156.3
Project Support Costs as a % of Project Costs 8.3% 8.6% 8.8% 9.4% 9.2%
Total Administrative Costs as a % of Project Costs 11.1% 11.5% 12.6% 16.7% 15.5%
Note 1: UNEP's CAP costs have been segregated between project costs and administrative costs. UNEP's CAP costs estimated as administrative
costs have been categorized as Core Unit costs for the sake of comparison with other agencies. Core unit costing does not apply to UNEP.

Figure 4.23 Scenario 1 — Consolidated project approvals, disbursements and unused
balances based on agency historical disbursement rates

The impact of the reduction of World Bank’s approvals is demonstrated on the lower half of the
table above. Project approvals show a drop of 32% in 2011 largely due to the completion of
compliance related projects. Meanwhile, project disbursements drop by 76% in 2011. This

PricewaterhouseCoopers




Comprehensive independent assessment of the administrative costs required for the
2009-2011 triennium

discrepancy is due to World Bank’s fast project disbursement rates and is reflected in an increase
to the unused funding balance from $133.7m in 2010 to $156.3m in 2011.

The average rate of project disbursements for all of the agencies below is significantly lower than
World Bank’s:

Year 1 Year 2 Year 3 Year 4
20.2% 26.9% 18.4% 17.2%

Figure 4.24 Average rate of disbursement of approved project costs by year from the year
of approval

In particular, with UNEP and UNDP increasing their level of project financing relative to the World
Bank, there will be a slowdown in project disbursement rates. If UNDP and UNEP’s project
disbursement rates were increased to the average rate for all agencies, the impact on the project
disbursements and unused funding balances in the next triennium would change as follows:

Actuals Estimates
Average 2008 -
2004 - 2007 2008 2009 2010 2011 2011
Approved funding Average
Project Costs 1449 125.2 102.3 102.3 69.9 99.9
Core Unit Costs (See Note 1) 7.2 8.0 8.2 8.4 85 8.3
Project Support Costs 114 11.2 8.8 8.6 5.9 8.6
Total Administrative Costs 18.6 19.2 17.0 17.0 14.4 16.9
Total Project and Administrative Costs 163.6 144.4 119.4 119.3 84.3 116.8
Project Support Costs as a % of Project Costs 7.9% 8.9% 8.6% 8.4% 8.4% 8.6%
Total Administrative Costs as a % of Project Costs 12.9% 15.3% 16.6% 16.6% 20.6% 16.9%
Disbursements Average
Project Costs 156.9 1355 167.1 210.0 56.5 142.3
Core Unit Costs (See Note 1) 7.0 7.6 8.0 8.2 8.4 8.0
Project Support Costs 13.7 11.4 14.0 17.5 4.9 11.9
Total Administrative Costs 20.6 19.0 22.0 25.7 133 20.0
Total Project and Administrative Costs 177.5 154.5 189.1 235.7 69.8 162.3
Project Support Costs as a % of Project Costs 8.7% 8.4% 8.4% 8.3% 8.7% 8.4%
Total Administrative Costs as a % of Project Costs 13.2% 14.0% 13.2% 12.2% 23.4% 14.0%
Balance of Unused Funding 2007

Project Costs 281.4 2711 206.4 98.7 112.0
Core Unit Costs (See Note 1) 7.6 8.0 8.2 8.4 85
Project Support Costs 235 233 18.1 9.2 10.2
Total Unused Administrative Costs 311 31.3 26.3 17.6 18.7
Balance of Unused Funding 3125 302.4 232.6 116.2 130.7
Project Support Costs as a % of Project Costs 8.3% 8.6% 8.8% 9.4% 9.1%
Total Administrative Costs as a % of Project Costs 11.1% 11.5% 12.7% 17.8% 16.7%
Note 1: UNEP's CAP costs have been segregated between project costs and administrative costs. UNEP's CAP costs estimated as administrative
costs have been categorized as Core Unit costs for the sake of comparison with other agencies. Core unit costing does not apply to UNEP.

Figure 4.25 Scenario 1 — Consolidated project approvals, disbursements and unused
balances based on increased disbursement rates for UNEP and UNDP

The change in the project disbursement rates for UNDP and UNEP results in a reduction in the
unused balances as at the end of 2011 of $25.6m overall (from $156.3m to $130.7m) and $2.2m
(from to $20.9m to $18.7m) in project support costs.

In reviewing the tables above, additional areas of concern relate to the disbursement of
administrative fees. While ratios for 2008-2010 are in line with the average for 2004-2007, the
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decline in project disbursements in 2011 has a significant impact on the ratio of administrative
costs relative to the project costs. The fact that core unit costs are disbursed regardless of the
level of project disbursements overall results in a spike in the rate during periods of low project
disbursements. In reviewing the table below, administrative costs disbursed ratios increase
significantly in 2011 in line with a sharp reduction in the project disbursements. Key concerns
rest with UNDP which will likely see administrative fees increase dramatically as a % of
disbursements due to their low project disbursement rates (see Figure 4.26).

2008 2009 2010 2011
UNDP 14.3% 13.5% 13.2% 49.1%
UNEP 21.7% 20.3% 18.4% 32.7%
UNIDO 13.8% 12.8% 11.0% 20.4%
World Bank 11.8% 11.1% 10.9% 20.5%
Bilaterals 11.4% 11.5% 11.6% 13.0%
Total 14.1% 13.3% 12.3% 25.7%

Figure 4.26 Scenario 1 — Ratio of administrative cost disbursements against project cost
disbursements based on historical disbursement rates

In review of Scenario 2, the ratio of administrative expenses in 2011 is still far in excess of the
average.

Actuals Estimates
Average 2008 -
2004 - 2007 2008 2009 2010 2011 2011
Approved funding Average
Project costs 144.9 125.2 194.0 194.0 161.5 168.7
Core Unit Costs (See Note 1) 7.2 8.0 8.2 8.4 85 8.3
Project support costs 11.4 11.2 17.7 16.9 14.2 15.0
Total Administrative Costs 18.6 19.2 25.8 253 22.7 233
Total Project and Administrative Costs 163.6 144.4 219.9 219.3 184.3 191.9
Project Support Costs as a % of Project Costs 7.9% 8.9% 9.1% 8.7% 8.8% 8.9%
Total Administrative Costs as a % of Project Costs 12.9% 15.3% 13.3% 13.0% 14.1% 13.8%
Disbursements Average
Project costs 156.9 133.4 173.7 237.0 102.3 161.6
Core Unit Costs (See Note 1) 7.0 7.6 8.0 8.2 8.4 8.0
Project support costs 13.7 11.1 14.5 19.8 9.0 13.6
Total Administrative Costs 20.6 18.8 22.5 28.0 17.4 21.7
Total Project and Administrative Costs 177.5 152.2 196.2 265.1 119.7 183.3
Project Support Costs as a % of Project Costs 8.7% 8.4% 8.4% 8.4% 8.8% 8.4%
Total Administrative Costs as a % of Project Costs 13.2% 14.1% 13.0% 11.8% 17.0% 13.4%
Balance of Unused Funding 2007

Project costs 281.4 273.2 293.5 250.4 309.6
Core Unit Costs (See Note 1) 7.6 8.0 8.2 8.4 8.5
Project support costs 235 235 26.6 23.7 28.9
Total Unused Administrative Costs 311 315 34.8 32.1 37.4
Balance of Unused Funding 3125 304.7 328.3 282.5 347.1
Project Support Costs as a % of Project Costs 8.3% 8.6% 9.1% 9.5% 9.3%
Total Administrative Costs as a % of Project Costs 11.1% 11.5% 11.9% 12.8% 12.1%
Note 1: UNEP's CAP costs have been segregated between project costs and administrative costs. UNEP's CAP costs estimated as administrative
costs have been categorized as Core Unit costs for the sake of comparison with other agencies. Core unit costing does not apply to UNEP.

Figure 4.27 Scenario 2 — Consolidated project approvals, disbursements and unused
balances based on agency historical disbursement rates
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The main finding with Scenario 2 is the significant increase in unused funding over the next
triennium. Based on the estimates described above, unused project support costs will rise from
$12.4m (Scenario 1) to $28.9m (Scenario 2). This increase can be attributed to UNEP and
UNDP’s slow disbursement rate.

If the disbursement rate of UNEP and UNDP were to increase to the overall average of the
agencies (per table above), the impact on the unused funding balance would be a decrease to
the current levels.

Actuals Estimates
Average 2008 -
2004 - 2007 2008 2009 2010 2011 2011
Approved funding Average
Project costs 144.9 125.2 194.0 194.0 161.5 168.7
Core Unit Costs (See Note 1) 7.2 8.0 8.2 8.4 85 8.3
Project support costs 11.4 11.2 17.7 16.9 14.2 15.0
Total Administrative Costs 18.6 19.2 25.8 25.3 22.7 233
Total Project and Administrative Costs 163.6 144.4 219.9 219.3 184.3 191.9
Project Support Costs as a % of Project Costs 7.9% 8.9% 9.1% 8.7% 8.8% 8.9%
Total Administrative Costs as a % of Project Costs 12.9% 15.3% 13.3% 13.0% 14.1% 13.8%
Disbursements Average
Project costs 156.9 1355 186.6 256.7 121.2 175.0
Core Unit Costs (See Note 1) 7.0 7.6 8.0 8.2 8.4 8.0
Project support costs 13.7 11.4 15.8 21.7 10.7 14.9
Total Administrative Costs 20.6 19.0 23.8 29.9 19.0 22.9
Total Project and Administrative Costs 177.5 154.5 210.4 286.6 140.2 197.9
Project Support Costs as a % of Project Costs 8.7% 8.4% 8.5% 8.5% 8.8% 8.5%
Total Administrative Costs as a % of Project Costs 13.2% 14.0% 12.8% 11.6% 15.7% 13.1%
Balance of Unused Funding 2007

Project costs 281.4 2711 278.5 215.8 256.2
Core Unit Costs (See Note 1) 7.6 8.0 8.2 8.4 85
Project support costs 235 23.3 25.1 20.3 23.9
Total Unused Administrative Costs 31.1 31.3 33.3 28.7 32.4
Balance of Unused Funding 3125 302.4 311.8 2445 288.6
Project Support Costs as a % of Project Costs 8.3% 8.6% 9.0% 9.4% 9.3%
Total Administrative Costs as a % of Project Costs 11.1% 11.5% 12.0% 13.3% 12.6%
Note 1: UNEP's CAP costs have been segregated between project costs and administrative costs. UNEP's CAP costs estimated as administrative
costs have been categorized as Core Unit costs for the sake of comparison with other agencies. Core unit costing does not apply to UNEP.

Figure 4.28 Scenario 2 — Consolidated project approvals, disbursements and unused
balances based on average disbursement rates for all agencies

Regardless of whether Scenario 1 or Scenario 2 is followed, the key issue arising is that the
current cost regime can create significant variations in the ratio of administrative cost
disbursements relative to project cost disbursements. This issue is driven primarily by the shift of
project approved funding to UNEP and UNDP vs. World Bank. Given historically slow rate of
project disbursements at UNEP (23.3% after two years) and UNDP (8.7% after two years) vs.
World Bank (68.2% after two years), this will result in a drop in project disbursements towards the
end of the next triennium.

