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Letters of transmittal

1 June 2001
Sir,

Pursuant to the Financial Rules for Voluntary Funds administered by the Office
of the United Nations High Commissioner for Refugees, we have the honour to
submit the accounts for the year 2000, certified as correct and approved in
accordance with article 11.4 of the Rules.

We confirm, to the best of our knowledge and belief, and having made
appropriate enquiries of other officials of the organization, the following
representations in connection with your audit of the financial statements of the
United Nations High Commissioner for Refugees for the year ended 31 December
2000:

1. We are responsible for preparing financial statements that properly present the
activities of the organization and for making accurate representations to you. All the
accounting records have been made available for the purposes of your audit, and all
the transactions that properly occurred in the financial period have been properly
reflected and recorded in the accounting records. All other records and related
information have been made available to you.

2. The financial statements were prepared in accordance with:
(a) The United Nations system accounting standards;

(b) The Financial Regulations of the United Nations High Commissioner for
Refugees, as approved by the Executive Committee;

(c) The Financial Rules formulated by the High Commissioner as required
under the regulations;

(d) The accounting policies of the organization, as summarized in note 2 to
the financial statements; these accounting policies have been applied on a basis
consistent with the preceding financial periods.

3. The non-expendable property disclosed in note 10 to the financial statements
was owned by the organization and was free from any charge. The cost of the non-
expendable property in existence at 31 December 2000, as disclosed in the note, was
fairly stated.

The Chairman of the United Nations Board
of Auditors

United Nations

New York
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4. The cash and inter-agency balances recorded are expected, in our opinion, to
produce substantially the amounts which are stated.

5. All material accounts receivable have been included in the financial
statements, and represent valid claims against debtors. We expect all significant
accounts receivable at 31 December 2000 to be collected.

6. All known accounts payable have been included in the accounts.

7. The unliquidated obligations recorded represent valid commitments of the
organization and were established in accordance with the Financial Regulations.

8.  All material, legal and contingent liabilities have been appropriately reflected
in the financial statements.

9.  Except as disclosed in the financial statements, the financial position of the
organization was not materially affected by:

(a) Charges or credits relating to prior years;
(b) Any changes in the basis of accounting.

10. All expenditure reported in the period was incurred in accordance with the
financial regulations of the organizations and any specific donor requirements.

11. All commitments against resources of future financial periods have been
disclosed as required by the United Nations system accounting standards.

12. We further confirm that all losses of cash or receivables, ex gratia payments,
presumptive fraud and fraud, wherever incurred, were communicated to the Board of
Auditors.

13. Disclosure was made in the accounts of all matters necessary for the financial
statements to present fairly the results of the transactions in the period.

14. There have been no events since the date of the statement of assets and
liabilities that necessitate revision of the figures included in the financial statements
or a note thereto.

Accept, Sir, the assurances of our highest consideration.
(Signed) Jean-Marie Fakhouri
Controller and Director

(Signed) Ruud Lubbers
United Nations High Commissioner for Refugees




28 June 2001

Sir,

I have the honour to transmit to you the report of the Board of Auditors to the
General Assembly and the audit opinion on the accounts of the voluntary funds
administered by the United Nations High Commissioner for Refugees for the
financial period ended 31 December 2000.

Accept, Sir, the assurances of my highest consideration.

(Signed) Guillermo N. Carague

Chairman, Philippine Commission of Audit
and Chairman

United Nations Board of Auditors

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

vii
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Chapter I
Report of the Board of Auditors

Summary

The Board of Auditors has audited the financial statements of the voluntary
funds administered by the United Nations High Commissioner for Refugees for the
period from 1 January to 31 December 2000. The Board has also reviewed the
operations of the voluntary funds administered by the High Commissioner at the
headquarters of the Office of the United Nations High Commissioner for Refugees
(UNHCR) in Geneva and at offices in Australia, East Timor, Indonesia, Liberia,
Myanmar, Pakistan and Serbia for the same period.

The Board’s main findings are as follows:

(a) Although UNHCR had succeeded in reducing by $186.5 million the level
of current- and prior-year expenditure for which sub-project monitoring reports had
not been received, there remained a total of $55.5 million outstanding in advances to
implementing partners, covering the years 1994 to 2000;

(b) Of the $55.5 million outstanding in advances to implementing partners,
$8.5 million related to the year 2000. In addition, the Board identified serious
inadequacies in the verification and validation of some $32 million of expenditure
incurred by implementing partners, and one country denied UNHCR access to
accounting records of implementing partners with expenditures totalling $3 million.
The Board has over the past years worked closely with UNHCR to help improve
accountability, and the Board now considers that the uncertainty regarding the
expenditure incurred by some implementing partners needs to be reflected in the
Board’s audit opinion. The Board has therefore qualified its audit opinion based on a
limitation of scope in respect of a total of $43.5 million of implementing partner
expenditure;

(c) UNHCR had succeeded in securing independent audit certificates to cover
$330 million (79 per cent) of expenditures incurred by implementing partners during
1999. Some $90 million of the 1999 expenditure remained uncertified as at May
2001;

(d) Following the identification by the Office of Internal Oversight Services
of significant weaknesses in systems operated by implementing partners, UNHCR
took action to strengthen controls over 42 major implementing partners;

(e) The income of UNHCR has declined by 28 per cent since 1996, and
reserves and fund balances had declined by 53 per cent, to $127 million, as at 31
December 2000. UNHCR has taken action to limit expenditure levels to the level of
expected income;

(f) In its initial appraisal of the integrated system project, UNHCR had not
quantified and ranked the likely benefits to accrue from the new system, nor had it
identified the extent of modification that would be necessary to make the software
meet the needs of UNHCR;

(g) Although UNHCR had negotiated benefits to offset some of the costs, it
had incurred expenditures of $781,651 for the purchase of unnecessary modules of
its integrated system project;
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(h) In selecting a contractor to implement the project, UNHCR had rejected a
bid of $8.9 million in favour of one of $17.9 million. The more expensive bid was
judged just three percentage points better than the lower bid;

(i) After some three years and expenditure of $8.7 million against a total
budget of $34 million, the integrated system project remains non-operational;

(j) In some countries visited by the Board, UNHCR engaged in activities
such as infrastructure development, including road building and bridge construction,
designed to assist the whole population rather than focusing on the specific needs of
refugees;

(k) UNHCR had yet to establish a reliable system for establishing accurate
information on the size and characteristics of the refugee population.

The Board made recommendations to improve the monitoring of expenditures
incurred by implementing partners; strengthen management of the integrated system
project; and focus activities more directly on the needs of refugees.

A list of the Board’s main recommendations is included in paragraph 11 of the
present report.
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Introduction

1. In accordance with paragraph 22 of the statute of the Office of the United
Nations High Commissioner for Refugees (UNHCR), the Board of Auditors has
audited the financial statements of the voluntary funds administered by the High
Commissioner for the period from 1 January to 31 December 2000. The audit was
conducted in accordance with article XII of the Financial Regulations of the United
Nations and the annex thereto and with the common auditing standards adopted by
the Panel of External Auditors of the United Nations, the specialized agencies and
the International Atomic Energy Agency. Those auditing standards require that the
Board plan and perform the audit to obtain reasonable assurance that 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 to 31 December 2000 had been incurred for the purposes approved by the
Executive Committee of UNHCR whether income and expenditures were properly
classified and recorded in accordance with the Financial Regulations and Rules and
whether the financial statements of the voluntary funds administered by the High
Commissioner for Refugees presented fairly the financial position as at 31
December 2000. The audit included a general review of financial systems and
internal controls and a test examination of the accounting records and other
supporting evidence to the extent the Board considered necessary to form an opinion
on the financial statements.

3.  The audit was carried out at UNHCR headquarters at Geneva and at its offices
in Australia, East Timor, Indonesia, Liberia, Myanmar, Pakistan and Serbia.

4. 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. In 2000, the Board reviewed the status of the integrated system project, the
prioritization of core mandate activities, the quality of performance reporting and
specific human resources management issues. In addition, the Board reviewed the
effectiveness of the internal audit of UNHCR, which is conducted by the Office of
Internal Oversight Services. The Board concluded that the internal audit service was
generally satisfactory and the present report recognizes those areas where the Board
relied on the work of the Office of Internal Oversight Services. The Board has also
reviewed the adequacy of internal controls operating at UNHCR headquarters and in
the field.

5. The Board continued its practice of reporting the results of specific audits
through audit observations and management letters containing findings and
recommendations to the Administration. That practice allowed for an ongoing
dialogue with the Administration on issues arising from the audit.

6.  The present report covers matters which, in the opinion of the Board, should be
brought to the attention of the General Assembly. The Board’s observations on ali
matters contained in the present report were communicated to UNHCR. The
Administration confirmed the facts on which the Board’s observations and
conclusions were based and has provided explanations and answers to the Board’s
queries. The report is divided into two parts, covering the audit of financial issues
and management issues respectively.
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7. The Board’s main recommendations are reported in paragraph 11 below. The
detailed findings are discussed in paragraphs 13 to 109.

Previous recommendations not fully implemented

8. In accordance with section A, paragraph 7, of General Assembly resolution
51/225 of 3April 1997, the Board has highlighted separately below those
recommendations that have not been fully implemented by UNHCR. The Board has
indicated the current stages of implementation in the present report. The years
shown in parentheses, starting from 1995, are those in which the Board
recommended that the Administration should:

(a) Make the preparation of work plans an integral part of the project-
planning and monitoring process (1995, 1996, 1998 and 1999);

(b) Ensure complete and accurate disclosure of non-expendable property and
conduct physical stock checks on a regular basis (1996, 1997, 1998 and 1999).

9. On the first recommendation, the Board noted that UNHCR programme
planning in the field offices still needed improvement. Regarding the second
recommendation, the Board noted continuing problems with the management of
non-expendable property. The physical check of non-expendable property at three
field offices covered only $650,000 of the total property, valued at $11.1 million,
and information supplied to headquarters had understated the property value by $6.4
million.

10. In accordance with General Assembly resolution 48/216 B of 23 December
1993, the Board also reviewed the measures taken by the Administration to
implement the recommendations made by the Board in its report for the year ended
31 December 1999. Details of action taken and the comments of the Board are
outlined in the annex to the present report.

Main recommendations
11. In its present report, the Board recommends that UNHCR:

(a) Strengthen its oversight of field offices to ensure that they undertake
a thorough verification of sub-project monitoring reports, including the
verification of supporting documentation and bank statements (para. 30);

(b) Ensure that field offices review audit certificates received in respect
of projects and follow up any significant issues that arise (para. 38);

(c¢) Establish for the integrated system project clearly defined ranked
benefits that are quantified as far as possible, in order to establish realistic
milestones against which progress can be monitored (para. 64);

(d) Establish and maintain a single line of project management through
which staff report on all aspects of integrated system project development
(para. 81);

(e) Review the appropriateness of engaging in projects that are not of
direct assistance to refugees and routinely set clear milestones against which to
measure progress and assess when its mission is complete (para. 97);
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() Establish a suitable system to ensure that accurate information is
maintained on the size and characteristics of the refugee population (para.
100);

(g) Include clearly stated and quantified objectives and outputs in sub-
project agreements and produce work plans incorporating key milestones and
target dates (para. 103).

12. The Board’s other recommendations are presented in paragraphs 53, 70, 87,
90, 105 and 107.

Financial issues

Financial statements

13. The Board assessed the extent to which the UNHCR financial statements for
the year ended 31 December 2000 conformed to the United Nations accounting
standards. The review indicated that the financial statements were generally
consistent with the standards.

