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The Harmonized Conceptual Funding Framework and Cost Recovery Methodology
  
1. A joint decision of the Executive Boards of UNDP/UNFPA, UNICEF and UNWOMEN approved the  harmonized conceptual framework for defining and attributing all costs, both programme costs and organizational costs (DP-FPA/2012/1), and a the harmonized methodology for calculating cost-recovery rates on other resources (non-core) (DP-FPA/2013/1; DP/2013/9). Further, the Executive Boards of UNDP/UNFPA, UNICEF and UNWOMEN also approved the joint comprehensive cost-recovery policy (DP/FPA-ICEF-UNW/2020/1), including cost-classification categories, methodology and rates, effective 1 January 2022. In 2024, the Executive Boards reviewed and approved the comprehensive cost-recovery policy, as outlined in document (DP/FPA-ICEF-UNW/2024/1) which supersedes the previous cost-recovery policy, including cost-classification categories, methodology and rates. This is effective 1 January 2026.
  
2. Within the context of the Integrated Budget (DP/2013/41 and EB decision 2013/28), integrating in one framework the DP/2012/25 - Programming Arrangements and the institutional budget, the new funding and cost recovery frameworks have a significant impact on how Country Offices, Regional Centers and HQ activities are funded to successfully deliver on the results outlined in the UNDP DP/2013/40 - Strategic Plan.   
  
3. The Integrated Budget is reflective of the evolution of UNDP’s Business Model, reaffirming the realignment of resources and acknowledging synergies and linkages between development and institutional results at country, regional and global levels, and the associated resource requirements and cost attribution. It recognizes that institutional activities represent essential strategic enablers for the achievement of development results and facilitates the process of continuous realignment of institutional capacities required to help programme countries achieve development results. 
  
4. The new approach of the Integrated Budget results in two critical elements:  
  
a. An increase in the share of regular resources available to fund programmatic 
(development) components of the integrated budget and; 
b. Intends to ensure that all activities of the organization are appropriately costed and correctly attributed to the wide range of funding sources that fund our development work.   
  
5. Funding for Country Offices, Regional Centers and HQ organizational activities are available through the: 
  
a. Integrated Budget (regular resources), 
b. Application of the cost recovery methodology (cost recovery income earned through charging of the GMS fee on other resources or Extra-budgetary resources – POPP Cost Recovery from Other Resources - General Management Support (GMS), 
c. Income generated from provision of support services to UN Agencies (Provision of Services to UN Entities) and 
d. Direct project costs that directly contribute to the achievement of development results of projects and programmes and are funded from regular (core) and other (non-core) resources. The application of Direct Project Costs (Delivery Enabling Services) institutionalizes more equitable funding of organizational costs between regular and other resources. (Planning and Paying for Delivery Enabling Services to Projects)

6. Effective 1 January 2026, the UNDP programme and organizational components are attributed and defined per the following three cost classification categories and their respective sub categories: 

	Development/Humanitarian activities 
	a – Programme
b – Development Effectiveness 

	United Nations Development Coordination 
	

	Enabling functions
	a – Management
b – Independent oversight and assurance
c – Special Purpose



a) Development/Humanitarian activities: costs associated with programmes and development effectiveness activities which contribute to and are essential for the realization of effective development and humanitarian results, as follows:
(i) Programme: activities and associated costs traced to specific programme components or projects, which contribute to delivery of development and humanitarian results contained in country/regional/global programme documents or other programming arrangements;
(ii) Development effectiveness activities: costs of activities of a policy-advisory, technical and implementation nature that are needed to achieve the objectives of programmes and projects in the focus areas of the organizations. These inputs are essential to the delivery of development and humanitarian results and are not included in specific programme components or projects in country, regional or global programme documents;
b) United Nations development coordination activities:  activities and associated costs supporting the coordination of development activities of the United Nations system;
c) Enabling functions: services and associated costs which are typically provided corporately to promote the identity, direction and well-being of an organization to collectively enable the organization to deliver its mandated programmes and normative agendas. These indirect functions and associated costs cannot be readily or easily traced to specific ‘programmes’. It contains the following sub-categories:
(i) Management activities: activities and costs associated with executive direction, representation, external relations and partnerships, corporate communications, legal, information technology, finance, administration, security and human resources. Management costs can be classified as recurrent or non-recurrent;
(ii) Independent oversight and assurance activities: activities and associated costs supporting the independent audit and investigations and corporate evaluation functions; 
(iii) Special-purpose activities: activities and associated costs of (1) capital investments, and (2) services for other United Nations organizations.
7. These cost classification categories provide a firm foundation for increased transparency, coherence and alignment of budget categories at a global level with UNDP’s Business Model. Furthermore, it improves the alignment of resources to results and budgeting of projects in a way which will make the real cost of projects more transparent and ensure that the required substantive, policy and implementation capacities are captured. 

