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1, The Advisory Committee on Administrative and Budgetary Questions met with
members of the Audit Operations Committee in September 1991 2nd discussed
with them the Board's reports to the General Assembly as follows: the
financial accounts for the United Nations Relief and Works Agency for
Palestine Refugees in the Near East (UNRWA), 1/ the United Nations Institute
for Training and Rescarch (UNITAR), 2/ and the voluntary funds administered by
the United Nations High Commissioner for Refugees (UNHCR), 3/ for thae year
ended 31 Docember 1990. Additionally, the Committee discussed the Beard's
interim reports on the International Trade Centre, (ITC), 4/ the United
Nations Development Programme, (UNDP) 5/ and the United Natioas Pnpulation
Fund (UNFPA), 6/ for the first year of the biennium 1990-1991, The Advisory
Committee's observations and comments on the report of the Board of Auditors
on the accourts of the United Nations Joint Staff Pension Fund 7/ for the year
ended 31 Dzcember 1990 will be submitted separately to the Genoral Assembly at
its fortlh-sixth session in a report that will also include the Committee's
recommendations on the report of the United Natious Joint Staff Ponsion Board.

2. The Advisory Committee also had before it a note by the Secretary-Genoral
(A/746/298), transmitting the summary of principal findings and conclusions for
remedial action contained in the reports of the Board of Auditors, which was
prepared by the Board in accordance with paragraph 25 of General Assembly
resolution 45/235 of 21 December 1990. For its part, in making its comments
and recommendations, the Advisory Committee relied on the main reports of the
Board of Auditors.

3. The Committee also had reports by the Secretary-General, the
Administrator of UNDP, wnd the United Nations High Commissioner for Refugees,
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on the implementation of the recommendations of the Board of Auditors
(A746/299; DP/1991/48; and A/AC.96/773). Information on the implementation of
the Board's previous recommendations concerning entities within the system
which are audited biennially, is contained in document A/46/299., Kowever,
with regard to ITC, as noted in paragraph 1 above, the Board has also prepared
an interim report. The Advisory Committee notes that several recommendations
«f the Board have been implemented by the Administrations concerned. The
Advisory Committee trusts that in future audits the Board will follow up on
those recommendations which have not yet been implemented.

4. The Advisory Ccmmittee recalls its request to the Board of Audltors that
when providing information on the liquidity position of agencies and
programmes, a standardized format should be used (A/45/570, para. 24). The
Committee welcomes the new format introduced by the Board for this purpose in
its current audit reports.

United Nations Relief and Works Agency for Palestine
Refugees in the Near Eask

5. From paragraph 5 of the Board's report on UNRWA, the Advisory Committee
notes with satlsfaction that "the Administration complied with all the
recommendatiuns of the Board in its audit report for the year ended

31 Docember 1989". The Committee notes that the Board especially appreciated
the measures taken to improve thv organizational structures of the Area Staff
Provident Fund. However, the Committee agrees with tha Board that un
evaluation of effectiveness of the measures would have to be the subject of
future audits,

6. With regard to disclesure of termination benefits, mentioned in

paragraph 67 of the Boaid's report, the Advisory Committee believes that this
subject should he taken up in the context of ongoing discussions on the
standardization cf accounting princlples. The Committee recalls that while
calling for a special study to address such issues, it had commented to the
General Assembly that "the subjects of arrears of assessments of Member States
and of full disclosure of termination benefits as a contingent liability are
closely related to the question of formulating generally accepted accounting
principles in the United Nations system” (A/45/570 para. 10).

7. The Advisory Committee is greatly concerned with the Board's findings in
paragraphs 78 to 81 of its report with regard to personnel management and
agrees with the Board th~t "it must not be at the discretion of the Agency to
exclude certain operations from external audit by referring to
confident.iality". 1In this connection, the Advisory Committee draws attention
to paragraph 3 of the annex to the Financial Regulations which states:

The Board of Auditors and its staff shall have free access at all

convenient times to all books, records and other documentation which are,
in the opinion of the Board of Auditors, necessary for the performance of
the audit. Information which is classified as confidential shall be made
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avallable oa application. The Board of Auditors and its staff shall
respect the privileged and confidential nature of any information so
classified which has been made available and shall not make use of it
except in direct connection with the performance of the audit. The Board
may draw the attention of the General Assembly to zny denial of
information classified as privileged which, in its opinion, was required
for the purpose of the audit.

8. Sp.cifically, with regard to the case cited by the Board, where complete
information on separation payments awarded to a staff member and the reasons
for the separation were denied to the Board, the Committee endorses the
Board's view that "the complete facts need to be disclosed (to the Board) to
enable the Board to comprehend and assess the Agency's decisions properly"
(para. 8l1). The Advisory Committee has requested the Board of Auditors to
obtain from UNRWA, full disclosure of all the facts of the case, including
monetary payments, and report its assessment to the Committee.