Monitoring and control of implementing partners

Advances to implementing partners

14. UNHCR raises an obligation when it issues a letter of instruction to the
programme manager confirming the initial funding level of project assistance for the
financial period. The amounts obligated are revised during the financial year as the
level of donor contributions becomes clearer. For projects with implementing
partners, UNHCR signs a sub-project agreement setting out the budget and a plan of
cash advances that UNHCR will make to the partner. Actual advances depend on the
progress achieved and the level of expenditures reported by the partner in quarterly
sub-project monitoring reports. The submission of the reports is a prerequisite to
receiving any further cash advances. UNHCR controls advances to the implementing
partners through a project expenditure control (X21) account that is cleared once the
implementing partners submit the reports. Clearance of the X21 account enables
UNHCR to charge the various sector activities under which the implementing
partners spent the monies given them. Implementing partner expenditure reported in
the accounts therefore represents the total of the amounts agreed upon in letters of
instruction during the year regardless of whether or not the funds have been
advanced or disbursed. At year-end any commitments to the implementing partners
for which no advances have been made are disclosed as unliquidated obligations.

15. Since 1996, the Board has in a number of ways encouraged UNHCR to review
the system of recording expenditure incurred by implementing partners to avoid
overstatement of expenditure and understatement of assets. In 1998 UNHCR
acknowledged that the existing policy of recording obligations at Headquarters
could potentially result in an over-accrual of funds and agreed to change its policy
to record advances as a current asset in order to avoid over-accrual of expenditure.
The change would be made during 2002-2003 as the integrated system project was
implemented.

16. The Board looks forward to the implementation of the revised policy designed
to avoid over-accrual of expenditure.
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17. Implementing partner expenditure in 2000 totalled $310 million, comprising
disbursements ($271.5 million), funds advanced but not yet cleared ($8.5 million)
and unliquidated obligations ($30 million). This expenditure is underpinned by
formal project agreements, signed by UNHCR and implementing partners, which
define the aims and objectives of assistance projects. Such agreements provide for
close monitoring of project activities, including both financial and performance
monitoring. The UNHCR Manual provides staff with guidance on monitoring
procedures to be applied to all projects and stipulates that monitoring activities
should be carried out by agencies implementing sub-projects, the UNHCR field
offices and UNHCR headquarters. ‘

18. The project expenditure control (X21) account records balances of current- and
prior-year project expenditure for which headquarters has not received appropriately
approved sub-project monitoring reports. Since these reports provide the main
evidence that project expenditure conformed to agreements, outstanding X21
balances represent prior-period expenditures that have not been subject to full
control and verification by UNHCR.

19. Previous reports by the Board of Auditors raised concerns at the delays in
clearing X21 balances, most recently relating to the financial statements in 1999,
During 2000, as a result of a considerable, sustained effort, UNHCR reduced the
total X21 balances by some $186.5 million. Nonetheless, at the end of June 2001,
the X21 control account recorded uncleared advances to implementing partners
totalling $55.5 million, comprising:

(a) $21 million from 1994-1997;
(b) $8 million from 1998;

(c) $18 million from 1999;

(d) $8.5 million from 2000.

20. As the status of those advances was uncertain, the Administration agreed to
disclose them in note 4 (a) to the financial statements. The Board has accordingly
limited the scope of its audit in respect of these outstanding advances, amounting to
$8.5 million, which have been charged to expenditure but for which no sub-project
monitoring reports have been received.

21. The Board encourages UNHCR to continue its efforts to obtain missing sub-
project monitoring reports, as identified in the X21 control account.

Review of sub-project monitoring reports

22. Upon receipt of a sub-project monitoring report, the Programme Unit in the
relevant field office is responsible for reviewing the financial information and
signing the form to verify that the expenditure is in accordance with the project
agreement. In accordance with the UNHCR Manual, field offices are required to:

(a) Ensure that the expenditures reported by implementing partners are
consistent with the most recently approved budget;

(b) Ensure that the financial and performance reports from implementing
partners reflect the reality of actual assistance provided to the beneficiaries;
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(c¢) If necessary, request further explanations and/or details or revised reports
from the implementing partners.

23. Before approval of these reports, field programme and finance staff are
required to verify the supporting documentation, implementing partner account
ledger systems and bank statements. In addition, programme staff should physically
inspect and visit implementing partner offices in accordance with the UNHCR
Finance Manual.

24. The Board reviewed the extent to which the monitoring procedures were
applied and found that officers responsible for field monitoring generally provided
no evidence of a regular or systematic check on implementing partner expenditure.
In particular, there were significant weaknesses in the operation of the key field-
monitoring controls in three of the countries visited by the Board, where significant
amounts of expenditure were incurred. In these three countries key management
controls prescribed in the UNHCR Manual did not operate effectively over some
$18 million expenditure, where:

(a) Programme and finance officers either gave no approval or gave approval
“subject to verification or further audit”;

(b) Programme or finance officers informed the Board that they did not see
approval of expenditure as their responsibility or did not have the time to carry out
inspections.

25. In five of the countries visited, there was no programme of monitoring visits to
implementing partners and no formal monitoring visits were undertaken covering
expenditures in 2000. As a result, those field offices had undertaken limited reviews
of the internal controls operated by the implementing partners. The five countries
spent approximately $148 million in 2000, of which implementing partners received
project funding amounting to $107 million.

26. The Board also noted that at one office internal controls operated by some
implementing partners had been assessed as inadequate. The field office had
contracted a consultant to review accounting systems operated by 29 implementing
partners in the absence of available UNHCR staff to conduct the examination. The
consultant identified significant accounting problems in more than half of the
systems examined. For example, there were cases where no bank reconciliations had
been performed, no general ledger system had been maintained or no supporting
documents were available.

27. As a result of these weaknesses, the Board concluded that UNHCR had no
assurance in respect of some $18 million, representing 17 per cent of the
expenditure incurred by the implementing partners concerned, and limited assurance
as to the remaining expenditure incurred by the implementing partners.

28. In view of the poor level of compliance that the Board had found in three field
offices, where finance officers had not properly checked or validated sub-project
monitoring reports as required, the Board extended its tests of those procedures to
cover other field offices. The Board selected, through the headquarters office, 74
high-value sub-projects with expenditure amounting to $42 million. The Board
found that programme officers had fully checked out and approved $28 million of
the expenditure incurred by implementing partners but had provided only limited
assurance regarding the remaining $14 million. In addition, one country denied
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UNHCR access to the accounting records of implementing partners to verify
expenditure totalling $3 million in 2000; furthermore, the Government concerned
did not provide UNHCR with independent audit certificates for these expenditures.

29. Overall, therefore, the Board’s review of sub-project monitoring reports
identified significant weaknesses in the verification and validation of some $35
million of expenditure incurred by implementing partners. In the absence of any
alternative evidence to support this expenditure, the Board has had to limit the scope
of its audit opinion in the amount of $35 million in this regard.

30. The Board recommends that UNHCR strengthen its oversight of field
offices to ensure that they undertake a thorough check of sub-project
monitoring reports, including the verification of supporting documentation and
bank statements.

31. In summary, the position regarding sub-project monitoring reports arose
despite concerted efforts by UNHCR to improve the accountability of implementing
partners. The organization succeeded in reducing the backlog of sub-project
monitoring reports from $96 million as at 31 December 2000 to $8.5 million as at
the end of June 2001, and also made great strides in obtaining audit certificates, as
indicated in the present report. There was, however, a very significant breakdown at
the field office level in the verification and validation of sub-project monitoring
reports and in the supervision of implementing partners. The Board of Auditors has
over the past years worked closely with UNHCR to help improve accountability, and
the Board now considers that the uncertainty regarding expenditure incurred by
some implementing partners needs to be reflected in the Board’s audit opinion. The
Board has therefore qualified its audit opinion in respect of a total of $43.5 million
of implementing partner expenditure, comprising $8.5 million for which there were
no sub-project monitoring reports and $35 million where expenditures that had been
reported had not been properly validated.

Independent audit certification

32. UNHCR requests independent audit certificates to confirm that implementing
partners have applied UNHCR funds for the purposes intended. These are usually
available only after the Board has provided an audit opinion on the UNHCR
financial statements for the relevant year, and the audit certification of implementing
partner expenditure is therefore mainly in respect of expenditure incurred in prior
financial years. While this would not directly relate to the year 2000, the satisfactory
certification of prior years’ expenditures would provide assurance that implementing
partners maintain adequate accounting systems and proper financial records.

33. In response to some of the Board’s concerns in previous years, UNHCR
introduced a new approach designed to improve audit coverage, which concentrated
on obtaining audit certificates for sub-projects with expenditure in excess of
$100,000. In 1999, implementing partner expenditure amounted to approximately .
$420 million (of which only $12 million related to sub-projects with expenditure
below $100,000). At the time of the Board’s review in May 2001, UNHCR had
received audit certificates covering $330 million (79 per cent) in respect of 1999.
Approximately $90 million (21 per cent) remained uncertified, of which $10 million
related to sub-projects below $100,000.
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34. The Board recognizes that UNHCR has made very substantial progress in the
extent to which it has secured audit certificates to support prior years’ expenditures
by implementing partners. The Board encourages UNHCR to sustain those efforts
with the aim of obtaining audit certificates for all significant prior-year projects.

Quality and results of audit

35. To assess the quality of the certificates provided to UNHCR and the results of
the audit covering expenditure in 1999, the Board examined 91 certificates covering
expenditures of $241 million. The Board found that:

(a) Auditors had to qualify their audit opinions in respect of expenditure of
$18 million (7 per cent by value) on the grounds of insufficient evidence;

(b) Expenditure totalling $17 million (7 per cent) had been inappropriately
certified (e.g., by government accountants) rather than by independent auditors;

(¢) 25 certificates covering $77 million (32 per cent) did not clearly state
that funds provided by UNHCR were used in accordance with agreements.

36. Two of the qualified audit opinions related to projects in one country. The
independent auditors were unable to satisfy themselves as to the validity of
expenditure amounting to $13.4 million in 1999. They were therefore unable to
express an opinion as to whether the project statement was fairly presented. The
Office of Internal Oversight Services subsequently reviewed the same country
office, covering expenditure amounting to $56 million in 1999, and concluded that it
had made little attempt to conform to UNHCR guidelines, which require close
supervision and oversight of implementing partners.

37. The Board therefore concluded that, with significant gaps remaining in the
extent and quality of audit reports received in respect of 1999, limited assurance
could be deduced as to the maintenance of adequate accounting systems and
financial records by implementing partners in 2000.

38. The Board recommends that UNHCR ensure that field offices review
audit certificates received in respect of projects and follow up any significant
issues that arise, as required by the UNHCR Manual.

Results of reviews by the Office of Internal Oversight Services of expenditure by
implementing partners

39. The Board reviewed Office of Internal Oversight Services reports completed in
2000 and 2001 covering implementing partner expenditure amounting to $167
million relating to activities carried out in 1998 and 1999. The reports indicated
significant weaknesses in implementing partner systems. In particular, 42 per cent of
implementing partners had inadequate accounting systems; 38 per cent could not
supply the Office with full documentation to support expenditures; and 38 per cent
had not completed agreed expenditure reporting procedures, including sub-project
monitoring reports.

