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The neeting was called to order at 10.05 am.

AGENDA | TEM 113: FINANG AL REPORTS AND AUDI TED FINANCIAL STATEMENTS, AND REPCRTS
OF THE BOARD OF AUDI TORS (continued) (A/42/5/add.1 and 2, A/ 42/372, A 42/399,
A 42/ 437, N 42/430 and A 42/579)

tay UNITED NATIONS DEVELCPMENT PROGRAMVE (continued)

L. M. BROM (Associate Administrator, United Nations Developnent Programmel said
that The UNDP Adnministration was always qrateful for the comments and criticisns of
the Board of Auditors, which in the current year had been particularly thorough.

It had benefited considerably from the opportunity to discuss the Board s opinions
and findingb in depth. Nevertheless, there were Jifferences of technical owi nion
on several of the points which the Board had nmade, for sone of theprocedures which
the auditors favoured or requested were not consistent with practices followed in
UNDP pursuant to deci si ons byits Governi nq Council and the General Assembly.

2. The Board had criticised UNDP for its reliance ontheauc:tprocedures and
findings of executing agencies. Yet in earlier audits the Board had recognized the
practice, and if UNDP were to abandon it fundanental changes woul d be necessary; it
woul d remain to be seen how costly conducting itS own audits would be. Such a
change lay outside the purview of the Adnministrator, and could beresolved only by
decision of the Coverning Council. The Administration was therefore unable to take
account of the Board's recommendations on that matter.

3. On severul other matters, the Board's recomrendations conflicted with

deci si ons taken by the Gover ni nq Council: for exanple, on the issues of programe
support  costs, the treatment of income and expenditure in the case of cost-sharing
arrangenments, qovernment cash counterpart contributions and trust funds, and also
the operational reserve. Sowe of the other points raised bythe Board were
operational in character, and had been reviewed fromtime to time bythe Governing
Council. The Board's remarks woul d be made available to the Council for discussion
at its 1988 session.

4. The Coverning Council had requested a full report on uUNDp*s experience with
government execution of projects. An evaluation had taken place, and the report
woul d be submitted to the Council at its June 1988 session.

5. The ratio of admnistrative support costs to total programme delivery was a
matter Of continuing concern. The UNDP Adninistration nevertheless believed that
it was wrong to use a crude neasure of the relationship between adm nistrative

costs and programme delivery fromi1prs (indicative planning fiqures) as a test of

efficiency and econony. | PF delivery wasonlyoneof the tasks performed by the
UNDP Administration. He was not suggesting that there should be no cap on
admnistrative costs. In fact, for the period 1988-1989 the Admi nistration

expected a substantial increase in programme delivery although it had submitted a

zero-growth budget for those years. The increase was a sign of its determnation
to keeptherati o between programme delivery and administrative costs under control.
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6. The auditors had expressed concern lest programme delivery be increased at the
expense of quality. He "id not reqard that as an issue because, over the past
three years, the Administration had qreatly ® xQanded the number of quality control
measures in operation. Indeed, it had been criticized on the ground that the new
procedures would delay proqramme delivery. In faot, a recent study showed that
UNDP had bean able to reconcile all three requirements: administrative ® fsiaienoy,
increased programme delivery and improved quality.

7. Some of the problems raised by the auditors had already been resolved. 8uch
was the case with the exchange-rate problem in one country, and with the
amortisation of expenditure on otfice premises. It was also the case with the
incidents of fraud or preemptive fraud, all of which had been resolved either by
full recovery of the amounts involved or by disciplinary action.

8. In some cases, the UNDP Administration agreed that the auditors had raised
valid criticisms. That was the case with non-expendable property. New Inventory
control procedures would come into effect in 1998, and he hoped that they would
resolve the problem. Again, a backlog had developed in the clearing of travel
accounts. Action was being taken te desl with the problem, and it was estimated
that full reconciliation would have opeen completed by Auqust 1998. many steps had
been taken to improve budget wntrols, and the UNDP Budget Section had agqreed that
all resident representatives and deputy resident representatives should have the
chance to review budget controls when they visited headquarters. A budget
management manual for use at headquarters would be issued before the end of the
year, and the field manual was being updated.

9. The Division of Management Information Services had been critiocized for
lacking a clear atrateqy. The auditors had been given a long explanation of the
problems unNbp had faced in dealing with electronic data processing while the
technology was in a stats of rapid development, but he agreed that the strateqia
plan being used by the Division nexded to be updated, and that data communication
between UNDP headquarters and field offices should be streamlined.

10. The Canadian representative had asked what proportion of government-executed
projects were properly audited. Between 11 and 11 per cent were probably rather
more than the proportion of projects not executed by Governments. It was quite
rossible that UNDP would re-examine its reliance on external audits for
government-executed projects. At the moment it generally received certified
statements of expenditure from the qovernmental departments concerneds Governments,
applied their own auditing procedures. The matter would be among those taken up in
the report to the Governing Council at its June 1988 session.

11. The Canadian representative had also asked what adjustments had had to be made
to the UNDP accounts upon receipt of audited accounts from executing agenofes. The
issue was an important one. The audited accounts for 198. '985from one ® ¢ency had
included $3.2 million not mentioned in the oriqinal sums reported to UNDP. TO
correct it, however, it had only been necessary to decrease the budqetary

provisions for 1984 ang increase them for 1985, so that the aggreqate ® ffeat of the
discrepancy had been zero. Over the years, the total effects of such adjustments
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had been a reduction of $370,000 in the accounts for 1983 (with corresponding
increases in tbhe accounts for other years)s a decrease of 8170,000 in 19843 a
decrease of 81,035,000 In 198%, and a decrease of $96,000 in 1996. The adjustments
for 1966 should be viewed in the conteat of total transactions exceedinq

81 billion. The rewnciliations made necessary by the receipt of audited accounts
from executing agencies had not involved expenditure? that ought not to have been
incurred, only shifts of expenditure from one year or one category to another. He
hoped that that point would be borne in rind when the Fifth Committee made its
recommendations.

