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This document is submitted to the Executive Board for approval.

The financial framework review was undertaken to ensure that WFP’s financial framework fully supports the implementation of the WFP Strategic Plan (2008–2013).
Proposed Changes

In 1996, WFP adopted the principle of full-cost recovery whereby donors are expected to meet all the operational and support costs of their contributions.
Although the principle of full-cost recovery is no less relevant today, there is an increasing demand to use contributions for non-commodity activities, such as cash and voucher transfers, local production of nutritionally enhanced food, and local capacity development, as outlined in the WFP Strategic Plan (2008–2013). As with commodity activities, such activities have costs that can be directly attributed to them and other costs that are related to them as part of the overall project support structure.
To ensure that the principle of full-cost recovery is transparently and equitably applied to all contributions to WFP, it is proposed to update WFP’s financial framework to cater for non-commodity-based activities.
PROPOSED COSTING MODEL FOR NON-COMMODITY ACTIVITIES

Increasingly, WFP provides food assistance through means other than food distribution. This practice of embedding non-commodity activities in the commodity-based cost structure results in non-commodity inputs not being properly defined and categorized. This creates significant difficulties in planning, controlling, managing and implementing such activities. It also creates difficulties in benchmarking across projects, developing performance metrics and evaluating the impact of activities.

Recommendation 1: Segregate non-commodity activities within projects and – exceptionally – allow separate funding streams.

This empowers the project manager to implement the most effective and efficient activity at the time the contribution is received and maximizes WFP’s ability to generate resources and maximize project impacts.

PROPOSED FUNDING OF DIRECT SUPPORT COSTS
Direct support costs (DSC) are those costs, generally at the country office level, that “can be directly linked with the provision of support to an operation and which would not be incurred should the activity cease”. The DSC requirements are funded as a pro-rated share of the amount budgeted for a project, based on tonnage.

At the Board’s 2010 Annual Session, the Secretariat recommended to “modify the current model [and use] DSC as a percentage of operational costs” as the basis for DSC funding. The Board took note of this recommendation and requested further discussion at an informal consultation. The informal consultation took place in July 2010, when there appeared to be consensus that the recommendation be adopted.
Under this recommendation, the DSC percentage in effect when contributions are confirmed would be applied to each contribution regardless of the intended use of the contribution. The DSC percentage would vary by project according to the demands of the project.
Recommendation 2: Modify the current DSC funding model to a percentage of the operational budget rather than a rate per metric ton.
PROPOSED CHANGES TO THE GENERAL RULES AND FINANCIAL REGULATIONS
To implement the recommendations, the following changes are proposed to the General Rules:

· modify General Rule XIII.4 (a) to designate it more clearly as being only for commodity activities, and differentiate between other direct costs and direct support costs,
· insert a sub-paragraph of General Rule XIII.4 to cover cash contributions not designated for commodity purchases; and

· define the calculation of direct support costs for both commodity and non-commodity contributions as a percentage of the direct operational costs of the project.
In addition, the implementation of the above recommendations requires a broader definition of operational costs in Financial Regulation 1.1.
Revised Text:

General Rule XIII.4

“In accordance with General Regulation XIII.2, the following shall apply to the various types of contributions to WFP:

(a) Donors contributing food commodities or cash designated for food purchases shall provide sufficient cash, acceptable services, or acceptable non-food items to cover the full operational and support costs related to their commodity contribution, using the following criteria for the calculation of operational and support costs:

(i) commodities: to be valued in accordance with General Rule XIII.6;

(ii) external transport: estimated actual cost;

(iii) landside transportation, storage and handling (LTSH): average per ton rate for the project;

(iv) other direct operational costs: average per ton rate applicable to the food component of the project;

(v) direct support costs: percentage of the direct operational costs of the project; and

(vi) indirect support costs: percentage of direct costs of the project, including direct operational costs and direct support costs, as determined by the Board.

b) Donors contributing cash designated for activities that do not include food distribution shall provide sufficient cash to cover the full operational and support costs related to their contribution, using the following criteria for the calculation of operational and support costs:

(i) direct operational costs: estimated actual costs;

(ii) direct support costs: percentage of the direct operational costs of the project; and

(iii) indirect support costs: percentage of direct costs of the project, including direct operational costs and direct support costs, as determined by the Board.

FINANCIAL REGULATION 1.1

Operational costs shall mean any costs, other than direct support costs or indirect support costs of WFP projects and activities.
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