40. Although offices and implementing partners may have improved systems in
2001 as a result of recommendations of the Office of Internal Oversight Services,
the Board concluded that there was no evidence that this position had improved in
2000.
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41. The Board notes that, in response to the concerns raised by the Office of
Internal Oversight Services reviews, UNHCR has strengthened controls, as from
January 2001, over 42 major implementing partners. In particular, UNHCR requires
that the partners describe their current accounting systems, retain records at field
locations, report individual costs of project staff and seek pre-approval from
UNHCR of procurement actions.

Financial position

42. UNHCR relies almost entirely on income from voluntary contributions,
totalling $709 million in 2000, and regular budget resources of $20 million. In its
report on the 1999 financial statements,! the Board drew attention to the decline in
voluntary contributions received by UNHCR and expressed concern that the
decrease in contributions from donor countries posed a serious liquidity risk for
UNHCR that could affect the delivery of assistance or limit the response to
unforeseen emergencies. To assess the overall financial position of UNHCR, the
Board reviewed its financial position over the past five years and the level of
reserves compared with the longer-term liabilities disclosed in note 12 to the
financial statements.

43. Table 1.1 provides a five-year analysis of key amounts from the financial
statements. Over the period, income has declined from $993 million to $709 million
(28 per cent), despite an increase in 1999, when voluntary contributions increased in
response to major refugee crises in Eastern Europe, Asia and West Africa.
Expenditure followed a similar profile, decreasing from $1.145 billion to $784
million (31 per cent). Although in-year shortfalls of income over expenditure were
reduced by prior-year adjustments, UNHCR had to use reserves to meet the residual
shortfalls. This resulted in a fall in reserves of $142 million, from $269 million to
$127 million (53 per cent), over the five-year period. The Board estimated that,
based on the decline since 1996, this rate of depletion would reduce reserve levels to
$70 million within two years, sufficient to cover only the Working Capital and
Guarantee Fund of $50 million and earmarked reserves totalling $18 million for
Junior Professional Officers, medical insurance and trust funds.

Table 1.1
Financial position 1996-2000

1996 1997 1998 1999 2000
{Millions of United States dollars)

Income from all voluntary sources 993 820 784 927 709
Expenditure 1145 974 842 1023 784
Shortfall of income over

expenditure (before adjustments) (152) (154) (58) (96) 5
Prior-year adjustments 75 76 63 45 57
Reserve and fund balances at

year-end 269 191 196 145 127

' Official Records of the General Assembly, Fifty-fifth Session, Supplement No. 5E

(A/55/5/Add.5), chap. 1.
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44. As regards the liquidity position of UNHCR, the Board noted that it had
improved its assets-to-liabilities ratio from 1.69 to 1 at the end of 1999 ($355.6
million to $210.4 million) to 2.43 to 1 at the end of 2000 ($216.1 million to $89.0
million). This ratio indicates that UNHCR had assets to cover almost two and a half
times its liabilities at the end of 2000.

45. The Board concluded that, while UNHCR had sufficient current assets to cover
its liabilities, it needed to bring expenditure levels closer into line with actual
income received each year. The Board therefore endorses the initiatives taken in
February 2001 by UNHCR to set expenditure limits at the level of expected income
and to determine the optimal size of the organization.

46. Concerning termination liabilities, the Board noted that estimates of
termination benefits for staff increased by a factor of nearly five, from a range of
$22 million to $27 million (see note 9 (c) to the financial statements for 1999)2 to
$105 million (see note 12 (c) to the current financial statements). UNHCR informed
the Board that in previous years, those liabilities had been based on broad estimates,
but at the end of 2000 it had completed a more rigorous assessment of the benefits.
The Board examined the revised estimates of the liability for termination benefits
and considers them to be reasonable, although the Board notes that no actuarial
valuation was made of the after-service medical benefits, contrary to the suggestion
in the United Nations accounting standards. At the suggestion of the Board, UNHCR
has provided an explanation for the significant increase in termination liability in the
notes to the current financial statements, in compliance with the United Nations
accounting standards.

47. Until January 2000, many UNHCR staff members held fixed-term contracts
which, when completed, did not formally entitle them to termination indemnity
payments. From January 2000, UNHCR introduced indefinite contracts for all staff,
entitling them to termination benefits that vary in accordance with the number of
years of completed service, with up to 12 months’ salary after 15 years of service.

48. In May 2001, UNHCR drew up an action plan designed in part to bring the
costs of administration in line with expected income for 2001. The plan envisaged a
reduction of 598 staff posts. The Board is concerned that the cost of reducing
staffing levels may be increased as a result of the introduction of indefinite
contracts, which involve binding termination benefits.

49. UNHCR has informed the Board that it assumes there will be no significant
financial consequences related to the introduction of indefinite contracts in view of
the previous practice of UNHCR of paying minimum termination liabilities even to
those whose contracts happened to expire at the time of separation,

50. As explained in note 12 to the financial statements, UNHCR has no reserves to
cover the staff termination liability of $105 million or the estimated liability of $260
million for after-service health insurance. The amount of $127 million in reserves
held by UNHCR at the end of 2000 would not cover those liabilities, since $75
million is earmarked for a number of potential liabilities: medical insurance ($9
million); Junior Professional Officers ($6 million); and operational reserves to fund
activities pending the receipt of donor cash ($60 million).

2 Ibid., chap. IV.
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51. The Board understands that UNHCR does not wish to hold significant funds
for such longer term liabilities, which are dependent on future events. The Board is
concerned at the extent to which staff termination liabilities remain unfunded.

Write-off of losses of cash, receivables and property

52. In accordance with United Nations financial regulation 10.4, the
Administration wrote off cash and accounts receivable amounting to $330,714
during the year. The write-off included receivables of $229,858, representing value-
added tax refunds due from the period 1988 to 1998, the recovery of which was
considered unlikely. The Administration also wrote off long-standing travel
advances amounting to $78,675 from the period 1991 to 1994.

53. The Board recommends that UNHCR exert tighter control over the level
of outstanding travel advances to reduce the extent to which such amounts may
have to be written off in the future,

54. The details of property and other categories of losses as reported to the Asset
Management Board at headquarters and written off during 2000 were as follows:

Reason for loss Value (United States dollars)
Accident 57 741
Hijacking 27 451
Theft 157 510
Looting 70375
Loss of property 8 848
Damaged/destroyed 3812
Wear and tear 18 949

Total 344 686

55. UNHCR provided the Board with explanations for all the losses and write-offs,
and the Board is generally satisfied that appropriate action has been taken in the
circumstances.

Ex gratia payments

56. The Administration informed the Board that it had made ex gratia payments
amounting to approximately $11,500 during 2000. The payments related to a traffic
accident, personal injury and financial loss incurred by two staff while on official
duty.

Management issues
Integrated information system project

Background

57. UNHCR relies on the International Computing Centre for mainframe support
of its existing core computer system. The United Nations Office at Geneva provides
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UNHCR with staff payroll and travel services. When the United Nations Office at
Geneva introduced the Integrated Management Information System (IMIS) in April
2000, it continued to provide those services to UNHCR separately from IMIS,
pending implementation of the new UNHCR integrated System Project. UNHCR
maintains a financial management information system that includes a general ledger
and a project register based on software originally introduced in the late 1980s and
subsequently upgraded regularly. As part of its policy to move responsibility for
operational and financial management closer to field activities, UNHCR has
increasingly decentralized decision-making away from the headquarters in Geneva.

58. UNHCR was concerned that the existing computerized financial systems in the
field and at headquarters were not fully integrated, could not be easily reconciled to
central records and did not meet management information needs. To support the
delivery of field services and the monitoring and control of operations by field
management and headquarters, UNHCR designed the integrated system project to
replace the financial management information system. The integrated system project
was only one part of a larger management initiative, the Operational Management
System, which was intended to provide a comprehensive, results-oriented and
integrated management framework.

59. The integrated system project combines three sub-projects establishing:

(a) An enterprise resource planning system to support the separate sections
of finance, supply chain, human resources, and protection and programme
management;

(b) An electronic document management system;

(c) An infrastructure project to support the first two components.

Scope of review

60. In its report on the 1998 financial statements of UNHCR,3 the Board of
Auditors drew attention to aspects of unrealistic planning and inadequate progress in
implementing the Operational Management System project. The Advisory
Committee on Administrative and Budgetary Questions also commented on the lack
of full transparency in reporting on the implementation, costs, performance and
delivery of UNHCR information technology projects and requested that UNHCR
present comprehensive data on all such projects, including relevant costs (A/55/487,
para. 41). Noting these concerns, the Board reviewed the implementation of the
integrated system project during 2000. As UNHCR had not yet installed an
operational system, the Board confined its examination to the cost, performance and
delivery of the planning and system procurement phases of the implementation, in
particular:

(a) Selection of the new system;
(b} Procurement, including the cost of software and consultancy contracts;

(c) Project management, including delivery against targets.

3 Ibid., Fifty-fourth Session, Supplement No. SE (A/5S4/5/Add.5), chap. I, para. 101.
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Selection of new system

61. UNHCR considered using modules from IMIS to provide software for its
project. Although UNHCR rejected the IMIS accounting and financial process
module because it lacked a budget facility and would not support the accounting or
financial needs of the field, country and regional offices, it had initially planned to
implement IMIS modules for personnel administration, entitlements and payroll
processing.

62. UNHCR commissioned consultants in 1997 to further review the IMIS
personnel administration module. The consultants identified 60 high-priority
enhancements required by UNHCR and estimated it would take 6,500 hours of
consulting time to encode and test the revised system. In June 1998, based on the
consultants’ analysis, UNHCR concluded that IMIS was not suitable for its
information needs and decided not to use any of the modules (A/AC.96/900, para.
76).

Integrated system project cost-benefit appraisal

63. UNHCR informed the Board that it had drafted a project proposal of the
integrated system project, which described the scope, benefits, cost and high-level
scheduling of activities. The project proposal listed 25 benefits that the project
should produce, but they were not ranked nor assigned a monetary value. The more
detailed 68 benefits listed in the project management plan prepared in April 1999
included 33 unquantified potential benefits and productivity improvements for
which no savings were quantified. Such quantification could have provided
management with a firm baseline from which to monitor the realization of benefits
and to establish realistic project milestones.

64. The Board recommends that UNHCR establish clearly defined ranked
benefits that are quantified as much as possible in order to establish realistic
milestones against which progress can be monitored. UNHCR agreed to make
realistic estimates of benefits for each further phase of the project, quantified and
ranked wherever feasible.

Integrated system project procurement

65. The estimated total cost of the integrated system project is $34 million,
comprising an initial budget of $14 million approved in 1998 followed by a further
$20 million between 2000 and 2002. The Board reviewed the cost and effectiveness
of the procurement actions.

Software selection

66. In May 1999 the UNHCR Committee on Contracts recommended approval of
the purchase of software at an estimated cost of $5.3 million. The procurement
process began in July 1997 when UNHCR requested 19 potential suppliers to submit
a bid for the provision of the software, seven of whom replied. UNHCR established
a model for evaluating the bids that was designed to avoid placing undue emphasis
on financial aspects at the expense of functionality. None of the selected products
was able to meet the requirements of UNHCR completely, with the winning supplier
scoring 71 out of 100, against 63 for the next highest. UNHCR completed the
contract in August 1999, The final cost was $4.9 million, and delivery of the product
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was to commence in September 2000. Although the evaluation process raised
concerns that the two products with the highest markings would require moderate to
significant changes in either the software or the way UNHCR staff worked, UNHCR
believed that the selected product would require less customization.