12. The representative of India had asked what specific problems UNDP faced in
attaining higher rates of delivery. The matter had been discussed in qreat detail
in a working group of the Governing Council, and several factors had been
identified as aftectinqg the rate of delivery. The problum wae, in fact,
tripartite, involving the executing aqencies, Governments and UNDP itself. Still,
proqramme delivery was expected to be qreater in 1987 than in 1984, and greater in
1988 than in 1907.

13. The representative of Brazil had asked why the financial ¢ . atements for UNDP
relating to 1986 had not been submitted direct to the Boaid of Auditors by the
Administrator. Perhaps there was a n sunderstsnding and the representative had
meant to refer to the Administrator's financial report, for the financial
statements had of course beer. submitted to the Board. 1iIn any case, the
Mministrator's financial report contained no information which had not already
been r -~ available to the Board of Auditors.

14. The Brasilian representative had also asked about the losses incurred because
of the baakloq im reconciliations of accounts. Gut of a total outrtanding of
$860,000 relating to 1986 and before, only 915,000 had been identified as needing
to be written off, mainly because the staff members concerneda had left uNpP before
settling their accounts.

15. On the relationship between UNDP and UNFPA, he said that a hijh-level meeting
of representatives of the two agoncies had already been arranged to review how best
to deal with some of the issues raised by the Board of Auditors.

16. The Administration had qiven a full explanation ir its written comments for
the size of the Programme's liquid reserves. The liquidity of uNDP's funds could
not be judged simply by looking at the totals recorded on the balance sheet:
aaoounts which were funqgib3.e must be distinguished €rom those which could be used
only for clearly specified purposes. Thus, out of the 8685 million UNDP held in
liquid assets, 8200 million were, on instructions from the Govetning Council, to be
reld as a distinct and highly liquid operational reserve. The Governing Council
had also called for 825 million to be held in reserve for the construction of
offices and houeing for project staff. A further $147 million lay in accounts
established for cost-shar’ iq, govurnment cash counterpart contributions and other
trust fundst none of that money could be shifted to any other account. To protect
UNDP, :oreover, all wntributors to trust funds were asked to pay their
wntributionn in advance. As a result, the Programme would always have substantial
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balances in the trust funda. That should not give rise to oriticiswj it was a
Prudent ranagement practice, since it want that the Programme would never have to
draw on general resourzes to make good a shorttsell in cost-shuring or
truxt-fund-supported activities. That left a total of $330 million in liquid
general reaourcea, but tha value of that balance aould change very rapidly as the
exchange rate of the United States dollar fluctuated: the dollar value of qgeneral
resources denominated in non-United states aucrenaiea had increased by some

8100 miliion in 198Kk, Thwe program oould mt operate on the assumption that the
value of the dollar «ould cvontinue to fall.

17. Against the size of the reserves, it w~s neoeaaary to set the volume of
planned spending by UNDP in the coming years. Between 3$800 million and

8900 million was expected to be spent in 1987 from general resources; the Program
also had unallocated obligations of $28f million. Although UNDP received its
income on a yearly basis, it generally entered into commitments for projects

ranging two to four yeas in advance. As of June 1987, It had hrd over $1 billion
in signed commitments aqsinst its general re=ources.

18. The United States delegation had submitted a series of questions relating to
audite of non-core activity fundc and projects executed by agencies other than
UNDP. Those questiona should really be directed to the Board of Audrtota. The
UNDP Administration eould mt direct the auditors to audit a particular part of
UNDP's operationssy nor could it explain variations in the thoroughness of an -audit,
or the Board's failure to audit certain activities in the past.

19. wMr. PIGUEIRA (Brazil) said it appeared from the Deputy Administrator's
Comment6 that one of his delegation's questions had mt been phrased clearly
enough. He had been interested in the letter dated 30 April 1987 transmitting the
financial @ tatemente of uUWDP for 1986 to the Chairman of the Board of Auditors.
That letter had mt been signed by the Administrator or tha Associate
Administrator, as one would normally have expected. As the Board had issued a
qualified opinion on the UNDP aacounta, he wondered whether the failure of the
Administrator or Associate Administrator to ® ign the letter of transmittal implied
that they had wished to dissociate themselves from the Xxtatewntr.

20. Mr. BOUR (Prance) said that It was mt unusual for comments and
recommendations by the Board of Auditors wo be at variance with decisions taken by
the Soverning Council or even the General Assembly. Neither the Council nor the
Assembly had a complete gicture of the financial situation of UNDP, and one of the
functions of the Board was to auggeat improvements. The Board’s comments should
not be rejected out of hand merely beaauae they conflicted with the directions
g9iven to the Administration by the General Assembly or the Governing Council.

21. Although he had noted the Associate Administretor's explanation for the large
liquid reserves held by the Programwme, his delegation was still not convinced of
the need for them to be so large. Given the findings of the Soard of Auditors
submitted to the Governing Council in Way 1987, he also wondered why the

Administration had sought a revision of the formula qoverning the size of the
operational reserve (A/42/5/Add.1, para. 59).
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22. Mr. LADJoUzI (Algeria) expreaeed the view that, once comments made by the
Board of Auditors had been adopted by the Fifth Committee and the General Assemily,
it was incumbent on the Administration to implement them. On the issue of
liquidity, his delegation considered that the level of liquidity was due, at lesst
in part, to increased pledges by member States and accordingly expected that there
would be a r ise in I1PPs. He wished to know whether the Associate Administrator
could confirm that UNDP weouid be in a position to submit proposals for raieinq Iprs
once the contributions of Member States exceeded UNDP's forecasts.

23. Mr. GUPTA (India) said that the Board of Auditors had pointed out that there
was considerable scope for improvement in the utilization of local opportunities
for procurement in developing countries. There had been intense discussion of that
iaoue in the Governing Council in June 1987 when it had been decided to add two
temporary posts tc the Interagency Procurement and Supply Unit.