With low disbursement rates and core unit cost funding for UNDP (UNEP does not receive core
unit costs), this results in a sharp rise in the anticipated ratio of administrative costs against
project costs (between 28.6% and 49.1% depending on the level of the replenishment funding).

On this basis, we recommend that UNDP seek to increase their rates of project disbursements in
the first few years after project approvals. While UNDP has advised that their slow rate of
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disbursements is due to project approvals at the end of the year, this still does not explain why
after two years, project disbursement rates are only 8.7% of overall approved amounts.

In the Section 4.2.3, we will assess the impact on the individual agencies and discuss the results
as compared to the comments we received from the agencies relating to the activities that they
anticipate relating to the CFC phase outs and the HCFC start ups.

4.2.3 Activities relating to CFC Phase out and HCFC Start up
Activities related to CFC phase-out

According to our review of the agency business plans and our interviews with the agencies, the
following issues regarding the CFC phase-out activities have been identified by the agencies:

e Increased reporting workload to complete outstanding project completion reports in a short
period of time leading to additional workforce requirements;

o Based on a review of the 2007 consolidated project completion report (53/9), UNDP
and UNEP are the agencies which have the largest number of pending project
completion reports (individual projects), 49 and 52 respectively. Feedback from
UNEP was that this has no direct relation to the compliance deadline and that PCR’s
may be submitted late for a variety or reasons including relating to staff priorities vis-
a-vis project implementation or external factors (e.g., signature of a PCR by a
government).

e Travel to countries in a non-compliance situation and where projects encounter delays in
order to reinforce the achievement of objectives.

Based on our understanding of the nature of project support costs, these activities are included in
under the definition of project support costs and/or CAP and should not be subject to additional
disbursements by the MLF. The financial completion of all projects is covered by project support
costs. There were no items beyond financial completion which were brought to our attention.

HCFC start-up costs

According to our review of the agency business plans and our interviews with the agencies, the
agencies have identified the following start-up activities for HCFCs:

e Increased travelling activities in order to:

o verify and collect data

o document HCFC related information, and,

o hegotiate agreements with Article 5 countries;
e Surveys, education;

o Review of alternate technologies;
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e Regional and technical meetings with recipient countries and technical experts to gain
understanding of available technologies and impacts;

o These appear to be project preparation costs and would be covered by project
support fees paid by the MLF.

e Training for internal personnel and executing agencies’ personnel on how to identify the
impact of MLF projects on other environment-related protocols and cost-efficiencies
which might exist(e.qg., energy efficient equipment);

o Given that the HCFC activities are consistent in nature to the CFC activities, project
support fees paid by the MLF should cover these activities.

e Discussion initiation and assistance to countries in preparing their baseline, etc.

o These activities are part of institutional strengthening or HPMP activities and are paid
for separately.

While these items may or may not require additional funding, we encountered differences in
opinion between the agencies and the Secretariat. Despite the list of additional administrative
activities identified above, only UNDP submitted a request for additional core unit costs in its
business plan in order to support the additional administrative workload (which was subsequently
removed in the amended Business Plan). Additionally, UNEP has advised that they seek to
revise the CAP budget in 2008 based on the possible decisions to be taken at the 54" Executive
Committee meeting (this also provides an opportunity for UNEP to further address Decision 52/7
for additional regionalization of CAP resources).’

The start-up costs estimated by UNDP for the next triennium are comprised mainly of costs
associated with the hiring of three additional resources to handle the transition from CFC to
HCFC activities. Given the rise in UNDP project approvals anticipated through the next
triennium, there will be a commensurate increase in the project support cost disbursements. The
issue, as discussed in the previous section, relates to the historically slow rate of disbursements
for UNDP. As such, there might be a gap between the timing of the hiring of these resources and
the disbursement of project costs.

Using our mathematical model, we have estimated UNDP’s administrative costs into the next
triennium for both Scenario 1 and Scenario 2.

" UNEP/OzL.Pro/ExCom/53/20, para 12
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UNDP - Replenishment Fund Actuals Estimates
2004 - 2007 2008 2009 2010 2011 Total

Disbursments Average

Project Costs 27.4 29.3 35.3 38.5 4.9 244.9
Core Unit Costs 1.6 1.8 1.9 1.9 2.0 15.6
Project Support Costs 2.6 2.4 2.9 3.2 0.4 22.0
Total Administrative Costs 4.2 4.2 4.8 5.1 2.4 37.6
Total Project and Administrative Costs 31.6 33.5 40.1 43.6 7.3 282.4
Project Support Costs as a % of Project Costs 9.5% 8.2% 8.2%] 8.3% 8.6%0] 9.0%
Total Administrative Costs as a % of Project Costs 15.4% 14.3% 13.5% 13.2% 49.1% 15.3%

Figure 4.29 Scenario 1 — UNDP estimated project disbursements using historical
disbursement rates.

Based on the results, UNDP looks likely face some issues in 2008 as their anticipated
administrative cost disbursements will equal those of the average for 2004-2007. However, upon
further analysis, UNDP received only $3.7m of administrative cost disbursements in 2007. As
such, the planned administrative cost disbursements for 2008 of $4.2m represents a 13.5%
increase over 2007 and appears to be sufficient to cover the cost of the additional resources
identified by UNDP for HCFC start up activities. In addition, the anticipated rise in project
disbursements in 2009-2010 should also have an impact on UNDP’s ability to cover the cost of
additional personnel.

In our interviews with UNIDO and UNEP and in the review of their business plans, it was
confirmed that they are also concerned with the potential increase in start-up costs. However,
they did not identify the need for additional hires given the flexibility of their existing workforce.

Applying the model to the other agencies using Scenario 1 provided the following results:

Ave 2004 -
2007 2008 2009 2010 2011 Average
UNDP 4.2 4.2 4.8 5.1 2.4 4.1
UNEP 3.1 3.8 4.3 45 3.7 4.1
UNIDO 4.6 4.3 5.0 7.3 3.3 5.0
World Bank 7.9 5.0 5.8 6.3 2.8 5.0
Bilaterals 0.9 14 1.6 1.7 0.4 1.3
Total 20.6 18.8 21.4 25.0 12.6 19.4

Figure 4.30 Scenario 1 —Estimated administrative cost disbursements using historical
disbursement rates for all agencies

Per the table above, while UNEP’s 2008 administrative cost disbursements are in excess of their
average over the 2004-2007 period, UNIDO and World Bank’s are below. We note that UNIDO’s
administrative cost disbursements are planned to increase to $4.3m in 2008 vs. $3.8m paid in
2007 and an average of $4.6m from 2004-2007. However, when compared to UNIDO’s Core
Unit Report (see table below), we note that their reported costs incurred in 2007 amounted to
$7.3m. This amount was a significant increase over 2004-2006 where the average annual costs
reported by UNIDO amounted to approximately $5.5m per year. As such, UNIDO will likely not
be able to cover their costs using disbursements from the MLF. As we did not receive details of
UNIDO'’s costs beyond the information in their Core Unit Report (see table below), we cannot
comment on the reasonability of those costs to determine if additional funding is required, or
whether the increase in costs incurred in 2007 will persist.
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UNIDO
Cost Items 2004 2005 2006 2007

Core Components

Core unit personnel and contractual staff 1.1 1.1 13 1.6
Travel 0.1 0.1 0.1 0.2
Space (rent and common costs) 0.1 0.1 0.1 0.1
Equipment supplies and other costs (computers, supplies,etc) 0.0 0.1 0.0 0.1
Contractual services (firms) 0.0 0.0 0.0 0.0
Reimbursement of central services for core unit staff 0.4 0.5 0.4 0.5
Adjustment (-ive amount = core unit budget overrun)* 0.0 (0.3) (0.3) 0.7
Total core unit cost 1.6 1.5 1.7 1.8
Reimbursement of country offices and national execution 1.0 1.0 0.9 1.4
Executing agency support cost (internal) 2.7 3.1 2.4 3.5
Financial intermediaries including overhead 0.0 0.0 0.0 0.0
Cost recovery 0.0 0.0 0.0 0.0
Adjustment (per above)* 0.0 0.3 0.3 0.7
Supervisory costs incurred by MPU 0.0 0.0 0.0 0.0
Total project support costs 3.8 4.5 3.6 5.6
Grand total administrative support costs 5.4 6.0 5.3 7.3
Core unit costs dishursements 1.5 1.5 1.7 1.8
Project support costs disbursements 3.3 3.1 3.3 2.0
Total administrative costs disbursements 4.8 4.6 5.0 3.8
Difference (0.5) (1.4) (0.2) (3.5)

Figure 4.31 UNIDO details of Core Unit Report submissions from 2004-2007
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The World Bank is the other agency that may face problems into the next triennium. The
projection for their administrative costs disbursements in 2008 represents a 37% reduction from
the 2004-2007 average administrative cost disbursement levels. However, we note that their
average costs incurred reported per the Core Unit Report below over the same period amount to
$6.6m per year. Additionally, the World Bank appears to have been receiving administrative cost
disbursements in excess of their cost incurred. As such, the excess funding received in the past
may help to cover the anticipated funding shortfall into the future.

World Bank
Cost Items 2004 2005 2006 2007

Core Components

Core unit personnel and contractual staff 0.9 1.0 1.1 1.0
Travel 0.2 0.2 0.2 0.2
Space (rent and common costs) 0.0 0.0 0.1 0.1
Equipment supplies and other costs (computers, supplies,etc) 0.1 0.1 0.1 0.1
Contractual services (firms) 0.0 0.0 0.0 0.0
Reimbursement of central services for core unit staff 0.2 0.2 0.1 0.2
Adjustment (-ive amount = core unit budget overrun)* 0.0 (0.1) (0.1) 0.0
Total core unit cost 1.5 1.5 1.5 1.6
Reimbursement of country offices and national execution 3.0 3.0 3.5 3.2
Executing agency support cost (internal) 0.0 0.0 0.0 0.0
Financial intermediaries including overhead 1.5 2.1 2.0 1.8
Cost recovery 0.0 0.0 0.0 0.0
Adjustment (per above)* 0.0 0.1 0.1 0.0
Supervisory costs incurred by MPU 0.0 0.0 0.0 0.0
Total project support costs 4.4 5.2 5.6 5.0
Grand total administrative support costs 5.9 6.7 7.1 6.6
Core unit costs disbursements 15 1.5 1.5 1.6
Project support costs disbursements 5.1 6.6 6.1 7.6
Total administrative costs disbursements 6.6 8.1 7.6 9.2
Difference 0.6 1.5 0.5 2.6

Figure 4.32 World Bank details of Core Unit Report submissions from 2004-2007

At this stage, any amendments to the Administrative Cost regime appear to be premature. While
our model predicts a decline in administrative cost disbursements from $20.7m in 2007 to $18.8m
in 2008, the majority of the decline is linked to the World Bank. Based on the excess of
administrative costs disbursements received by the World Banks vs. their costs per their Core
Unit Reports, the World Bank should be in a position to cover the decline.
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4.2.4 Assessment of the Current Cost Regime

In our discussions with MLF staff, we were advised that an informal target for administrative costs
as a percentage of project costs was 9-13%. It must be noted that there is no formal acceptance
of this range by the Executive Committee, however, we have used it as a benchmark for this
analysis.

