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Letters of transmittal and certification

14 July 2000
Sir,

We have the honour to submit the financial statements of the United Nations
Office for Project Services (UNOPS) for the biennium ended 31 December 1999,
which we hereby approve.

Copies of these financial statements are also being transmitted to the Advisory
Committee on Administrative and Budgetary Questions.

We, the undersigned, acknowledge that:

(a) The Management is responsible for the integrity and objectivity of the
financial information included in this report; )

(b) The financial statements have been prepared in accordance with the
United Nations system accounting standards and include certain amounts that are
based on Management’s best estimates and judgements;

(c) Established accounting procedures and related systems of internal control
provide reasonable assurance that assets are safeguarded, that the books and records
properly reflect all transactions, and the policies and procedures are implemented by
qualified personnel with an appropriate segregation of duties. UNOPS internal
auditors continually review the accounting and control systems;

(d) The Management provide the United Nations Board of Auditors and
UNOPS internal auditors with full and free access to all accounting and financial
records;

(¢) The recommendations of the United Nations Board of Auditors and
internal auditors are reviewed by the Management. Control procedures have been
implemented or revised, as appropriate, in response to these recommendations.

The Chairman of the Board of Auditors
United Nations
New York




We each certify that, to the best of our knowledge, information and belief, all

material transactions have been properly charged in the accounting records and are
properly reflected in the appended financial statements.

Accept, Sir, the assurance of our highest consideration.

(Signed) Bisrat AKlilu
Officer in Charge
United Nations Office for Project Services

(Signed) Martyn Evans
Assistant Director
Division for Finance, Budget and Administration

United Nations Office for Project Services
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28 July 2000

Sir,
I have the honour to transmit to you the financial statements of the United
Nations Office for Project Services for the biennium ended 31 December 1999,

which were submitted by the Officer-in-Charge. These statements have been
examined and include the audit opinion of the Board of Auditors.

In addition, I have the honour to present the report of the Board of Auditors
with respect to the above accounts.

Accept, Sir, the assurances of my highest consideration.

(Signed) Sir John Bourn

Comptroller and Auditor General of the

United Kingdom of Great Britain and Northern Ireland
and Chairman

United Nations Board of Auditors

The President of the General Assembly
of the United Nations
New York
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Chapter I

Report of the Board of Auditors

Summary

The Board of Auditors has reviewed the operations of the United Nations
Office for Project Services (UNOPS). The Board has audited the financial
statements for the biennium ended 31 December 1999 and conducted management
audits of UNOPS project management, business planning and headquarters
relocation. '

The Board’s main findings are as follows:

(a) In the biennium 1998-1999, UNOPS delivered projects with a value of
some $1.1 billion and generated fee income of $86.4 million on this work. It also
authorized $371 million in disbursements for projects funded by loans from the
International Fund for Agricultural Development, for which it received total fees of
$9.9 million;

(b) In the biennium 1998-1999, UNOPS had to fund non-recurrent
expenditure for the implementation of the Integrated Management Information
System (IMIS) and the relocation of the headquarters offices. The total cost of these
two projects in the biennium was $18.2 million;

(c) The total recurrent and non-recurrent administrative expenditure of
UNOPS of $106 million exceeded its total income of $101 million by $5 million for
the 1998-1999 biennium. This was mainly because, as foreseen and approved by the
Executive Board, UNOPS had to fund non-recurrent expenditure for the
implementation of IMIS and the relocation of the headquarters offices. The total cost
of these two projects in the biennium 1998-1999 was $18.2 million;

(d) Although UNOPS planned for IMIS to go live on 1 January 1999, this
was delayed until 1 April 1999. UNOPS was only able to start entering the majority
of its expenditure data into the system from June 1999. This led to weaknesses in
financial control during 1999;

(e) Project objectives, tasks or activities in general lacked quantified
measures of success in the project documents, although many of these had the
potential to be quantified;

(f) The cost of the relocation of UNOPS headquarters considerably exceeded
the estimate. The first estimate by UNOPS of gross costs, in June 1998, was
$7.3 million, but by June 1999 it had increased to $12.1 million. By the end of June
2000, the cost of the relocation had increased to $16.8 million, more than 130 per
cent above the original estimate. UNOPS considered that the increases were justified
since they represented the costs of additional goods or services, which became
necessary as the project unfolded and its complexity became clearer;

(g) The contract of UNOPS with the construction manager required it to pay
the firm a management fee of 9.25 per cent of the total construction costs. Such an
arrangement reduced the incentive for the managing consultants to control costs,
since the contractor stood to make more money from higher overall expenditure.




A/55/5/Add.10

The Board made recommendations to tighten financial management, improve
business planning and strengthen project management.

A list of the Board’s main recommendations is contained at paragraph 10 of
the present report.

Introduction

1. The Board of Auditors has audited the financial statements of the United
Nations Office for Project Services (UNOPS) for the period from 1 January 1998 to
31 December 1999. The audit was conducted in accordance with article XII of the
Financial Regulations of the United Nations and the annex thereto, and the common
auditing standards of the Panel of External Auditors of the United Nations, the
specialized agencies and the International Atomic Energy Agency. These standards
require that the Board plan and perform the audit to obtain reasonable assurance as
to whether the financial statements are free of material misstatement.

2. The audit was conducted primarily to enable the Board to form an opinion as
to whether the expenditures recorded in the financial statements for the period from
1 January 1998 to 31 December 1999 had been incurred for the purposes approved
by the governing bodies, whether income and expenditures had been properly
classified and recorded in accordance with the Financial Regulations and Rules and
whether the financial statements of UNOPS presented fairly the financial position as
at 31 December 1999. The audit included a general review of financial systems and
internal controls and a test examination of accounting records and other supporting
evidence, to the extent the Board considered necessary to form an opinion on the
financial statements. :

3. In addition to the audit of the accounts and financial transactions, the Board
carried out reviews under article 12.5 of the Financial Regulations of the United
Nations. The reviews primarily concerned the efficiency of financial procedures, the
internal financial controls and, in general, the administration and management of
UNOPS. In the biennium 1998-1999, the Board examined the project management,
business planning and headquarters relocation of UNOPS.

4, The Board continued its practice of reporting the results of specific audits in
management letters, providing detailed observations and recommendations to
management.

5.  The present report covers matters that, in the opinion of the Board, should be
brought to the attention of the General Assembly. The Board’s observations on all
matters contained in the present report were communicated to UNOPS which has
confirmed the facts upon which the Board’s observations and conclusions are based
and has provided explanations and answers to the Board’s queries.

6. A summary of the Board’s recommendations is contained in paragraph 10
below. Detailed findings are in paragraphs 12 to 86.

7. The General Assembly, in its resolution 52/212 B of 31 March 1998, accepted
the recommendations of the Board of Auditors for improving the implementation of
those of its recommendations approved by the Assembly, subject to the provisions
contained in the resolution. The Board’s proposals, which were transmitted to the
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General Assembly in a note by the Secretary-General (A/52/753, annex), included
the following main elements:

(@) The need for specification of timetables for the lmplementatlon of
recommendations;

(b) The disclosure of office-holders to be held accountable;

(c) The establishment of an effective mechanism to strengthen oversight in
regard to the implementation of audit recommendations. Such a mechanism could be
in the form of either a special committee compnsmg senior officials or a focal point
for audit and oversight matters.

The Board noted that UNOPS had generally complied with the above-mentioned
requirements.

Previous recommendations not fully implemented

8.  In accordance with section A, paragraph 7, of General Assembly resolution
51/225 of 3 April 1997, the Board has reviewed the action taken by UNOPS to
implement the recommendations made in its report for the biennium ended 31
December 19951 and earlier, and confirms that there are no outstanding matters.

9. In accordance with General Assembly resolution 48/216 B of 23 December
1993, the Board also reviewed the measures taken by UNOPS to implement the
recommendations made in its report for the biennium ended 31 December 1997.2
Details of the action taken and the comments of the Board are set out in the annex to
the present report.

Main recommendations of the present report
10. The Board recommends that UNOPS should:

(a) Prepare a full inventory of its non-expendable equipment, both at
headquarters and at its regional offices, with a view to providing an historic cost for
its non-expendable equipment in the financial statements for the biennium 2000-
2001 (para. 15);

(b) Conduct regular reviews, led by its Finance Section, of all unliquidated
obligations and cancel those which cannot be substantiated or justified by budget
managers (para. 29);

(c) Establish the relationship among the priorities, objectives, activities and
tasks included in the business plan and apply this consistently from year to year,
providing a full explanation of any changes it makes (para. 43);

(d) Seek to ensure that all project documents contain measurable objectives
(para. 54);

(e) Seek to ensure that all project documents contain information on the

overall project budget broken down by objective and sub-objective, as appropriate-

(para. 55).