24. The auditors had also pointed out that the Administration was charging
exchange |0sses to I™Ps although no clear decision had been r—ached as to whether
such a procedure wuas appropriate. He would welcome the comments of the Associate
Administrator on both points.

25. Mi. BROWN (Associate Administrator, United Nations Devei >pment Proqramme) ,
replying to the representative of Brazil, said that, on the date of the letter of
transmittal, namely, 30 April 1997, both the Administrator and he himself had been
absent from headquarters attending a meeting of the Administrative Committee on
Co-ordination. The letter had accordingly been signed by Mr. Audrew J. Joseph, the
off icer-in-charqge. As the entire senior management of UNDP had endorsed the
letter, it seemed appropriate that the officer-in-aharqge ehould sign it. There had
moreover oeen a deadline for the submission of the letter. There was no
implication that senior management was not behind tire statement that the accounts
had the approval of UNDP.

26. In reely to the representative of Prance, he wished to point out that the
Governing Council of UNDP was analogous tc the Board of Directors of an
organization, which was the ultimate authority as to what that organixation could
do. He wae in no way auqgeating that the Board of Auditors was not entitled to

ma »a comment, critical or otherwise, on a decision which the General Assembly or
Governing Council had taken. He considered, however, that it wae wronq to qualify
an opinion on the accounts of UNDP bscause the Adminietration had followed the
directions of its qoverning body. The issue concerned the policies of the
governing body and should therefore, in his view, be addressed to that qoverning
body. The Administration would lay itself open to criticisw. : condemnation for
doing things wntrary‘ tc the decision of Its governing body. There was no way in
which the Administration could act on the basis of an audit repor+ which conflicted
with a decision of its qoverning bedy. The qualification by the Board of Auditors
therefore was out of order.

27. Many fundamental issues were involved. CNDP was a voluntarily funded

organfxation which had been entrusted by the General Assembly to the management of
a Governing Council. within that Governing Council certain operational proce dures
and precedents had been established. For example, there had never been a vote in

e



A/C.5/42/8R.8
Enylish
Paqu 7

(Mr. Brown)

the Governing council, one of the reasons being that, if there was a vote with
which major donors disagreed, then, on the next occasion, donors would vote with
their feet. UNDP was therefore in a different position from a body which was
financed by aseessed contributions. The issue was very important and, in his view,
ahould be discussed at the higheet level.

28. The repreeentative of Algeria had expressed the view that, once the Fifth
Committee had adopted the report of the Board of Auditors, the Administration
should immediately implement ita recommendations. In his view. any decieion of the
Fifth Committee which ran counter to the policies established by the Governing
Council would mean that the UNDP Administration, before taking action, would see
its responsibility as being to eeek the direction of the Governing Council. It was
not fair to place the Adminis<ration in the middle, between the Fif th Committee and
the Governing Council.

29. The queetion of the operational reserve, to which the repreeentative of France
had referred, continued to be discusased In detail in the Budgetary and Finance
Committee of the Governing Council. The UNDP accounts reflected the decieion taken
on the matter by the Governing Council.

30. The representative of Algeria had asked whether, because of increased
liquidity reeulting from rises in pledqgea, the Administration would recommend
increased IPFs. While it was true that between 3 and 4 per cent of the increase in
liquidity resulted from increased pledges, approximately 8100 million of the
increase was the result of the appreciation of many currenciezz against the United
states dollar. One consequence had been that the real value of the IPFs
eetabliehed in 1985 was now lower in dollar terms. A UNDP task force was currently
examining the implications of fluctuating exchange rates and, tollowing the
Pledging Conference in February 1988, the matter would be discussed further in the
UNDP management group with a view to reaching agreement on what steps needed to be
taken.

31. on the point raised by the representative of India, he coulda confirm that the
process of recruiting the two additional staff members authorized for the
Interagency Procurement and Supply unit was under way. A full review was to be
made of the whole issue of procurement. Moat procurement from UNDP funds was
however undertaken by the agencies. UNDP had .sent missions to virtually all the
execut.nq agencies in connection with the reorganixaticn of their procurement
policies. It was however up to the executing agencies themselves to make the
necessary chanqes, as UNDP could not dictate to them what they should do. Many
agenciee had however indicated that they were aware of the issue and were doing
their best to improve local procurement in developing coun ries.

32. The representative of India had referred to paraqraph 57 of the report of t
Board of Auditors (A/42/5/Add.1) reqarding the charge to a country’s IPF of loss
on exchange without awaiting the results of arbitration. In that connection, it
was the practice of UNDP to charge a country’s IPF with the exact cost of purchase
of local currency.
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33. Mr. LADJOUZI (Algeria) ® [X4XI 5B 2 theviewthat,whentherewasgoontlict
between the views of the auditors and the decision O 8 qoverning body, there
should be a reference to such conflict in the a uditors* report and th8 governing

body’'8 Vview8 should also be sought. A serious problem Oof oco-ordination was
involved.

34. Hr. BOUR (France) agreed that where there was a difference between a prior
decision of the Governing Counoil end the ® uditOr8, th8 issue shou: 1 be brought to

the attention of the Governing Council, which could then reconsider it8 previous
decision.

(b) UNITED NATIONS CHILDREN'S FUND (continued)

35. Ms. LOKHAUG (Acting Deputy Executive Director, Operations, United Nations
Children.8 Fund) said that she had been ® 8ked by the Executive Directc: to make it
very clear to the Fifth Committee that the UNICEF Admiuistration considered the
issues raised by the Board of Auditors during their review of the ® qoncy'r 1986
accounts to be Of cr itical impor tance. The ® Xi8tenoe of a temporary disclaimer was
both grave and regrettable. 1In that connection UNICEP welcomed an expanded audit,
as proposed by the Board of Auditors, ® ndor8ed by ACABQ and widely supported by
delegations, and hoped that the expanded audit ocould take place a8 soon a8 possible
so that the Board would be in a position to “inalise it8 report and issue an audit
Opinion before the 1986 Bxecutive Board meeting in April 1988.

