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 I. Introduction 
 
 

1. In resolutions 50/14 of 28 November 2007 and 16/6 of 30 November 2007 the 
Commission on Narcotic Drugs (CND) and the Commission on Crime Prevention 
and Criminal Justice (CCPCJ) requested the Executive Director to submit a detailed 
account of the exemptions and reductions provided to donors in respect of the 13% 
programme support charge (PSC) applied to extrabudgetary contributions during the 
past three years and the basis for such exemptions and discounts. 
 
 

 II. The United Nations PSC policy, its application and 
evolution 
 
 

2. In its decision 80/44 of 27 June 1980, the UNDP Governing Council approved 
a PSC rate of “13 per cent of annual project expenditures.” In its report on the PSC 
arrangements embodied in UNDP Governing Council decision 80/44, the ACABQ 
recommended that the UNDP formula be approved by the General Assembly for use 
by the United Nations Secretariat. This recommendation was accepted in 
resolution 35/217 of 17 December 1980. 

__________________ 

 * E/CN.7/2008/1. 
 ** This conference room paper has not been edited. 
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3. The United Nations has consistently recovered less than the 13% PSC rate 
endorsed by the General Assembly in its resolution 35/217 of 17 December 1980. In 
this regard, exceptions to the established rate are being granted for a variety of 
reasons. When an operation, programme or project financed from extrabudgetary 
contributions is implemented by two or more United Nations system organizations 
working in partnership, these organizations often charge less than their standard 
PSC rates. In these circumstances, the 13% PSC is deemed to have been shared with 
the implementing partner; usually on the basis of an assessment of both 
organizations’ share of the workload. Lower PSC rates may also be granted when 
the activities for which a extrabudgetary contribution is provided are particularly 
straightforward (such as a single procurement action) or incorporate the use of an 
alternative cost-recovery modality (such as direct cost recovery). Some of these 
exceptions have been institutionalised. The 29 April 2003 Financial and 
Administrative Framework Agreement between the UN and the European 
Commission, for example, determines that “a fixed percentage of direct eligible 
costs, not exceeding 7% shall be eligible as indirect costs.” The EC is now the 
largest extrabudgetary donor to most United Nations programmes. Similar 
exceptions have been approved for the United Nations Fund for International 
Partnerships and the United Nations Democracy Fund. 

4. At a 26-27 July 2007 meeting of the UN system’s Finance and Budget 
Network’s Working Group on Cost Recovery Policies, UNESCO presented the 
findings of a “comparative study of the cost recovery policies of several UN 
Organizations” in which it demonstrated that PSC rates were “converging towards 
7%”. The United Nations organizations applying a standard PSC rate of 7% include 
UNDP, UNICEF, WFP and UNFPA. 
 
 

 III. What is PSC? 
 
 

5. Through the PSC charge levied on extrabudgetary expenditures, the UN aims 
to recover incremental or opportunity costs: the additional costs incurred to support 
activities financed from extrabudgetary contributions. This charge is intended to 
ensure that the cost of supporting activities financed from extrabudgetary 
contributions is not borne by the regular budget and/or other resources that are 
central to the budget review and approval process of United Nations system 
organizations. Incremental costs can be divided into two basic categories: direct and 
indirect costs. Direct costs are those that can be clearly attributed, either wholly or 
in part, to an operation, programme or project financed from extrabudgetary 
contributions. They include costs associated with providing direct management and 
other support functions. All direct costs should ideally be financed as identifiable 
components of an operation, programme or project and not by the support costs 
charge expressed as a percentage of direct costs (PSC). 

6. Indirect costs are those that cannot be “traced unequivocally to specific 
activities, projects or programmes” (CEB/2005/HLCM/R.22, page 2). They include 
costs incurred by services providing administrative and other support functions to a 
range of operations, programmes and projects financed by a range of extrabudgetary 
contributions. Indirect costs may be incurred when performing the following 
functions: the recruitment and servicing of staff, consultants and fellowships, 
procurement and contracting, budget preparation and control, financial operations, 
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accounts, reporting and auditing. Indirect costs are the only incremental costs that 
should be recovered by the support costs charge expressed as a percentage of direct 
costs (PSC). 
 
 

 IV. UNODC experience 
 
 

7. In accordance with CND resolution 50/14 of 28 November 2007 and CCPCJ 
resolution 16/6 of 30 November 2007, the annex to this report shows the exemptions 
and reductions provided to donors in respect of the 13% programme support charge 
(PSC) applied to extrabudgetary contributions during the past three years. During 
the years 2005 through 2007, reduced PSC rates were applied to projects with 
expenditures totalling $76.2 million. This represents 28% of the total project 
expenditure of $274.7 million over these three years. Of the 57 projects to which 
discounted PSC rates were applied in 2007, 10 (or 17%) were nationally executed 
(NEX) and 14 (25%) were implemented in partnership with other UN system 
organizations. In this context the PSC is deemed to have been shared between 
UNODC and the partner government/organization concerned. In 2007, reduced PSC 
rates were also applied to 22 projects (39%) partially or fully financed by the 
European Commission and governed by the Financial and Administrative 
Framework Agreement between the United Nations and the European Commission. 
Lower PSC rates were extended to a further 11 projects (19%). In all instances 
where a lower PSC rate is granted, UNODC has endeavoured to build the costs 
associated with project implementation into the associated project. This practice is 
in accordance with paragraph 142 of the report on the 49th Session of the CND 
(E/2006/28) which states:  

 The Commission, therefore, agreed that the cost factors and formulas to be 
used for itemized direct cost recovery from ongoing projects would be agreed 
on a project-by-project, donor-by-donor basis, taking into consideration the 
proportionate infrastructure requirements of the respective field office for 
each such project directly executed by UNODC, ensuring that that was in 
line with donors’ financial regulations and that recovery of direct itemized 
costs did not duplicate charges already subject to recovery as project support 
costs. 

 
 

 V. Conclusion 
 
 

8. In 2008-2009, UNODC will continue to apply UN policies and procedures 
with respect to PSC and ensure the application of clear and consistent criteria to the 
granting of reductions to the 13% rate. In addition, UNODC will ensure the 
application of PSC policies being developed under the “One-UN” programme.  

9. Member States may wish to take note of this report.  
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