1 Official Records of the General Assembly, Fifty-first Session, Supplement No. 5J
(A/51/5/Add.10).

2 Ibid., Fifty-third Session, Supplement No. 5J (A/53/5/Add.10).
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11. The Board’s other recommendations appear in paragraphs 33, 40, 45, 56, 57,
62, 65 and 85. : o . .

Financial issues

United Nations accounting standards

12. The Board evaluated the extent to which the financial statements of UNOPS
for the biennium ended 31 December 1999 conform to the United Nations
accounting standards. The review indicated that the presentation of the financial
statements is generally consistent with the standards, except as noted below.

13. Paragraph 49 of the United Nations accounting standards requires United
Nations organizations to disclose the inventory value of their non-expendable
equipment, furniture and motor vehicles and the method of valuation in a note to the
financial statements. Although UNOPS has disclosed the total amount spent on non-
expendable equipment during the biennium (see chap. III, note 2, sect. C.2), it has
not provided an estimated historic cost of its total holdings of non-expendable
equipment.

14. UNOPS does not hold a complete and up-to-date inventory of its non-
expendable equipment. Most of its non-expendable equipment is furniture and
information technology equipment held at headquarters. As part of its relocation late
in 1999, UNOPS purchased a full range of new equipment for the offices. While it
holds a full listing of the values of the items purchased as part of this exercise, it has
yet to make a full inventory of its older equipment.

15. The Board recommends that UNOPS prepare a full inventory of its non-
expendable equipment, both at headquarters and at its regional offices, with a
view to providing an historic cost for its non-expendable equipment in the
financial statements for the biennium 2000-2001.

Financial position

16. As shown in statement 1 (see chap. III), the total recurrent and non-recurrent
administrative expenditure of UNOPS of $106 million exceeded its total income of
$101 million by $5 million for the 1998-1999 biennium. This excess of expenditure
over income, after taking account of $1 million in savings from obligations in
previous periods represents a worsening of the financial position from the biennium
1996-1997, when UNOPS had a net excess of income over expenditure of $8.2
million. As a result, UNOPS eliminated its accumulated unexpected resources and
reduced total reserves by $4 million, from $21.4 million to $17.4 million as at 31
December 1999.

17. During the 1998-1999 biennium, UNOPS increased its administrative
expenditure by 51 per cent over the preceding biennium. The majority of this growth
was planned and matched by a 30 per cent increase in fee income. This related to the
success of UNOPS in gaining new business and diversifying its portfolio. UNOPS
extended its client base within the United Nations system and in 1998-1999, for the
first time, undertook work for the Department of Political Affairs, the Department of
Peacekeeping Operations and the Office of the United Nations High Commissioner
for Human Rights.
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18. In 1998-1999, as foreseen and approved by the Executive Board, UNOPS had
to fund non-recurrent expenditure for the implementation of IMIS and the relocation
of the headquarters offices. The total cost of these two projects in 1998-1999 was
$18.2 million, some 17 per cent of the entire administrative expenditure of UNOPS.

19.  In order to protect the financial viability of the Office, the Executive Board of
the United Nations Development Programme (UNDP) and of the United Nations
Population Fund had agreed, in decision 97/21 of 18 September 1997,3 to establish
an operational reserve at 4 per cent of the combined administrative and project
expenditure of the previous year. The administrative and project expenditure of
UNOPS for 1998 was $579.8 million; therefore the level of the operational reserve
at 31 December 1999 should be $23.2 million, compared with the actual level of
$17.4 million.

20. In its decision 98/20 of 21 September 1998,4 the Executive Board approved a
budget for the biennium 1998-1999, which projected that UNOPS would not
generate sufficient income to cover the full cost of the introduction and
implementation of IMIS or the relocation of its headquarter premises. The Executive
Board agreed to fund these costs from the operational reserve and approved a
reduction in the reserve to $11.2 million (2 per cent) as at 31 December 1999.
During 1998-1999, UNOPS earned more income than it budgeted for and, as a
result, did not need to reduce the reserve to the level approved by the Executive
Board.

21. In the biennium 2000-2001, UNOPS expects to fund from the operational
reserve a further $1.5 million of expenditure for the implementation of IMIS and has
forecast that the reserve will stand at $22.6 million at 31 December 2001. This
equates to 3.1 per cent of expected expenditure in 2000. UNOPS intends to restore
the reserve to the prescribed level in the biennium 2002-2003. ’

Integrated Management Information System

22. Since UNDP provides UNOPS with some financial services, UNOPS adopted
the IMIS accounting system in 1999, in line with the transfer of UNDP to the new
system. Although UNOPS planned for IMIS to go live on 1 January 1999, this was
delayed until April 1999. UNOPS was only able to start entering the majority of its
expenditure data in June 1999. UNOPS encountered many difficulties in introducing
IMIS and these problems reduced its ability to effectively manage and control its
operations during 1999. The Board noted that:

(a) There were difficulties in building links between IMIS and the various
subsystems. As a result, UNOPS could not enter financial data onto IMIS, which
created a backlog of information, in particular that relating to inter-office vouchers
and imprest expenditure. Although IMIS went live on 1 January 1999, UNOPS was
only able to start entering its expenditure data onto the system from June 1999;

(b) The delays in recording transactions led to weaknesses in financial
control. UNDP, which provides a treasury management function for UNOPS, was
unable to perform regular or timely bank reconciliations throughout 1999, owing to
delays in the implementation of IMIS in UNDP. Such reconciliations are a

3 See DP/1998/1, para. 146.
4 See DP/1999/1 and Corr.1, para. 92.
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fundamental financial control, and their absence increases the risk of financial loss
to UNOPS; ’ -

(c) The portfolio managers of UNOPS need access to financial information
on their projects and this should have been provided by the funds control system.
Until November 1999, however, there was no interface between IMIS and the
system and, as a result, portfolio managers did not have access to timely, accurate
and complete financial information on their projects. Most portfolio managers
maintained their own local records of expenditure, which created a risk of
inaccuracy in the data;

(d) The information backlog, and the problems in designing an interrogation
package, prevented UNOPS from producing timely or accurate reports, for both
internal management and funding bodies and donors;

(e) The above-mentioned problems prevented UNOPS from presenting its
financial statements for the biennium 1998-1999 to the Board by 30 April 2000, as
required by the Financial Regulations. In fact, UNOPS only formally transmitted the
financial statements to the Board on 14 July 2000, although it provided an advance
copy in draft form on 21 June.

23. The Board was concerned that these problems weakened the financial control
systems and reporting abilities of UNOPS during 1999. The Board recognizes that
many of the problems related to the process of implementing IMIS. These problems
substantially delayed the Board’s audit of the financial statements of UNOPS.

Unliquidated obligations

24. In statement 1 and schedules 1 and 2 (see chap. III), UNOPS has disclosed
unliquidated obligations of $201.1 million as at 31 December 1999. These represent
liabilities for the provision of goods and services in the 1998-1999 biennium that
UNOPS had entered into before 31 December 1999, but which remained
unliquidated as at 31 December 1999. The total expenditure of UNOPS is the sum of
these unliquidated obligations and disbursements made during the biennium.

25. The Board’s initial examination of the unliquidated obligations of UNOPS
indicated that the amounts disclosed in the draft financial statements were
overstated. As a result, and at the request of the Board, UNOPS undertook a special
exercise to validate a large proportion of its unliquidated obligations. This exercise
focused on $60.7 million of unliquidated obligations related to project subcontracts
and $75.2 million related to the purchase of non-expendable equipment. UNOPS
found that it had overstated unliquidated obligations in these areas by some $15.8
million.

26. Based on the results of this special exercise, UNOPS reduced the value of the
unliquidated obligations by $7.85 million. It decided not to adjust $7.95 million of
the overstatement, since this related to projects for which it had already issued
performance reports.

27. Based on the results of the special exercise and the Board’s audit, the Board
extrapolated that, even after the adjustments, UNOPS had overstated the value of
unliquidated obligations in schedule 1 by up to $17.5 million (8.7 per cent). This
amount includes the $7.95 million that UNOPS found in its special exercise, but did
not adjust. There were two main reasons for the high level of overstatement:
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(a) Some unliquidated obligations included costs that did not relate to the
biennium 1998-1999 and where there was no requirement on UNOPS to make
payments until the year 2000. This was a particular problem in the areas of
consultancy fees and project subcontracts;

(b) For some projects, UNOPS had recorded disbursements during 1999
against old, fully utilized obligations, rather than the correct obligation, which
overstated the unliquidated amount. of the correct obligations as at 31 December
1999. This was caused by the delayed introduction of IMIS, which led to certifying
officers authorizing disbursements without knowing the IMIS obligation reference
against which they should have recorded the payments.

