











n.Management results

C. Performance analysis for
sub-goal 3: organizational
performance

The UNCDF performance framework for
measuring organizational performance was
developed in 2005 based on the framework
used by UNDP in preparing its balanced
scorecard for country offices. Performance is
measured according to four different perspec-
tives: learning and growth, client satisfaction,
internal efficiency and financial resources. For
each perspective a number of strategic objec-
tives were identified that reflect the UNCDF
organizational strategy as outlined in its busi-
ness plan. Each strategic objective is
monitored by means of indicators and
targets.

Table 6 provides an overview of the 2007
results on organizational performance. The
overview contains about half of the strategic
objectives and indicators used in the UNCDF
balanced scorecard, the remainder being
used mainly for internal management
puUrposes.

In 2007 UNCDF had ongoing
programmes with investments of $50,000
or more in 31 LDCs, an increase of three
LDCs compared to 2006. With the approval
of new programmes in early 2008, UNCDF
was able to reach the target of 35 LDCs with
approved UNCDF programmes by the end of
March 2008. The total number of approved
joint programmes with UNDP grew to about
40 in 2007, reflecting the deliberate choice of
UNCDF to programme together with UNDP
Increased availability of core and non-core
resources enabled average expenditure
per LDC to stay roughly at the same level,
but did not permit a substantial increase
in expenditure per LDC. With the further
increase of total resources foreseen for 2008,

it is expected that the expenditure per LDC
will pass the $1 million mark in 2008.

A major corporate achievement in 2007
was the strengthened strategic partnership
between UNDP and UNCDF. The efforts made
in bringing the two organizations strategically
and operationally closer together resulted in
a guidance note signed in November 2007
by UNDP and UNCDF and officially sent
to all UNDP country and regional offices
(see DP/2008/12 for details). The Executive
Board, at its first regular session 2008,
expressed satisfaction with the progress
made in finalizing the details of this strategic
partnership.

As part of its efforts to increase internal
efficiency, UNCDF completed the transition
period that had started after the 2005 change
management process. This process has
encompassed a strengthening of the regional
and country-level presence of UNCDF in
line with its strategy of ensuring a more
decentralized organization able to provide
supportclosertoits clients. By the end of 2007,
70 per cent of UNCDF professional staff were
posted at the country or regional level, co-
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Table 6. Achievement of 2007 Targets for Organizational Performance

spending limits

Perspective Strategic objective Indicator 2006 result | 2007 target = 2007 result
Learning and Expand geographically to LDCs with UNCDF programmes 28 LDCs 35LDCs 31LDCs
growth more LDCs, including post- (> $50,000 investment/year)
el 0L Post-conflict LDCs with UNCDF 13LDCs 17LDCs | 14LDCs*
programmes
Increase average investment | Investment per LDC per year $0.85 million | $1.1 million $0.86
size million
Client Improve strategic UNDP country office satisfaction with 60 % 80% TBD**
satisfaction partnership with UNDP and overall quality of partnership with
the rest of the United Nations | UNCDF
system
Internal Increase staff at regional and | Ratio of professional staff posted at 7% 75% 7%
efficiency country level to be closer to country and regional levels
clients and investments
Strengthen United Nations Integration of UNCDF in United 28 LDCs 35LDCs 31 LDCs
coordination Nations country-level programming
framework
Improve efficiency of Administrative-to-total-expenditure 22% 21% 22%
delivery ratio
UNDP country office satisfaction with 44% 80% TBD*
timeliness of operational support
Strengthen ‘people Staff perception 70 % 75% 75%
management’
Financial Achieve resource Regular resources mobilized $13.9 $18.5 $15.6
resources mobilization targets million million million
Other resources mobilized $8.1 million $18.5 $12.9
million million
Ensure delivery against plan Delivery against approved annual 84% 90% 84%

* Based on a comparison of the 2006 and 2007 LDC lists.

** Results of surveys in these areas had not yet been received by the time this report was finalized.
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located with UNDP country offices or regional
service centres in Dakar, Johannesburg and
Bangkok. UNCDF maintained its level of
administrative expenditures at 22 per cent.