36. All necessary remedial ® otimr would be taken and indeed many corrections were
already under way. The Executive Director had asked the various divisione involved
for a preliminary report cm remedial actions taken, to be followed up an a
aontinuing basis by senior executive management. AS recommended by thg Advisory
Committee, UNICEF Would submit to that Committee at it8 1988 ® utum session, the
comprehensive report on thi status of implementation of all recommendations
contained in the report of the Board of Auditors.

37. Th8 issues raised by th8 Board of Auditors could be divided into three major
categories, namely; technlcal accounting issues; ® 8y8tom80 issues; and policy
issues. On all technical issues, UNICBP had already introduced the corrective
measures agreed upon With th8 auditors and the ® Oenw in the process Of taking
remedial aation on other technical acoounting issues. She believed that answered
the question raised by the representative of the Ukrainian 8SR. On the "systems”
issues raised by tha representative of Denmark, speaking On behalf of the European
Community, UNICEP was continuing progress toward8 achieving the necessary

modif ioation8. Provisional solutions would be found for some ® 3y8telBlg issues
because UNICEF had already begun to review and update it8 account’ng system, an
exercise which would be completed in 1989. All of the various policy issues raised

by the Ward of Auditor8 would be presented to the Bxecutive Board in 1988 for it.8
consideration.

38. During the audit, it had become nlear that it would be useful to clarify
further some of UNICEP's ® aaounting procedures and tho corresponding accounting
policies, particularly with respect to supplementary funding. It had besen agreed
that, owing to tho limited scope of the 1986 audit, the auditors and the
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Administration wou 4 not be able to come to an aqreement regarding certain
outstanding issues Within the spicified time-frame. The Administration agreed

that, for accounting presentation purposes, several of the 1986 balances 8hould be
restated.

39. The representative of Brazil had asked why the audit had not been completed.
The anawer was that the auditor* had had a deadline within which tc finalize the
audit report for presentation to ACABQ and the Fifth Committee. By the time that
it had been determined that certain issues remained unresolved, most Of the teem
had returned to their home countries. Within the time and tinanaial resoucces
allotted for the year-end audit, the auditor8 had therefore been unable to
undertake further analysis to as.ertain mutually acceptable account balances. It
was therefore aqgieed that an opinion would not be issued cn ths 1986 financial
reports until the auditor8 had additional time to complete the 1986 audit with a
possible expanded audit.

40. One major issue reviewed by the report had related to accounting for projects
funded by supplementary resources, notably th8 temporary allocation* from gqeneral
resources, the timing of income recognition and the possibility that expenditures
might have been incurred in excess of commitmente. Those practice8 had nut been
started in 1986 but had been followed tot many year8 past. Since it was not
possible for the auditor8 to audit all area8 each year, it had only been in 1986
that those practice8 had been reviewed.

41. The concept of "noted™ projeat8, a8 a supplement tO general rescuarces
proqrammes had been formalized in 1970. Such projects were unique in th8 United
Nation8 system since they were not like trust fund projects but were approved and
reviewed a8 an integral part of other activities. In 1976 the UNICEF Executive
Board had established the policy of treating supplementary funds a8 part of
UNICEF's total income; however, in order to meet donor reporting requirements,
separate account8 were maintained for ouch so-called "noted® projects.

42. Durinqg the period 1975-1986, UNICEF had followed a oconsistent policy on th8
timing of recognition Of supplementary funds income. Using a method similar to
that adopted for general resources, income from a &nor Government had been
recognized following discussions and the receint Of a firm plwdge or the actual
cash amount. A8 a result O those discussions, the ocontribi:tion might be recorded
as income for the current year for the entire amount, or recognized in part as
deferred income. Th.t policy had been applied consistently during 1986. However,
upon review of the documentation by the Administration during th8 audit, it had
become clear that, in certain cases, the proper documentation to record ths
discussions on the timing of income had not been placed on tile. In addition, the
issue Of Adonors' intention8 had not been specifically stated in UNICEF's accounting
policies and that could leave ambiguity as to procedure8 followed regarding the
recording of current versus deferred income.

43. The representatives Of Denmark (speaking on behalf of the EBuropean Community),

the Netherland and Nigeria had raised the issue of the timing of income
recognition a8 it related to the 1986 income statement. They had noted that, in
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paragraph 22 of the ACABQ report (A/42/579), a readjustment Ot «“he UNICEF accounts,
based 0n the inocomplete audit analyst8, would result in an excess of expenditure8
over income of 85.9 million. However, as noted in paraqraph 23 of the ACABQ
report, an extended audit of 1986 would include a restatement of the income for
1974 and 1985 which would probably result in wmpenrating accounting entries and
would thus offset much Of the adjustment to the 1986 aooounte. UNICEF agreed with
the auditor8 that in it8 accounting policy on the reoognition of income it should
take Adonors® intention8 into aaaount. UNICEF had already begun to obtain in
writing from donor8 the form81 annualization of their contributions for income
recognition by UNICEF. That was also reflected in UNICEF's financial requlations
and rules, whioh would become effective in January 1988.

44. On the issue of the temporary allocation of fund8 to "noted” projects, the
Executive Board had ocongfirmed a8 recently as 1986 that there were no substantive
difference8 between project8 financed from general resources and "noted"™ project8
financed from supplementary funds. Both type8 of project were subject to recipient
approval by the Government and the UNICEF Executive board and they generally formed
components Of the same projects. Acwrdingly, in cases where the pledge for a
"noted® project was assured, or in times Oof urgent need, UNTCEF had begun
implementation prior to receipt of the firm pledge Or supplementary funds, if
adequate general resources funds earmarked tot the wuntry concerned were available
to wver the expenditures. In short, all expenditures were recorded a8 incurred
and th8 result was only a rephasing of the approved country programme. At no time
could Or would the Executive Director approve expenditures in excess of the total
country programme recommendations approved by the Executive Board.