28. Although some of the problems were related to the implementation of IMIS,
some were directly attributable to a failure by UNOPS staff to fully understand the
rules governing the setting-up and retention of unliquidated obligations.

29. The standard policy of UNOPS was to conduct reviews of unliquidated
obligations on a regular basis throughout the year. This was not possible in 1999,
since the problems with IMIS meant that complete and accurate financial data were
not available. The Board also noted that early in 1999, the UNOPS Finance Section
had conducted a thorough and comprehensive review of unliquidated obligations as
at 31 December 1998 and had cancelled obligations that it considered no longer
valid. Although it initiated a similar review as at 31 December 1999, more people
were involved and the responsibility for the review was more diffuse. The Board
recommends that UNOPS conduct regular reviews, led by its Finance Section,
of all unliquidated obligations and cancel those which cannot be substantiated
or justified by budget managers.

Imprest accounts

30. The Board examined 68 imprest accounts to ensure that UNOPS had correctly
recorded the year-end balances. The Board was pleased to note that UNOPS had
considerably improved the management of these accounts compared to that at the
end of the 1996-1997 biennium, when the Board was unable to confirm the balances
on some 47 imprest accounts. The Board, however, was still unable to confirm the
balances on 5 accounts with a combined value of $670,000, since the field offices
had failed to return imprest reconciliations and supporting documentation to UNOPS
headquarters in New York.

31. It is important that UNOPS examine and reconcile field office imprest returns
in order to validate the authenticity and regularity of expenditure incurred at the
field office level. As such, UNOPS should follow-up immediately any failure by an
imprest holder to submit a monthly reconciliation of its imprest account.

32. The Board also noted that UNOPS headquartefs ohljz =comblefe<i its
reconciliation of the December 1999 imprest returns in May 2000.

33. The Board recommends that UNOPS review, on a monthly basis, the
returns from imprest account holders and take immediate action to hasten any
missing returns. The Board also recommends that UNOPS promptly reconcile
all the returns from imprest account holders so as to ensure that it effectively
monitors expenditure disbursed in the field.
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Write-off of losses of cash, receivables and property

34. UNOPS informed the Board that there were no cases in which it had written-
off cash, receivables or property during the 1998-1999 biennium.

Ex gratia payments

35. UNOPS reported no ex gratia payments during the period under review.

Management issues

36. The main role of UNOPS is to manage the project resources of various donors
in helping developing countries and countries in transition in their quest for peace,
social stability, economic growth and sustainable development. UNOPS offers a
broad range of services to United Nations organizations, ranging from overall
project management to the provision of single input. It is a self-financing entity,
earning management fees for its work.

Business planning

37. UNOPS has produced annual business plans since it became a separate entity
within the United Nations system in 1995. The business plan is one of the three key
documents it produces to manage its activities. The other two documents are the
budget estimates and the annual report of the Executive Director on the activities of
UNOPS. ) )

38. The Board reviewed the business planning procedures of UNOPS, focusing on
the following areas: evolution of the business planning process; monitoring and
reporting; and performance in the biennium 1998-1999.

Evolution of the business planning process

39. Since 1995, UNOPS has increased the overall number of financial targets and
objectives. In 1996, it amended and expanded its planning approach after reviewing
the success of the initial business plan for 1995 and, in 1998, it provided more
detailed information on the various types of activity in its portfolio. UNOPS also
decided to discontinue some targets completely or replaced them with other
measures. Four of the six financial targets in the business plan for 1995 were
discontinued or amended in either 1996 or 1997. The reasons for those changes,
however, were only fully explained for one target.

40. The Board recommends that UNOPS provide an explanation for any
targets that it discontinues or amends in order to provide continuity to the
business planning process.

4]1. UNOPS plans to reduce the overall number of non-financial objectives and
related tasks and focus more on strategic priorities. Since 1995, however, it has not
had a consistent approach in defining its overall strategy or how the elements within
that strategy fit together. Table 1 summarizes the relationship among priorities (the
highest strategic aims of UNOPS), objectives (its shorter term management goals)
and tasks/activities (which support the priorities or objectives).
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Table 1
Relationship among priorities, objectives and tasks/activities over time

Year Priorities Qbjectives Tasks activities

1995 3 0 57 linked to specific priority

1996 3 7 linked to a specific priority 21 linked to specific priority and

objective

1997 3 5 not linked to a specific priority 17 linked to specific objective but not
. specific priority

1998 3 5 not linked to a specific priority 23 linked to specific objective but not

~ specific priority
1999-00 2 0 17 linked to specific priority

Note: UNOPS has not developed a consistent relationship among its priorities, objectives and
tasks over time.

42. UNOPS set the same three strategic priorities in the years from 1995 to 1998:
improving the quality of service; building and enhancing relationships within the
client community; and strengthening its organization. In the plan for 1999-2000,
however, it changed the focus to two management priorities: managed growth; and
the development of human resources and core competencies. The Board considers
that UNOPS did not adequately explain the reasoning behind this significant change
in its planning strategy.

43. The Board recommends that UNOPS establish the relationship among the
priorities, objectives, activities and tasks included in the business plan and
apply this consistently from year to year, providing a full explanation of any
changes it makes. :

44. UNOPS has made efforts to set quantified targets or measures of success in its
business plans, such as completion dates, and priority status measures; however, it
varied its approach both between and within years. For example, only the 1998
business plan contained quantified performance measures for the three priorities of
UNOPS, and only the 1996 plan estimated costs for all tasks, while limited cost
information was provided for some tasks in the 1998 and 1999-2000 plans.
Objectives, tasks or activities in all years generally lacked quantified measures of
success, although many of these had the potential to be quantified.

45. The Board recommends that, where appropriate, UNOPS disclose
performance information in its business plan.

Monitoring and reporting

46. UNOPS established a comprehensive monitoring schedule for its 1999-2000
business plan, with management meetings to review progress throughout the two-
year period. It identified the expected timings of all deliveries and the lead unit
responsible for each output. Responsible sections produce reports for each
monitoring meeting, maintaining high internal visibility of the progress being made
towards the achievement of targets in the business plan. The Board considers that
the monitoring schedule deals systematically with each activity listed in the business
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plan and should allow UNOPS to clearly summarize performance in the annual
report, using the same terms as were used in the original 1999-2000 business plan.

Performance in the biennium 1998-1999

47. The Board reviewed the performance of UNOPS against the objectives it had
set for 1998 and 1999. Table 2 summarizes targeted and actual performance against
financial objectives in the biennium.

Table 2
Targeted and actual performance against financial objectives for 1998-1999

Objective 1998 target 1998 actual 1999 target 1999 actual
Peak budget ($ millions) 900 901 984 924
New project acquisition 715 (750)* 763 614 566
New services acquisition 184 248 453 652
Project delivery ($ millions) 544 (550)* 538 550 568
Services delivery ($ millions) 158 175 257 196
Total income ($ millions): 445 50 51.1 50.7
From interest/other 1.2 2.4 2.6 2.1
Services only 5.1 4.1 5.6 5.8
Project implementation 38.2 435 429 42.8
Income rate on project
implementation (percentage) 6.9 - 8.1 7.8 7.5
Income from non-traditional
sources ($ millions) 4.1 3.2 32 unknown
Administrative expenditure
($ millions): 44.5 42 60.6 63.7
Recurring administration 43.6 40.5 48.1 49
IMI1S/year 2000 computer
problem 3 1.4 4 2.8
Relocation 0 0.1 8.6 11.9

* Some targets for 1998 were revised in October 1998; figures in brackets are the original
targets. Figures for 1999 actual are still preliminary and not complete for all categories.