40. The morale and commitment of UNCDF
staff were very high, as reflected in the global
staff survey. Staff perception, an indicator
used by both UNDP and UNCDF to measure
overall staff satisfaction, reached its target
level of 75 per cent. This is a 5 per cent
improvement over the score in 2006, and a 10

per cent improvement compared to 2005. At
the same time, it was clear that work pressure
was still on the high side, especially for staff at
the regional level, given the dual demands of
an expanding portfolio and the need to deliver
good results.

41. Contributions to UNCDF regular and
other resources increased by nearly 30 per
cent in 2007 — from $22.0 million in 2006
to approximately $28.5 million in 2007
Contributions to regular resources increased

N
Box 9: 2007 Contributions to UNCDF Regular and Other Resources

Contributions to UNCDF regular and other resources increased by nearly 30 per cent in 2007 — from $22.0 million in 2006
to $28.5 million in 2007. Contributions to regular resources increased from $13.9 million in 2006 to $15.6 million in 2007,

a nominal increase of 12 per cent, as a result of increased contributions from existing donors as well as from donors
that previously did not support UNCDF. Contributions to other resources increased in nominal dollar terms by nearly 60
per cent from $8.1 million to $12.9 million. Projections for 2008 indicate that these upward trends will continue and total
contributions to UNCDF are expected to reach $39 million in 2008.
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from $13.9 million in 2006 to $15.6 million in
2007 an increase of 12 per cent, as a result of
increased contributions from existing donors
as well as from donors that previously did
not support UNCDF Still, given the excellent
performance record of UNCDF and enhanced
resource mobilization efforts that began in
late 2005, it was somewhat disappointing that
UNCDF was not able to reach its 2007 regular
resources target of $18.5 million, set in 2005.
The appreciation of the Executive Board for
the work of UNCDF did, however, contribute
to a decision taken by the Board at its second
regular session 2007 requesting UNDP on an
exceptional basis, to provide $6 million out of
its regular resources to UNCDF in 2008.

42. The most growth was observed in
contributions to other resources, which
increased by 59 per cent, from $8.1 million
to $12.9 million. In line with the guidance
note signed with UNDP in November 2007,
UNCDF made a major effort to apply the

United Nations Development Group (UNDG)
pass-through funding modality for joint
programmes in a number of countries. This
resulted in $1.9 million of contributions to other
resources for programmes in TimorLeste and
Laos being channelled to UNCDF via UNDP
as administrative agent. The sometimes
limited knowledge of UNDP country offices
and country-based donor representatives of
the UNDG joint programme modality, proved
to be a delaying factor in concluding pass-
through agreements. Ultimately, the hurdles
were overcome in all but one specific country
case.
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Box 10: Conflict Prevention and Recovery through Decentralization and Local Development

UNCDF's effort to build sustainable systems of good local governance in Upper Guinea has heralded more than effective
service delivery and new infrastructure - it has brought a period of peace and stability after social unrest tore the area
apart and destroyed most public buildings. During the socio-political crisis of early 2007, most of the public buildings and
many buildings funded by other development partners were damaged. It was remarkable that those buildings planned
and constructed through the UNCDF-supported programme escaped unharmed, reflecting, perhaps, the benefit of and
ownership stake that emerges when local communities are involved in their own development.

UNCDF’s local development initiatives implemented by the rural development authorities of Siguiri and Kouroussa in
Upper Guinea are promoting the emergence and strengthening of sound political and economic governance, reflected
in improved management of local government and an improvement in the culture of taxpayer compliance and in elected
officials” accountability to electors. A 2004 UNCDF study on local taxation found that most of these authorities have a weak
economic base and are faced with growing poverty among their populations, whose weak financial resources are a source
of frustration and of potential social unrest. The study showed that one reason for the low revenue was the narrowness of the
tax base due to the difficulties of exploiting local economic potential. The analysis of socio-economic dynamics made in the
context of this study also revealed the
relative importance of local economic
potential, its diversity and its unequal
division between the different local
governments. The economic potential
includes an extensive river system,
considerable subsoil resources, wide
availability of arable land, and an
experienced workforce.