In review of the estimates for project disbursements in the previous analysis, we can conclude,
that the current cost regime will be appropriate for periods where project disbursements have
sufficient magnitude. Due to the nature of core unit costs, in periods where project
disbursements decline, there will be a significant rise in administrative costs relative to project
costs.

To this end, we have performed an analysis on the core unit costs to be paid to UNDP, UNIDO,
and World Bank over the next triennium. In this analysis, we identify the level of project
disbursements required to achieve a certain percentage of overall administrative costs relative to
project costs.

Overall Ratio of administrative costs
to project costs 2008 2009 2010 2011
9% 213.6 242.8 261.2 525.5
10% 97.8 105.2 110.4 143.3
11% 63.4 67.2 70.0 83.0
12% 46.9 49.3 51.3 58.4
13% 37.2 39.0 40.4 45.0
14% 30.9 32.2 33.4 36.7
15% 26.4 27.5 28.4 30.9
Core Unit Costs 1.8 1.9 1.9 2.0
Project Support Cost Estimates 8.2% 8.2% 8.3% 8.6%

Figure 4.33 Amount of UNDP project costs required to achieve overall administrative cost
ratios

The table above identifies the core unit costs estimated for UNDP into the next triennium using
the average project support cost disbursement rates estimated in our model for Scenario 1. With
these costs to be paid annually, we built a mathematical model to determine the level of project
approvals or disbursement required to reach the target administrative cost ratios listed on the left
hand side of the table. For example, in 2011 UNDP will need to have project disbursements of
$45m to achieve an overall administrative cost ratio of 13%. Based on our current estimations,
they will only have $4.9m, as such, we predict administrative costs at a ratio of 49% of project
disbursements for UNDP.
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The same analysis for World Bank and UNIDO are in the tables below:

Overall Ratio of administrative costs
to project costs 2008 2009 2010 2011
9% 175.6 191.0 217.5 262.9
10% 89.0 94.2 101.8 112.7
11% 59.6 62.5 66.5 71.7
12% 44.8 46.8 49.3 52.6
13% 35.9 37.4 39.2 41.5
14% 29.9 31.1 32.6 34.3
15% 25.7 26.7 27.8 29.2
Core Unit Costs 1.8 1.9 1.9 2.0
Project Support Cost Estimates 8.0% 8.0% 8.1% 8.3%

Figure 4.34 Amount of UNIDO project costs required to achieve overall administrative cost
ratios

Overall Ratio of administrative costs

to project costs 2008 2009 2010 2011
9% 161.0 161.1 164.2 155.7

10% 80.6 81.5 83.5 82.4

11% 53.8 54.6 56.0 56.0

12% 40.3 41.0 42.1 425

13% 32.3 32.9 33.8 34.2

14% 26.9 27.4 28.2 28.6

15% 23.1 23.5 24.2 24.6

Core Unit Costs 1.6 1.7 1.7 1.8
Project Support Cost Estimates 8.0% 8.0% 8.0% 7.9%

Figure 4.35 Amount of World Bank project costs required to achieve overall administrative
cost ratios

Based on this analysis, where project disbursements to an implementing agency in a year fall
below approximately $25m, administrative costs as a percentage of project costs will exceed
15%. Using our projections in the previous section, the planned disbursements for 2008-2010 will
likely average around 13% which is at the high end of the informal range discussed with MLF
staff. However, in 2011, given the drop in expected project disbursements, the ratio of
administrative disbursements to project disbursements will increase to 25.7% (Scenario 1) or
17% (Scenario 2).

Given the uncertainty with the estimates for 2011, it is not recommended that any changes to the
cost regimes are made at this time. However, as disbursement levels for any of the agencies
receiving core unit costs falls below a certain level on a permanent basis, adjustments will need
to be made to ensure that administrative cost percentages do not become unreasonably high.
Based on the tables above, it would appear that this level should be set at approximately $35m of
disbursement per year.

If the Executive Committee wants to reduce the ratio of overall administrative costs to project
costs, the following options exist:

e Reduce core unit cost levels and maintain project support cost percentages
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e Reduce project support cost percentages and maintain core unit cost levels
e Increase project disbursements in the agencies
Reduce Core Unit Cost Levels

If core unit cost levels were reduced by 15%, we would see the following for UNDP/UNIDO:

Overall Ratio of administrative costs
to project costs 2008 2009 2010 2011
9% 163.8 181.8 201.8 297.9
10% 79.2 84.5 90.1 107.2
11% 52.2 55.1 58.0 65.4
12% 39.0 40.8 42.7 47.0
13% 31.1 324 33.9 36.7
14% 25.8 26.9 28.0 30.1
15% 22.1 23.0 23.9 25.5
Core Unit Costs 1.5 1.6 1.6 1.7
Project Support Cost Estimates 8.1% 8.1% 8.2% 8.4%

Figure 4.36 Amount of UNDP/UNIDO project costs required to achieve overall
administrative cost ratios based on a 15% reduction in core unit cost levels

If disbursement levels were approximately $33m/year, the agencies would incur administrative
disbursements at 13% of project disbursements. This would represent a 1% (13% vs. 14% under
old cost regime) reduction in the ratio of administrative disbursements relative to project
disbursements.

Reduce Project Support Cost Levels

If project support costs were reduced by 1%, we would see the following for UNDP/UNIDO:

Overall Ratio of administrative costs
to project costs 2008 2009 2010 2011
9% 93.2 99.4 106.0 126.2
10% 61.4 64.8 68.2 76.9
11% 45.8 48.0 50.3 55.3
12% 36.5 38.2 39.8 43.2
13% 30.4 31.7 33.0 35.4
14% 26.0 27.1 28.1 30.0
15% 22.7 23.6 24.5 26.1
Core Unit Costs 1.8 1.9 1.9 2.0
Project Support Cost Estimates 7.1% 7.1% 7.2% 7.4%

Figure 4.37 Amount of UNDP/UNIDO project costs required to achieve overall
administrative cost ratios based on a 1% reduction in project support cost levels

In this scenario, if disbursement levels were approximately$33m/year, the agencies would incur
administrative disbursements at 13% of project disbursements. This would represent a 1% (13%
vs. 14% under old cost regime) reduction in the ratio of administrative disbursements relative to
project disbursements.

The decision for the Executive Committee is the level of administrative costs relative to project
costs that they are willing to support. If the view is that disbursement levels will decrease over
time, under the current cost regime, the ratio of administrative fees paid to the agencies will
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increase above the current average of 13.2% witnessed during the period from 2004-2007. In our
review of the GEF's Review of Administrative Expenses Allocated to GEF Implementing
Agencies, we note that their average annual administrative expenses historically amounted to
9.7% for the period 2001-2005°. We would recommend an overall disbursement rate higher than
the GEF, given that GEF project disbursement levels far exceed the MLF's (GEF $534m/year vs.
MLF $157ml/year). Itis our view that there are economies of scale with higher disbursement
levels.

Overall, there is a need to ensure that as disbursement levels decline, measures are in place to
change the existing cost regime otherwise, the level of administrative disbursements relative to
project disbursements will increase. One option would be that for agencies to earn the right to
receive core unit costs, they need to maintain certain disbursement levels. If disbursement levels
decline, on a permanent basis, below this threshold, the agency would be subject to the same
cost regime as the bilateral agencies, earning 13% of project support costs only.

4.2.5 Project Delays

The terms of reference for this project identifies concerns raised about the level of unused funds
relating to administrative costs. The concern by the Executive Committee was whether or not
these funds could be considered for use in other projects.

In our review of unused funds available we identified a balance of $27.5m of unused funds as at
the end of 2006, once core unit cost approvals were removed. The categorization of unused
funds between on-going projects, completed projects, and financially completed projects is
detailed in the table below. Completed projects are those that are completed from an execution
perspective only. Financially completed projects are those that were final reports relating to the
project's completion have been submitted to the MLF.

amounts in US$ m UNIDO World Bank Bilateral Total

Agencies

On-Going Activities 6.2 15 5.0 6.1 4.0 22.6
Completed Projects 0.9 0.3 0.4 3.2 0.0 4.8
Financially Completed Projects 0.0 0.0 0.0 0.1 0.0 0.1
Total Unspent Support Funds 7.1 1.8 54 9.3 4.0 27.5

Source: MLF Secretariat Progress Report 2006
Figure 4.38 Unused project support funds balance by agency

Of the $27.5m identified as unused administrative fees, only $4.9m relates to completed ($4.8m)
or financially completed ($0.1m) projects. On the surface, there does not appear to be a problem
with unused funds. However, upon further analysis of the balance of on-going activities, we note
a large component relating to grants. Grants are reviewed in more detail in the next section.

4.2.6 Multi-year projects

Article 5 countries receive grants from the MLF to implement various programs for a particular
initiative. The grants are usually tied to ODS reduction targets for each initiative (e.g., China

8 Refer to GEF/C.33/8 page 20
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Halon Sector). These grants are treated as multi-year projects where the Article 5 countries
receive funding for these initiatives in annual tranches. We reviewed a selection of the larger
grants currently included in on-going project balances. The results (see Figure below) indicate
that for grants with $129m of available funding, the ODS targets are close to being met or have
been met.

amounts in US$ m

Agency UNDP UNIDO World Bank Total
Country |Brazil China Mexico China India |Venezuela
Sector Plan/ |National |ODS phase{Sector plan [Halon CFC Foam CTC/PA |CTCIPA |CFC CTC phase-out|Phased
National ODS |CFC phasefout in for phasing [Sector  |Production |Sector Sector Sector production |plan for the  |reduction
Phase-Out |out plan  |China out CFC-11 Sector Phase | Phase Il |sector consumption |and closure
Plan solvent and CFC-12 gradual and production|of the entire
sector production phase-out  |sectors CFC
sector project production
Planned Date Dec-09 Dec-09 Dec-06] Dec-10 Dec-10|  Dec-10 Dec-10|  Dec-09 Jan-10 Jan-10 Dec-08

of Completion

% of months 26% 20% -32% 22% 25% 32% 36% 48% 20% 31% 24%
left

% of ODS 89% 98% 100% 100% 100% 96% 100% N/A 100% 117% 100%)
reduction
target
achieved

Funds 22.8 52.0 31.9 62.0 150.0 53.8 65.0 46.5 82.0 38.1 16.5 620.6
Committed

Funds 21.6 49.0 31.9 61.9 135.0 52.1 61.0 35.0 70.0 31.7 15.5 564.6
Released

Funds 104 31.4 31.7 49.8 123.0 42.6 59.0 30.0 69.0 29.4 15.3 491.6
Disbursed

Available 12.4 20.6 0.1 12.2 27.0 11.3 6.0 16.5 13.0 8.7 12 129.0
project
funding

Available 0.9 15 0.0 0.9 2.0 0.8 0.5 1.2 1.0 0.6 0.1 9.7
project
support costs

Figure 4.39 Available project funding for grants equal to or greater than $15 million

Given the nature of grants, these amounts are committed to the Article 5 recipient to perform the
prescribed initiatives only. There does not appear to be flexibility in the use of grants for other
activities. While there has been a commitment to an Article 5 country in the set up of a grant,
flexibility is required to divert the funds to other activities within that Article 5 country.
Amendments to the grant process are strongly recommended to enable the reallocation of grants
towards different programs for the recipient Article 5 country.
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4.3 Other

4.3.1 Foreign Exchange

The Fixed Exchange Rate Mechanism is used to establish an agreed upon exchange rate over a
three year period between Executive Committee members and the MLF treasury unit in UNEP
Nairobi. The FERM allows Executive Committee members to transfer their agreed upon funding
to the MLF, using their national currency sheltered from currency fluctuations.