48. UNOPS met, or came close to meeting, six of its eight main income and
delivery targets in 1998. The 1998 targets for new project acquisition and project
delivery were adjusted downwards in October 1998, to reflect management’s
estimate of what it was likely to achieve. Following the adjustment, UNOPS
achieved 107 per cent of the new project acquisition target against 102 per cent of
the original target, and 99 per cent of the project delivery target against 98 per cent
of the original target. '

49. At the time of the Board’s review, UNOPS had only preliminary financial
performance figures available for 1999, and information on one target was
unavailable. Preliminary data indicated that UNOPS had achieved two of its main
income and delivery objectives for the year: new services acquisition, at 144 per
cent of target; and project delivery at 103 per cent. UNOPS was also close to
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achieving its objectives on total income, 99 per cent of target, and income rate on
project implementation, 96 per cent. UNOPS did not quite achieve the new project
acquisition target, realizing 92 per cent, or its peak budget objective, realizing 94
per cent. The difficulties encountered by UNOPS in achieving these portfolio
volume targets were linked to a decline in the resources of its largest client, UNDP.
UNOPS did not achieve its service delivery objective, achieving only 76 per cent of
the target. :

50. UNOPS set five non-financial objectives for 1998 and two for 1999. The 1999-
2000 business plan simply stated that four of five objectives were actively pursued
in 1998, without identifying which four. UNOPS informed the Board that it carried
out substantial work on retooling key automated systems, introducing a business
development strategy, introducing an organizational growth and decentralization
strategy, and refining fee setting. During 1998, however, UNOPS made little
progress towards achieving the fifth objective of introducing a staff development
and training strategy. It rescheduled most of the work on this objective for 1999.

51. UNOPS did not fully complete any of the objectives in the 1998 business plan
within the planned time-frame. It carried forward into 1999 substantial work on the
retooling of key automated systems, particularly in respect of IMIS, which it did not
expect to complete until 2000. UNOPS completed a refined fee-setting model but
delays in the implementation of IMIS meant that the key management information
required to test and implement the model was not available. As a result, UNOPS
suspended any further work in this area. The Board trusts that, in drawing up its
business plan, UNOPS will ensure that it sets realistic time-frames for its targets.

Project management
Introduction

52. UNOPS functions as a management contractor, offering its expertise to the
United Nations system or to other bodies that need its services. It implements
projects at the request of funding organizations, and can become involved at varying
stages in the life of the project to carry out a range of different activities. In the
biennium 1998-1999, UNOPS delivered projects with a value of some $1.1 billion
and generated fee income of $86.5 million on this work.

53.. The Board reviewed UNOPS project management, examining acceptance,
implementation, monitoring and completion of projects, within the context of good
practice in project management and compliance with UNOPS Handbook on Project
Management and Administration and other related guidance. The Board examined
11 projects with a total budget of $59.3 million.

Project acceptance

54. The Board examined the project document, or management service agreement
for each project. Project documents were produced by the donor, while the

agreements were produced jointly by the donor and UNOPS. In both cases, UNOPS .

used the document as a reference point throughout the life of the project. The Board
noted that all project documents and management service agreements contained
background information on the project and a set of objectives which, in 9 of the 11
cases examined, were supported by sub-objectives. The Board noted that not all
projects had measurable objectives; for example, one project had the objective of

11
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improving, at the local level, basic infrastructure to provide for the delivery of
education. It was not clear how UNOPS would measure the achievement of that
objective. While the Board recognizes that it is difficult for UNOPS to apply clear
and measurable objectives to all projects, particularly some management service
agreements, the Board recommends that UNOPS seek to ensure that all project
documents contain measurable objectives.

55. In 10 of the projects examined, the project document or management service
agreement contained a budget statement, which was broken down by budget
headings, such as contracts, training equipment and contingencies. Where budgets
were attached to the project document, all but one were phased over the life of the
project. The Board noted, however, that UNOPS had only analysed one of the
budgets by objective in order to determine the cost of output as well as input. While
the Board recognizes that donors often take the lead in preparing budgets, it
recommends that UNOPS should seek to ensure that all project documents
contain information on the overall project budget broken down by objective
and sub-objective, as appropriate.

56. Eight of the projects reviewed by the Board provided information on
monitoring arrangements. For instance, one project document contained a section on
review and evaluation arrangements, which detailed the type and frequency of
reporting required for the duration of the life of the project. No.such monitoring
arrangements were outlined in the remaining three projects reviewed by the Board.
The Board recommends that, before signing project documents or management
service agreements, UNOPS ensure that the donor includes details of the
project’s proposed monitoring regime.

57. The Board reviewed project documents and management service agreements in
order to establish whether the risks involved in the projects had been properly
analysed. In 4 of the 11 cases examined, the Board could not identify any such
analysis, although the Board identified good practice in other cases. For example,
one project listed and prioritized the risks to delivery, ranging from the impact of
HIV/AIDS on the workforce to the potential for delays in recrujting project staff.
The Board recommends that UNOPS endeavour to ensure that each project
document or management service agreement outline the risks to the project’s
delivery.

Project implementation

58. Of the 11 projects examined by the Board, 6 had delayed starts. On average,
the delay was just over five months. Reasons for the delays included delays in
securing the Government’s signature to the project document, delays in securing
funds from the donor Government, and problems agreeing on documentation. The
Board noted that some of the causes for delayed starts were beyond the control of
UNOPS.

59. The Board found that UNOPS clearly set out the mechanisms by which it
intended to manage each project at the local level. These provisions appeared
appropriate to the circumstances of the individual projects and the Board identified
some examples of good practice. For instance, in three of the projects, steering
groups or committees, consisting of local representatives, were used to manage and
to oversee implementation. The Board welcomes such initiatives to establish sound,
representative project steering committees.
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Project monitoring

60. The main budget monitoring tool is the project delivery report, which is
produced on a monthly basis and contains a summary of expenditure against budget.
The Board noted that UNOPS had experienced problems with the introduction of its
new management information system, IMIS, which had adversely affected its ability
to monitor project budgets effectively during 1999. In particular, there was a time
lag of up to six months between a project incurring expenditure and IMIS recording
it. In some instances, UNOPS staff were using shadow budgets to monitor projects,
creating an additional administrative burden.

61. The project delivery report shows the percentage of expenditure against the
approved budget, which UNOPS uses as a measure of project implementation.
While UNOPS considers that this is appropriate for specific tasks conducted under
management service agreements, the fact that the delivery rate is based solely on
input rather than output means that UNOPS cannot use it to assess progress against
individual project objectives. )

62. The Board recommends that UNOPS endeavour to strengthen the range of
performance indicators included in project documents so as to allow progress
against objectives and sub-objectives to be quantified and reviewed as fully as
possible.

63. The Board noted that UNOPS had used project performance evaluation reports
for only 4 of the 11 projects reviewed. Such reports provide an analysis of the status
of a project’s targets and sub-targets, summarize the progress made since the most
recent evaluation, and contain recommendations to address the issues arising. The
Board considers that the use of such reports improve the monitoring by UNOPS of
projects.

64. The Board noted that UNOPS undertook tripartite reviews, or their equivalent,

in 3 of the 11 projects reviewed. In these cases, the reviews provided an opportunity

to examine the achievements of existing programmes and to adjust the project to
. take account of changing circumstances.

65. UNOPS only conducts project performance evaluation reports and tripartite
reviews when this is required by the project document. Given the value of such
reports and reviews to the management of projects, however, the Board
recommends that UNOPS work with funding organizations to undertake
periodic project performance evaluation reports and tripartite reviews for all
projects.

Relocation project
Background

66. The Board reviewed the management by UNOPS of a project to relocate its
headquarters in New York. Until late 1999, UNOPS had occupied offices in the
Daily News Building in Manhattan. In September 1997, the managing agents of the
building occupied by UNOPS informed UNOPS that it did not intend to renew its
lease, and that UNOPS would be required to vacate its offices by the end of
September 1999. UNOPS therefore had two years to identify suitable new premises,
negotiate a lease, ensure the premises were furnished and equipped to required
specifications and move in.

13
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Timetable

67. UNOPS considered the period of notice too short to allow it properly to review
its headquarters accommodation strategy. As a result, it did not investigate other
options, such as moving away from New York in line with its policy of
decentralization. The short timescale meant that UNOPS was unable to consider
seriously any options other than leasing office space in Manhattan. It made some
efforts to include other locations in the New York area, but rejected them owing to
the distance from the United Nations.

68. The Board notes that UNOPS intends to establish a registry of all of its leases
throughout the world, and ensure that the terms of all new leases are reviewed to
identify any potential problems at the earliest possible stage. The Board supports
this initiative.

69. UNOPS moved out of the Daily News Building on 10 December 1999, more
than two months behind schedule. UNOPS was unable to provide the Board with a
detailed breakdown of its initial timetable for relocation activities, so it is unclear
exactly how actual performance compared to the plans. Table 3 illustrates the actual
time UNOPS spent on various relocation activitiés. The selection of a building and
the detailed planning for its reconstruction were the most time-consuming elements.
UNOPS had originally hoped to finalize the contract with its construction managers
in March 1999 and begin construction in June. These activities were not actually
completed until July and August 1999, respectively.