Inthiscontext,andinordertostrengthen
self-management capacities of the
local governments and to improve
the economic and social situation of
the populations concerned, UNCDF
introduced its Local Authorities
Financial and Institutional Analysis
System (LAFIAS) in Kouroussa and
Siguiri. The administrative, economic
and financial audits conducted within
the framework of LAFIAS identified
economic, financial and organizational
dysfunctions and proposed measures to improve local management. The UNCDF-supported programme then organized the
rural zonesinto developmentterritories around economic hubs selected on the basis of potential revenue from local taxation.
The economic hubs became part of the Local Economic Development Plan, while activities connected with separate Local
Government Actions Plans for Economic and Institutional Recovery were used to strengthen the management and planning
capacities of the community councils.

A second phase of the UNDP-UNCDF joint Local Development Programme in Guinea was approved early 2008. It builds on
the successful experiences of the first phase, incorporating lessons learned and expanding the benefits to other parts of
the country.
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Box 11: Evaluating for Results and Lessons Learned

Programme evaluation has been a key corporate priority for UNCDF since the 1990s when the organization established a

Policy, Planning and Evaluation Unit with multiple responsibilities. In 1999, UNCDF strengthened the function by creating

a separate and distinct Evaluation Unit, which reported directly to the Executive Secretary -- thereby signalling the

protection of the independence and priority of the function. Since then the Unit has had as its main responsibility the

development of an evaluation culture within UNCDF, supporting both accountability and learning. UNCDF is an active

member of UN Evaluation Group (UNEG)

~# . and has contributed to the development

i of the evaluation norms and standards for
the United Nations System.

In 2006, the promulgation of an Evaluation
Policy endorsed by the UNDP Executive
Board, helped sharpen the objectives
of the evaluation function as follows :
1) ensuring ‘evaluability’; 2) contributing
to UNCDF's accountability framework;
3) ensuring sound and relevant evaluation
methods are used to assessthe relevance,
efficiency and effectives of UNCDF's
interventions in the local development
and inclusive finance service areas; and
4) contributing to corporate learning
and knowledge development through
undertaking strategic and thematic
evaluations that seek answers to issues
of corporate importance. The Evaluation
Policy also established criteria for the
conduct of mandatory evaluations — any project with a total of $2.5 million dollars and a duration of five years is subject
to both mid-term and final evaluation undertaken by independent, external consultants.

Management of Evaluation in UNCDF - Departing from the Norm

While the original unit had a staff of 5 and an annual budget of $400,000, in 2006 it was decided to reduce the unit to a
single evaluation adviser and outsource the conduct of evaluations, drawing on funds available at the project level. These
actions helped streamline the conduct of evaluations and also helped reinforce a good practice of ensuring that project
budgets include evaluation as a mandatory requirement to help with the assessment of development effectiveness.

Evaluations in 2007 — Innovations in methodology

The outsourcing experiment covered the conduct of eight local development evaluations in Ethiopia, Senegal, Guinea,
Rwanda, Benin, Malawi and Uganda. Evaluations were also carried outin Yemen and Cambodia. The 2007 evaluations were
conductedusingamanualdevelopedbythe outsourcedcompanyforevaluationteamleaders,whichcontainedkeyevaluation
questions that were to be asked in each country exercise. A participatory methodology was developed - described as
“evaluationthrough dialogue”—and experimented with atthe central, regional and local levelsin-country, withfocus groups
used to elicit feedback from the community. The methodology also involved conducting an internal hypothesis workshop

~
&

30 E’ UNITED NATIONS CAPITAL DEVELOPMENT FUND

\, &



with focus groups used to elicit feedback from the community. The methodology also involved conducting an internal
hypothesis workshop to ensure a common understanding among evaluation team members of the design and intent
of the project. This was then followed by kick-off and feedback workshops at various levels so that the evaluation
team could share its insights and get feedback during the actual conduct of the exercise rather than as a one-shot
exercise after the preparation of the draft report. The methodology also used a National Debriefing workshop at
the conclusion of the field work involving national, UN and donor representative and a Global Debriefing exercise
involving stakeholders in UNCDF New York.