On the other hand, agencies are required to build their business plans in USD and are funded in
USD even though they incur costs in local currencies. As a result, they are not sheltered from
currency fluctuations.

In an environment where the USD appreciates against other currencies, the MLF treasury will
incur losses and the agencies will incur gains. With a depreciation of the USD, the inverse is
true.

With the devaluation of the USD over the last three years, the funds provided by the Executive
Committee members have generated a surplus® ($ 32.2 M) within the MLF treasury. This amount
is available to fund additional projects.

During the same period, the agencies have had to absorb the impact of the devaluation of the
USD and therefore have fewer funds available to manage their project related costs, thereby
forcing the agencies to identify areas for cutting costs which could lead to project delays and
impact project delivery quality and efficiency. We were not advised on how the agencies
managed during periods of an appreciating USD, whereby they would have more funds than
budgeted. The major issue to address relates to the foreign currency risk borne by the
implementing agencies which can create deficits and surpluses out of the control of the agencies.

Managing foreign exchange risk is a complex matter. Many multinational companies have
complex treasuries which seek to minimize the impact of foreign currency fluctuations on their
operations in countries with different currencies. While the MLF's treasury protects Executive
Committee member contributions, there is no consideration for the foreign currency risk
exposures of the implementing agencies. It is strongly recommended that foreign currency risk
exposures are managed centrally and not at an agency level.

4.3.2 Reporting requirements

Our study shows that the multi-year completion report is identified by the agencies as the most
time-consuming of reporting requirements to the MLF. The reports can range in volume (30, 45,
60 pages)™ although the information required by the MLF is limited to ten tables of quantitative

® Refer to Report of the 54™ Meeting of the Executive Committee par.25 (UNEP/OzL.Pro/ExCom/54/59)

10 Refer to appendix 7.8 for an example of a multi-year report
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information with a large portion of the information pre-populated. The large volume of qualitative
information is one of the primary reasons why the preparation of this report is so time-consuming.
Another reason is that the agencies are not structured to easily provide the quantitative
information requested by the Secretariat, resulting in additional data gathering and manipulation
leading to additional administrative costs.

We recommend that the Secretariat and the agencies agree on the minimum qualitative
information required in the multi-year project report. Such an agreement would further
standardize the reporting process across agencies and stabilize administrative costs associated
with reporting requirements. We also recommend that the agencies revisit their data gathering
process to maximize efficiency and to reduce additional administrative costs associated to after
the fact data gathering. For example, data gathering should be integrated within the project
activities and thereby collected progressively from the start of the project until completion.
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5 Conclusion

This report has sought to bring clarity to the Executive Committee around administrative fees
disbursed to the agencies implementing projects on behalf of the MLF. Given the peculiarities of
the different components of the cost regimes and the timing differences associated to the
eventual disbursement of fees approved, providing the Executive Committee with a transparent
view of administrative fees paid out in the past and into the future is a complicated endeavor.
The goal of this assessment was to review various matters of concern to the Executive
Committee which would have an impact on the administrative funding required into the future.

The Executive Committee’s concerns related primarily to:
e Substantial balances of unused funds

e Understanding the costs incurred by bilateral agencies relative to administrative costs
disbursed to them

e Required amendments to the current cost regime to assist agencies with additional costs
incurred with the start-up of HCFC activities

e Comparability with other multilateral funding mechanisms

In conclusion, we believe that many of the concerns relating to administrative expenses have
arisen due to a lack of transparency caused by the existing process. This is by no means a
critique of the MLF Secretariat nor the individual agencies, however, the current cost regime
makes transparency difficult to achieve. This can be evidenced by the complexity of the
mechanism developed to estimate administrative costs into the future.

The recommendations that we have put forward are a means to identify approaches to enhance
transparency based on the current cost regime.
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6 Appendices

6.1 Chart of Interviews and Site Visits

Multilateral Implementing Agencies

UNIDO Site visit in Vienna on March 10 Sidi Menad Si-Ahmed, Kenny Wong, researcher
and 18, 2008 Mr. Peter Ulbrich,
Dr. Tomas Grof

Conference call on April 18, 2008 Sidi Menad Si-Ahmed, Jennifer Semerdjian,
Dr. Tomas Grof principal researcher

Antoine Bourgoignie,

researcher
UNDP Site visit in New York on March 10  Suely Carvalho, Antoine Bourgoignie,
and 11, 2008 Jacques Van Engel, researcher
Loise Nganga
Conference call on April 17, 2008 Suely Carvalho, Jennifer Semerdjian,
Loise Nganga principal researcher

Antoine Bourgoignie,

researcher
UNEP Site visit in Paris on March 13, Rajendra Shende, Kenny Wong, researcher
2008 . .
Blaise Horisberger,
Nancy Wachira Flainville
Txema Beato
James Curlin
Conference call with Paris and Rajendra Shende, Jennifer Semerdjian,
Nairobi on April 17, 2008 . principal researcher
Theodor Kapiga,
lai ish Antoine Bourgoignie,
Blaise Horisberger, reseaTelEr
Nancy Wachira Flainville Kenny Wong, researcher
Conference call with Nairobi on Theodore Kapiga David Pascal, project lead
April 23, 2008

Moises Abudabi

S
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WORLD BANK

Conference call with Paris on May
7, 2008

Initial conference call on February
25, 2008

Site visit in Washington on March
13, 2008

Site visit in Washington on April 28

Bilateral Implementing Agencies

ENVIRONMENT
CANADA

GTzZ

AFD

Site visit in Ottawa on February 13,
2008

Conference call with GTZ on
March 12, 2008

Site visit in Paris on March 17,
2008

Multilateral Environment Agreement

UNFIP

UNFCCC

GEF

Other stakeholders

Site visit in New York on March
12, 2008

Site visit in Bonn on for March 12,
2008

Site visit in Washington on April
28, 2008

Conference call on May 30, 2008

Rajendra Shende

James Curlin

Steve Gorman

Steve Gorman

Mary-Ellen Foley

Philippe Chemouny,
Scott Wilson

Volkmar Hasse

Beatrice Vincent

Amir A. Dossal

Asfaha Beyene

Yasemin Biro

Pamela Crivelli

David Pascal, project lead

Antoine Bourgoignie,
researcher

Jennifer Semerdjian,
principal researcher

Antoine Bourgoignie,
researcher

Antoine Bourgoignie,
researcher

Jennifer Semerdjian,
principal researcher

Antoine Bourgoignie,
researcher

David Pascal, project lead

Jennifer Semerdjian,
principal researcher

Kenny Wong, researcher

Kenny Wong, researcher

Antoine Bourgoignie,
researcher

Kenny Wong, researcher

Jennifer Semerdjian,
principal researcher

Antoine Bourgoignie,
researcher

Jennifer Semerdjian,
principal researcher
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U. S. Department of Conference call on March 3, 2008
State, Bureau of

Oceans,

International and

Scientific Affairs

Conference call on May 13, 2008

Australia Conference call on May 21, 2008

Ms Hodayah Finman David Pascal, project lead
Ms Hodayah Finman David Pascal, project lead
Ms. Annie Gabriel, David Pascal, project lead

Mr. Patrick McInerney
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6.2 Survey Questionnaire (implementing agencies)

Agency Agency Participants
Date Interviewer(s)
Time Place

Thank you for taking the time to meet with us today.

As you know, PwC Consulting Services were engaged by the UN Multilateral Fund Secretariat to
conduct an assessment of the current administrative support cost regime.

Our engagement is not an audit, and is not being conducted by auditors, rather by our consulting
team. Our scope includes understanding the benefits and challenges of the current cost regime
in order to provide the Secretariat with a balanced and objective report.

The objective of our review is to ensure that sufficient administrative support is provided to
complete all necessary activities for Article 5 countries to achieve their compliance efforts during
the next triennium.

To provide recommendations to the Secretariat, we seek to understand the following:

\' Approach to managing your project portfolio and related administrative costs

\' The approach used to implement your projects (through other agencies, with your
own resources, etc.) and the process followed to release funds to other agencies if
any

Unused support cost balances

Project completion activities related to administrative closure activities

Projected administrative support costs, opportunities and challenges for the 2009-
2011 triennium

Cash flow challenges related to timing of disbursements and the release of funds
Impact of accounting and reporting processes on administrative costs

< 2 2 2 =2

We will refer to the quantitative data provided in the Excel spreadsheet throughout the
discussion and additional questions beyond those listed below may arise.
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Background and context

a.

b.

What is your role at the agency and in the context of the activities related to the UN
Multilateral Fund (Montreal Protocol)?

Let us review Appendix 1 to confirm our understanding of your agency and your project
portfolio.

Activities and services provided with the approved funds

a.

oo

We understand that there are definitions used to describe the activities (which are included in
Appendix 2) that fall within administrative support costs (core unit and agency fees), those
that fall within project costs and finally other activities which are not eligible.
o Do you have activities that should be included in the current cost regime but do
not fall within the existing guidelines?
o Please elaborate on these elements.
o Do you account for your costs (or allocate them) differently than the guidelines
prescribe? If you use a different cost allocation framework, please provide.
What are the difficulties, if any, of applying the agreements related conditions that dictate how
the costs are categorizing administrative support costs (core unit and agency fees) and
project costs?
How do you separate costs between the MLF and other MEASs your office manages?
Does your agency subsidize administrative costs in excess of the amounts covered by the
MLF? If so, how and to what extent?
If you were given the opportunity to change the cost regime to more closely match your
project needs, what would be your recommendations? Please provide examples based on
your experience with other Funds.

Cash Flow

a.

It is our understanding that implementing agencies experience general cash flow challenges.
Explain to us the challenges in managing your administrative support costs in implementing
your projects. What are the particularities specific to your project portfolio? Provide some
examples to help us understand the challenges you face.
What are your main cost drivers with respect to administrative support costs? E.g.:

o Nature of projects (multi year, country run, project type, etc.)
Salaries
Consultant fees
Country politics
Project locations (travel costs)
Project delays
Accounting process
Reporting process

o Approval process
How does the fact that UN Agencies do not have access to funds until a project related
disbursement occurs, impact your cash flow situation? What would you recommend to
improve cash flow? Please provide support for your recommendations.
For non-UN Agencies, how do you manage your administrative income to achieve a balanced
cash flow over time?

O O O O O O O
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Sufficiency of funds

a.

Help us understand the areas where funding is not adequate.

Unspent funds

a.

Based on our preliminary analysis, we noted that there is a current balance of unspent
support funding of US $XX for your agency. Help us understand this balance in the context
of the above cash flow questions and whether this balance is already allocated to ongoing
and projected activities but not as yet released.

o What are the current plans for the future use of these funds?

o What are the current and expected challenges regarding the use of this unused

balance?

Help us to understand the relationship between the unspent funding and the future costs of
the approved projects, if any.
Help us to understand the relationship between the unspent balance and the administrative
costs of completion of projects, the administrative costs of financial completion of projects
and, the closing activities for the 2010 phase-out, if any.

Project Management

a.

b.