Table 3
Time taken to complete relocation activities

Activity Dates Number of months
Finding and selecting new premises September 1997 to August 1998 11
Lease negotiations September 1998 to January 1999 5
Appointing architects, engineers and September 1998 to July 1999 10

construction managers and preparing and
agreeing design plans

Construction phase August 1999 to December 1999 4

Note: The relocation process took some 26 months to complete.

70. UNOPS faced penalties for failing to move out of the Daily News Building by
the 30 September 1999 deadline imposed by the building managers. UNOPS
negotiated with the landlord to reach an acceptable settlement, and paid a rent of
$585,000 for the extra time it occupied the building and penalties of $465,000. This
was less than the amount originally envisaged.
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Selection of premises

71. The main criteria UNOPS identified for its new premises were: (a) close
proximity to the United Nations in East Midtown; (b) two or three contiguous floors
with total rental area of 75,000 to 90,000 square feet; (c) ready for occupancy by
1 October 1999 at the latest; (d) strong building management track record;
(e) class A building; and (f) rents of less than 10 per cent of administrative
expenditure.

72. UNOPS employed a firm of consultant architects in March 1998 to conduct a
preliminary search for buildings which met these criteria. They identified four
possible buildings. In July 1998, UNOPS appointed a firm of real estate brokers to
undertake a more detailed search. After considering 164 potential premises, they
narrowed the list down to 4. Three of these were the same as those identified by the
architects three months earlier. Of the 4 shortlisted sites, UNOPS and the brokers
identified 2 first choices.

73. UNOPS used an evaluation methodology that examined quality and cost
factors separately. The two first-choice premises scored 8.55 and 7.8, respectively.
While the overall net present value of the second of these premises, discounted over
15 years, was lower, at $41.5 million, UNOPS chose the slightly more expensive
first option in the Chrysler building at $41.9 million net present value, because it
considered that this option provided the best overall value.

Management of the relocation

74. UNOPS formally established a relocation team to manage the project in the
spring of 1998, some six months after it first identified the need to move. The team
was headed by a procurement specialist and included a legal specialist, a facilities
management specialist and the UNOPS office manager. Prior to this, two members
of the team had already started to address the need for relocation on a less formal
basis. The Board considers that it would have been beneficial for UNOPS to have
formally established the relocation team at an earlier date in order to raise the
profile of the project within the organization and focus on it the attention of senior
management. The Board recognizes there was. initially some uncertainty as to
whether UNOPS would actually have to move, but considers that it would have been
prudent to have had a team in place to prepare a strategy for this eventuality.

75. UNOPS supported the relocation team by bringing in external expertise, as
needed. It appointed three principal consultants, for architectural design and
planning, for engineering and for construction management. In turn, these
consultants appointed and managed over 20 subcontractors, who had provided
approximately $7 million worth of works by December 1999. The relocation team
also entered into direct contracts for some items, such as office furniture,
communications cabling and an audio-visual network.

76. UNOPS sought to maximize the space available in the new premises by
installing infrastructure, such as electrical, computer and communications cabling,
in as compact a ceiling area as possible. As a result, the work was complex to plan
and schedule, with certain operations being dependent upon the completion of others
and several different subcontractors involved. Some of the delays in the project stem
from this complexity.
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Costs

77. The costs of the relocation considerably exceeded the estimates. The first
estimate by UNOPS of the gross costs, in June 1998, was $7.3 million but, by June
1999, it had increased to $12.1 million. By the end of June 2000, the cost of the
relocation had increased to $16.8 million, more than 130 per cent above the original
estimate. The overall cost to UNOPS was reduced by a contribution towards
construction of $3.5 million by the new landlord. The final overall cost of relocation
will not be known for some time.

78. The original estimate of $7.3 million covered the identification of premises,
lease negotiation, re-equipment and the move to a new location, but there was no
detailed breakdown of the cost of these different elements. At that stage, UNOPS
had neither identified its preferred premises nor entered into lease negotiations, and
did not therefore have any detailed information available on the construction and
refurbishment requirements that might be associated with the move. The nature of
the estimate was thus very general.

79. By the time that UNOPS prepared the budget of $12.1 million, however, it had
far more information on the likely costs of relocation. This estimate provided a more
detailed cost breakdown and contained items not covered by the original estimate,
such as construction management and lease negotiation fees. It also included costs
related to the timing of the move and the physical characteristics of the new
premises, such as audio-visual facilities, telecommunications equipment and a
PABX telephone system.

80. The costs of some individual contracts exceeded the original contractual
values. Table 4 indicates the most significant increases.

Table 4
Cost rises on individual contracts

Commitments at

Original value 31 December 1999 - Increase Increase
Service (United States dollars)} (United States dollars) (United States doliars} (percentage)
Construction 6 million 7.5 million™ 1.5 million 25
Architectural design 265 000 715 007 450 007 170
Furniture 2.1 million 2384119 284 119 13.5

81. UNOPS considered that the increases were justified, since they represented the
costs of the additional goods or services which became necessary as the project
unfolded and its complexity became clearer. UNOPS followed standard procurement
practices in its management of the project. It appointed all of its contractors through
a competitive bidding process and ensured that subcontractors were also appointed
in line with competitive bidding norms in public sector. The relocation team also
took advice from its retained architects and engineers on the necessity for additional
works before approving further expenditure. The relocation team retained an
oversight role of all payments made to contractors and subcontractors.

82. The largest contract was with the construction manager, which in turn
appointed over 20 subcontractors. UNOPS initially valued the construction contract
at $6 million and this was the value at the time that the Procurement Review and
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Advisory Committee reviewed the proposed contract in March 1999. The Committee
did not approve an upper value for the contract, but determined that the appointment
was the result of proper and appropriate procurement procedures. The Committee
considered that the technical nature of the project, and the need to quickly approve a
number of subcontracts, meant that it was more appropriate to establish a special
review committee for the relocation project. That committee reported to the Chief
Procurement Officer, who reviewed the financial status of the project on a monthly
basis, and authorized increases. By 31 December 1999, UNOPS had made
commitments of $7.5 million under the contract and, by 31 March 2000, the total
cost had risen to some $8 million.

83. The contract of UNOPS with the construction manager required it to pay the
firm a management fee of 9.25 per cent of the total construction costs. Such an
arrangement reduced the incentive for the managing consultants to control costs,
since the contractor stood to make more money from higher overall expenditure.
UNOPS considered the option of a guaranteed maximum price contract which would
have capped the management fees, but considered this inappropriate, because when
it appointed the construction managers the engineering plans were incomplete and

final construction costs could not be accurately estimated. The construction’

management contract contained neither a target deadline nor any penalty clauses for
overruns. UNOPS retained, therefore, all of the risks involved in the late delivery of
the project. UNOPS informed the Board that the nature of the local market in New
York made such clauses difficult to include in contracts. It attempted, however, to
compensate for these weaknesses by engaging an experienced facilities management
professional to oversee the construction process and by requiring that all
subcontracts be openly and competitively tendered.

84. The Board is concerned that the contract modalities adopted by UNOPS may
have contributed to cost overruns, particularly in linking the consultant’s
remuneration to final costs and the lack of penalties for late delivery. The Board is
also concerned that the Procurement Review and Advisory Committee played only a
limited role in approving this major contract and did not require management to
submit for further review any cost increases above the original estimate.

85. The Board recommends that, in the future, UNOPS seek to avoid the
proportional remuneration of lead contractors as a contract mechanism and
seek to include penalty clauses for late delivery.

Cases of fraud and presumptive fraud

86. UNOPS informed the Board that there were no cases of fraud or presumptive
fraud.

17
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Annex '

Follow-up action taken by the United Nations Office for Project
Services to implement the main recommendations of the Board of
Auditors in its report for the biennium ended 31 December 1997*

Recommendation 9 (a)

1.  The United Nations Office for Project Services (UNOPS) should finalize its
handbook on procurement procedures as a matter of priority.
Measures taken by the Administration

2. UNOPS has implemented the above-mentioned recommendation.

Comments of the Board

3. The Board is pleased to note the finalization of the procurement handbook.

Recommendation 9 (b)

4. The Office should ensure that procurement plans are drawn up for each
project, detailing items to be purchased and indicating a likely timetable for action.

Measures taken by the Administration

5. In order to facilitate effective, timely action and reduce the overall costs of
procurement, the staff of the Office have been advised to ensure that appropriate
procurement plans are developed on a timely basis in all cases. The Director of
Operations will continue to monitor compliance with this directive.