9. On the basis of information provided, the Committee doubts whether the
UNRWA Administration was justified in giving maximum termination indemnity and
other payments totalling about $120,000 to the staff member in gquestion
especially after it had "lost confidance" in his capacity to function in his
field office assignment and his refusal to accept another assignment which was
offered to him,

United Nations Institute for Training and Research

10. The Committee agrees with the Board's observations in paragraphs 28

and 29 that the unpaid pledged contributions for 1990 and for €uture years and
increased income from govermment contributions should bn reflected in the
financial statements on the basis of the new accounting policy on income
recognition,

11. The financial status of the Institute as well as its future viability
have been a cause of concern to the Committee as well as the General Assembly
which, in resolution 45/219 of 21 December 1990 requested the
Secretary-General to appoint an appropriately qualified high-level independent
consultant, who would submit a report containing recommendations on:

(a) <The continued relevance of the mandate of the Inatitute, taking into
account the relevant resolutions of the General Assembly and other research
and training activities of the United Nations system, a roview and assessment
of all aspects of the current activities of the Institute and their benefits
to the United Nations and its Member States, inter alia, in the fields of the
maintenance of peace and security and the promotion of economic and social
development, and an assessment of whether those activities can be more
effectively carried out by the Institute or by other bodies in the United
Nations system;

/...
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{(b) The overall staffing requirements for the Institute, including thao
number and level of such staff, in order to meet satisfactorily the needs of
the United Nations and its Member States;

(¢) The financial means for meeting those needs, based on the findings;

(d) The feasibility of utilizing the facilities of the Institute for the
training of personnel for peace-keeping operations.

12. The Advisory Committee belisves that a number of recommendations of the
Board of Auditors might be affacted by the findings and recommendations of the
consultant. At this time, the Advisory Committee takes note of the adverse
liquidity position of the UNITAR General Fund and the repeated recourse by
UNITAR to the United Nations General Fund. The Advisory Committee notes that
information on liquidity does not provide a complete picture with respect to
UNITAR's debt to the United Nations. In this connection, the Committee
recalls the comments it made in the context of its examination of the UNITAR
budget proposals for 19911

“The Committee notes with particular concern that an advance of $955,323
from the United Nations is needed to ‘'balance the budget'. This denotes
a steep rise in the advance needed from the United Nations each year, as
well as a significant addition in the steadily mouuting debt of UNITAR to
the United Nations, which, together with the sum advanced for purchase of
land, is expected to reach over $9.3 million in 1991."

13. The Committee also agrees with the Board's observation in paragraph 37
that if the high liquidity of the UNITAR Special Purpose Grants Fund
continues, the UNITAR Administration should make short-term investments to
earn income.

14. The Advisory Committee notes from paragraph 48 to 50 that there are
incdequate guidelines on the control and use of the Reserve Account. It
agrees with the Board's recommendation in paragraph 51 that the UNITAR
Administration, in consultation with the Office of Programme Planning, Budget
and Finance, should formulate conditions and procedures to be followed in the
management and utilization of the Reserve Account.

15. The Advisory Committee has requested further information about the
establishment of the Reserve Account, its control and operation and it is the
intention of the Committee to revert to this question in the context of the
next audit cycle.

16. The Committee notes that the practice of incurring expenditures prior to
the receipt of an allotment advice is prevaleant both at UNITAR headquarters
and at its Geneva office (para. 38). In this regard, the Advisory Committeo
agrees with the Board's view that in the case of the transactions audited,
although no actual losses were incurred by UNITAR, existing rules and
regulations on budgetary controls were being violated (para. 42). The
Advisory Committee recommends that UNITAR and UNDP should review the matter,

/..!



A/46/510
English
Page 5

taking into account the Board's recommendations contained in paragraphs 43
to 45,

17. The Advisory Committee notes that owing to the late submission of the
administration's comments, it was not possible for the Board to evaluate the
efficacy of measures envisaged or already taken to address the previous
recommendations of the Board. During the Board's final audit, however. the
recommendations that fell within the scope of its examination were reviewed
and those requiring further action have been included in the present report.
An evaluation of the effectiveness of measures taken will be conducted in the
Board's next audit (para. 6).

18. Administrative and financial irregularities of varying magnitude by
individuals are reported by the Board in paragraphs 51 to 56 of the report as
well as in paragraphs 65 to 71. The Advisory Committee endorses the Board's
recommendation that existing organizational arrangements and procedures for
the management of cash resources in field offices should be strengthened and
personal responsibility for losses re-emphasized (para. 7(b)).