45. The Administration was well aware of the steady growth of income from
supplementary resources, Which had increased from $16 million in 1976 to

8164 million in 1986. with tha* in mind, the Administration and the Executive
Board had reviewed supplementary funded projeat policies in 1983, 1985 and 1986.
The UNICEF Mdministration agreed with the Board of Auditor8 that a clear statement
of current procedures S8hould be submitted to the txeautive Board for it8 approval.
Indeed, the Executive Board had decided th8 previ- s year to conduct a full review
Of the subject in 1988. The Administration's report would cover all of the issues
raised by the auditor8 regarding supplementary funding and would he submitted to
ACABQ, as recommended, for it8 review and comments, in December 1987. In addition.
the Executive Director had decided to hold an informal consultation with the
Exeoutive Board in late November 1987 to review the issue.

46. In response to the roterencee made by a number of delegation8 to expenditure8
on UNICEPF's fortieth anniversary celebrations, she said that the Administration was
currently preparing a report on revenue8 and expenses related to these activities,
including rirst Barth Run and 8port Aid, for submission to the 1988 session Of the
Bxeoutivc Board for _post facto approval.

47. The Auditors' comments on UNICEF's mechanism for the traneter of fund8 between
budget 1ines and between cateqor ies was undoubtedly valid from the managemsnt
auditing point of view. The planned implementation of their rewmmendation would
allow for greater transparency and management control. In addition, in 1987 the
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Executive Board had established new budgetary expenditure cateqories which would
tighten control procedures. The practice of making autoratic year-end budget
transfers had been stopped. In future, budget wntrol would be used ag8 one Of the
criteria in evaluating the performance Of UNICKF managers. The transfers noted by
the auditors totalled 1.8 per cent of the allotment8 between cateqories, which was
well within the 5 per cent repeatedly given ta th8 Bxeautive Director a8 a
guideline by the Executive Board.

48. The use of purchase orders for individual contracts had already been
discontinued before the audit was made. AN administrative instruction had been
issued, clearly stating that the use Of purchase Oorder8 was limited to procuring
equipment and supplies. The issue hac recently been reviewed at the senior
management level and the use of purchase orders to procure services from
institutions had also been discontinued. Reqerding the UNICEF financial
regulation8 and rules currently being drafted, she assured the Committee that th8
auditors® recommendations were being given full consideration.

49. In conclusion, she thanked those delegation8 which had noted that the
temporary disclaimer on the UNICEF aacount8 was rot due t0 any fraud or presumptive
fraud or any misuse of funds. UNICEF continued to honour the pledge of it8 tirst
Executive Director that every penny given to UNICEF was a penny in trust. She also
thanked the Board of Auditor8 for their very professional ®  pproaah. The UNICBF
Aministration lonked forward to a quick reroluticn of the temporary disclaimer.
UNICEF did not regard it8 mandate to provide for th8 world‘*s mothers and children
a8 an excuse for having lees than the best management practices. Several
delegations had stressed, however, that rigid or bureaucratic ® c\WUNtIN9 procedures
8hould not be allowed to hinder programme implementation. UNICEF accepted the
challenge of reconciling the goal8 of proper internal management controls and
transparent reporting system8 with program implementation. UNICEF intended to be
a8 professional in the administration of the fund8 entrusted to it as it was in
their utilization.

50. Mr. MUDHO (Kenya) said that hi8 delegation had full wntidenoe in the ability
of the UNICEF Administration to overcome the shortcomin s noted by the Board Of
Auditors and to continue UNICEF's valuable work. He as<ed whether the proposed
expagded audic could be completed in time for the next session of the Executive
Board.

51. Mr. BOUR (France) welcomed the determination ® xpr888ed by the DNICBF
Administration to take remedial measures. He had no doubt that after corrective
action had been taken UNICEF would continue tc have the full support O donors and
of the international community as a whole. He trusted that the oorreotive measures
would be put into effect a8 soon as possible. He was, however, dismayea by the

slow pace of progress in rectifying nroblems in th8 Greeting Card Operation and
UNIPAC to which attentior. had been d awn in previous report8 of the Board of

Auditors, and inquired about the reasons for the situation.

52. Mr. rLabgouzr (Algeria) welcomed the oonstructive attitude of the UNICBF
Administration and its readiness to respond a8 far as possible to the
rewmmendations of the Board of Auditors. dis delegation had serious doubts,
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however, about the validity of the fundamental reproach addreaeed to UNICEF, which
was that it uaed temporary allocation8 from general resources in order to Finance
projects. When the expanded audit was carried uut, the opportunity should be left
to UNICEF to continue the practice so that it could enjoy the necessary flexibility
in the execution of projects. He asked what the wat of tha recommended expanded
audit would be to UNICEF, and what implications it would have for the
orqanization's programme and projects. He emphasized that where wnaiderable
expenditures were involved as in the case of the fortieth anniversary celebrations,
the opinion of the Executive Board should be eought in advance.

53. Mr. DEVREUX (Belgiuml saia that in its report to the forty-first. session of
the General Assembly (A/41/5/Ad4.2) the Board of Auditors haa ..~ted in wnnection
with UNICEF’s Greeting Card Operation that the total amount of commissions and
direct expenaee linked to card sales was 26.7 per cent of gross sales. In two
wuntr lea, the rates were 65.6 and 53.3 per cent respectively. The Roard of
Auditors had commented that if the target of 25 per cent had been achieved there
would have been a aaving of 81.4 million. The discussion on that point In the
General Assembly had brought out the fact that some national wmmittees wntrlbuted
a part of their income to UNICEP's general resources but that unicEF did not use
those figqures to calculate the net overheada of the national committees and
encourage them to make possible savings. In that wntext, therefore, his
delegation would like to know what change, if any, there had been in the ratio of
commigsions and expenses to sales since the last session, whet efforts had been
made to stay within the 25 per cent 2imit, and whether the highest ates of 65.6
and 53 per cent had been reduced. He also asked whether UNICEF had taken stepe to
calculate the overhead wets of the various national committees and wmpare them,
with & view to making savings and increasing UNICEF's net resources.