8. [bookmark: _Hlk180511124]Regular resources fund activities of the organization falling under all the harmonized cost classification categories (Development/Humanitarian and Enabling functions). These activities and their regular resource allocations are approved by the Executive Board (EB) every four years in the form of an Integrated Budget and take place at all three levels of the organization, programme country level, Regional Centers and Headquarters.  
 
9. Other resources fund activities of the organization falling under the Development/Humanitarian and Enabling functions activities.   
  
10. For programmes and development effectiveness activities, these costs are directly attributed and charged to programmes and projects. These activities and their other resource allocations are approved in the form of cost sharing and trust fund agreements between governments, UNDP and other donors, both third party and programme country.  They take place primarily at the programme country level, but also in Regional Centres and HQs.  
  
11. For management activities, these activities and their other resource allocations are approved in principle by the EB in the form of the cost recovery policy through the harmonized methodology for calculating cost-recovery rates on other resources (non-core) (DP-FPA/2013/1 and EB Decision 2013/9) and its application to cost sharing and trust fund agreements between governments, UNDP and other donors.  The cost recovery policy authorizes the charging of a general management services (GMS) fee on all cost sharing and trust fund activities that generate cost recovery income, and its use to fund management activities. 
  
The Harmonized Cost Recovery Methodology 
14. Cost recovery refers to the requirement of an organization to recover all costs. This ensures that regular resources are not used to subsidize the implementation of programmes funded from other resources, and that all direct costs of programmes funded by other resources are recovered from the correct funding source. The fundamental aim of cost recovery is to achieve a proportional funding of organizational costs between regular and other resources. Harmonized cost recovery approach refers to a standardized method of calculating and recovering costs across multiple UN agencies like UNICEF, UNFPA and UNWomen, where all entities use the same cost classification system and methodology to determine how much they charge for their services.
15. Within the context of the harmonized methodology for calculating cost-recovery rates on other resources (EB document DP-FPA/2013/1 and EB Decision 2013/9) organizational costs between regular and other resources will be more equitably funded, through two main strategies:  
a. Increasing the cost recovery rate from the minimum 7% to 8% (effective 1 January 2014), therefore allowing more organizational costs to be funded from the cost recovery income earned on managing the other resources (and less from regular resources);  
b. Direct project charging of eligible organizational costs to regular and other resources funded projects and programmes, particularly the development effectiveness category. Direct Project Costs are part of the project budget input and are directly linked to the achievement of development results (Prepare Fully Costed Budgets for Projects and Annex 1).

16. The above are also two types of costs that UNDP distinguishes between in the implementation of its activities:  
a. Organizational costs that are directly linked to the project budgets, achievement of development results and arise from the implementation of projects and programmes funded from regular and other resources. These are Direct Project Costs. (Refer to Planning and Paying for Delivery Enabling Services to Projects).
b. Costs that are in addition to direct project costs, and are incurred by an organization as a function and in support of its other resources funded activities, projects and programmes, and cannot be traced unequivocally to specific activities, project or programmes. These are General Management Support (GMS) costs. (Refer to POPP Chapter on Cost Recovery from Other Resources - General Management Support (GMS).
 
17. The fundamental principle and benefits of the application of the cost recovery methodology contribute to a more equitable sharing of costs of management activities between regular and other resources. By funding qualified development effectiveness activities, where appropriate, directly from regular and other resources programmes and projects (applying the Direct Project Costing Policy and Methodologies), the cost recovery income (extra-budgetary resources) previously used to finance development effectiveness activities shall be used to fund management activities that presently are financed from regular resources. These regular resources will then be re-allocated to finance programme activities - a major benefit of the cost recovery framework.  
 
18. The cost recovery methodology enables organizational costs to be aligned to appropriate results frameworks and funding streams and UNDP to more sustainably finance the requisite organizational structures and capacities to successfully deliver on programme results. Furthermore, the policy on multi-funding of eligible posts provides the flexibility to align costs with results frameworks and related funding sources (POPP Multiple Funding Lines for Positions), and assist COs in applying the Direct Project Costing Policy and Methodologies.
  
19. Critical to the success of the cost recovery methodology will be UNDP’s ability to balance the interests of all donors, regular (core) and other resources (non-core) by: 
a. continuing to take measures to contain organizational costs through effectiveness and efficiency measures; assuring regular (core) resources donors that they are not carrying a disproportionate share of organizational costs and continuing to make the maximum amount of regular resources available for programmatic activities; and 
b. assuring other resources (non-core) donors that the costs being shifted to programmes and projects are justified, and that they are not being charged twice for the same thing (i.e. the cost recovery GMS purpose/utilization does not duplicate the Direct Project Costing purpose/utilization). The GMS fee recovers organizational infrastructure costs while direct project costs are part of the project budget input.  
 
20. This section covers policies regarding the harmonized conceptual funding framework and cost recovery methodology and policies and procedures related to the cost recovery income (GMS) earned on Other-Resources-funded programmes and projects. 
 
21. The Direct Project Costing Policy and Methodologies can be found as a separate sub section under the Resource Planning section.  
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