67. UNHCR informed the Board that its most recent estimates of total life-cycle
costs confirmed that the selected supplier had the lowest overall industry ratio of
implementation cost to licence cost. As a result, except in the area of human
resources, UNHCR maintained that minimal effort was required to customize the
programming, and the estimated cost was less than 10 per cent of the overall
implementation cost. However, UNHCR expected that an operational human
resources system would take between two and three years to develop, and
meanwhile it intended to extend current arrangements with United Nations Office at
Geneva for payroll processing until 2004,

Modification of software

68. In September 2000, the UNHCR Information Technology Department invited
the Committee on Contracts to recommend a contract to identify the modifications
required to meet the specific needs of UNHCR. The Committee recommended that
the contract to undertake the necessary gap analysis be awarded to the integrated
system project software supplier at a cost of $159,000, without competitive bidding.
UNHCR informed the Board that it had selected the software supplier because of its
product knowledge and on the understanding that, to avoid a potential conflict of
interest, the company would not tender for the subsequent implementation contract.
UNHCR also informed the Board that it had successfully reduced the initial price
indication of $1.4 million to $159,000, as the software supplier offered preferential
rates for the contract. While the Board commends UNHCR for its action in reducing
the contract price, it is concerned at the high level of the initial bid received under
this single tender action.

69. UNHCR found that the software required significant modification to cope with
United Nations staff entitlements and payroll processing. Since no other United
Nations agency had purchased the human resources management or payroll modules
concerned, UNHCR found it difficult to assess the extent to which the modules
required customization or configuration. In the absence of in-house skills to perform
further gap analysis, the Committee on Contracts agreed to recommend the waiver
of competitive bidding for a consultant at a cost of $213,660 to detail further
software modifications. Subsequently, the Committee on Contracts also
recommended approval of the waiver of competitive bidding for user training
modules at a cost of $339,000, which were not foreseen in the original software
evaluation.

70. The Board considers that the original evaluation of the software would have
benefited from a gap analysis at the outset to identify the level and cost of
customization prior to, rather than after, the decision to purchase the system.
Although the software supplier offered to develop the missing functionality and
share the costs with other organizations that would be interested in the component,
there was no evidence that subsequent costs were reduced. Furthermore, the Board
is concerned that UNHCR waived competition in the award of contracts with a
combined value of $711,660. The Board recommends that in the future UNHCR
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purchase software only after making a fully costed assessment of any
modifications needed.

71. UNHCR informed the Board that had it evaluated the customization required
of the products of the top two contenders, it would have caused additional delays in
a project that had already suffered far too many. UNHCR considered that its
extensive assessment of the selected software had established that the product had a
clear lead over its rivals, and that an evaluation would not have affected the choice
of software.

Unused modules

72. Following negotiations by the Supply and Transport Section, the software
provider agreed to a 5 per cent discount on the initial cost of 17 software modules
and a 17 per cent discount on the cost of 6 additional modules. Although the cost of
the licence increased from $2 million to $2.3 million, the discounts represented a
savings of $64,284 on the full purchase price of 23 modules. However, the Board
found that one year after it had purchased the software, UNHCR had not used three
modules costing $195,000 and found no requirement for six modules bought at a
cost of $549,000. UNHCR informed the software provider in June 2000 that it did
not need six of the modules it had purchased. Since the software provider charged a
maintenance fee amounting to 14 per cent of the licence fee for the second year,
UNHCR also incurred maintenance costs on unused modules amounting to $37,651.
Accordingly, UNHCR had incurred expenditures totalling some $781,651 on
modules that it did not use or need.

73. UNHCR informed the Board that it had been unable to get refunds for unused
modules, but that it had negotiated a switch from the public sector modules
originally purchased to those of the commercial sector without extra cost, an
agreement to trade in older modules for new ones and the option to reactivate any
dropped module whenever necessary in the future. In addition, the Supply and
Transport Section negotiated maintenance costs of modules based on actual costs
rather than the original contract rates tendered. As a result, UNHCR estimated that,
over the eight-year life cycle of the licence, total savings of $505,000 were
achievable to offset the cost of the unused modules.

74. The Board recognizes that the negotiations of UNHCR with the contractor
achieved overall savings compared with the original bid and that attempts to recover
the costs of the unnecessary modules resulted in some further savings and benefits.
The Board is concerned, however, that the original needs assessment may have
overstated requirements or the capacity to implement them.

Selection of system implementer

75. In August 2000, UNHCR invited eight suppliers to bid on a contract to modify,
configure and implement the software. UNHCR had noted that, upon the conclusion
of the preliminary technical and price evaluations of the three bids received, each
bidder’s understanding of the requirements varied considerably. To overcome the
problem, UNHCR held a question-and-answer session with the three bidders.
UNHCR again developed a weighted assessment totalling 100; 80 for technical and
20 for cost, with a score of 50 representing a satisfactory response. The winning
bidder scored 54.71 against its nearest rival, who scored 51.90. Although the wining
bid was $17.9 million, some $8.7 million more than the rival bid of $9.2 million,
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UNHCR informed the Board that it had selected the contractor after taking into
account his knowledge of UNHCR requirements, the experience of his staff and his
close relationship with the development of IMIS human resources systems for the
United Nations Secretariat.

76. The Board is concerned at the weighting that UNHCR had assigned to the
technical assessment at the expense of cost considerations, which resulted in a bid of
$8.7 million being rejected in favour of a bid of $17.9 million, particularly as there
were less than 3 percentage points of difference between the two overall
assessments.

77. Before appointing the contractor, however, UNHCR requested it to complete a
preliminary “phase zero” project at a cost of $639,000 to identify scope for cost
reductions in the implementation contract. The contractor agreed that if it continued
with the main software implementation, the $639,000 fee would be waived. Phase
zero included a review of the selected software to:

(a) Determine further customization required for the software delivered in
June 2000;

(b) Prepare a technical implementation strategy;

(c) Use a high-level cost-benefit analysis of the customization work to
establish modifications that are essential to UNHCR operations.

78. The contractor started phase zero in September 2000 and identified a number
of issues, particularly concerning project management. It advised UNHCR to
undertake a fundamental review of the project objectives and structure before
proceeding any further. Such a review, if undertaken by the contractor, would have
resulted in additional costs to UNHCR. While UNHCR was considering this
proposal, it suspended phase zero until it had reached an agreement with the
contractor to complete the original phase zero contract between February and March
2001. UNHCR and the contractor subsequently agreed that the latter should
undertake the additional work and to share the extra costs, which amounted to
$480,000 in total. By May 2001 phase zero had been completed, and phase 1 was
about to start.

79. The Board is concerned at the slow rate of progress in implementing the
integrated system project and, in particular that, after three years and having
incurred expenditure of $8.9 million against a total budget of $34 million, UNHCR
has yet to implement any part of the integrated system project.

Project management of the integrated system project

80. Until April 2000, the Division of Operations managed the Operational
Management System, while the Division of Resource Management managed the
integrated system project. Two separate structures, the Information Technology
Steering Committee and the Operational Management System Project Board,
oversaw development of the project. In April 2000, in order to develop a
coordinated management structure, the High Commissioner established a five-
person Management Board with joint responsibility for the Operational Management
System and development of the integrated system project. In October 2000, UNHCR
contracted consultants to establish a comprehensive planning framework for
effective communication, management, delivery and monitoring of the project. The
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initial findings of the consultants prompted concerns over project management,
including the lack of a global vision and goals for the project; unclear strategic
decisions on issues that directly affect the design and implementation of the system
and integration between the separate project teams.

81. The Board considers that the effectiveness of project management suffered
from the lack of a consistent direction of operations. Project staff reported through
different divisions or departments within UNHCR rather than directly through a
project manager, in part because some staff split their responsibilities between the
project and other operational demands. In the project proposal UNHCR had
emphasized the need for a project manager experienced in projects of similar size
and complexity. However, at the time of the Board’s interim audit, in December
2000, the project had a temporary project manager who was subsequently replaced
by another temporary incumbent until March 2001 to oversee the completion of the
consultancy contract. The Board recommends that UNHCR establish and
maintain a single line of project management through which staff report on all
aspects of integrated system project development.

82. UNHCR agreed with the Board that the integrated system project suffered
from a lack of decisive management and an absence of clear accountability or
responsibility structures. UNHCR therefore disbanded the Operational Management
System Project Board and intended to appoint a single project manager to whom all
project staff would report, and who in turn would report to a single project sponsor.
UNHCR expected this management structure to guarantee quick decision-making
and clear accountability.

83. The Board also encouraged UNHCR to consider establishing project status
criteria to facilitate the monitoring of expenditure, delivery against milestones, risk
exposure and staff input. UNHCR informed the Board that such performance
indicators formed part of the UNHCR project management overview of the
integrated system project. The Board welcomed the assurance of UNHCR that, as
part of risk mitigation, fully elaborated indicators for phase 1 would be in place
before the start of the implementation phase.

Project costs

84. At the time of the Board’s audit in May 2001, recorded expenditure on the
integrated system project amounted to $8.9 million ($5 million in 1999, $3.4 million
in 2000 and $0.5 million in 2001). The Board reviewed the cost and effectiveness of
the procurement actions.

85. The Board noted that project costs were understated because some staff costs
were not charged to the integrated system project code. Of the 19 full-time staff
working on the project in November 2000, 8 were charged to non-integrated system
project codes within different divisions or sections. The Board estimated that
UNHCR staffing costs for the project in 2000 were understated by up to $1.3
million.

86. However, even after adjusting for this unrecorded expenditure, the total
expenditure was lower than the budgeted amount of $17 million, mainly because the
final software implementation contract, valued at a maximum of $18 million, was
delayed.
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87. The Board recommends that staff costs related to the project be recorded
to an integrated system project account code to permit a comprehensive
assessment of project costs. UNHCR accepted that all project-related costs should
be comprehensively reported; in particular, it plans to establish systems to charge all
staff to the project before the start of the implementation phase (phase 1).

Project delivery

88. At the project proposal stage, in 1998, UNHCR had provided projections of
target dates, namely, to select the software and implementing contractor by June
1999. As the experience of UNHCR with the project increased, it continually
revised both delivery dates and targets. For example, in the third draft of the project
management plan, dated April 1999, the main finance and budget modules were to
be installed at headquarters before the end of December 2000. In February 2000,
UNHCR advanced the implementation target to October 2000, but revised the
objective “to configure and develop software for finance and budget”. By the end of
March 2001, UNHCR had not decided who would be contracted to complete the
software implementation, and none of the purchased modules had been
implemented.

89. The infrastructure subproject targets established in February 2000 were to
extend Intranet user access to 60 additional field offices by October 2000 and to
upgrade e-mail at headquarters by the end of December 2000. By this date, 40
offices had been connected to the Intranet, and the e-mail upgrade was expected
several months later.

90. The Board recommended, and UNHCR agreed, that project management
should set achievable delivery targets based on a realistic appraisal of the
complexity of the project and the availability of resources.

Modular and incremental design

91. The Board considers that UNHCR would benefit from an incremental and
modular approach within its implementation methodology. An incremental approach
to development begins with a component of the overall project that is deliberately
limited in functionality, then builds on that component to increase its value to the
organization.

92. UNHCR informed the Board that it had become acutely aware of the overly
ambitious nature of the original systems renewal plan. The organization had
recognized the urgent need to modernize its ageing information systems and
therefore developed a comprehensive approach to the problem that became
extremely large and difficult to manage. As a result, progress was uneven.
Following the Board’s review, UNHCR decided to scale down the project to
establish more realistic and achievable goals. The Board welcomes the plan of
UNHCR to introduce a phased approach to the implementation of projects in core
administrative areas and to their roll-out to field offices, taking into account lessons
learned. The Board also looks forward to further progress in implementing the
integrated system project, following the improvements in project management and
design that were in place at the time of the Board’s audit.
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2.