54. In paragraphs 87 to 91 of its current report, the Board of Auditors noted that
certain expenditures connected with the building of UNICEF House, iucluding the
salary and allowance8 of the project manager, the fees of a wnaultant recruited
for the project, and expenditures on wiring and lighting, had been charged to the
regular budget instead of to the UNICEF House budget. The fact that the vxecutive
Director had been askeda by the Advisory Committee to prepare a detailed 1 .port on
the utilization of the UNICEF Houae budget, and that the Executive Board had
aeveral times asked to be informed Of the comsts of UNICEF House, made the matter
particularly serious. Given the special attention which had been paid to the
programme, his deleqation found it hard to believe that the irregularity was the
result of a mistake or of negligence. He would like to know how such a practice
could have arisen and when, by whom and how the incorrect charges had been
approved, in respect of each item.

55. Mr. MURRAY (United Kingdom) asked what stage had been reached i the drafting
~¢ separate financial rules and regulations for UNICEF, and, if thoee regulationa
were still incomplete, under what rules UNICEF waa currently operating. He
endorsed the previous speaker’s comments on the uymrcer Hours costs and noted that,
In one instance, the salary and allowances of the project secretary had £irst been
correctly and then incorrectly shown (A/42/5/A&d.2, pars. 89 (b)). He would like
to know how such a thing could happen. The Advisory Committee bad expreared itself
very strongly (A/42/579, para. 33) on the use ot purchase orders and he waa glad to
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hear that the practice had already been discontinued. In the summary of its review
of UNICEP activitiee and structures, the Joint Inspection Unit referred to UNICEF's
aupport cost/programme cost ratio a8 being among the worst in the United Nations
system (A/42/34, para. 92). He wondered whether the Administration would like to
comment on that remark.

56. Ms. LOKHAUG (Acting Deputy Executive Director. Operations, UNICEF), replying
to questions raised by the representative of France, saia that, since it was
impossible to change a complicated accounting system overnight, some prwisional
solutions would be necessary. However, the most critical issues would be ® ddres8ed
in a major change to the Fund’s accounting system which had been approved by the
Executive Board in the spring of 1987. Action would be taken as rapidly as
possible, taking into account all the recommendations made by the auditors a8 well
as the complications of the rund‘'s field aystem.

57. With respect to the questions raised by the representative of Algeria, the
practice of funding temporary allocations from general resources would be addressed
in the draft paper on supplementary funding, wmments on which would bs invited
during the informal consultations of the Executive Board in late November 1987.
Meanwhile, efforts would be made to ensure both that the Fund did not lose its
flexibility and that it pursued a clear policy as approved by tha Board. while 8he
felt that the question relating to the cost of an expanded audit should be referred
to the Chairman of the Board of Auditors, she anticipated that such an audit could
be funded from savings in UNICEF’s administrative budget.

58. With respect to the question raised by the representative of Belgium as to the
rate of commission paid to national wmmittees, it should be remembered that those
committees were not formally parts of UNICEF but conducted their operationO in
harmony with the guidance of the Executive Board under the terms of a standard
recognition agreement. The ratio of the committees® direct expense8 to their gross
sales had improved from 27.3 per cent in 1985 to 26.5 per cent in 1986. The
specific rate8 quoted by the representative of Belgium had been substantially
reduced In 1986 and, in addition, one major national. committee had redurad it8
retention rate by 5 per cent, as part of an overall effort to bring its ite down
to 25 per cent.

59. As for action taken by the Fund calculate the net werhead rate8 of the
national committees, the adoption in early 1987 of a new standardised reporting
format for the income and expenditures of national wmmittees would allow a more
meaningful comparison to be maca in the course of the next financial year. It
should be recalled, meanwhile, that the commissions charged by national committees
were used not only to cover administrative expenses but also to promote various
important UNICEF activitiee, including fund raising and the enhancement of
information capacities.

60. In reply to the question relating to UNICEF House, the Executive Board had
agreed that a full report on the one-time installation wst should be provided in
1988. Since the project had already been fully scrutinized both by the Advisory
Committee and the Executive Board, ine PFund's internal auditors had been requested
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to verify that all the one-time installation wets had been charged to the
appropriate budaet line. It had been discovered during that review that some items
had been charge. to the wrong budget line: such errors were immediately corrected
and noted in the auditors’ report. With regard to the question of staff costs, the
international professional staff required for the project had been charged to the
ruqular administrative budget for international staff wsts, because of the several
years’ duration of the project, in acwrdance with standard UNICEF policies and
procedures. However, the, albeit temporary, charqing of expenses related to the
consultant against an incorrect budqget line had been rectified. The Fund was

determined to ensure that all uNICEF House coats would finally be charqged to the
correct wst centre.

61. With respect to the question raised by the representative of the United
Kingdom, the Pund‘s financial requlations had been approved by the Executive Board
in 1987, while its financial rules had been drafted and tinalized and were awaiting
final clearance by the United Nations Office of Legal Affairs. The rules would be
distributed to all delegations represented on the Executive Board at least 60 days
bet ore becoming et tective, and in any event no later than 1 November 1987, in order
that both the rules and the regulations should take effect on 1 January 1988, at
the beqinning of a new financial biennium. For the time being, UNICEF remained
subject to the Financial Rules and Regulations of the United Nations and the
signif icant accounting policies summarized in document A/42/5/Add. 2.

62. with respect to the methodoloqy used by the Fund to calculate its overhead
wsts and to compare such costs with those incurred by other agencies, the current
methodology, although different from that discussed in the report of the Joint
Inspection Unit, had been recommended by a former Inspector of the Unit, approved
by the Advisory Committee and endorsed by the Executive Board. According to that
methodology, overhead wsts fluctuated between 10 and 11 per cent, which were gquite
low figures by comparative standards. If a different method were to be applied,
allowance would have to be made for the tact that UNICEF was both a funding
organization and an executing agency. However, even if the calculation was made on
a broader basia, UNICEF would be able to claim one of the lowest levels of overhead
costs in the development field.