Discuss the challenges of managing the various types of projects in your portfolio and the
timelines (refer to the analytical review by types of projects).
What is your process (team, checkpoints, initial and annual budgets, reviews, visits, etc.) for
monitoring the progress of projects?
How do you implement projects?

o Using your own resources, consultants, other agencies, country agencies, etc.

o What are the advantages of your implementation modalities and impacts on the

administrative support costs
o How are approved funds re-allocated to the executing agencies (based on
implementation modalities)

What is your past experience with respect to projects timelines?
What are the main causes of project delays?
What administrative actions do you take with respect to administrative costs when a project
delay is encountered?
What are the administrative costs associated with reporting and approval requirements of the
MLF? What are the administrative costs associated with internal reporting requirements?
What is the time spent on reporting related activities?
How would you describe the complexity of the budgeting and the approval process and what
are the main challenges for your agency?
Do multi-year projects allow for economies of scale with respect to administrative costs? How
do individual vs. multi-year projects impact administrative support costs?

Closing activities

a.

b.

What are the administrative costs for completing and financially completing projects in excess
of budget, if any?

What is your process for ensuring that all relevant completion activities are budgeted,
planned and executed (outstanding commitments, closing of financial accounts, etc.)?
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C.

What are the trends and main challenges for the 2010 phase-out of CFC, Halons and CTC
substances and subsequent phase-out activities?

Accounting and Reporting

a.

How do you account for and track costs? Do you use fund accounting, with administrative
support costs and project costs being accounted for separately by project?

How does this compare with the manner in which you report costs to the Secretariat?

Please explain the reconciliation you perform between your accounting and the cost reporting
you submit to the Secretariat.

How does the reconciliation process impact your administrative support costs?

Based on your experience with other Funding Institutions, what would be your
recommendations to further streamline and reduce administrative costs (e.g. change the
reporting process, reduce the number of communications and attendance at meetings, etc)?

2009-2011 Triennium

a.

Based on your past experience, what are the challenges and opportunities anticipated with
the 2009-2011 triennium (e.g. number of projects, project types, project delays, increased
administrative support costs, closing of projects, start-up of projects, cash flow, etc)?

What are the projected administrative support costs for the HCFC, ODS disposal and other
ODS projects during the next triennium? Is there an anticipated increase or decrease in the
administrative effort required to manage the planned projects? Is any administrative cost
savings anticipated based on synergies carried over from previous projects?

How will the nature of HCFC, ODS disposal and other ODS projects impact administrative
support costs differently from previous projects?
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6.3 Survey Questionnaire (bilateral agencies)

Agency Agency Participants
Date Interviewer(s)
Time Place

Thank you for taking the time to meet with us today.

As you know, PwC Consulting Services were engaged by the UN Multilateral Fund Secretariat to
conduct an assessment of the current administrative cost regime.

Our engagement is not an audit, and is not being conducted by auditors, rather by our consulting
team. Our scope includes understanding the benefits and challenges of the current cost regime
in order to provide the Secretariat with a balanced and objective report.

The objective of our review is to ensure that sufficient administrative support is provided to
complete all necessary activities for Article 5 countries to achieve their compliance efforts during
the next triennium.

To provide recommendations to the Secretariat, we seek to understand the following:

\ Approach to managing your project portfolio and related administrative costs

V' The approach used to implement your projects (through other agencies, with your
own resources, etc.) and the process followed to release funds to other agencies, if
any

V' Projected administrative support costs, opportunities and challenges for the 2009-
2011 triennium

V' Impact of accounting and reporting processes on administrative costs

Background and context

a. What is your role at the agency and in the context of the activities related to the UN
Multilateral Fund (Montreal Protocol)?
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b. Let us discuss your project portfolio.

Activities and services provided with the approved funds

a. Can you account for your costs (or allocate them) as described in the definitions provided?
b. If you use a different cost allocation framework, please provide it.
c. How do you separate costs between projects funded from the MLF and other sources?

Cash Flow

a. Does your agency subsidize administrative costs in excess of the amounts covered by the
MLF? If so, how and to what extent?

b. What are your main cost drivers with respect to administrative support costs? E.g.:
o Nature of projects (multi year, country run, project type, etc.)

Salaries

Consultant fees

Country politics

Project locations (travel costs)

Project delays

Accounting process

Reporting process
o Approval process

c. How do you manage your administrative income?

O O O O O O O

Project Management

a. Discuss the challenges of managing the various types of projects in your portfolio and the
timelines.
b. What is your process (team, checkpoints, initial and annual budgets, reviews, visits, etc.) for
monitoring the progress of projects?
c. How do you implement projects?
o Using your own resources, consultants, other agencies, country agencies, etc.
o What are the advantages of your implementation modalities and impacts on the
administrative support costs
o How are approved funds re-allocated to the executing agencies (based on
implementation modalities)
d. What is your past experience with respect to projects timelines?
e. What are the main causes of project delays?
f.  What administrative actions do you take with respect to administrative costs when a project
delay is encountered?
g. Inaddition to your project management process, what additional external processes must you
comply with including various reporting and approval requirements?
h. What are the administrative costs associated with internal reporting requirements? What is
the time spent on reporting related activities?
i. How would you describe the complexity of the budgeting and the approval process and what
are the main challenges for your agency?
j- Do multi-year projects allow for economies of scale with respect to administrative costs? How
do individual vs. multi-year projects impact administrative support costs?
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Closing activities

a.
b.

Do you have projects which will be closing in the next triennium?
What is your process for ensuring that all relevant completion activities are budgeted,
planned and executed (outstanding commitments, closing of financial accounts, etc.)?

Accounting and Reporting

a.

How do you account and track costs? Do you use fund accounting, with administrative
support costs and project costs being accounted for separately by project? Please explain
the reconciliation you perform between your accounting and the cost reporting you submit to
the Secretariat.

How does the reconciliation process impact your administrative support costs?

Based on your experience with other Funding Institutions, what would be your
recommendations to further streamline and reduce administrative costs (e.g. change the
reporting process, reduce the number of communications and attendance at meetings, etc)?

2009-2011 Triennium

Please describe your view with respect to your bilateral program and the vision for the Multilateral
Fund as a whole, regarding the following:

a.

Based on your past experience, what are the challenges and opportunities anticipated with
the 2009-2011 triennium (e.g. number of projects, project types, project delays, increased
administrative support costs, closing of projects, start-up of projects, cash flow, etc)?

What are the projected administrative support costs for the HCFC, ODS disposal and other
ODS projects during the next triennium? Is there an anticipated increase or decrease in the
administrative effort required to manage the planned projects? Is any administrative cost
savings anticipated based on synergies carried over from previous projects?

How will the nature of HCFC, ODS disposal and other ODS projects impact administrative
support costs differently from previous projects?
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6.4 Model Assumptions

Estimated Ratio of overall Project Approvals relating to Compliance Activities

2008 2009 2010 2011
[CFC Activities (including MYA) Compliance 100% 75% 50% 0%
Institutional strengthening Compliance 100% 75% 50% 0%
ODS disposal Non-Compliance 0% 0% 0% 0%
CAP - Estimate Compliance 100% 75% 50% 0%
Methyl bromide Non-Compliance 0% 0% 0% 0%
HCFC Non-Compliance 0% 0% 0% 0%
MDI Compliance 100% 100% 100% 100%
Other Activities Compliance 50% 50% 50% 100%

This table was used to split approved project funding between compliance and non-compliance
activities. It is our assumption that all compliance activities will be completed by 2010. Deadlines
for non-compliance activities are beyond the timeframe that this report covers.

In interpreting the table, percentages appearing in a year, relate to the percentage of project cost
approvals that would be treated as compliance projects in that year. As such, CFC Activities
(which include Multi-Year Agreements are considered to be 100% compliance in 2008, which will
require disbursement by the end of 2010. In 2009, this ratio drops to 75% on the assumption that
a component of Multi-Year Agreement project approvals will relate to non-compliance activities.
Therefore, 25% of CFC activities (including Multi Year Agreements) will be treated as non-
compliance activities. Non-compliance activities are implemented at the agencies’ historical rate
of disbursement.

Calculation of Estimated Project Support Cost Percentages

The tables below were used to estimate the project support cost rates for each agency for each
activity planned into the next triennium.

UNDP UNEP UNIDO World Bank| Bilateral
Ratio of projects under $250k 75% 100% 50% 25% 75%
Ratio of projects over $250k 25% 0% 50% 75% 25%
Total 100% 100% 100% 100% 100%

Rate for projects under $250k

9%

13%

9%

9%

13%

Rate for projects over $250k

8%

13%

8%

8%

13%

Weighted average PSC

9%

13%

8%

8%

13%
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UNDP UNEP UNIDO World Bank| Bilateral

CFC Activities (invcluding MYA) 8.625% 13.000% 8.250% 7.875% 13.000%
Institutional strengthening 8.625% 0% 8.250% 7.875% 13.000%
ODS disposal 8.625% 13.000% 8.250% 7.875% 13.000%
CAP - Estimate N/A 8.000% N/A N/A N/A

Methyl bromide 8.625% 13.000% 8.250% 7.875% 13.000%
HCFC 8.625% 13.000% 8.250% 7.875% 13.000%
MDI 8.625% 13.000% 8.250% 7.875% 13.000%
Other Activities 8.625% 13.000% 8.250% 7.875% 13.000%

Estimated Disbursement Rates applied to Compliance Activities

The table below was used to estimate the level of disbursement

approved in a particular year.

Compliance Projects Commencing in: 2008 2009 2010
2008 33% 33% 33%
2009 0% 50% 50%
2010 0% 0% 100%

Historical Disbursement Rates applied to Non-Compliance Activities

The table below was used to estimate the level of disbursement for

approved by year

Disbursement Rate

for compliance activities

non-compliance activities

Non-Compliance Projects: Year 1 Year 2 Year 3 Year 4

UNDP 0.6% 8.1% 13.3% 30.9%
UNEP 8.2% 15.1% 22.2% 13.3%
UNIDO 16.1% 25.7% 24.1% 13.1%
World Bank 31.8% 36.4% 18.7% 11.5%
Bilaterals 5.4% 21.2% 10.1% 30.6%
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6.5 Quantitative Information Received

Information received

Information requested UNDP UNEP UNIDO World Environment | French GTZ
Bank Canada GEF

Quantitative information

Agency project portfolio N | Y* N Y N N
Cost breakdown by cost | Y N | Y N N
category

Staff and salaries | Y N N Y N N

| = Incomplete information was received. For example, estimate amounts were not supported with an explanation on how estimates are
derived.

* Obtained from Annual Report on website.

| = Incomplete information was received. For example, estimate amounts were not supported with an explanation on how
estimates were derived.
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6.6 Commentary Received from UNEP relating to the
segregation of Administrative costs and Project costs

UNEP ReEsPoNSE TO PWC MESSAGE OF 7 JUNE 2008 oN “MLF -
ADMINISTRATIVE COST STUDY - CAP SECTION DRAFT FOR REVIEW”

12 June 2008

The comparison of the “core units” of other agencies with similar activities in UNEP’s CAP can be
done, if needed, on a selective basis. However, it is not a one-to-one comparison. Please note
that CAP has been in operation since 2002, whereas the “core units” approved for the other
Implementing Agencies came later, and for other reasons.