Prioritization of core mandate activity

93. The core mandate of UNHCR is to provide international protection to refugees
and to seek durable solutions to their plight. As part of its review of five field office
operations, the Board examined the extent to which the offices concentrated on core
protection activities and the number of the refugees that the activities supported.

Development activity

94. The Board found that in some of the countries it had visited, UNHCR engaged
in infrastructure development for the whole community and that this formed a
significant sector activity not directly related to the core protection mandate.
UNHCR provided funding for broader development and infrastructure assistance,
for example, road building and bridge construction activities, that in the view of the
Board other agencies are better equipped to provide. In one country, refugees
returning under the assistance of UNHCR comprised only 31 per cent of
beneficiaries assisted by projects reviewed by the Board. In another, UNHCR
provided long-term shelter for vulnerable beneficiaries from the entire internally
displaced population. The Board is concerned that UNHCR did not have the
mandate or resources to maintain assistance to whole populations, comprising
mainly non-refugees. Furthermore, in three field offices where UNHCR had
operated for over five years, the Board found no clear milestones against which
UNHCR could measure progress and assess when its mission was complete.

95. UNHCR informed the Board that its involvement in development activities
resulted from its ability to respond rapidly to emergency situations and, as a result,
some Governments and the local population came to depend on UNHCR for support.
For those reasons UNHCR found disengagement to be difficult.

96. The Board welcomed the review initiated by UNHCR in 2001 to ensure that
priority is given to its core mandate objective within the limits of expected donor
contributions. This review included an assessment of the operations in field offices
located in 120 countries to identify where savings were possible through
concentration on the core activity. Where offices were generally involved in a non-
core activity that was of interest to specific donors, they would be implemented
through additional funding that was not diverted from core activities.

97. The Board recommends that, as part of its prioritization of activities,
UNHCR review the appropriateness of engaging in projects that are not of
direct assistance to refugees and/or returnees and that it routinely set clear
milestones against which to measure progress and assess when its mission is
complete.

Numbers of refugees

98. The Board considers that UNHCR needs to know the number of beneficiaries,
with a relative degree of accuracy, who are expected to benefit from its projects in
order to realistically plan field staffing levels and headquarters support. However, in
three field offices the Board found that UNHCR did not have access to an up-to-date
record of the number of refugees or internally displaced persons. For example, in
one location the Board noted that an international implementing partner estimated
the number of refugees at 10,847 rather than the 15,267 estimated by UNHCR.




A/56/5/Add.5

99. The Administration informed the Board that in February 2001, UNHCR had
completed a study of a project to address the collection of basic and reliable
population information at the field level and to enhance recording at the regional
level. The study indicated that the size of the beneficiary population was the most
important determinant for the provision of protection and assistance to the
population in need. The project will enable UNHCR to improve the management of
its operations by providing more accurate and better information on the beneficiary
populations. If approved by the High Commissioner, the project, called Profile, is
expected to commence in July 2001.

100. The Board recommends that UNHCR establish a suitable system to ensure
that accurate information is maintained on the size and characteristics of the
refugee population.

Performance reporting

101. UNHCR introduced a standard format for the setting of measurable objectives
in project agreements with implementing partners in January 2000. Sub-project
agreements set out the key features of UNHCR projects and are signed by both
UNHCR and the implementing partner. While the Board considered that, in general,
the agreements provided a good overview of proposed activities, the Board found
that target beneficiaries and the precise objectives and outputs of the project were
not always expressed in clear, quantified terms. As a consequence, it was not always
easy to assess the extent to which the projects had achieved their objectives. At a
minimum, the Board considers that project agreements should state clearly:

(a) The number of beneficiaries who are expected to benefit from the
project;

(b) The criteria for selecting or identifying the beneficiaries;

(¢) The quantity and frequency of assistance to be provided to each
beneficiary;

(d) The location of the beneficiaries.

102. In the projects reviewed by the Board, such quantifiable targets were not
routinely set. For example, one project objective was to facilitate secondary
distribution services for all World Food Programme and UNHCR commodities as
well as approved implementing and operational partner food and non-food items
earmarked for refugees and/or internally displaced persons. However, the project
document did not specify what commodities were expected to be distributed or who
qualified as approved implementing partners. Furthermore, the proposed distribution
for the year was reduced by over 50 per cent, but no change was made to the
description of the beneficiary population in the project document.

103. The Board noted that sub-project agreements were not supported by work
plans setting out the timetable to complete the key activities and tasks within the
project. As a consequence, the Board was not in a position to assess whether
projects were ahead of or behind schedule. The Board recommends that sub-
project agreements include clearly stated and quantified objectives and outputs
updated as necessary, and that work plans incorporating key milestones and
target dates be produced to enable UNHCR to more closely monitor project
delivery.
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104. In the 2000 Global Appeal for the countries reviewed by the Board, UNHCR
had formulated objectives that were not always quantified. They were generally
activities and not end results to be attained or targets to be achieved (e.g., “provide
protection” or “facilitate voluntary repatriation”). For three of the countries
examined there were no measurable targets, and for two there were only a few
measurable targets. Similarly, in the 2000 Mid-Year Progress Report, three of the
countries reviewed by the Board did not report on the achievement of objectives and
two reported progress against only one objective.

105. The Board therefore recommends that UNHCR develop an integrated
framework of performance reporting that clearly shows achievement against
objectives. The Administration informed the Board that it planned to introduce an
integrated performance reporting framework to clearly show achievement against
objectives once management reporting was improved through the integrated system
project.

Human resources management

106. During the audit of one field office, the Board reviewed a project that provided
technical and administrative support for UNHCR protection and assistance activities
in the country. The project had 86 staff who were empioyed by a non-governmental
organization and did not therefore have employment contracts with UNHCR. In
2000, the project incurred expenditure of $734,000 on the provision of services to
the UNHCR office. The project agreement specified that UNHCR would make direct
payments to those project staff, who are hired only after close consultation with and
the formal approval of UNHCR. Although the staff work alongside UNHCR
employees in the UNHCR field office and carry out similar functions, they are paid
according to a lower pay scale and do not receive the same benefits. The
arrangement was long-standing, and many of the project staff had been employed for
a number of years in that way.

107. The Board noted that the project staff concerned were not included in the
approved staffing table for UNHCR posts even though they were effectively used to
maintain core UNHCR activities. At the time of the Board’s audit, in April 2001,
there was considerable uncertainty over the contractual status of the project staff. In
particular, it was not clear whether UNHCR was liable to pay termination benefits if
it became necessary to separate some of them. The Board recommends that
UNHCR establish the number and status of staff belonging to projects that are
fully funded by UNHCR and that are designed to supplement local staff and to
assess any consequent liabilities that may accrue to the organization.

Cases of fraud and presumptive fraud

108. UNHCR informed the Board that there were no cases of fraud or presumptive
fraud during the year.

109. At the time of the Board’s audit, in May 2001, UNHCR was investigating
allegations of bribery in one country. The investigation concerned alleged payments
to individuals in exchange for visas allowing residency in Member States. The
Board will review the findings of the investigation once it has been completed.
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Annex
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Follow-up on action taken to implement the recommendations
of the Board of Auditors in its report for the year ended
31 December 1999°

Recommendation 13 (a)

1.  UNHCR should ensure complete and accurate disclosure of non-expendable
property; urge all field offices to submit updated inventory databases; prepare the
comprehensive database for non-expendable property based on the same cut-off
date; and conduct on a regular basis physical stock checks.

Measures taken by the Administration

2. The new asset management system (AssetTrack) was launched in May 2000
and has contributed to a marked improvement in the number of field offices that
have reported on assets at the end of the year. The software is now functioning in
135 locations, and field offices are performing the physical inspection of assets
under their custody as a priority. Out of the 135 locations, 119 submitted their year-
end AssetTrack databases for consolidation. UNHCR informed the Board that,
owing to technical or other reasons, 16 locations were unable to submit their
databases at the end of the year. UNHCR had sent several reminders to field offices
emphasizing the importance of proper asset management.

3. During the roll-out, UNHCR reminded all responsible parties of the
requirement to conduct an annual physical check of non-expendable property.
However, in an organization as large as UNHCR, operating in more than 180
countries worldwide, carrying out a comprehensive inventory with a single cut-off
date represents a huge challenge. The Office will continue its efforts to urge field
offices to submit updated inventory databases to ensure a complete disclosure of the
non-expendable property in the accounts for 2001 and remind them of the
requirement to conduct an annual physical check of the property.

Comments of the Board

4. The Board welcomed the installation of the new software, but identified
continuing problems with the management of non-expendable property as indicated
in the present report.

Recommendation 13 (b)

5. UNHCR should reconcile the unliquidated obligations reported at year-end by
field offices to ensure that there is no overstatement of expenditures in the accounts.

2 Official Records of the General Assembly, Fifty-fifth Session, Supplement No. SE (A/55/5/Add.5),
chap. I, para. 13.
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Measures taken by the Administration

6. UNHCR revised guidelines for account closure for 2000 to clearly define the
responsibilities of programme managers both in the field and at headquarters. In an
effort to reconcile unliquidated obligations during the year, UNHCR issued
instructions linking the requests for increases in obligations with the reconciliation
of the prior year’s unliquidated obligations.

7.  In the opinion of UNHCR, the amount reported in the financial statements as
unliquidated obligations is a fair reflection of the requirements as estimated as at the
end of the year. However, there are a number of compelling factors that UNHCR
believed resulted in a small percentage being cancelled during the following year.
This cancellation is reported in the financial statements, and UNHCR considered
that the fact that unliquidated obligations may be cancelled should not be interpreted
as an “overstatement of expenditures” in the accounts for the previous year.

Comments of the Board

8.  The Board’s comments on this issue are contained in the present report.

Recommendation 13 (c)

9.  UNHCR should urge implementing partners with long-outstanding advances to
submit their final sub-project monitoring reports and facilitate the clearance of
projects.

Measures taken by the Administration

10. UNHCR informed the Board that during 2000, UNHCR had made good
progress in its efforts to obtain final sub-project monitoring reports from all of its
partners. In the course of 2000, the unreported balance of instalments paid to
implementing partners for projects related to the years 1994 to 1998 was reduced
from $56.1 million to $29.9 million. At the end of the financial year 2000, the
balance of advances to implementing partners under year-2000 projects stood at
$96.2 million, and the balance for which reports were outstanding was further
reduced to $46.6 by the end of May 2001.

Comments of the Board

11. The Board reports on its examination of outstanding project balances in the
present report.

Recommendation 13 (d)

12. UNHCR should continue to make an effort to encourage implementing
partners to submit the required audit certificates.

Measures taken by the Administration

13. UNHCR introduced a new policy and conceptual approach in 2000
(A/AC.96/933/Add.1, para. 5) to improve compliance rates for the submission of
audit certificates by implementing partners. For projects implemented during 1999,
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UNHCR reached an overall compliance rate of 79 per cent as at the end of May
2001 as compared with 76 per cent for 1998 projects and 78 per cent for 1997
projects. The compliance rates for 1999 projects were 92.4 per cent for projects
implemented by international non-governmental organizations, 68.6 per cent for
projects implemented by government partners and 60.3 per cent for projects
implemented by local NGOs.