63. Mr. DEVBEUX (Belgium) said that his delegation, while pleased to note the
success in improving commission rates, regre.ted that progress had not been made in
the use of existing data to calculate and wmpare amounts retained by national
committees which were not made over to UNICEF. He hoped that further action might
be taken with a view to increasing the Fund’s income Wlthout adversely atfecting
the 9oodwill of the national committees.

64. Ms. LOKHAUG (Acting Deputy Executive Director, operations, UNICEF) said that
the comments made by the representative of Belgium would be studied during the
review of information relating to national committees, However, it should be
appreciated that UNICEF would not necessarily reap any additional financial
benefit, since the funds retained were already used for UNICEF purposes.
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65. Mr. MURRAY (United Kingdom) expressed the view that the Fund’s performance
with respact to overhead costs was not quite as successful as had been suggested.
However, he aqreed that the subject was complicated and hoped that it might be

possible a« some tims to compare wsts on a more equal basis.
AGENDA ITEM 1153 PROPOSED PROGRAMME BUDGET FOR THE BIENNIUM 1988-1989

Programme budget implications of draft resolution A/42/L.1 wncerning agenda
item 24 (A/C. 5/42/12)

66. Mr. NSELLE (Chairman of the Advisory Committee on Administrative and Budgetary
Questions) said that the Secretary-General indicated, in his statement of the
programme budget implications of draft resolution A/42/L.1, that if the resolution
was adopted there would be no need for additional appropriations under the regular
budget for the biennium 1988-1989. Requirements for the Ad Hoc Committee had
already been Included unaer section 3E of the proposed programms budget. With
resard t0 requirements for the International Conference on Kampuchea, the procedure
to be followed if the Conference was reconvened was outlined in paraqraph 9 of the
Secretary-General’s statement. Should it be decided in the wurse of 1988 to
convene the Conference, the Secretary-General would endeavour to meet the
requirements from within resources allocated in the budget for 1988-1989. It that

was not possible, he would get in touch with the Advisory Committee to request
authorisation for additional commitments.

67. General Assembly resolution 41/213 had called for a new budgeting process, one
feature of which was that the programms budget should include expenditures related
to political activities of a “perennial’ character whose mandates were renewed
annually, together with their related conference wets. The situation in Kampuchea
fell Into that category and the adoption of the resolution would not therefore give
rise to any additional amount.

68. Mr. SEGUIS (Philippines) , speaking on behalf of the Association of South-East
Asian Nations, said that the draft resolution on the situation In Kampuchea
(A/42/L.1) had already received widespread support, the number of w-sponsors
standing at 63. The work of the_Ad Hoc Committee remained vital to the stability
and security of the South-East Asian Region. Vast numbers of retugees continued to
rely on the generosity of neighbouring countries, Thailand in particular. There
was no need to stress the importance of achieving a political solution based on the
resolutions repeatedly adopted by the General Assembly. He urged Member States to
continue to provide the Ad Hoc Committee with the resources it needed so that it
could continue the quest for peace and stability in the reqgion, which had so far
proved elusive.

69. Mr. BIDNY (Union of Soviet Socialist Republics) said that his delegation had
consistently opposed the consideration by the United Nations of the situation in
Kampuchea, on the qrounds that it was in opposition to the desires of the
Kampuchean people and their Government and moreover a violation of the provisions
of the Charter reqgarding non-interference in the internal affairs of 3tates. The
attempts being made in some quarters to use United Nations resolutions in order to
interfere In Kampuchea could only heighten tension in the reqgion and make the
situation worse.
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70. The CHAIRMAN proposed, on the basis of the recommendations of the Adviscry
Committee, that the rifth Committee should inform the General Assembly that, should
it adopt draft resolution A/42/L.1, no additional appropriations or programmatic
changes would Le required under the proposed prograrme budget for the biennium
1988-1989. With regard to paragraph 5 of the draft resolution, he proposed that
the Fifth Committee should inform the General Assembly that, should a decision to
reconvene the International Conference on Kampuchea bs reached in the oourse of
1988, the Sescoretary-General would endeavour to accommodate the related requirement8
from within resouraes pcoqrammed under sections 3 and 29 of the proposed programme
budget for 1988-1989, and that, 8hould those resources prove inautticient, the
Secretary~General would seek the concurrence of the Advisory Committee on

AMdm: nistrative snd Budgetary Questions to enter into the neceoeary commitmeat with
reqard to the balance of the requirements for the Conference.

71. Mrs. TOM NU TLI NINH (Viet Nam), speaking in explanation of her delegation’s
vote, said that a8 in previoub years the &legation of Viet Nam wished to state its
formal reservation rayarding the programme budget implications of draft

rrsolution A/42/L.1 as desaribed in document A/C. 5/42/12. Her delegation intended
to continue %o vote against the draft resolution. IL could not, therefore, give
itS approval to the allocation of budget resources to Ad Hoc Committee activities
or to the eventual reconvening of thw so-aalled International Conference on
Kampuchea, for reasons that were self-evident. Her delegation would also oppoee
the section on the on~ordination of the Kampuchean humanitarian assistance
programmes in their current form. In so doing, it was not repudiating humanitarian
assistance as such, but it aould not condone the channelling of such assistance to
support coriminal and subversive activities undertaken by the Khmer Rouge forces
against the rehabilitation of the former victims of their genocidal rule.