Key Lessons Learned
Five key findings emerged from the evaluations:

1) The UNCDF model of supporting decentralization by channelling investment through and strengthening
local authorities to deliver services to local community can be applied flexibly to suit each country context
in which UNCDF operates. While this diversity is a strength, it has also lead, in some cases, to a loss
of direction and identity, particularly in circumstances where investment funds are cut due to resource
constraints;

2) UNCDF's interventions are effective in terms of supporting policy development at the national level (in
areas such as fiscal decentralisation) and capacity building (in public expenditure management skills,
for example) at the sub-national local government level. This is particularly evident in terms of the first
generation of UNCDF pilot projects. In some second generation projects there has been a move into other
arenas, such as capacity building of the local courts system;

3) While attention to gender concerns and gender participation is a key feature of UNCDF projects,
significant challenges remain in terms of ensuring that women have a voice in the decision-
making process;

4) Operations and maintenance of infrastructure remains a crucial issue affecting sustainability; and

5) The evaluations revealed that assessing whether the causes
and effects of poverty are influenced by participation in
decision-making and control and equitable distribution of
resources, remains a major challenge.

In 2008, UNCDF plans to conduct evaluations of local development
programmes in Haiti, Burkina Faso and Laos as well as inclusive
finance initiatives in Madagascar, Liberia and Togo. It also plans

to conduct an external evaluation of the regional inclusive finance |
project Building Inclusive Financial Sectors in Africa (see Box 6).
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m. Financial analysis

43. As indicated above, contributions to
UNCDF regular resources amounted to $15.6
million in 2007 Combined contributions to
regular and other resources totalled approxi-
mately $28.5 million, an increase of
approximately 30 per cent compared to 2006.
Box 9 on page 27 illustrates contributions per
donor to UNCDF regular and other
resources.

44. Table 7 contains key information con-
cerning UNCDF's expenditure trend for the
period 2001-2007. In 2007 there was a con-
tinued increase in programme expenditures
against regular resources compared to 2006.
Regular resources expenditures increased
from $16.8 million in 2006 to $19.0 million in

2007 (13% increase). Other resources expen-
ditures increased as well and accounted for
one-third of total programme expenditures.

45.  Overall, headquarters expenditures
equalled $10.0 million during the biennium
2006-2007, out of which $9.6 million was
funded from the UNDP biennial support
budget allocation for UNCDF and $0.4 million
against UNCDF core resources. The increase
in headquarters expenditure, from $4.6 mil-
lion in 2006 to $5.4 million in 2007, was largely
attributable to administrative reasons, namely,
(a) the settlement in 2007 of outstanding
reimbursements to UNDP for services deliv-
ered the year before; and (b) a higher overall
level of personnel expenditures as positions
that had remained vacant in 2006 were filled.

Table 7. Expenditure Trends, 2001-2007 (in millions of dollars)

Expenditures 2001 2002 2003 2004 2005 2006 2007
Programme expenditures $33.9 $24.8 $21.1 $22.9 $19.2 $25.2 $28.7
- of which regular resources 323 22.6 16.3 14.9 11.6 16.8 19.0
- of which other resources 1.6 2.2 48 8.0 16 8.4 9.7
Headquarters expenditures 6.0 5.5 6.2 B33 6.7 4.6 5.4
TOTAL $39.9 $30.3 $21.3 $28.2 $25.9 $29.8 $34.1

Source: Financial statements for UNCDF

46. Table 8 shows that in 2007 the Africa
region accounted for 75 per cent of total
UNCDF expenditures at the field level and
Asia for 17 per cent. With the start-up of a
number of new UNCDF programmes in both
local development and inclusive finance,
UNCDF spent $1.3 million on its research and
development agenda, focusing on knowledge
management and developing new product
innovations.

47. Regarding its liquidity and reserve posi-
tion, UNCDF maintained its operational
reserves at $22.6 million, the same level as
2006. In addition, total unexpended resources
increased with three million to approximately
$41.0 million at the end of 2007. Accordingly,
UNCDF was able to accomplish the develop-
ment, management and financial results set
forth above while sustaining its liquidity and
financial soundness.
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Table 8. Programme Expenditures by Region and Practice Area (in millions of dollars)

Regions/specific purposes Local Development Microfinance Total
Africa $15.9 $44 $20.3
Asia 45 0.0 45
Arab States 1.1 0.0 1.1
Latin America 1.3 0.0 1.3
Research and development 1.0 0.3 1.3
UN ADVISORS GROUP 0.0 0.2 0.2
TOTAL $238 $49 $287

D. Implementation of the
cost-recovery policy

The UNCDF cost-recovery policy was
adopted by the Executive Board in January
2008. In line with decision 2008/04, this sec-
tion reports on the implementation of the
UNCDF cost-recovery policy, including the
impact of applied rates on regular and other
resources, as well as the use and allocation
of indirect costs recovered.