19. Details of misappropriation of funds by the staff of an implementing
agency are reported in paragraphs 57 to 64 and various instances of
inefficient utilization of resources by an implementing partner are reported
in paragraphs 93 to 100; circumstances regarding theft and disappearance of
non-expendable property and looting of cash and non-expendable property are
described in paragraphs 101 to 108. The Advisory Committee is very concerned
with the Board's findings, particularly with regard to the role of the
implementing partners, whether Goveraments or non-governmental organizations,
and believes that the problems raised by the Board nee¢ urgeat atteation by
the Executive Committee of UNHCR.

20. The Advisory Committee notes that the Board's review of project
activities disclosed operational weaknesses in the areas of project reporting
and delivery, storage of relief goods and the utilization of financial
resources (para. 79). In this connection, the Advisory Committee believes
that streamlining of reporting procedures would not only make the process more
cost effective but would also make it easier for implementing partners to
comply fully with them,

21. Paragraphs 87 to 92 describe the circumstances of alleged confiscation of
relief goods valued at $294,401 by a host country. The Advisory Committee
shares the Board of Auditors concern that "over one year after the relief
items were rllegedly confiscated (May 1990) headquarters still does not
exactly know what has happened to the items". The Advisory Committee trusts
that UNHCR will conduct an iuvestigation to determine whether the goods were
actually confiscated and if so, seek appropriate restitution, in addition to
taking appropriate steps to plan adequately for future storage facilities.

/0..
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International Trxade Centre

22. 1%he Board, in previous reports 8/ had repeatedly pointed out that some of
the administrative practices at ITC deviated from United Nations
administrative instructions. In its audit report for the year ending

31 December 1987, 9/ the Board had reported that ITC had agreed to review, in
consultation with the United Nations, its administrative policies and
practices and to complete the review by the end of the 1990-1991 biennium.

23. The Advisory Committee notes from paragraph 3 of the Board's report that
the primary objective of the report is "to provide up-to-date information on
administrative practices of ITC in order to expedite prompt action in this
respect and to ensure that the review is completed oa time".

24. The Advisory Committee recalls that in the context of its above-mentioned
report to the forty-third session of the General Assembly, 9/ the Board had,
in particular, commented on certain administrative practices concerning
allotment procedures, and operating reserves. The Advisory Committee notes
with concern from paragraphs 10 and 11 of the Board's report that these issues
have not yet been satisfactorily resolved.

25. 1In addition, in paragraphs 12 and 13 of its report, the Board has
discussed the question of ITC hiring project personnel without due respect for
United Nations administrative instructions and also the use of project
personnel in established offices to carry out subastantive work programmes.
Additional information provided to the Advisory Committee by the Board
indicates that the procedures curreantly used by ITC in this respect are ad hoc
and not cost-effectiye; remedial action is therefore urgently needed.

26. The Advisory Committee agrees with the Board's concerns as expressed in
paragraphs 14 and 15 of its report and believes that there is no justification
for ITC to disregard United Nations administrative instructions. The
Committee intends to revert to the matter in the context of its examination of
the results of the ITC review at its Spring 1992 session.

United Nations Development Programme

27. The Advisory Committee notes that the Board of Auditors findings in its
interim report on UNDP focus primarily on three major management issues:
agency accountability, administrative and management practices in the Office
for Project Services, and development and management of the Economists for
Africa Programme.

28. In paragraphs 22 to 34 the Board discusses the various shortcomings with
regard to agency accountability. One of the aspects of the problem that has
been & matter of concern to the Advisory Committee and the subject of
qualified opinions of the Board since 1986, is the late submigsion of audited
information by executing agencies on programme expenditure incurred by them.
In this comnection, the Advisory Committee trusts that the new procedure of

/Il.
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biennial auditing of UNDP accounts will address the situation. The Committee
recalls that it had also expressed this view in its report A/45/570.

29. The Committee is concerned with the Board's findings in paragraph 31 of
the report that apart from late submission of audited information by executing
agencies, when the agencies did provide their audited financial statemeats
later on, these statements "did not coanvey sufficlent information on whether
the UNDP funds had been spent with ‘maximum efficiency and effectiveness' as
required by the General Assembly resolution" (resolution 2688 (XXV) of

11 December 1970).

30. The Committee also fully endorses the Board's view that the concept of
full accountability as outlined in resolution 2688 (XXV) can only be
maintained if the executing agencies themselves are held accountable for the
use of resources entrusted to them to the same extent that UNDP is. Several
Governing Council decisions have reinforced this principle, and financial
regulations and procedures including a standard basic executing agency
agreement (SBEAA) are available for signature by the executing agencies.
However, the Committee notes from paragraph 26 to 29 of the Board's report
that only 16 out of 33 organizations listed as executing agencies have signed
such an agreement, another 7 have through an exchange of letters acknowledged
the terms of the SBEAA. With six of the agencies without an SBEAA, a prior
agreement or exchange of memoranda with the Special Fund, the predecessor of
UNDP, exists. The Advisory Committee ayrees with the Board however, that
these documents cannot be considered equivalent to the SBEAA. Four cases are
without any written arrangement, one is covered by a 1989 exchange of letters,
and with two others, agreements have been finalized and are awaiting signature.