Comments of the Board

6. The Board is pleased to note the action taken.

Recommendation 9 (¢)

7.  Where requisitions are prepared by procurement staff they should be approved
by project managers prior to processing and this approval should be formally
evidenced.

Measures taken by the Administration

8. The need to ensure that requisitions are appropriately approved prior to
processing and that the entire procurement process is fully documented have again
been drawn to the attention of the staff concerned. The policy of the Office in this
regard is set forth in its handbook (in particular, chaps. 3 and 9).

* Official Records of the General Assembly, Fifty-third Session, Supplement No. 5J

(A/53/5/Add.10), para. 9.

19




A/55/5/Add.10

20

Comments of the Board

9.  The Board is pleased to note the action taken.

Recommendation 9 (d)

10. Al field officers should be reminded of the importance of completing the
receipt and inspection reports.

Measures taken by the Administration

11. While recognizing that the Office is not always in a position to ensure the
completion of the receipt and inspection reports, staff have been advised that every
effort must be made to do so. Furthermore, staff have been directed to obtain and
document alternative confirmation of satisfactory delivery in those instances where
receipt and inspection reports cannot be secured.

Comments of the Board

12. The Board notes the action taken.

Recommendation 9 (e)

13.  The international consultant evaluation form should be revised to encourage a
more rigorous evaluation of the final output against measurable objectives and
targets in the terms of reference; and field offices should be remmded to complete
evaluations of special service agreement assignments.

Measures taken by the Administration

14, The Office planned to issue new instructions by 1 May 1999 relating to the use
of special service agreements. In addition, a revised evaluation form will permit the
Office to capture better the quality of output as they refer to the original terms of
reference. The guidelines will provide clear instructions requmng ‘the completion of
the evaluation forms for all staff,

Comments of the Board

15. The Board is pleased to note the action taken.

Recommendation 9 (f)

16. The Office should ensure that there is a complete, up-to-date, annual appraisal
for every member of the staff and that a central record is maintained of the staff
appraisals.

Measures taken by the Administration

17. The UNOPS performance evaluation form continues to be fine-tuned on the
basis of experience gained. A staff development component has been incorporated
and guidelines which facilitate the completion of the form by providing definitions
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of key words and a sample completion of the various performance appraisal
components have been issued. The appraisal exercise is conducted online, which
allows UNOPS better to momtor compliance.

Comments of the Board

18. The Board will monitor developments in order to assess whether annual
appraisals are completed for all staff members.

Recommendation 9 (g)

19. The Office should identify the shortcomings of the present tinancial reports,
establish the key information required, and decide on the form and frequency of the
reports.

Measures taken by the Administration

20. UNOPS has made an exceptional effort to implement Release 3 of the
Integrated Management Information System (IMIS), which replaced the previous
general ledger system. The effort of getting complete and accurate data into IMIS
has been more demanding and time-consuming than originally anticipated. Basic
reporting on 1999 financial activities has remained limited. Until the system and
interfaces that feed IMIS with information and transactions from the field are in
place, and the backlog of 1999 data has been liquidated, financial reporting will
continue to be limited. Improved reporting tools have been installed that will
complement the reporting functionally available in IMIS. As has been indicated in
document DP/1999/24, a full suite of reporting systems is, however, not expected to
be in place until 2001.

Comments of the Board

21. The Board will keep this matter under review.

Recommendation 9 (h)

22. The Office should ensure that all systems are tested for year 2000 compliance,
with sufficient lead time to address any deficiencies.

Measures taken by the Administration

23. In addition to participating actively in the year 2000 preparedness activities of
the United Nations and the United Nations Development Programme (UNDP),
UNOPS mounted its own aggressive year 2000 compliance programme. Materials
developed by UNOPS were distributed to project managers and to partner
organizations, complemented by a help site maintained on its intranet. No significant
year 2000-related incidents were reported.

Comments of the Board

24. The Board is pleased to note the satisfactory outcome of the year 2000
transition. :

21



A/S5/5/Add.10

22

Recommendation 9 (i)

25. The Office should carry out liaison with UNDP to ascertain the extent to which
it had assessed the impact of the year 2000 issue for the interface with UNDP
systems.

Action taken by the Administration

26. The Office is in regular contact with UNDP on this and related issues.

Comments of the Board

27. The Board is pleased to note the contact between UNOPS and UNDP and the
satisfactory outcome of the year 2000 issue as it affected system interfaces.

Recommendation 9 (j)
28. The Office should establish a process for recording and reporting fraud.

Action taken by the Administration

29. While the Office has historically reported cases of fraud and presumptive fraud
to the Board of Auditors, procedures have been established and implemented to
facilitate further the gathering, recording and reporting of such cases.

Comments of the Board

30. The Board is pleased to note the action taken.
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Chapter 11 |
Audit opinion

We have audited the accompanying financial statements, comprising
statements I to III, schedules 1 and 2, and the supporting notes of the United Nations
Office for Project Services for the biennium ended 31 December 1999. The financial
statements are the responsibility of the Executive Director. Our responsibility is to
express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with the common auditing standards of
the Panel of External Auditors of the United Nations, the specialized agencies and
the International Atomic Energy Agency. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test
basis, and as considered by the auditor to be necessary in the circumstances,
evidence supporting the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and significant
estimates made by the Executive Director, as well as evaluating the overall financial
statement presentation. We believe that our audit provides a reasonable basis for the
audit opinion.

In our opinion, these financial statements present fairly, in all respects, the
financial position as at 31 December 1999 and the results of operations and cash
flows for the period then ended in accordance with the stated accounting policies of
the Office set out in note 2 to the financial statements, which were applied on a basis
consistent with that of the preceding financial period.

Further, in our opinion, the transactions of the Office which we have tested as
part of our audit, have in all significant respects been in accordance with the
Financial Regulations and legislative authority.

In accordance with article XII of the Financial Regulations, we have also
issued a long-form report on our audit of the financial statements of the Office.

(Signed) John Bourn
Comptroller and Auditor General of the
United Kingdom of Great Britain and Northern Ireland

Osei Tutu Prempeh*
Auditor-General of Ghana

(Signed) Celso D. Gangan
Chairman, Philippine Commission on Audit

28 July 2000

* The term of office of the Auditor-General of Ghana expired on 30 June 2000, prior to the signing
of the present report. The Auditor-General, however, has expressed agreement with the contents
of the report. In addition, the relevant audit programme had been approved by the Board and all
special instructions given by the Board were carried out.
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Chapter 111 e

1996 - 1997

34 662419

4 319 268

418818

1173934

12493 553

13 598 834

66 666 826

6 879 002

15627 319

3209 611

150 000

78 432 758

70 254 817

70 254 817

A 77941

270395

12 976 167

21 424 503

Financial statements for the biennium ended

31 December 1999
- STATEMENT |

UNITED NATIONS OFFICE FOR PROJECT SERVICES ( UNOPS )
Statement of income and expenditure and changes in reserves and fund balances
for the biennium ended 31 December 1999, with comparative figures
for the biennium ended 31 December 1997

( U.S. dollars )

INCOME
Support costs and fees:
UNDRP - funded projects
UNOPS as cooperating/associated agency
Projects on behalf of other United Nations organizations
United Nations International Drug Control Programme-funded projscts
. Trust Fund projects

Management Service Agreements

Total support costs and fees {note 3)
IFAD - Loan administration fees (noted)
Interest income
Miscellaneous income (note5)
Programme of Assistance to the Palestinian People - accounting services (note 6)
TOTAL INCOME
EXPEND!TURE
Administrative expenditures (scheciule 2)
TOTAL EXPENDITURE

-

NET EXCESS OF EXPENDITURE OVER INCOME
Savings on prior period obligations

RESERVES AND ACCUMULATED UNEXPENDED RESOURCES
01 JANUARY 1998

RESERVES AND FUND BALANCES 31 DECEMBER 1999 (statement 1)

The accompanying notes are an integral part of the financial statements.