14. UNHCR believes that this policy change, the revised guidelines contained in
the UNHCR Manual and the experience gained over the past three years will
considerably improve compliance in the submission of audit certificates by
implementing partners for 2000. In 2001 UNHCR plans to introduce some
mechanisms for reviewing the quality of the reports received and to consider
disqualifying partners with qualified audit opinions. However, UNHCR informed
the Board that in many instances UNHCR does not have a choice, as the number of
partners operating in certain areas is very limited and UNHCR faces political
constraints.

Comments of the Board

15. The Board acknowledges the increased coverage of audit certification resulting
from the revised UNHCR guidelines. It comments further on the coverage and
quality of audit certification in respect of 1999 expenditure in the present report and
will continue to review audit certification coverage and quality in future audits.

Recommendation 13 (e)

16. UNHCR should immediately address the roil-out of the new asset management
system for effective management and control of assets.

Measures taken by the Administration

17. The new asset management system, AssetTrack, was effectively rolled out in
May 2000.

Comments of the Board

18. The Board welcomes the installation of the new software.

Recommendation 13 (f)

19. UNHCR should require all field offices to adequately segregate incompatible
functions such as accounting, procurement and cashiering to ensure strong checks
and balances of responsibility and to strictly adhere to the United Nations Financial
Regulations and Rules.

Measures taken by the Administration

20. UNHCR agreed with the Board that this is one of the most important internal
control mechanisms and, whenever possible, this principle is enforced. Recently
introduced new policy guidelines emphasize the importance of segregation of duties
within the delegation of authority. However, in many of its offices UNHCR could
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not fully implement the segregation of functions owing to the size of those offices
and operational realities.

Comments of the Board

21. The Board will continue to assess the adequacy of segregation controls in
future reviews of the delegation of financial monitoring controls.

Recommendation 13 (g)

22. UNHCR should streamline project implementation by ensuring that
instalments to implementing partners are released on time (not delayed nor in
advance) and that sub-project monitoring reports are regularly submitted by the field
offices to allow headquarters to assess the progress of the ongoing projects. The
Board also suggests that field offices closely monitor the performance of
implementing partners to provide them with adequate information to determine
whether these implementing partners should be considered in future UNHCR
projects.

Measures taken by the Administration

23. UNHCR reassured the Board that systems were in place to control the timely
release of instalments to implementing partners and that monitoring the performance
of implementing partners was an integral part of the UNHCR programme
management system. The UNHCR representative or head of country office is
responsible for monitoring implementation of projects entrusted to implementing
partners and for ensuring that project performance is in accordance with the sub-
agreements signed with the partners. Since the issuance of an updated section 6.5 of
chapter 4 of the UNHCR Manual in January 1999, which provided greater clarity on
sub-project monitoring reports, an updated section 4.4 was issued in November 2000
on sub-projects and sub-agreements. The latter section reminds field offices about
the payment of instalments and states that offices in the field should ensure that the
amounts and timing of instalment payments bear a direct relationship to actual
disbursement requirements and that substantial unused balances are not left in
implementing partner accounts. UNHCR has also reminded field offices that
compliance with reporting requirements must be documented and that the data in the
sub-project monitoring report must be entered into the implementing partner
recording module of the field office accounting system.

24. With a view to further strengthening compliance with the existing rules, the
Division of Resource Management will remind all representatives of their
responsibility vis-a-vis the quality of their programmes, reiterate instructions and
rules on the subject and remind representatives of their accountability under the
various instruments for monitoring and control.

Comments of the Board

25. The Board examined the monitoring and control of implementing partner
expenditure during 2000 and reports its findings in the present report. The Board
will continue to examine progress made in the control of implementing partner
expenditure in future audits.
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Recommendation in paragraph 27

26. UNHCR should establish a provision for uncollected voluntary contributions
receivable to show their net realizable value.

Measures taken by the Administration

27. UNHCR informed the Board that it did not feel that the current situation
warranted a provision for uncollectible contributions since the experience of
UNHCR with donors had not given rise to substantial concern. It believed that
cancellations of contributions were a small portion of the total contributions (less
than 1 per cent), with the exception of 1995, when cancellations amounted to $29.3
million. UNHCR considered the 1995 figures to be untypical and not representative.
It emphasized that many of the cancellations related to projects that were not
implemented and for which there was no expenditure, and therefore there was no
financial risk for UNHCR. UNHCR is committed to monitoring future developments
and will consider setting up a provision for uncollected voluntary contributions
receivable when financial prudence so requires. This is in keeping with the spirit of
the United Nations accounting standards, which require a provision when collection
is deemed doubtful.

Comments of the Board

28. The Board will continue to monitor the necessity for a provision for
uncollected voluntary contributions.

Recommendation in paragraph 62

29. UNHCR should urge the field offices to comply with the existing policy on
assets disposal to strengthen controls over them.

Measures taken by the Administration

30. Field offices have been regularly reminded of the existing policy on asset
disposal.

Comments of the Board

31. The Board notes the action taken and will monitor developments.

Recommendation in paragraph 64

32. UNHCR should urge the field offices to closely monitor their expenditures to
avoid exceeding the limits of allotments.

Measures taken by the Administration

33. While “budget overruns” did occur, they were against specific budget headings
using the savings under other headings, as allowed under the current procedures in
line with the UNHCR financial management decentralization policy. Within the total
amount allocated under the administrative budget, field offices are authorized to
effect transfers from one budget heading to another. The limits of the allocations
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were not exceeded except in one case, where the situation was beyond the control of
UNHCR.

Comments of the Board

34, The Board notes the Administration’s explanation.

Recommendation in paragraph 70

35. UNHCR should monitor personnel actions to reduce the risk of overpayments
to personnel.

Measures taken by the Administration

36. UNHCR indicated that, since the payroll function was outsourced to the United
Nations Office at Geneva, UNHCR did not have the capacity to check the
implementation of entitlements as registered in its personnel actions. Regrettably,
UNHCR has no solution at present, but a new integrated system with a payroll
function, which is under development, will have that capacity. Pending the
implementation of the new integrated system, the Office of Internal Oversight
Services conducted an audit of the UNHCR payroll operation. This review provided
an opportunity to determine the risk of making overpayments to staff and to assess
the procedures in place for their recovery. UNHCR is of the opinion that the risk is
low.

Comments of the Board

37. The Board reports the outcome of the review by the Office of Internal
Oversight Services of the payroll function in the present report. The Board considers
that there is a risk of material misstatement arising and will continue to monitor
developments in this important area.

Recommendation in paragraph 72

38. UNHCR field offices should be urged to submit timely reports on unliquidated
obligations, which should be used by headquarters to make proper adjustments to
the records.

Measures taken by the Administration

39. This recommendation has been implemented, and instructions were issued to
field offices in the first quarter of 2001 to submit reports and confirm the validity of
unliquidated obligations.

Comments of the Board

40. The Board notes the action taken and will continue to monitor developments.
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Recommendation in paragraph 74

41. UNHCR field offices should strengthen their programme planning through the
preparation of appropriate planning, documents which could include performance
indicators and milestones.

Measures taken by the Administration

42. UNHCR had strengthened programme planning through the issuance of clearer
and more detailed instructions in December 2000. They provided field offices with
comprehensive guidance on the preparation of appropriate planning documentation,
emphasizing the importance of setting goals, objectives and outputs. UNHCR also
conducted a series of training workshops for field staff on the preparation of project
descriptions, sub-project descriptions and strategic planning, leading to the
preparation of the country operations plan.

Comments of the Board

43. The Board’s comments on the progress made in setting performance indicators
are included in the present report. The Board will assess the impact of the
strengthened programme planning guidelines and the training of field staff in future
audits.

Recommendation in paragraph 79

44, UNHCR should record all contributions from the United Nations Fund for
International Partnerships under trust funds to ensure proper monitoring and
accounting of the contributions.

Measures taken by the Administration

45. This recommendation has been implemented, and the contribution of the Fund
in 2000 has been recorded in the UNHCR accounts under trust funds.

Comments of the Board

46. The Board notes 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 to 5, the appendix and the supporting notes, on the
accounts of the voluntary funds administered by the United Nations High
Commissioner for Refugees for the period from 1 January to 31 December 2000.
These financial statements are the responsibility of the High Commissioner. Our
responsibility is to express an opinion on the financial statements based on our
audit.

An audit includes examining, on a test basis and as considered by the Board of
Auditors 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 High
Commissioner as well as evaluating the overall presentation of the financial
statements. We believe that our audit provides a reasonable basis for the audit
opinion.

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. However, the evidence available to us
in respect of $43.5 million of expenditures by implementing partners was inadequate
for the reasons stated in the Board’s long-form report (paras. 14-41). In the absence
of alternative audit procedures that we could adopt to confirm that implementing
partner expenditure was properly validated and recorded, there was uncertainty
about expenditures amounting to $43.5 million.

Except for the effect of any possible adjustments that might have been found to
be necessary had we been able to obtain sufficient evidence concerning
implementing partner expenditure, in our opinion:

(a) The financial statements present fairly the financial position as at 31
December 2000 and the results of operations and cash flows for the period then
ended in accordance with UNHCR stated accounting policies as set out in note 2 to
the financial statements which were applied on a basis consistent with that of the
preceding financial period;

(b) The transactions that we have tested as part of our audit have in all
significant respects been in accordance with the Financial Regulations of the United
Nations and legislative authority.
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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 voluntary
funds administered by the United Nations High Commissioner for Refugees.

(Signed) Guillermo N. Carague
Chairman, Philippine Commission on Audit

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

Shauket A. Fakie
Auditor-General of the Republic of South Africa

28 June 2001
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Chapter 111
Statement of the High Commissioner’s responsibilities and
approval of the financial statements

The United Nations High Commissioner for Refugees is ultimately responsible
for the content and integrity of the financial statements contained in the accounts of
the voluntary funds administered by the United Nations High Commissioner for
Refugees, which are submitted to the Executive Committee of the High
Commissioner’s Programme and to the General Assembly.

To fulfil its responsibility, UNHCR operates within prescribed accounting
policies and standards and maintains systems of internal accounting controls and
procedures to ensure the reliability of financial information and the safeguarding of
assets. The internal control systems and financial records are subject to reviews by
the Office of Internal Oversight Services and the United Nations Board of Auditors,
during their respective audits.

In this context, the following financial statements, comprising statements I
to IlI, schedules 1 to 5, an appendix and supporting notes, were prepared in
accordance with the UNHCR financial rules (A/AC.96/503/Rev.7) and the United
Nations common accounting standards. In the opinion of management, the
accompanying financial statements present fairly the financial position of the Office
as at 31 December 2000, as well as the results of its operations and its cash flows of
individual programmes, funds and accounts for the year then ended.

The accounts are hereby

Approved:

(Signed) Ruud Lubbers
United Nations High Commissioner for Refugees

Certified:

(Signed) Jean-Marie Fakhouri
Controller and Director

Geneva
1 June 2001
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Chapter IV
Financial statements for the year ended 31 December 2000
Abbreviations
CASWANAME Central Asia, South-West Asia, North Africa and the
Middle East
CIS Commonwealth of Independent States
CRA Republics of Central Asia
DRM Division of Resource Management
EXCOM Executive Committee
Pl public information
SAR Special Administrative Region
TF trust fund
UNF United Nations Foundation, Inc.
UNFIP United Nations Fund for International Partnerships
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Notes to the financial statements

Note 1
Office of the United Nations High Commissioner for Refugees and its activities

The Office of the United Nations High Commissioner for Refugees was
established by the General Assembly in its resolution 319 A (IV) of 3 December
1949. Its statute was approved by the Assembly in resolution 428 (V) of 14
December 1950.