31. It is a matter of great concern to the Advisory Committee to note that in
two cases invciving major specialized agencies which represent approximately
25 per cent of the expenditure by executing agencies, "negotiations have
reached a stalemate without much hope of finalizing the documents shortly".
The Committee notes the Board‘'s opinion that "agencies showing no willingness
to cooperate by entering into an SBEAA with UNDP fail to comply with the
requirements of General Assembly resolution 2688 (XXV), which should
disqualify them as executing agencies for UNDP activities”. 1In view of the
fact that the Administrator of UNDP bears primary responsibility for the funds
received by the Programme, it is imperative that binding agreements be signed
with the executing agencies.

32. Several flaws with regard to the management capacity of the Office for
Project Services have been revealed by the Board. For example, project budget
management is dicussed in paragraphs 36 to 39 of the report. In this regard,
the Board states: "UNDP financial rules 110.1 and 110.2 require executing
agencies such as the Office of Project Services to ensure that project
expenditures do not exceed allocations, in any given year, by more than
$20,000 or 4 per cent of the project budget for that year, whichever is
higher."” 1In 31 of the 51 cases mentioned, these rules were infringed.
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33, With regard to financial completion of projects, the Committee notes from
the the Board's findings, that there are also various irregularities and flaws
(paras. 42-47). The Board states that "UNDP financial =ule 110.5, which calls
for financial completlon of a project within 12 months after it has been
operationally completed, has been infrirged in at least 91 cases". Costly
procedures with low return rates have been highlighted by the Board with
regard to technical devices meant for improved project management (paras. 48
to 55).

34. The workload of project manacement officers and the role of the Project
Acceptance Committee is considered in paragraphs 56 to 62. In the Board's
opinion, with which the Advisory Committee wholly agrees, 'uncompromising
efforts will be needed to control tightly the number of new projects in view
of the limited capacities'. The Committee also agrees that this calls for a
reliable mechanism for identifying the projects best suited for execution by
OPS together with increased administrative efficiency by streamlining of
procedures, optimizing the distribution of workload and fully utilizing
information systems also for timely reporting.

35. Iu paragraphs 63 to 68 the Board discusses the question of procurement
services on behalf of governments. The Office for Project Services provides
management services such as the procurement of goods for the use of recipient
Governments funded by donor Governments. The Board's findings reveal that in
certain instances the Office had no formal contracts with donors to protect
itself against manipulation of funds., Only "preliminary understandings" and
"exchange of notes" between cionor and recipient and "management services
agreements" between recipieant and UNDP existed. Moreover, the Office even
extended itself by placing purchase orders of almost $3 million without
sufficient funds available in UNDP accounts,

36. The Advisory Committee agrees with the Board's opinion that preliminary
u derstandings do not provide sound legal basis for activities involving

$40 million a year. Reliable contrar’' al links should be established with
both the donor of funds and the reciy..1t of the services rendered by OPFS.
Notwithstanding the Administration's commeat that no loss to UNDP had ever
occurred under existing arrangements, the Committee believes that the UNDP
should give urgent attention to the Board's recommendatioas and provide and
report on implementation in the course of the next audit cycle.

37. The Advisory Committee is concerned that the Board of Auditors report
has also revealed serious flaws in the Economists for Africa Programme,
reported on in paragraphs 82 to 114, 1In view of the shortcomings, the Board
indicates that it "cannot see a sound basis for a valid assessiient of the
Economist Programme that would have justified broadening its sc¢.pe tu the
current size with the consequent budgetary impact". The Committee believes
that UNDP should give serlous attention to the auditors' recommendations,
especially in considering any future expansion of this programms.
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Audlt costs

38. 1In accordance with paragraph 9 of Gemeral Assembly resolution 45/235, the
Advisory Committee has received information from the Secretary-General
regarding audit costs for the Board of Auditors with regard to both regular
budget and extrabudgetary resources. The Advisory Committee concurs with the
Secretary-General's proposals in this connection, and will use the information
provided ian the context of its examination of audit assignments. The
Committee recommends that in preparing the assignments programme, the Board
give due attention to the cost-effective use of resources avej‘'able under t'.e
regular budget as well as extrabudgetary resources.
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ibid., Forty-fifth Session, Supplement No., 5 (A/45/5) vol. II.
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