As way of background, CAP was conceptualized and designed by UNEP according to the needs
of Article 5 countries, which were initially identified in the year 2000, and after extensive formal
and informal discussions. The objective of CAP has always been on the delivery of projects and
services rather than “administration” as defined under the “core unit”. At the Executive Committee
meeting in November 2001, Decision 35/5 noted that the CAP “reorientation [was] designed to achieve
and sustain compliance, promote a greater sense of country “ownership”, and implement the agreed
Executive Committee framework for strategic planning.”*!

Regarding the list of administrative tasks PWC provided (i.e. the definition extracted from the C&L
98 report), UNEP understands the definition of administrative costs to be that defined for us by
UNON. We also understand many of the items on the PWC/C&L list to be related to project
implementation rather than administration per se. We would disagree, for example, in considering
most of the elements in the “Project Implementation and Monitoring” category in your list to be
administrative duties, as “implementing projects” means implementation activities by its very
nature. For our better understanding, we would appreciate receiving from you the corresponding
list of “implementation tasks”, i.e. those activities for which the PWC study considers to be outside
of the “core unit’s” responsibility.

As we have stated during various interviews with PWC staff (including the PWC site visit to
Paris), most CAP staff are engaged in delivery of CAP projects and services, like any other
project management service. They spend some portion of their time doing some project-related
administrative duties (e.g. contributing to substantive content of MOUs, terms of reference for
consultants, monitoring project status, contributing to the progress report, PCRs, etc.). As a rough

1 UNEP/OzL.Pro/ExCom/35/67, Decision 35/5(b).
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estimate, 5-10% of staff time could be used across the board for project-related administrative

duties (for those staff not already identified in the

previous responses as contributing to such

activities). However, this cannot be termed as “Programme Support Costs” nor purely

“Administrative Costs”. At best, it is considered u
“administering” the programme.

nder project management or costs for

Following the list provided in your email of 7 June, below are comments on the involvement of
regional offices (CAP) staff members in the specific activities:

Item

Comment by UNEP to staff involved in these
activities (note: this does not estimate the time or
percentage split up)

With respect to approved projects, the agencies are expected to use the administrative cost allocation

for the following activities:
(as per PWC/C&L in 7 June email)

distributing information about the Multilateral CAP Paris
Fund’s program to the agency’s field offices

network;

collecting, reviewing and pre-qualifying project CAP Paris

applications;

dealing with governments and establishing legal
agreements;

Regional CAP staff

preparing project proposals; obtaining project
preparation budgets for larger projects;

CAP Paris and Regional CAP staff jointly

fielding consultants to project sites;

Regional CAP staff

submitting and following-up project proposals
submitted to the Executive Committee for approval.

CAP Paris and Regional CAP staff jointly

Project Implementation and Monitoring
(as per PWC/C&L in 7 June email)

co-ordinating each agency’s efforts with the MLF;

CAP Paris and Regional CAP staff jointly

preparing implementation agreements and terms of
reference for subcontractors;

CAP Paris and Regional CAP staff jointly

mobilising implementation teams (executing
agencies and consultants) for approved projects
using appropriate bidding and evaluation
mechanisms;

Regional CAP staff

processing contractual and accounting documents
associated with approved projects;

UNEP administrative officers in region (not
Regional CAP staff)

monitoring the progress of a project from an
administrative point of view, and;

UNEP administrative officers in region (not
Regional CAP staff)

reporting on results of projects and the program
(preparing progress and project completion reports).

Combination of Regional CAP staff, UNEP
administrative officers in region and CAP Paris

Other activities to be con

sidered as administrative

(as per PWC/C&L in 7 June email)

preparing annual business plans based on
communications with national governments about

Combination of Regional CAP staff, UNEP
administrative officers in region and CAP Paris
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Item

Comment by UNEP to staff involved in these
activities (note: this does not estimate the time or
percentage split up)

sector needs and priorities;

preparing progress reports;

Combination of Regional CAP staff, UNEP
administrative officers in region and CAP Paris

participating in project formulation activities with
country offices;

Regional CAP staff

following up on implementation status, including
country visits if there is evidence of undue delays or
difficulties;

Regional CAP staff

providing input to the MLF with policy papers and
issues

CAP Paris with input from Regional CAP staff

participating in meetings sponsored by the
Executive Committee, and the MLF.

CAP Paris, with inputs from Regional Network
Coordinators (one RNC usually participates in
ExCom meetings on a rotating basis)
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6.7 Commentary received from UNEP relating to draft
assessment submitted for agency review

UNEP COMMENTS ON

“COMPREHENSIVE INDEPENDENT ASSESSMENT OF THE ADMINISTRATIVE
COSTS REQUIRED FOR THE 2009-2011 TRIENNIUM, REPORT OF THE
CONSULTANTS, JUNE 2008 DRAFT”

General comments

e Thank you for the opportunity to feedback on the information included within the report to
ensure that our facts are accurate and clarify any misunderstandings.

o Please refer to the response to earlier PWC questions sent by Mr Shende to Mr Bourgoignie
on 12 June, which were apparently not reflected in this draft report. Please confirm that the
information in that message has been received and will be reflected in the revised draft
report.

e The terms “administrative costs”, “project support costs”, “core unit costs” and “CAP” need to
be defined up front (before section 1) and the C&L list of administrative cost be inserted
there to clarify to the reader what is being discussed in the paper.

PwC Response: Assessment modified accordingly.

e Atits 26" meeting, when considering the administrative cost paper, the Executive Committee
itself had some reservation about the lack of a common definition for administrative
costs: “During the ensuing discussion, concern was expressed at the lack of any common
definition of administrative costs and it was emphasized that it would be difficult to select an
option until there was agreement on that.”* Decision 26/41 then requested the Secretariat
and the implementing agencies to develop standardized cost items for future reporting on
administrative costs. We could not find in Executive Committee documents any such agreed
standardized cost items and to our understanding, the Executive Committee has not yet

12 UNEP/OzL.Pro/ExCom/26/70, para 74.
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agreed to the list of administrative costs presented in Section 5.2 of the current report. This
continuing lack of a common definition should be mentioned in this paper at the beginning.

PwC Response: One of the recommendations in the report identifies the need to define
administrative cost activities and to apply this definition across all disbursements to agencies,
including CAP disbursements.

e The concept of “core unit” is not applicable to UNEP. UNEP has never had a “core unit”
funding, and the decision to directly compare CAP with the “core unit funding budget” of the
other agencies is an interpretation of the Executive Committee decision by PWC. The
Executive Committee applied the new administrative cost regime for the 2003-2005 triennium
for a core unit funding budget to UNDP, UNIDO and the World Bank (Decision 38/68), not to
UNEP. The paper which informed that Executive Committee decision, “Administrative Costs
and Agency Shares”, does not address core unit costs for UNEP, though it does state:
“Concerning UNEP, UNEP has submitted a report on its administrative costs to the 38th
Meeting (UNEP/OzL.Pro/ExCom/38/22). The Executive Committee may wish to address
UNEP’s support costs in that context. Decision 26/41 would continue to be applied to UNEP’s
activities excepting the CAP, institutional strengthening and country programme preparation.
However, it should be noted that like bilateral agencies, a typical UNEP’s activity costs less
than US $500,000 and would receive 13 per cent.” CAP is thus fundamentally different
from the other agencies’ core units (see comments to Page 6, para 1 below) and is thus not
comparable. We request that this be reflected in the report in the section first describing
CAP.

PwC Response: The goal of the assessment was to compare administrative costs between
agencies, regardless of how these costs are disbursed. There is no intention to identify
administrative costs in the CAP budget as Core Unit or as Project Support costs. The sole
intention is to identify the administrative nature of the costs within CAP to enable comparison with
other agencies’ administrative costs.

e UNEP has a different understanding of administrative costs. UNEP understands the definition
of administrative costs to be that defined for us by UNON. The paper “UNEP’s Preliminary
Report on the Use of the Programme Support Cost”** provided the UNEP definition of administrative
costs, which was quite different from that used in Section 5.2 of the current report. That report
indicated administrative costs as staff salaries for Administrative officers/Assistants and
operational costs, in both Paris and the Regional Offices. We also understand many of the items
on the PWC/C&L list to be related to project preparation as well as implementation rather
than administration per se. We would disagree, for example, in considering some of the
elements in the “Project identification, formulation and approval” (bullet 3, 4 and 6) and in the
“Other activities to be considered as administrative ” (bullet 3, 4, 5) categories in your list to
be administrative duties, as the Executive committee approves specific funding for project
preparation and as “implementing projects” means implementation activities by its very
nature. We request that this difference of understanding be reflected in the report.

13 UNEP/OzL.Pro/ExCom/38/59
14 UNEP/OzL.Pro/ExCom/38/22
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PwC Response: This assessment does not attempt to develop a new definition of administrative
costs. The definition of administrative costs was based on the previous Coopers & Lybrand
report. The recommendation in this report is that the definition of Administrative costs needs to
be agreed by the Executive Committee and applied across all agencies in a uniform manner.
This will facilitate comparability between agencies into the future.

Specific comments

o Page 1, first para: It should not read “the agencies are entitled to charge the Multilateral Fund
Secretariat for administrative costs” but rather “the agencies are entitled to charge the
Multilateral Fund for administrative costs” (i.e. not the “Secretariat”).

PwC Response: Amendment made

e Page 2. last para: It should not read “meetings with the Multilateral Fund Secretariat
members” but rather “meetings with the Multilateral Fund Secretariat staff”.

PwC Response: Amendment made

e Page 3, 3¢ para: With regard to “The...questionnaires were prepared based on cost
definitions established by Coopers and Lybrand in 1998”, it should explain the rationale of
why the Coopers and Lybrand definition was used and whether the Executive
Committee in any way endorsed or approved this list as the official definitions. Also
adding some explanation of why the 10 year old definition is still valid would be useful, given
the multiple changes in the regime indicated in the table on page 5.

PwC Response: Amendment made

e Page 5, 2" para: “Total administrative costs are composed of fixed (core unit costs) and...”
We request that the paper include a definition of (a) core unit costs (b) CAP to distinguish
them. As mentioned in our previous email, the comparison of the “core units” of other
agencies with similar activities in UNEP’s CAP can be done, if needed, on a selective basis,
however it is not a one-to-one comparison. Please note that CAP has been in operation since
2002, whereas the “core units” approved for the other Implementing Agencies came later,
and for much different reasons. This should be explicitly stated in the paper.

PwC Response: Amendment made

e Page 5, Summary table: To be accurate, factual, the cell in the table for “Regime 2" for UNEP
should read “Same as other agencies for period 1998-2001, then as of March 2002
(Executive Committee meeting 36), ... [then bullets about CAP and IS projects]”

PwC Response: Amendment made

e Page 6, para 1: The statement “the creation of the CAP, approved during the 32" Executive
Committee meeting” is factually incorrect. The Executive Committee approved UNEP’s 2002
Business Plan and within it, the Compliance Assistance Programme, in March 2002
(Decision 36/10). Additionally, it is incorrect to state that CAP was created “to provide stable
support for the management of smaller less cost-efficient projects. The CAP provides both
project and administrative funding for UNEP’s non-investment projects (training, institutional
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strengthening) and technical assistance projects.” This is factually incorrect: CAP was not
established by the Executive Committee for managing small, less cost-efficient projects. CAP
was established to assist Article 5 countries to comply with their commitments under the
Montreal Protocol (hence “compliance” in the programme name). At the Executive Committee
meeting in November 2001, Decision 35/5 noted that the CAP “reorientation [was] designed
to achieve and sustain compliance, promote a greater sense of country “ownership”, and
implement the agreed Executive Committee framework for strategic planning.”*® The
priorities of CAP, which reflected the identified needs of Article 5 countries, were expressed
in UNEP’s 2002 Business Plan as follows:

= accelerate the implementation of delayed projects

= provide assistance to countries in potential non-compliance with the freeze of CFCs,
halons and methyl bromide;

= provide policy assistance and public awareness support;

= continue to assist LVCs; and

= promote measures to reduce excessive CFC supplies in developing countries.*®

To avoid confusion, we recommend that the PWC paper use either the language of UNEP’s
Business Plan or the Executive Committee to describe CAP, rather than creating something
new.