While awaiting the formal adoption of its
cost recovery policy, UNCDF applied the gen-
eral management support rate of 5 to 7 per
cent, used by UNDP and other United Nations
organizations, in all agreements for contribu-
tions to other resources signed in the
2006-2007 period. This alignment of general
management support rate also ensured that
in joint programmes with UNDPE the same
rate would automatically be applied to contri-
butions to other resources received for the
UNDP and UNCDF components in joint pro-
grammes. Since January 2008, UNCDF has
applied the 7 per cent harmonized rate.

The actual average general management
support rate for contributions received to
UNCDF other resources in 2006-2007 stood
at 6.7 per cent. With overall contributions to
UNCDF other resources amounting to $21.0
million during the two-year period, $1.41 mil-

lion in general management support income
should have been generated. The actual extra-
budgetary income generated from general
management support for the biennium
2006-2007 was only $0.99 million leaving
general management support in the amount
of $0.41 million for contributions to UNCDF
other resources received in late 2007 to be
credited in the first half of 2008.

The actual extra-budgetary income gener
ated in the 2006-2007 biennium was used
partly to fund a strengthening of the country-
level presence of UNCDF. While $0.36 million
was used for this purpose, the remaining
$0.63 million was allocated to permit a growth
in extra-budgetary balances. It was planned
that this would — over the course of two years
— make it possible to recruit additional long-
termstaffatcountry, regionalandheadquarters
levels to provide the expanded operational
and programme support required for the
growing programme portfolio financed out of
other resources. At the same time, imme-
diate country-level staffing needs were
addressed by a rapid growth in the number of
Junior Professional Officers and other donor
funded professional positions at the country
level.
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Based on the extra-budgetary reserves built
up during the 2006-2007 period and the general
management support income projection for 2008-2009,
UNCDF was able, early in 2008, to create additional
operational and programme support posts at country,

regional and headquarters levels to support the growing
portfolio. Overall, total expenditures against other
resources generated from income are planned to reach
$2.5 million during the 2008-2009 biennium (see Table
10).

Table 9. Variable Indirect Costs for Regular and Other Resources Based

on Actual Expenditures for 2006-2007 Period (in millions of dollars)

Category Regular resources = Other resources Total
Programme expenditures, 2006-2007 36,219 18,215 54,434
Biennial support budget expenditure 2006-2007 9,593 361 9,954
Less base structure (6,603) — (6,603)
Variable indirect costs 2,990 361 3,351
Variable indirect costs as % of programme 8% 2% 6%

Table 10. Variable Indirect Costs for Regular and Other Resources Based

on Planned Expenditures for 2008-2009 Period (in millions of dollars)

Category Regular resources = Other resources Total
Programme expenditures, 2008-2009 50,000 45,000 95,000
Biennial support budget expenditure 2008-2009 10,200 2,500 12,700
Less base structure (7,020) (7,020)
Variable indirect costs 3,180 2,500 5,680
Variable indirect costs as % of programme 6% 6% 6%
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AN N EX I I e Financial Statements
UNCDF Income and Expenditures 2007 (Thousands of United States dollars)

INCOME 2007 2006
Voluntary Contributions 15,552 13,906
Cost Sharing Contributions 6,043 2,441
Sub-trust funds contributions Schedule 7.1 6,902 5,635
Sub Total 28,497 21,982
Interest Income 2,558 2913
Reimbursable Support Services 1,924 1,172
Other Income 382 1,120

TOTAL INCOME 33,361 27,187

EXPENDITURE
Programme

Regular Resources 18,982 17,235
Cost Sharing 4,184 3,992
Sub-trust funds Schedule 7.1 5,574 4,464
Sub Total 28,740 25,691

Biennial Support Budget - Net

Management and Administrative Costs 0 0
Technical Support Costs 0 0
Reimbursable Support Services Costs 1,292 880