1998 - 1989

40014 175

6 806 845

4629 919

2395 959

15792434

16 825 152

86 464 484

9925776

3019673

1340519

200 000

100 950 452

106 009 542

106 009 542

$5 059 090)

1016 352

21 424 503

17 381 765
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1997

2 656 767

17 555 382

20212129

118 008

737 606

4 154 893

12422 316
17 432 823

37 644 952

2695479

10 003 371

3 521 599

16 220 449

17 555 362

3 869 141

0

21 424 603

37 644 952

STATEMENT I

UNITED NATIONS OFFICE FOR PROJECT SERVICES ( UNOPS )

Statement of assets, liabilities, and reserves and unexpended resources

as at 31 Decembor 1999, with comparative figures

as at 31 December 1997
( U.S. dollars )
ASSETS
Cash
investments

Total cash and investments
Accrued interest
Due from the United Nations International Drug Control Programme
Accounts receivable and deferred charges
Due from UNDP
Total receivable and deferred charges
Total assets
LIABILITIES, RESERVES AND UNEXPENDED RESOURCES
LIABILITIES
Advances for IFAD - fund®d projects
Accounts payable
Due to other United Nations organizations
Total liabilities
Reserves and accumulated unexpended resources
Operational reserve
Accumulated unexpended résources
Transfer from operational reserve
Total reserves and accumulated unexpended resources

Total liabilities, reserves and accumulated unexpended resources

{(note 7 )

{note 8 )

{note9)
{note 10)

{ note 11)

{ note 12)
( note 13)

{ note 14 )

{ note 15)

The accompanying notes are an integral part of the financial statements.

1999

8134 543
24 896 337
33 030 880

605 248
13 275 381

4792672
16 449 932
35 123 233

68 154 113

965 007
43 997 326
5810016

50 772 348

19 989 688

0
(2 607 923)
17 381 765

68 154 113
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STATEMENT 111

UNITED NATIONS OFFICE FOR PROJECT SERVICES (UNOPS) '

Statement of cash flows for the year 31 December 1999

(U. S. dollars)
NET CASH FLOWS FROM OPERATING ACTIVITIES
Net excess of expenditure over income
Savings on prior period obligations
Interest income disclosed under " Investing activities” below

Increase in account receivables
Total accounts receivable, as at 1 January 1998

Total accounts receivable, as at 31 December 1999

Add: Increase (decrease) in liabilities
- Total liabilities, as at 01 January 1998

Total liabilities, as at 31 December 1999

Net cash inflow from investing activities

4 154 893
4792672

10 003 371

43 997 325

(5 059 090)

1016 352

(3019 673)

(637 779)

33 993 954

NET CASH FLOWS FROM INVESTING AND FINANCING ACTIVITIES

Interest income

Increase in accrued interest

3019673

(487 240)

Increase in due from the United Nations International Drug Control Programme (12 537 775)

Increase in due from UNDP

Decrease in due to IFAD

Increase in due to other United Nations organizations
Net cash outflows from financing activities
NET INCREASE IN CASH AND CASH EQUIVALENTS
CASH AND INVESTMENTS AS AT 1 JANUARY 1998

CASH AND INVESTMENTS AS AT 31 DECEMBER 1999

The accompanying notes are an integral part of the financial statements.

(4 027 616)

(1730 472)

26 293 764

2288417

(13 475 013)
12818 751
20 212 129

33 030 880
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Notes to the financial statements

Note 1
Objective of UNOPS

The objective of the United Nations Office for Project Services (UNOPS) is to
provide high-quality, timely and cost-effective development services for the
successful implementation of projects undertaken by Member States.

UNOPS offers the international cooperation community a broad range of
services, which include:

(a) Comprehensive project management, including contracting for technical
expertise and backstopping;

(b) Implementation of components of projects under execution by other
organizations of the United Nations system or by national institutions;

(c) Project supervision and loan administration on behalf of international
financial institutions;

(d) Management services for multilateral, bilateral, and beneficiary-financed
projects.

UNOPS serves its clients while upholding the impartiality and fairness
embodied in the Charter of the United Nations.
Note 2

Summary of significant accounting policies

The financial statements of UNOPS, in all material aspects, are prepared in
accordance with the accounting standards of the United Nations system.

As required by its financial regulations, UNOPS maintains the following
accounts: i '

(a) The UNOPS account, to which UNOPS credits all of the income derived
from its services and against which all operational costs of UNOPS are charged;

(b) Separate special accounts, as required by UNOPS activities, for the
identification, administration and management of resources entrusted to the charge
of UNOPS by a funding source. These accounts are referred hereinafter as special
accounts.

The financial statements reflect the application of the following significant
accounting policies:

Financial policies applicable to the UNOPS account

Income

All income is accounted for on an accrual basis.
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1.

Expenditure

All expenditure is accounted for on an accrual basis, except for that relating to
staff entitlements, which are accounted for on the basis of cash disbursements only.
Expenditures chargeable to the UNOPS account are related to the UNOPS
administrative budget, as approved by the Executive Board, and are incurred
provided sufficient amounts are available in the UNOPS income so that the self-
financing principle is maintained.

Financial policies applicable to the speciél accounts

Project expenditure is accounted for on an accrual basis and is incurred
following authorization of the funding source in the form of project budgets. The
expenditure, plus the support costs and fees charged by UNOPS, is reported to the
funding sources so that they can incorporate such expenditure in their records and
financial statements. Project expenditures include unliquidated obligations raised
according to the following criteria:

(@) Experts and other project personnel. Costs relating to the period of
contractual service falling within the current year;

(b) Travel on official business. Costs of travel taking place in the current
period and travel which commences before the end of the current year but extends
into the next year;

(c) Subcontracts. Payments falling due in the current year according to the
terms of the contract or payment schedule;

(d) Fellowships. Cost of the fellowship from the anticipated date of
commencement of study or start of the current year to completion of study or end of
the current year, whichever is earlier;

(e) Group training. Full cost of any training activity held in the current year
or beginning in the current year and ending in the following year;

(f) Equipment. Full cost of contractual agreement or firm order placed with
the supplier prior to the end of the current year up to the amount provided in the
current year’s budget;

(g) Miscellaneous. Cost of events (e.g., hospitality and reports) and other
ad hoc items.

Certain flexibility provisions may be applied to expenditure incurred under
projects funded by the United Nations Development Programme (UNDP). In any
given year, expenditure may exceed an approved project budget for that year by
$20,000, or 4 per cent of the year’s budget, whichever is greater, provided overall
excess expenditure incurred on the programme for that year does not exceed 2 per
cent of the total allocated by UNDP to UNOPS for the year.

Financial policies applicable to all accounts

Exchange rates

For the purposes of accounting for assets, liabilities and the maintenance of
other financial records, other currencies are translated into United States dollars at
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the United Nations operational rate of exchange in effect on the date of the report or
transaction.

For the Japanese procurement programme, expenditure incurred in other
currencies is fixed at the United Nations operational rate of exchange in effect at the
date of the establishment of the related obligation. This procedure was agreed upon
with the UNDP Treasury Division, based on the ability of UNDP to enter into
hedging arrangements in order to protect against significant fluctuations in exchange
rates that might occur between the date of obligation and the date of payment. Any
difference between the amount recorded when the purchase order was issued and the
payment of such obligation is transferred to UNDP as gains or losses on exchange.
These gains or losses are effectively offset by opposite gains or losses booked as a
result of having held the currency in UNDP accounts over the period. For the
biennium ended 31 December 1999, the total of such differences amounted to the
equivalent of $643,224.

Capital expenditure

The full cost of non-expendable equipment is charged to the project accounts
or the UNOPS administrative budget, as appropriate, in the year in which it is
purchased. Items considered non-expendable equipment are purchases of equipment
valued at $500 or more per unit with a serviceable life of at least five years, and
items of equipment included in any special list for which formal inventory records
are maintained. During 1999, non-expendable equipment purchased with funds from
the UNOPS administrative budget totalled $4,925,727.

Note 3
Support costs and management fees

Most of the income that UNOPS earns derives from project implementation
services. Depending on the funding source of the project, UNOPS services are
compensated with either support costs or management fees.

Support costs

Statement I shows that, for the biennium ended 31 December 1999, UNOPS
earned a total of $46,821,020 for implementing UNDP-funded projects ($40,014,175
as executing agency and $6,806,845 as cooperating or associated agency).

Statement I also shows that, for the biennium ended 31 December 1999,
UNOPS earned $2,395,959 and $15,792,434 for implementing projects funded by
the United Nations International Drug Control Programme and UNDP-administered
trust funds, respectively.

The item entitled “Projects on behalf of other United Nations organizations” in
the amount of $4,629,919 represents support costs earnings from clients of the
United Nations system, including the Department of Peacekeeping Operations, the
Office of the Iraq Programme, the Office of the United Nations High Commissioner
for Human Rights, the Joint United Nations Programme on HIV/AIDS (UNAIDS),
the Office of the United Nations High Commissioner for Refugees, the United
Nations Research Institute for Social Development and others.
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Management fees

UNOPS earns management fees for implementing projects under management
service agreements, which are agreed upon with its clients and which vary according
to the complexity of the services provided. Statement I shows that, for the biennium
ended 31 December 1999, $16,825,152 was earned from this category. Included in
this amount are fees that UNOPS earns from the procurement services that it
provides to projects implemented by Governments and financed with loans from the
International Fund for Agricultural Development (IFAD). For the biennium ended
31 December 1999, the total amount earned was $299,733.