PwC Response: Amendment made

e Page 6, Footnote 2. Since the paper UNEP/OzL.Pro/ExCom/35/64 (An Issue Paper on
Support Cost: Follow-Up to Decision 34/65) was dated November 2001 (i.e. before the CAP
was established), it does not mention CAP, so this footnote is incorrect. Moreover,
UNEP/OzL.Pro/ExCom/35/64 was prepared by the Multilateral Fund Secretariat, not
UNEP. This footnote should be deleted or changed to the correct reference.

PwC Response: Amendment made

e Page 7, first para. The paper should explain how CAP is fundamentally different from the
core units of the other agencies in terms of its objective, nature and components, and why
one-to-one comparison is difficult if not impossible. There should be a more nuanced
approach in the paper.

PwC Response: Amendment made

e Page 8 Paragraph about Multilateral Fund Secretariat assumptions. Regardless of the exact
definition of administrative duties (which, as mentioned above, has not yet been agreed
precisely by the Executive Committee), it is incorrect to assume that either the Network
and Policy Manager or the Capacity Building Manager posts are 100% administrative.
While they do spend a good amount of time working on programme management
(“administrative” as per the definition in section 5.2) both posts spend a considerable portion
of their time related to substantive issues related such as policy advice, interaction with
countries on substantive issues, capacity building work (organizing or supporting workshops,

> UNEP/OzL.Pro/ExCom/35/67, Decision 35/5(b).
8 UNEP/OzL.Pro/ExCom/35/8, para 1.

PricewaterhouseCoopers



Comprehensive independent assessment of the administrative costs required for the
2009-2011 triennium
Report of the Consultants

development of training materials/resources), etc. This is why we roughly characterized the
posts as 50% “administrative” and 50% substantive, when we were required to make such a
characterization. We also disagree that CAP regional staff spend 30% of their time on
administrative duties. As indicated in Mr Shende’s message of 12 June, if required to make
such an estimate as a rough estimate, 5-10% of staff time could be used across the
board for project-related administrative duties (for those staff not already identified in the
previous responses as contributing to such activities). However, this cannot be termed as
“Programme Support Costs” nor purely “Administrative Costs”. At best, it is considered under
project management or costs for “administering” the programme. We would like to request
that section 3.1 include a statement to the effect that these are only rough estimates to be
treated with caution, since UNEP does not have any mechanism for tracking staff time spent
on administrative duties versus substantive duties.

PwC Response: Amendment made. However, the results presented in the document are based
on the assessment made by PwC.

e Page 8, last para: Please remove this paragraph that says “While the project team was
unable to validate these assumptions with UNEP OzonAction ... no further response to our
requests were received” as we have provided responses to all questions submitted to date
(see other attachements). If anything is pending, please let us know.

PwC Response: Amendment made

o Page 9, first para. It should explain the rationale why the 2004-2007 timeframe was chosen
for the updated analysis.

PwC Response: Amendment made

e Page 9 first bullet. The project cost percentages should be recalculated based on the
above-cited figures. Rather than citing an issue of “transparency”, which is implying that
something requested is not being forthcoming, when in fact UNEP has not been asked to
provide such information before since there is no common definition of administrative
costs (see earlier comment). We request that PWC find alternative language to indicate their
recommendation without implying a lack of clarity on UNEP’s part.

PwC Response: Comments clarified, however, PwC estimation of administrative costs was used.

e Page 9, second bullet. We fundamentally disagree with this conclusion for the same
reason, since there is no agreed definition of administrative costs, and UNEP follows the
UNON definition. We request that our disagreement be noted in the report.

PwC Response: Recommendations include a need to define administrative costs.

e Page 9, last para. As per the comment on page 9 first bullet, we request that PWC find
alternative language to indicate their recommendation without implying a lack of
clarity on UNEP’s part.

PwC Response: Amendment made

e Parall, 2" para: Include mention that UNEP does not have a core budget but that this
analysis extracts comparable budget elements from the CAP.

PwC Response: Amendment made
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e Page 11, last para. This para implies that UNEP has a Core Unit report, which is not
accurate since UNEP does not have a core unit budget as per the comments above. We
suggest the wording “(per their Core Unit reports and, in the case of UNEP, the Progress
Report, which includes CAP)”

PwC Response: Amendment made

e Page 12, table. Next to the title “Core unit costs” include an asterisk with a foot note that
“Core budget does not apply to UNEP; extracts from comparable budget elements from CAP
used instead.”

PwC Response: Amendment made

e Page 12, last sentence. Recalculate and revise the figure based on our comments to Page
8.

PwC Response: PwC estimation was used. Once definition of administrative costs has been
finalized, the amounts should be recalculated.

e Page 13, table. Recalculate and revise the figure based on our comments to Page 8.

e Page 14, last bullet about PSC rates. We believe that this bullet refers to investment projects.
If so, we think there is a typo “UNEP” should be “UNDP”.

PwC Response: Amendment made

e Page 15, figure on Consolidated Business Plan. This table correctly separates CAP costs
(under the Project Costs section) from the other agencies’ Core Unit costs (under the
Administrative Costs section), which reinforces our comments above that CAP is
fundamentally different in nature from the Core Units of the other agencies. We find it rather
confusing that in other tables in this report (e.g. the consolidated table on page 11), CAP is
co-mingled with the Core Units. There should be consistency in the way CAP is
presented throughout the report. We prefer that CAP be identified separately as in the
Consolidated Business Plan table (and in the tables on pages 18 and 19).

PwC Response: Amendment made

e Page 15, figure Business Plan for the Next Triennium. Next to the title “Core unit costs”
include an asterisk with a foot note that “Core budget does not apply to UNEP; extracts
from comparable budget elements from CAP used instead.”

PwC Response: Amendment made

e Page 15, first bullet. We do not understand the comment attributing increases in the
“administrative component of CAP”. Please provide further information.

PwC Response: Amendment made

e Page 20, table at top of page. Next to the title “Core unit costs” include an asterisk with a
foot note that “Core budget does not apply to UNEP; extracts from comparable budget
elements from CAP used instead.”

PwC Response: Amendment made

PricewaterhouseCoopers Page 71




Comprehensive independent assessment of the administrative costs required for the
2009-2011 triennium
Report of the Consultants

e Page 21, table at top of page. Next to the title “Core unit costs” include an asterisk with a
foot note that “Core budget does not apply to UNEP; extracts from comparable budget
elements from CAP used instead.”

PwC Response: Amendment made

e Page 22, 2" to last para. Regarding “UNEP’s information...has been adjusted to remove the
impact of CAP funding...”, please indicate whether the Core Unit funds of the other
Implementing Agencies has also been removed in the analysis, or if not, why.

PwC Response: Amendment made

e Page 23, table. Next to the title “Core unit costs” include an asterisk with a foot note that
“Core budget does not apply to UNEP; extracts from comparable budget elements from CAP
used instead.”

PwC Response: Amendment made

e Page 27, first bullet. The logic is flawed in the statement “UNDP and UNEP are the agencies
which have the largest number of pending PCRs...as such...they appear to have the most
work to perform to meet the 2010 compliance deadline”. Whether a PCR is submitted or
not has no direct relation to the compliance deadline. A more accurate indicator is
whether the project is reported to have been completed or not. PCRs may be submitted late
for a variety of reasons, including relating to staff priorities vis-a-vis project implementation or
external factors (e.g. sighature of a PCR by a government).

PwC Response: Your objection with the language in the comment has been incorporated into the
text.

e Page 28, 1st para 9 and Page 29 2™ para. It states “only UNDP submitted a request for
additional core unit costs in its business plan in order to support the additional administrative
workload [related to HCFCs]". Although Core Unit costs do not apply to UNEP (as mentioned
above), it would be worth mentioning here that in the CAP 2008 Budget, “UNEP therefore
seeks to revise the CAP budget in 2008 based on the possible decisions to be taken at the
54th Executive Committee meeting (this also provides an opportunity for UNEP to further
address Decision 52/7 for additional regionalization of CAP resources).”*" .

PwC Response: Amendment made

e Page 40, section 5.3. The table should include the following additional names of UNEP
staff:

= Site visit in Paris on March 13, 2008 - Txema Beato, James Curlin
= Conference call with Paris on May 7, 2008: James Curlin

PwC Response: Amendment made

" UNEP/OzL.Pro/ExCom/53/20, ,para 12.
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e Page 49 and 50, tables on UNEP. The words “Core Unit costs” should be replaced by
“Comparable CAP costs”.

PwC Response: Amendment made

e Page 51, table on sufficiency of funding: The table about anticipated CAP costs related to
compliance and non-compliance is very vague. It needs a detailed explanation of what is
compliance activitiy, what is non-compliance activity, and the assumptions used in the model.
UNEP is not comfortable with this as it is presented, without more explanation.

PwC Response: Amendment made

e Page 52, tables on calculation of estimated PSC percentages. We are mystified as to why
there there should be anything for UNDP, UNIDO, World Bank or Bilaterals in the line “CAP-
estimate” as CAP is solely applicable to UNEP. This table must be examined and redone.

PwC Response: Amendment made

e Page 53: table about information received by PWC. Please clarify the incomplete information
from UNEP in all three categories. We understood that we provided everything requested to
date.
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6.8 Commentary received from UNEP relating to draft

assessment submitted for agency review
mailto:CONSOLIDATED UNDP REPLY TO PWC JUNE 2008 ASSESSMENT REPORT

Please find attached UNDP’s comments on the June 2008 report “Comprehensive
Independent Assessment of the Administrative Costs Required for the 2009-2011 Triennium”
prepared by Price Waterhouse Coopers for the Multilateral Fund Secretariat. This draft report
was received on Monday 16th June afternoon with a request for UNDP’s response by Thursday
19th June 9:00am. Given the critical nature of this report and the fact that both the Unit Chief and
several senior staff were on mission, UNDP was given an extension to Monday 23rd June
morning for its response.

UNDP would like to thank PWC for the extensive data analysis that has gone into the
assessment report and for the realism of several of the assumptions made. There are some
areas, however, where we feel that PWC assumptions have not reflected actual procedures and
processes, and a few cases where we find discrepancies in the financial figures utilized.

A - Relationship between HCFC Phaseout and Lead Agency Designation

1. In the MLF Business Plan for 2008-2010, for sectors other than HCFC, there is one lead
agency per project or sector ODP phaseout and that one specified lead agency in general is
responsible for the total ODP phaseout in that sector or subsector. Examples include UNDP
(Brazil CFC phaseout plan, China solvent sector), UNIDO (Mexico production sector) and World
Bank (China halons, China foam, China CTC, China production sector, Venezuela production
sector).