72. In that wnneotion, she q >ted from a July 1987 report «n Cambodian rafugees
in Thailand submitted by a representative of OXPAM. The report stated that, from a
humanitarian pcint of view, the recognition by the United Nations of the Coalition
Government of Democratic Kampuchea had serious neqgative consequerces. It allowed
aid to be channelled t~ the bordsr, where thcusands of people lived as virtual
hostaqes in order to legitimize the Coalition. In military terms, the Coalition
was dominated by the Khmer Rouge, with the same leaders as during the Pol Pot years
of mass murder. That represented a grave danger to the Cambodian people. At the
same time, Cambodia itself received virtually no official development aid, again
because the Coalition Government of Democratic Kampuchea was the recognized
Government. Breaking that diplomatic impasse was therefore an important first
step. One way of achieving that would bs to have an empty seat at the United
Nations. That might facilitate negotiations leading to national rewnciliation.

73. A second reason for her delegation’s opposition was that, as currently
distributed, humanitarian assistance was unfair, since the bulk was not being
qranied to those really in need, the millions of men and women of the People's
Republic of Kampuchca who wore daily endeavourlng, against the qreateat odds, to
rebuild their nation and aountry after the hell on earth of the Pol Pot réqime.
Instead, as the representative of OXPAM had stressed, the bulk went to those who
still refused to let go of +he Kampuchean people.
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74, Mr. TEP (Democratic Kampuchea) said that, since no additional appropriations
or programsatic changes would be required if the General Assembly were to adopt
draft resolution A/42/L.1, his delegation could see no reason to challenge the
proposal under consideration other than a political desire to sow contusion over
the true nature of the Kampuchean proble~. Given Hanoi’s record of agqgreesion
against his asuntry since 1978, he would have been astonished if the tepressntative
£ Viet Nam had not criticized the draft resolution. However, whatever the reasons
nvoked by Viet Nan to justify its agqrersion against and occupation of Kampuchea,
the majority of the world community recoqnized that Ranoi‘'s actions constituted &
flagrant violatizn of the sovereignty, independence and territorial integr ity oil a
Member State <& the United Nations. Furthermore, the military occupation of
Kampuchea threatened the peace and stability of the entire region. The occupation
of Kampuchea and the annexation of Laos - a step leading to *he formation of the
so-cslled Indo-China Pederatioa -~ was the major destabilizing factor in South-East
Asia and wae giving rise to qrowing mistrust in the reqgion. The massive
displacement ot the inhabitants of Kampuchea represented a new form of ooloniration
which threatened the very survival of the nation.

75. Comritted as it was to the purposes and principles of the Charter, Democratic
Kampuchua wished vo see the situation in Kampuchea removed from the agenda of the
General Assembly once Viet Naa had withdrawn all its forces from Icampuchea, ceased
interfering in that country's internal affairs and recognized it as an independent
country. The eight-point peace proposal made by the Toalition Government of
Democratic Kampuchea and the ASEAN countries constituted a constructive framework
for neqotiations towar 3 a peac »tul solution ot the problem, in accordance with the
relevant resolutions a.d the Declaration on Kampuchea. Howe, rer, all such proposals
had met with a flat refusal on the part of Hanoi, and the statement just made by
the represeatative or Viet Nam provided an example of that refusal. In the face of
such persistent defiance ot General Assembly resolutions, it was essential that the
United Nations should continue to be involved in the search for a comprehensive
political solution and that the work Of the Ad Hoc Committee of tre International
Conference on Kampuchea should he encouraged and enhanced. His delegation appealed
to all Member states to vote in favour of the proposal, and to contribute thereby
not only to the survival of Kampuchea as a nation but also to the restoration of
peace and stability in South-East Asia and the world as a whole.

76. At the reguest of the representatives of Viet Nam and the Byolorusaian Soviet
Socialist Republic, a recocaed vote was taken on the proposal.

In tavour: Argentina, Australia, Austria, Bahamas. Bahrain, Bangladesh,
Barbados, Belgium, Belize, Benin, Bhuta:, Botswana, B..uil,
Brunei Darussalam, Burma, Cameroon, Canada, Chile, Chlna,
Colombia, costa Rica, Cdte d*Ilvoire, Democratic Kampuchea,
Denmark, Ecuador, Egypt, Finland, Prance, Germany, Federal
Republic of, Ghana, Greece, Guatemala, Guin.a-Bissau, Honduras.
Iceland, Indonesia, Ireland, Israel, Italy, Jamaice, Japan,
Jordan, Kenya, Kuwait, Lesotho, Liberia, Malawi, Malaysia,
Maldives, Mali, Mauritania, Morocco, Nepal, Netherlands, New
?=aland, Niger, Nigsria, Norway, oman, Pakistan, Peru,
Philippines, Portuqal, Qatar, Rwanda, Saint Lucia, Saudi Arabia,
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Seneqal, 8ierra Leone, Singapore, Somalia, Spain, Sri Lanka,
Sudan, Swasiland, Sweden, Thailand, Togo, Trinidad and Tobago,
Tunisia, United Arab Emirates, United Kingdom of Great Britain
and Northern Ireland, tnited States ot America, Uruquay,
Veneauela, Yuqoalavia, taire, Zambia.

Against s Atghanistan, Anqola, Bulgaria, Byelorueeian Soviet Socialist

Republic, Cuba, Cszechoslovakia, Ethiopia, German Democratic
Repuolic, Hungary, Libyan Arab Jamahiriya, Mongolia, Poland,
Ukrainlan Soviet Socialist Republic, Union of Soviet Socialist
Republica, Viet Nam.

Abstaining: Alqeris, Guyana, India, Iran (Islamic Republic of), Iragqg,
Madagascar, Mexico, United Republic of Tanzania, Yemen, Zimbabwe.

The proposal was adopteé by 88 votes to 15, with 10 abstentions.

77. Mr. nOUDIMA (Ukrainian 8oviet Socialist Republic) said that his delegation had
voted =against the proposal because it believed that the activities called tot in
draft resolution A/42/L.1 were unnecessary, especially in view of the declaration
of the People's Republic of Kampuchea on the political. solution to the Kampuchean
problem, contained in document A/42/632.

70. Mr. BORBAS (Turkey) said that, had his delegation been present during the
voting, it would have voted in favour of the proposal.

The meeting rose at 1.05 p.m.