The overall objective of UNHCR is to provide international protection to
refugees and to seek durable solutions to refugee problems. UNHCR seeks to
safeguard the fundamental principles of asylum and non-refoulement and to ensure
that the basic rights of refugees are respected and that they are treated in a dignified
and humane manner. UNHCR has also developed, at the request of the General
Assembly and the Governments concerned, substantial material assistance
programmes to meet refugee needs. Subsequent resolutions of the General
Assembly, the Economic and Social Council and the Executive Committee of the
High Commissioner’s Programme have called upon the Office, in the context of its
basic mandate, to assist other groups of persons regarded as falling within the
competence of the High Commissioner. In complex humanitarian emergencies,
UNHCR also contributes to the provision of humanitarian assistance.

The High Commissioner reports annually to the General Assembly through the
Economic and Social Council. An Executive Committee of the High
Commissioner’s Programme was established pursuant to General Assembly
resolution 1166 (X1I) of 26 November 1957 to advise the High Commissioner in the
exercise of his or her functions and to approve the use of voluntary funds made
available to the High Commissioner. The annual cycle of meetings of the Executive
Committee consists of one annual plenary session and a number of inter-sessional
meetings of a Standing Committee of the Whole. In 2000 the Executive Committee
consisted of 57 member countries. Each year the report on the session of the
Executive Committee is submitted to the General Assembly as an addendum to the
annual report of the High Commissioner.

The United Nations regular budget provides for 220 posts for UNHCR, which
amounted to $19,976,793 in 2000. The appropriation in the United Nations general
fund covering those posts is shown in statement IV of the financial statements of the
United Nations.'

Note 2
Summary of significant accounting policies

Financial rules for voluntary funds

The accounts of the UNHCR voluntary funds are maintained in accordance
with the Financial Rules for Voluntary Funds administered by the High
Commissioner for Refugees (A/AC.96/503/Rev.7), which were approved by the
Executive Committee at its fiftieth session. The financial statements and schedules
also conform to the common accounting standards of the United Nations system, as
noted by the General Assembly in its resolution 48/216 C of 23 December 1993 (see
also A/48/530) and as subsequently revised.
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The financial year for the voluntary funds administered by the High
Commissioner for Refugees is from 1 January to 31 December.

Fund accounting

The UNHCR accounts are maintained on a fund accounting basis. Separate
funds for general and special purposes are established in accordance with the
Financial Rules for Voluntary Funds administered by the High Commissioner,
hereinafter referred to as the Financial Rules.

As a result of the shift of UNHCR to a unified budget in 2000, in accordance
with the decision adopted by the Standing Committee at its fifteenth meeting (see
A/AC.96/924, annex), the presentation of the various funds in the financial
statements has changed significantly from previous years. Seven distinct funds and
accounts presented separately in 1999 (Annual Programme Fund, Emergency Fund,
Voluntary Repatriation Fund, Special Programmes Fund, Refugee Education
Account, Fund for International Field Staff Housing and Basic Amenities and
Income-Generating Activities Fund) were consolidated under the Annual
Programme Fund. The Supplementary Programme Fund and the Junior Professional
Officers Fund were set up and are shown in the financial statements separately.

A cross-reference from the presentation of the 1999 accounts to the 2000
accounts is provided in table IV.1 below.

Table IV.1
Comparison of schedules for 1999 and 2000

Schedule 1999 2000

3 General Programmes — Schedule
of appropriations under the Annual
Programme Fund

Schedule of appropriations under
the Annual Programme budget

4 Special Accounts — Schedule of Schedule of Funds Available —

funds available

Supplementary Programme Fund

5 Special Programmes (including Status of prior years’ projects —
trust funds) — Schedule of funds Obligations liquidated/outstanding
available (all funds)

6 Status of prior years’ projects — Now schedule 5
obligations liquidated/outstanding

7 Loans made to or on behalf of Incorporated under Note 9, Other
refugees receivables

8 Cash and term deposits Incorporated under Note 6, Cash

and term deposits

9 Cash and term deposits 1995-1999 Incorporated under Note 6, Cash

and term deposits

10 Non-convertible currency holdings Incorporated under Note 6, Cash

and term deposits
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The Annual Programme Fund covers all ongoing and foreseeable activities for
the planning year. The activities under the Annual Programme Fund are funded
through restricted or unrestricted contributions to the General Fund and from
distinct trust funds. The Supplementary Programme Fund covers activities that
emerge after the annual programme is approved by the Executive Committee in its
annual session. Supplementary programmes become part of the annual programme
during the subsequent year, unless otherwise decided by the High Commissioner.

Trust funds under both the Annual Programme Fund and the Supplementary
Programme Fund cover activities for which UNHCR has received monies from
donors without assuming ownership of the funds. The only activity meeting this
criterion is related to a contribution originating from the United Nations Fund for
International Partnerships (UNFIP) (Ted Turner fund). Until recently, the term “trust
fund” (and consequently the acronym OTF, other trust funds) was widely used
within UNHCR as well as by donors in a way that did not necessarily reflect the
underlying legal situation, namely, that the donor had not formally pledged amounts
to UNHCR but retained ownership of the funds. In fact, all such funds, except the
UNFIP contribution, were formally pledged to UNHCR to become UNHCR
property. The balance of $34,500 of the latter contribution was carried over into the
2000 annual programme under trust funds.

Each fund is maintained as a distinct financial and accounting entity with
separate self-balancing double-entry groups of accounts. Separate financial
statements are prepared for each fund or for a group of funds of the same nature.

Use of estimates

Preparation of financial statements in conformity with generally accepted
accounting principles requires management to make estimates and assumptions that
affect the amounts reported in the financial statements and accompanying notes.
Actual results could differ from those estimates. Estimates are used in the context of
expenditure recognition in particular, but not exclusively, at the end of the financial
period to determine the amounts to be retained in respect of unliquidated
obligations.

Funds
The funds reported in the accounts are as follows:

* The Working Capital and Guarantee Fund has an established ceiling of $50
million approved by the Executive Committee and is maintained by income
from interest on invested funds and savings from prior years’ Annual
Programme Fund, Emergency Fund and Voluntary Repatriation Fund. The
Fund is utilized to replenish the Annual Programme Fund and to meet essential
payments for projects pending receipt of contributions pledged or anticipated;

* The Annual Programme Fund covers the financial activities that are approved
annually by the Executive Committee for the programmed activities for
individual countries or areas and for certain costs incurred by Headquarters. It
also includes the operational reserve, which is established at an amount
equivalent to 10 per cent of the programmed activities in the annual
programme budget;
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* The Supplementary Programme Fund accounts for monies available for
activities arising after the approval of the annual programme budget;

* The Junior Professional Officers Fund covers financial activities exclusively
allocated for the training and development of young professionals sponsored
by various Governments;

* The medical insurance plan was established by the General Assembly at its
forty-first session in accordance with United Nations staff regulation 6.2. The
objective of the fund is to assist subscribers and eligible family members in
meeting expenses incurred for certain health services, facilities and supplies
arising out of sickness, accident or maternity. The plan is maintained by
premiums from field staff and contributions from UNHCR, as well as by
interest income. Payments are based on claims processed during the year to
cover field staff medical costs.

Translation of currency

The accounts are presented in United States dollars. In the field offices, the
accounts may be maintained in the national currency of the country concerned. The
field office account transactions are translated into United States dollars using the
United Nations operational rates of exchange, as established by the United Nations
Controller, in effect at the date of the transaction. At the balance sheet date, all asset
and liability balances are adjusted to reflect the United Nations operational rate of
exchange in effect at 31 December.

In line with the practice adopted by the United Nations for 2000, UNHCR used
the United Nations operational rate of exchange effective on 1 January 2001 to
revalue its asset and liability balances as at the balance sheet date.

Voluntary contributions and pledges

Voluntary contributions from Member States and other donors are recorded as
income upon receipt or on the basis of a written pledge from the donor. Pledges
from Governments are fully recognized as income at the time of acceptance of the
pledge. In the interest of prudent financial management, up to one half of the value
of firm pledges made by organizations of established repute are recognized as
income at the time the pledge is accepted.

Contributions in kind are recorded in the accounts at fair market value when
the goods or services are received. Extrabudgetary in-kind contributions are not
recorded in the accounts but are listed in the appendix to the financial statements.

Cash received against pledges is recorded at the dollar equivalent calculated at
the United Nations operational rate of exchange prevailing on the date of receipt, as
explained in note 2 (e) above.

Pledges due are written off after 5 years unless the donor has reconfirmed the
commitment in writing not more than 18 months before the end of the accounting
period.

Interest income

Interest income includes all interest and related investment income earned on
invested funds and various bank accounts. Financial rule 9.3 specifies the conditions
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for recording investment income, which provides, inter alia, that income from
investments shall be credited to the Annual Programme Fund, unless required to
maintain the Working Capital and Guarantee Fund.

Currency exchange adjustments

Currency exchange adjustments include losses and gains on transactions and
translation losses and gains from the revaluation of year-end asset and liability
balances, based on the United Nations operational rate of exchange. Exchange
differences are charged to the Annual Programme Fund, unless required to maintain
the Working Capital and Guarantee Fund.

Miscellaneous income

Miscellaneous income includes income from the sale of used or surplus
property, refunds of expenditures charged to prior periods and settlement of
insurance claims. The annual programme includes net recoveries relating to the
transfer of emergency stockpile items to operational projects as miscellaneous
income.

Expenditure

Project expenditure reflects the amounts obligated according to article 8 of the
Financial Rules. The High Commissioner may incur obligations for the
implementation of projects to the extent that monies and governmental pledges are
available in the appropriate fund or account. Whenever possible and appropriate, the
implementation of projects is entrusted to implementing partners, such as
governmental, intergovernmental or non-governmental bodies, private firms or
individual experts, in accordance with the terms of an agreement or a formal
exchange of letters. Projects may also be implemented in accordance with the terms
of a letter of instruction to the responsible officer or organizational unit of UNHCR.

Ex gratia payments

The granting of ex gratia payments is governed by financial rule 10.5. Ex
gratia payments are approved by the Controller up to an amount not exceeding
$5,000, when such payments are considered desirable in the interest of the
organization. Payments over $5,000 require the personal approval of the High
Commissioner. A statement of ex gratia payments, if there are any, is submitted to
the Board of Auditors with the annual accounts.

Write-offs

Write-offs due to loss of cash or of the book value of accounts receivable,
including the conversion of loans into grants, is governed by financial rule 10.6. At
UNHCR, write-offs are recorded as adjustments to prior years’ expenditures. The
writing off of amounts up to $10,000 can be approved by the Controller after a full
investigation. Amounts over $10,000 require the approval of the High
Commissioner. A statement of all amounts written off is submitted to the Board of
Auditors with the annual accounts.
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The writing off of losses of UNHCR property is governed by financial rule
10.7, which provides that the Controller may authorize such write-offs after a full
investigation of each case.

Non-expendable property

In accordance with United Nations accounting standards, non-expendable
property purchased with UNHCR voluntary funds is not included in the fixed assets
on the balance sheet, but is charged as expenditure to the appropriate project in the
year of acquisition. The inventories are recorded at the dollar equivalent calculated
at the rate of exchange prevailing on the date of purchase. For valuation purposes,
depreciation is computed using the straight-line method over the estimated useful
life of the related assets. The estimated depreciable life of non-expendable property
ranges from 3 to 10 years, depending on the nature of the asset.

Reclassification

From 2000, bank charges are recorded as expenditure under the Working
Capital and Guarantee Fund rather than against other/miscellaneous income. The
1999 figures are therefore restated, increasing income and expenditure by
$1,015,440, with a zero net effect on the reserves and fund balances at the end of the
period.