2. PWC seems to have used the same assumption for the HPMPs (HCFC Phaseout
Management Plans) taken from what was presented in the MLF Business Plan. Thisis a
completely erroneous assumption. Unlike in the case of foam, solvent, halons, production sector
and other phaseout plans approved by the ExCom and mentioned in para 3 above, for HPMPs
developing countries have in several cases just specified which agency they want to take the lead
in preparation of the HPMP. Secondly, some of the larger HCFC consuming (and producing)
countries have also specified which agency they would want to lead in the preparation and
implementation of HCFC sectoral phaseout activities while others have not directly done so.

3. As examples we provide the following:

ARGENTINA (UNDP lead agency HPMP preparation)

. UNDP (foam sector)
. UNIDO (commercial ref and a/c)
. World Bank (production sector, aerosols, domestic ref)

BRAZIL (UNDP lead agency HPMP preparation )
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. UNDP (all manufacturing sectors except HCFC 142 b XPS foam subsector)
. UNDP ( servicing sector investment components)

GTZ ( servicing sector non —investment)

GTZ (HCFC 142b in XPS foam subsector)

CHINA (UNDP lead agency HPMP preparation )

. UNDP (industrial and commercial ref, partial XPS foam, solvents)
. UNEP (enabling activities and awareness, servicing sector with Japan)
. UNIDO (domestic ref, room a/c, partial XPS foam)

. World Bank (PU foam, production sector)

. GTZ (XPS foam, UNDP and UNIDO cooperating)

INDIA (UNDP lead agency HPMP preparation)

. UNDP (all manufacturing except transport ref)

. UNEP (enabling activities and awareness)

. UNIDO (transport ref)

. World Bank (production sector)

. GTZ (servicing sector)

INDONESIA (UNDP lead agency HPMP preparation)
. UNDP (all sectors except foam)
. World Bank (foam sector)

IRAN (UNDP lead agency HPMP preparation )

. UNDP (possibly partial foam, partial ref)
UNEP (enabling activities, awareness)
UNIDO (possibly partial foam, partial ref)
GTZ (possibly servicing, partial foam)

MALAYSIA (UNDP lead agency HPMP preparation )All sectors.

. UNDP to prepare the HPMP in all sectors. Other cooperating agencies may be brought in
for the implementation of portions of sectoral activities (UNDP, UNIDO)

. UNEP (enabling activities, awareness)

4. In each of these seven countries — Argentina, Brazil, China, India, Indonesia, Iran,

Malaysia — the respective Government has designated UNDP as the lead agency for the 1%
Stage HPMP preparation/overarching strategy. However, it can be seen very clearly that the
HCFC phaseout investment required - including enabling activities and awareness - would be
shared in by a number of agencies and bilaterals.

In the case of China and India, by five agencies/bilaterals.

5. PWC has, however, in its analysis erroneously allocated 100% shares in HCFC phaseout
financing only to lead agency in all cases. And since UNDP is lead agency in countries
accounting for over eighty percent of all HCFC phaseout, it is not at all surprising that UNDP is
then allocated some 82% of all HCFC financing under both Scenario 1 and Scenario 2.

6. Thus UNDP's overall financial HCFC share during 2009-2011 is grossly exaggerated and
that of UNIDO, the World Bank, UNEP and GTZ are grossly underestimated. With a more
accurate accounting based on what has been stated above, UNDP's actual HCFC phaseout
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financing could be in the 25-35% range and not 82% as specified in the report. And thus the
PWC recommendation on page 26 that projects be allocated to agencies other than UNDP due to
its inability to manage a 82% share of the HCFC financing is irrelevant. We hope this is corrected.

7. Once this is corrected, the table on page 16 can be corrected, where it shows UNDP’s
share of project approvals increasing from 14.3% during 2004-2007 to 42.7% during 2008-2010,
with the shares of UNIDO, World Bank and bilaterals declining. All Scenario 1 and 2 tables in
Section 3 needs to be corrected accordingly.

8. UNDP strongly requests that PWC urgently works with the MLF Secretariat to come up
with more accurate estimations here since those that have been presented are seen as incorrect.

PwC Response: Amendments made to the mathematical model whereby a portion of UNDP’s
approved project funds for HPMP activities are now allocated to different agencies.

B - Financial Issues

9. Page 11 - The core unit report of UNDP for 2006, for example, indicates that the
approved budget is fully spent compared to the MLF approval of $1.7 million. We are not clear
then why the table on page 11 indicates a difference between costs and MLF disbursement. This
is the case for the other years presented in the table and may also apply across agencies.

PWC Response: The difference between costs reported and administrative costs identifies
potential areas where agencies are receiving administrative disbursements that are greater/less
than the costs that they have incurred and reported to the MLF. Based on this information, it is
our understanding that UNDP has received administrative cost disbursements in excess of
administrative costs incurred.

10. Page 28 - The total administrative costs actual average for 2004-2007 given in the table
on page 28 is not correct and so it throws the projections off. The average for 2004-2007, if
calculated based on the figures reported by UNDP in the cost breakdown table is $3.3 million
(2004:3.7m, 2005: 3.6m, 2006: 2.9m and 2007 estimated at 3.1m).

PWC Response: Our table is based on disbursements by the MLF and not based on the costs
incurred as reported by UNDP. The difference between the numbers represents payments by the
MLF in excess of costs reported in the Core Unit Report by UNDP.

11. Page 30-31 - The core unit tables for UNIDO and World Bank are presented. The one for
UNDP is omitted and should be added since comparisons have been made based on these data.

12. Page 32 - The table on Unused project support funds balance by category indicates that
UNDP has $7.1 million in unused support funds balance. If this includes only project support
funds it is correct. If it is also supposed to include the core unit, the correct figure would be $8.8
million (core unit cost is $1.7million).

PWC Response: The amount in the table does not include core unit costs. Therefore it is the
correct amount.
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13. Pages 13 & 49 - The disbursements for UNDP are double counted in the second table on
page 49. What is presented as project support costs for 2004 of $3.8 million is the total
administrative cost figure including core unit costs. The total administrative costs are not
therefore $5.3 million as presented but rather $3.7 million. The figures presented for the years
2005, 2006 and 2007 are also not correct. For 2004, for example, the impact is to overstate total
administrative costs as a percentage of project costs (presented as 15.5%) rather than 12% using
the correct figures. Please refer to the revised table below.

UNDP

2004 2005 2006 2007

Disbursements

Project Costs 30.8 25.8 22.2 23.2
Core Unit Costs 15 15 17 1.8
Project Support Costs 2.2 2.1 1.2 1.3
Total Administrative Costs 3.7 3.6 2.9 3.1
Total Project and Administrative costs 34.5 294 25.1 26.3

Projects support costs as a % of Project
Costs 7.1% 8.1% 5.4% 5.6%

Total Admin Costs as a % of Project Costs 12.0% 14.0% | 13.1% 13.2%

PWC Response: The numbers, as originally presented by PwC, were reviewed and there is no
proof that these numbers are incorrect. The numbers as presented are from the annual progress
reports. The detailed calculation behind our numbers is available upon request for UNDP review.
In review of the information above, the fact that UNDP numbers show Project Support Costs at
5.4% which is much lower than the ratios per the cost regimes, lends more support to the fact that
the numbers presented by UNDP are erroneous. The minimum PSC percentage by project is
7.5%.

14. The table on page 22 implies that UNDP has a much slower delivery ratio as compared to
other agencies. However, we arrive at completely different figures when looking at the latest
disbursement figures submitted in May 2008, where UNDP’s disbursements after year 1, 2, 3 and
4read 1.1-10.2 - 12.1 and 69.0% (and not 0.6 - 8.1 - 13.3 and 30.9% as in the report).

In addition, we wish to highlight that figures in year-1 reflect the fact that most UNDP approvals
are received during the last ExCom meeting of the year. It is normal that in the few remaining
weeks of the year, no disbursements can occur for these just-approved projects. As for the World
Bank’s results, we wonder if they report disbursements in a different manner than other agencies
(eg when transferring funds to their financial intermediary), and if this may explain their much
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higher performance during the first year. We hope that a word of caution could be added in the
report that further study is needed to confirm or reverse the conclusions that follow.

PWC Response: The information in the report is based on the history from 2003 until 2007. For
each year, we looked at the disbursements in the same year, and the four years thereafter, where
this information was available. We then took the weighted average. The implementation rate in
year 1 is reflective of four years worth of data. Once again, this information is available for
review, however, based on a review, we note that there are no discrepancies in our information.

15. The analysis on page 13 indicates that “the ratio of administrative fees disbursed relative
to project costs disbursements is notably high for UNDP, UNEP and UNIDO.” For UNDP, the
disbursement figures on which these ratios are based are incorrect and should be per revised
table in paragraph 15, above.

PwC Response: As responded to previously, the numbers have been revalidated and are
correct.

C - Other Issues

16. Page 6, second para “2002: Project support cost percentages reduced to 8%...". It was
actually reduced to 7.5% as shown in the table on page 5 and should be corrected.

PwC Response: Amendment made

17. Page 14, middle of the page, assumption may need to be revised based on paras 1-10

above.
PwC Response: Amendment made

18. Page 14, bottom of page, the word “UNEP” should be replaced by “UNDP”.

PwC Response: Amendment made

19. Page 16, para before the figure. Please indicate that “UNDP has had its portion of
project funding increased dramatically over the term of the business plan...” to “UNDP has had its

portion of project funding for projects under $250,000 increased dramatically over the term of the
business plan...”

20. Page 19, Scenario 1 table has to be revised based on paras 1-10 above.
PwC Response: Amendment made
21. Page 20, Scenario 2 table has to be revised based on paras 1-10 above.
PwC Response: Amendment made

22. Page 22, last para, conclusion on UNDP incorrect based on paras 1-10 above and needs
to be revised.

PwC Response: Amendment made
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23. Page 26, second last para has to be revised since it is incorrect based on paras 1-10
above.

PwC Response: Amendment made

24, Page 28, table on UNDP estimated project disbursements 2008-2011 has to be corrected
based on paras 1-10 above. Similarly tables for UNEP, UNIDO and the World Bank on pages 29-
31 would need to be revised.

PwC Response: Amendment made

25. Page 34, discussion on the Fixed Exchange Rate Mechanism (FERM): UNDP agrees
with PWC that “....the major issue to address relates to the foreign currency risk borne by the
implementing agencies which can create deficits and surpluses out of the control of the
agencies....” and would agree with the strong recommendation that “.....foreign currency risk

exposures are managed centrally and not at an agency level....".

26. Page 38, middle of page. The fourth bullet proposes that “following up on implementation
status, including country visits if there is evidence of undue delays or difficulties” should be
considered administrative costs. However, UNDP feels that if the visit is needed to resolve
technology related bottlenecks in certain projects,for which technical expertise is required, then
those costs are rightly project support costs and not administrative costs.

27. Page 39, second para, fourth bullet. Recommend “procurement and legal based on the
volume of transactions generated” be replaced by “procurement and legal based on the volume
and dollar value of transactions generated”. Large transactions in the millions of dollars have
their own special and detailed procurement and legal requirements which are ignored if only the
volume of transactions is considered.
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