Note 4
Loan administration and project supervision

UNOPS earns fees from services it provides to IFAD for loan administration
and project supervision. Statement I shows that, for the biennium ended
31 December 1999, UNOPS earned a total of $9,925,776. Of this amount,
$4,102,473 represents the net fee (funds received less costs incurred) for 1998.
Gross income for 1998 was $5,373,556 and associated expenditure was $1,271,083.
From 1 January 1999, UNOPS changed its accounting policy and disclosed the
income and expenditure on a gross basis. Accordingly, UNOPS included the full
amount of the 1999 loan administration fee of $5,823,303 under income and showed
the associated costs of $1,310,904 under expenditure.

Note 5
Miscellaneous income

For the biennium ended 31 December 1999, the amount of $1,340,519 shown
in statement I, represents the following (in United States dollars):

Income from projects INT/95/801 and INT/97/802 118 112
Rental income from SCAC Transport (United States of America) 29 960
Development training and communications programme contingency fund 2675
Rebate of commission from UNOPS travel 157 976
Resources provided by the Government of Denmark in 1998/1999 to defray
costs of establishing offices 1021922
Miscellaneous income 9 874
Total 1 340 519
Note 6

Income from accounting services to the Programme of Assistance to the
Palestinian People

UNOPS provides accounting and financial reporting services to the
Programme of Assistance to the Palestinian People. Statement I shows that UNOPS
earned $200,000 for providing these services for the biennium ended 31 December
1999. Project expenditure and income, reported by UNOPS to the programme for
the biennium ended 31 December 1999, amounted to $78,568,301 and $5,382,541,
respectively.
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Note 7
Cash

The amount of $8,134,543 reported in statement Il represents balances of
project imprest accounts advanced by UNDP and cash received for various UNOPS
contractual arrangements with other United Nations agencies and maintained by
UNOPS at project sites and with the UNDP Treasury Division. Except for a petty
cash of $1,000, UNOPS does not handle any other cash directly. Funds received
from all sources for UNOPS-executed projects are paid to UNDP, and UNOPS
makes disbursements through the UNDP Treasury Division or UNDP country
offices. The breakdown of the above-mentioned amount consists of:

Convertible (United States dollars) 4228 326

Convertible (non-United States dollars) 3 509 901

Non-convertible (currency) 396 316
Total (United States dollars) 8 134 543

Note 8

Investments

The total investments of UNOPS of $24,896,337 as at 31 December 1999, as
reported in statement II, has been invested in bank bonds and term deposits.

Note 9
Due from United Nations International Drug Control Programme

UNOPS implements projects funded by the United Nations International Drug
Control Programme and charges support costs at a rate of 7.5 per cent of the
reported delivered expenditures. All funding from the programme is received by
UNDP on behalf of UNOPS. The amount of $13,275,381 reported in statement II
represents the balance due from the programme for the year ended 31 December
1999, as summarized below (in United States dollars):

Balance due to the United Nations International Drug Control Programme at

1 January 1999 57 261
Funds received during 1999 o 9371 526

Subtotal 9 428 787
Less 1999 expenditures reported to the Programme (22 704 168)
Balance due from the Programme 13 275 381
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Note 10
Accounts receivable and deferred charges

The amount of $4,792,672 reported in statement II consists of (in United States
dollars):

Inter-office vouchers pending clearance 2779 562

Charges awaiting reimbursement from UNDP and other United Nations

organizations 1661 575

Miscellaneous accounts receivable and other deferred charges A 351535
Total 4792 672

Note 11

Due from UNDP

The amount of $16,449,932 reported in statement II represents the inter-fund
balance between UNDP and UNOPS. The amount is due from UNDP mainly
because, not having a separate treasury function, UNOPS relies on UNDP central
services for the custody of its funds and disbursement of its payments.

Note 12
Advances for IFAD projects

The amount of $965,007 reported in statement II represents balances due to
Governments for funds received in advance for projects funded by IFAD loans and
to IFAD itself for funds received in advance for loan administration and project
supervision. '

The operating fund accounts maintained for IFAD activities are summarized
below (in United States dollars):

Loan administration

and project supervision Procurement Total
Opening balance . 50 465 (988 049) (937 584)
Add: funds received (5 823 303) (2520670) (8343 973)
Less: expenditures/costs incurred 1310904 2275031 3585935
Less: supervision/management fees ’ 4 597 524 133091 = 4730615
Closing balance(s) due to
IFAD/Governments 135 590 (1100597) (965 007)
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Note 13
Accounts payable

The amount of $43,997,325 reported in statement II consists of the following
(in United States dollars):

Unliquidated obligations, United Nations International Drug

Control Programme projects 10 024 810
Unliquidated obligations, other United Nations agencies 12 298 418
Unliquidated obligations, IFAD projects 1 632 503
Unliquidated obligations, UNOPS accounts ' 11 559 004

Total unliquidated obligations 35514 735
Pension Fund contributions payable 6 498 297
Miscellaneous accounts payable 1984 293

Total accounts payable 43 997 325
Note 14

Amounts due to other United Nations organizations

UNOPS began implementing projects for other United Nations organizations
in 1996. As at 31 December 1999, there are 197 projects for 18 agencies. The
project agreements specify an advance payment and subsequent progress payments;
the reported balance of $5,810,016 in statement II represents interest earned of
$224,597 and the unencumbered fund balance of $5,585,419 available for the year
ended 31 December 1999, in excess of project expenditures and support costs.

Note 15
Operational reserve

The Executive Board, at its third regular session in 1997, decided to establish
the level of the operational reserve of UNOPS at 4 per cent of the combined
expenditure on administrative and project budgets of the previous year. The
combined 1998 administrative and project expenditures amounted to $579,785,168;
4 per cent of this figure is $23,191,407. Pursuant to Executive Board decision No.
99/15 and in order to meet 1999 non-recurring expenditures, no replenishment was
made to the reserve in 1999. The balance in the operational reserve as at 31
December 1999 was $17,381,765.

Note 16
Host Government contributions and expenses

Upon the establishment of UNOPS offices at Copenhagen and Geneva, the
following contributions (in United States dollars) were provided by the
Governments of Denmark and Switzerland to defray UNOPS costs of relocation,
office furniture and equipment, communication and computer systems:
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In cash
Denmark Switzerland Total
Opening balance 432 244 182 190 614 434
Add: funds received 1033579 0 1033 579
Less: expenditure 1018772 0 1018772
Ending balance 447 051 182 190 629 241

Only that portion of contributions matched by administrative expenditure is
recorded as miscellaneous income. Any unexpended balance of contributions is
disclosed in accounts payable.

In kind

The estimated market value for office accommodation, utilities and security
facilities provided by the Government of Céte d’Ivoire since September 1997 is
$77,859.

Note 17
Reimbursement to UNDP country offices and other United Nations agencies

For the biennium ended 31 December 1999, UNOPS reimbursed $6,166,966
for the cost of services provided on its behalf. Of that amount $4,107,838 related to
UNDP country offices and $2,059,128 to other United Nations agencies.

Note 18
Cost of central support services

Cost of central support services includes United Nations recharges and
auditing under lump-sum arrangements, as well as reimbursements to UNDP for
services provided to UNOPS. Services provided were in the areas of finance (mainly
Treasury), personnel (mainly administration of UNOPS staff whose costs are funded
by the UNOPS account), and servicing provided to the UNOPS governing bodies,
such as the Executive Board and Management Coordination Committee.

Note 19
Contingent financial liabilities

UNOPS has not specifically accrued for after-service health insurance costs or
liabilities for other types of end-of-service benefits, which will be owed when staff
members leave the organization. The disbursements incurred in the financial period
when staff members separate are reported as current expenditure. In order to gain a
better understanding of the financial dimensions of the liabilities of the Office for
after-service health insurance, a consulting actuary is being engaged to carry out an
actuarial valuation of post-retirement health insurance as at 1 January 2000.
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Note 20
United Nations Joint Staff Pension Fund

UNOPS is a member organization participating in the United Nations Joint
Staff Pension Fund, established by the General Assembly to provide retirement,
death, disability and related benefits. The Pension Fund is a funded-defined benefit
plan. The financial obligation of UNOPS to the Fund consists of its mandated
contribution at the rate established by the General Assembly, together with its share
of any actuarial deficiency payments which might become payable pursuant to
article 26 of the Regulations of the Fund.
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