Note 3
Working Capital and Guarantee Fund

In accordance with financial rule 6.4, UNHCR had to utilize $40 million from
the Working Capital and Guarantee Fund at the end of November 2000 to fund
obligations pending the receipt of anticipated contributions. As a result of pledges
received before 31 December 2000, amounting to $44.4 million, UNHCR was able
to refund the Fund within the financial year.

Note 4
Expenditure

Breakdown of expenditure

Following is a table showing the total UNHCR expenditure in 2000.
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Table IV.2
UNHCR expenditure in 2000

(Thousands of United States dollars)

Management

Programme and
Fund Programme support administration Total
Annual programme 500 411 170 967 34919 706 297
Annual programme-trust 1155 69 34 1258
Supplementary programme 59 799 7 407 67 206
Subtotal 561 365 178 443 34 953 774 761
Junior Professional Officers 7070
Working Capital and Guarantee 938
Medical insurance plan 1116
Total 783 885

The expenditure figures shown under “programme” in table IV.2 include
instalment payments made to implementing partners. During the year, implementing
partners are obliged to report on disbursements made against the UNHCR-provided
funds at regular reporting dates. In 2000, $287.4 million was paid out to
implementing partners as instalments, of which $191.2 million have been reported
upon as at 31 December 2000, leaving a balance of $96.2 million for which reports
were outstanding. Subsequent to the receipt of reports from implementing partners
during the first four months of 2001, a further amount of $49.6 million was
confirmed as having been disbursed and the balance was reduced to $46.6 million as
at 30 April 2001.

Ex gratia payments
During 2000, UNHCR disbursed an amount of $11,484 in respect of ex gratia
payments to two UNHCR staff members.

Junior Professional Officers Fund

Table IV.3 shows the expenditure, by region, under this Fund, as well as the
fund balance at the end of 2000.
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Table IV.3
Expenditures under the Junior Professional Officers Fund in 2000
(United States dollars)

Unliquidated

Region Disbursements obligations Total
Africa 1993 083 59 243 2 052 326
Europe 1 847 587 48 014 1 895 601
Central Asia, South-West Asia, North Africa
and the Middle East 742 368 32327 774 695
Americas 482 444 8 390 490 834
Asia and the Pacific 844 309 35254 879 563
Headquarters 935 646 41 455 977 101
Total 6 845 437 224 683 7070 120
Reserves and fund balances as at
1 January 2000 6521978
Funds received in 2000 7 395 405
Total expenditure (7 070 120)

Reserve and fund balances as at
31 December 2000 6 847 263

(d) Medical claims

In 2000, the medical insurance plan received income totalling $1,009,067 from
premiums and $435,786 in interest earned. Under this plan, UNHCR paid out to its
subscribers an amount of $1,115,738 in medical claims.

Note 5
Write-offs during 2000

UNHCR had to write off an amount of $330,714 in respect of unrecoverable
value-added tax and losses of cash that occurred in various locations where UNHCR
operates.

Note 6
Cash and term deposits

The figure shown for cash and term deposits represents the net total of all cash
balances (including funds held in non-convertible currencies) less any overdrafts.
Table 1V.4 shows the breakdown between current and deposit accounts for the years
1996 to 2000.

121



A/56/5/Add.5

122

Table IV.4

Current and deposit accounts as at 31 December

(Thousands of United States dotlars)

1996 1997 1998 1999 2000
Cash deposit on 31 December
Cash and current accounts 16 666 14 544 12 956 48 985 50 497
48-hour account 765 802 50 15204
Deposit accounts 205405 207 104 166 704 139 820 58 000
222836 222450 179660 188855 123 701
Average in hand during year
In current accounts 4]1 916 36 954 31774 41 334 51231
Invested (call and time deposits,
securities) 227470 196 666 122 381 140 664 65 631
269 386 233620 154 155 181998 116 862
Interest earned
On current accounts 1158 823 904 1089 1633
On invested funds 11 848 11 013 6 758 6 933 3962
13 006 11 836 7 662 8 022 5595
Average rate of interest earned
On funds in hand and in bank 4.83% 5.07% 4.97% 4.41% 4.79%
On invested funds 5.21% 5.60% 5.52% 4.93% 6.04%

Table IV.5 shows details of cash and term deposits as at 31 December 2000.

Table 1V.5

Cash and term deposits as at 31 December 2000

Accrued
Annual Amaount interest
Period percentage Date of

Bank (days) rate maturity (United States dollars)
San Paolo IMI, Turin 50 6.67000 04/01/01 10 000 000 85228
San Paolo IMI, Turin 14 6.63000 05/01/01 5 000 000 8 288
San Paolo IMI, Turin 17 6.63000 08/01/01 10 000 000 16 575
Fortis Bank, Brussels 7 6.70000 04/01/01 8 000 000 4 467
Fortis Bank, Brussels 13 6.65000 10/01/01 5 000 000 2771
Fuji Bank, Brussels 18 6.59375  16/01/01 10 000 000 3 663
Citicorp Banking Corp., Jersey 5 6.37500 03/01/01 10 000 000 3542
Total 58 000 000 124 533
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Table IV.6 shows details of the dollar equivalent of non-convertible currencies
held at 31 December 2000.

Table I1V.6
United States dollar equivalent of non-convertible currencies held at
31 December 2000

Country” Currency Dollar equivalent
Afghanistan Afghani 3494.26
Albania Lek 6 367.03
Burundi Franc 2 686.19
Democratic Republic of the Congo Franc 10 907.88
Egypt Pound 14 539.22
Ethiopia Birr 141.61
Iran (Islamic Republic of) Rial 66 873.25
Iraq Dinar 1481.86
Mozambique Metical 5035.48
Sudan Dinar 43 999.76
Tajikistan Rouble 1786.71
Turkmenistan Manat 7 983.21
Uzbekistan Sum 769.30
Viet Nam Dong 1 584.60
Yugoslavia, Federal Republic of Dinar 505.51
Zambia Kwacha 14 145.20

Total 182 301.07

* Countries that have not accepted the obligations of article VIII, sections 2-4, of the Articles
of Agreement of the International Monetary Fund.

Note 7
Voluntary contributions receivable

Receivables represent contributions outstanding from all donors, the details of
which are reflected in schedule 1 for 2000 and schedule 2 for all prior years. The
age of contributions outstanding is shown below:

2000 $55 941 594
1999 8 677 620
1998 16 178 774
1997 256 468
1996 45 936

Total $81 100 392
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Note 8
Due from United Nations agencies

The amounts due from entities within the United Nations system in excess of
$10,000 are as follows:

Department of Political Affairs $12 107

Department of Peacekeeping Operations $291 351

Office for the Coordination of Humanitarian Affairs $413 851

United Nations Children’s Fund $40 121

United Nations Joint Staff Pension Fund $12 582

World Health Organization $32 196
Note 9

Other receivables

An amount of $829,392 in respect of loans made to or on behalf of refugees is
still refundable to UNHCR at 31 December 2000 (see table IV.7). These loans were
fully expensed in the years in which they were made, and only memorandum
accounts are maintained in UNHCR accounts.

Table IV.7
Loans made to or on behalf of refugees refundable to UNHCR as at
31 December 2000

For the Cumulative to
year 2000 31 December 2000

Total loans made 16 362 777
Adjustments
Unused funds refunded by implementing
agencies (817 068)
Transferred to the Refugee Committee (4 105 721)
Exchange differences (173 770) 5497 576
16 937 564
Liquidations
Repayments (160 566) (14 451 836)
Write-offs/conversion into grants (803 765)
Agency collection fees and charges (16 409) (644 278)
(15 899 879)
Total loans outstanding at 31 December 2000 1037 685
Refundable upon receipt to implementing
agencies for collection fees (208 293)

Total loans refundable to UNHCR at
31 December 2000* 829 392

* Breakdown by source of funds:
Major aid programmes 828 996
Other trust funds 396
Total 829 392
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Note 10
Non-expendable property

On 31 December 1999, the historical cost of non-expendable property recorded
was $281,398,227 and the depreciated value was $51,646,012.

In 2000, UNHCR introduced a new software program, Asset Trak, for the
recording of non-expendable property. The working definition of non-expendable
property is applied to assets with an original purchase price greater than or equal to
$1,500 and a serviceable life greater than or equal to five years and all special items.
Special items include vehicles, computer equipment, plants, boats,
telecommunication equipment and security equipment.

In the years prior to adopting the aforementioned definition of non-expendable
property, UNHCR included items of lesser value, grouped together as “bulk” entries,
in the annual reporting found in the notes to the financial statements. This practice
has been discontinued and, therefore, items not meeting the definition individually
have not been reported on.

The historical cost of non-expendable property recorded in the Asset Trak
database as at 31 December 2000 was $193,197,732 and the depreciated value was
$53,696,038.

Note 11
Accounts payable

The accounts payable include the following amounts due to other bodies:

Office for the Coordination of Humanitarian Affairs $499 636

United Nations Volunteers $477 684

United Nations Compensation Commission $202 876

United Nations Development Programme $4 554 873

United Nations Children’s Fund $32 589

United Nations Headquarters $1 343 428
Note 12

Liabilities for end-of-service and post-retirement benefits

In accordance with United Nations common practice, UNHCR has not
specifically recognized in any of its financial accounts liabilities for after-service
health insurance costs or for other types of end-of-service payments that will be
owed when staff members leave the Organization. Therefore, UNHCR has not
created any reserve to fund those liabilities. Such expenses are budgeted for in the
corresponding operations budget, and the actual costs incurred in each financial
period, when staff members terminate, are reported as current-year expenditure.

After-service health insurance

The financial dimension of the Organization’s liability for after-service health
insurance is estimated to reflect actuarial patterns and assumptions similar to those
of the overall United Nations estimate disclosed in the notes to the United Nations
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(b)

(c)

C)

financial statements.' The Organization’s liability is estimated, by extrapolation, to
be on the order of $260 million.

Accrued annual leave

Terminating staff are entitled to payment for any unused vacation days they
may have accrued up to a maximum of 60 days. The Organization’s total liability for
such unpaid accrued vacation compensation is estimated to be between $18 million
and $20 million.

Termination benefits

In line with the Staff Regulations and Rules of the United Nations, some staff
members are entitled to a repatriation grant and reimbursement for related relocation
expenses upon their termination from the Organization based on the number of years
of service. The Organization’s total liability at the end of 2000 for such unpaid
repatriation and relocation entitlement is estimated to be on the order of $105
million. This estimate is now based on the actual number of UNHCR staff by duty
station and representative averages for both salaries and years of service. In the
1999 financial statements, the liability was estimated to be between $22 million and
$27 million. The calculation was then based on the overall number of UNHCR staff
and rough estimates of salaries and years of service.

Pension plan

UNHCR is a member organization participating in the United Nations Joint
Staff Pension Fund, which was 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 the Organization to the Fund
consists of its mandated contribution at the rate established by the Assembly
together with any actuarial deficiency payments required under article 26 of the
Regulations of the Fund. Such deficiency payments are only payable if and when the
Assembly has invoked the provision of article 26, following a determination that
there is a requirement for deficiency payments based on an assessment of the
actuarial sufficiency of the Fund as of the valuation date. At the time of the
preparation of the present report, the Assembly had not invoked that provision.

Notes

' Official Records of the General Assembly, Fifty-fifth Session, Supplement No. 5 (A/55/5), vol. 1,

chap. V.
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