Sub Total 1,292 880
Other Expenditure 3 6
TOTAL EXPENDITURE 30,035 26,577
EXCESS (SHORTFALL) OF INCOME OVER EXPENDITURE 3,326 610
Savings on prior biennium’s obligations 0 0
Transfer to/from Reserves 0 0
Refunds to donors and transfers to/from Other Funds 0 ($150)
Fund balances, 1 January 37,961 37,503
FUND BALANCES, 31 December 41,287 37,963

Y UNITED NATIONS CAPITAL DEVELOPMENT FUND



UNCDF Balance Sheet 2007 (Thousands of United States dollars)

ASSETS 2007 2006
Cash 3,402 2,784
Investments Schedule 8 60,946 53,282
Loans to Governments 0 0
Operating funds provided to Governments 0 0
Operating funds provided to Executing agents n 397
Due from UNDP - Regular Resources 3,191 5,634
Other accounts receivable and deferred charges 514 731
Accrued interest 801 1,117

TOTAL ASSETS 68,925 63,945

LIABILITIES
Operating Funds payable to Governments 0 0
Operating Funds payable to Executing agents 718 1,313
Unliquidated Obligations 1,349 873
Accounts Payable 2,974 1,198
Due to UNDP - Regular Resources 0 0
Deferred Income 0 0

TOTAL LIABILITIES 5,041 3,384

RESERVES AND FUND BALANCES

Operational Reserve 22,600 22,600
Unexpended Resources

Regular Resources 25,226 25,750

Cost Sharing 5,587 3,697

Sub-trust funds 7,961 6,637

Sub Total 38,774 36,084

Reimbursable Support Services 2,512 1,880

Total Unexpended Resources 41,286 37,964

TOTAL RESERVES AND FUND BALANCES, 31 DECEMBER 63,886 60,564

TOTAL LIABILITIES, RESERVES AND FUND BALANCES 68,927 63,948

The accompanying notes are an integral part of the financial statements
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N O T E S to the Financial Statements

United Nations Capital Development Fund

(a) Mandate and goals
The United Nations Capital Development Fund (UNCDF) is a multilateral donor organization under the
administration of UNDP It works to reduce poverty in least developed countries by strengthening local
government and community institutions, enhancing the private sector, creating mechanisms for the
provision of credit to the poor and swapping capital investments for the environmentally sound use of
natural resources.

The General Assembly established UNCDF as an autonomous organization within the United Nations
system by its resolution 2186 (XXI) of 13 December 1966. The Assembly further decided, by its
resolution 2321 (XXII) of 15 December 1967, that the UNDP Administrator would administer the Fund
and serve, as its Managing Director while the UNDP Governing Council would act as the Fund’s
Executive Board.

(b) Cash
The amounts shown in schedule 7 consist of the following (in thousands of
United States dollars):

2007 2005
Accumulating non-convertible currencies 430 430
TOTAL 480 480

(c) Investments

The carrying value of investments for bonds and notes of $2.5 million is disclosed in schedule 8.
The decrease of $16,349,992 in the bond value is detailed below:

Beginning Value Purchases Maturities  Net Amortization  Carrying Value Movement Market Value Par Value
1 January 2006 31/12/2007  (Decrease)
18 849 434 - (16 240 000) (109 992) 2499 442 (16 349 992) 2499 146 2500000

(d) Unliquidated obligations (ULOs)
The balance of unliquidated obligations shown in schedule 7 consists of the following (in thousands
of United States dollars):

2007 2005
UNCDF - controlled funds 1254 405
Biennial support budget and others 95 619
TOTAL 1349 1024

(e) Operational reserve
At its twenty-sixth session in 1979, the Governing Council approved the establishment of an
operational reserve at the level of at least 20 per cent of project commitments and contingent
liabilities for guarantees entered into by the Fund in respect of bank loans to Governments
(excluding sub-trust fund and cost-sharing arrangements). In line with this decision, the operational
reserve originally established in 1979, remained unchanged $22.6 million as at 31 December 2007
as shown in schedule 7.
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UNITED NATIONS CAPITAL DEVELOPMENT FUND
2 UN PLazA, 26TH FLOOR
New York, NY 10017

WWW.UNCDF.ORG | INFO@QUNCDF.ORG
TEL: +1 212 906-6565 | FAX: +1 212 906 6479





