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LETTERS OF TRANSMITT~L

27 February 1987

Sir,

Pursuant to financial regulation 11. 4, I have the hooour to submit the
accourlts of the United ~ations Children's Fund for the year 1986, which I hereby
approve. ~he financial statements have been prepared and certified correct by the
Comptroller. •

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

~ccept, Sir, the assurances of my highest consid.ration.

Your 8 sincerely,

(Signed) Jam.s P. GRANT
Executive Director

The Chairman of the Board of Auditors
Un i ted Na tions
New York, New York
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22 June 1987

Sir,

I have the honour to transmit to you the financial statements of the United
N&tions Children's Fun~, including the Greeting Card Operation, for the financial
period endeu 31 DPcember 1986, which were submitted by the Executive Director.
These 8tat~ments have been examined and inc~uoe the audit opinion of the Board of
Audi tors.

In addition, I have the honour to present th/~ Report of the B<Jdrd of Auditors
with respect to th~ above accounts.

Accept, Sir, the assurances of my highest consideration.

(Signed) R. T. NELSON
Auditor General of Ghana

and Chai rman
United Nations Board of Auditors

The President of the General Assembly
of the Un ited Na tions

New York, N.Y.
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1. 1" INANCIA REPORT FOR TilE YEAR ENDED 31 DECEMBER 1986

In troduction

1. The Executive Director of the UniteJ Nations Children's Fund (UNICEF) submits
herewith th~ annual financial report of the ~ccounts of UNICEF for the year ended
31 December 1986, comprising six statements suppJrted by 10 schp.dules.

;'. The f inane ial system of UNICEF is der.cri.bed in "An overv iew of UNICF.F
policies, organization and working methods" (E/ICEl~/670/Rev.3). In addition, the
medium-term plan [or the r"'Hiod 1986-1990 (E/ICEF/1987/3) compares the actual 1986
figures with those previousl y planned for 1986 and shOlls the financial projections
for future years. The financial ceport provides the detailR of the 1986 L.nancial
r esul ts of UNICEF activities. High lights are summar i zed in the follow ing
paragraphs.

Incoloa

3. UNICEF income in 1986 totalled $463 mi11ior. Virtually all Governments of
both tha ll"'dustrialized and the developing worlds c'.:>n':ributed to UNICEF in 1986.
Income com~ris,~ $299 mi 11 ion for general resources and $164 mill ion for
supplement,,:ry funds. This included 1J32 million of emergency contr.ibutions, mostly
for the African emergency. According to the traditional breakdown of UNICEF
income, 7S per cent ($348 milliLn) came from Governments and intergovernmental
orgap:1.ationsl 19 per cent ($89 million) from private sourcea as a result of
fWld-rais ing campaigns, gree+-~ _ card prof it and individual dona tions, less than
1 per cent ($2 million) fLom tr,e United Nations system, and 5 ppr cent
1$24 million) fran miscellaneous sourceq. including exchange rate revaluation of
assets and I iabilities. Included in t.he income from pr ivate sources was $8 mi 11 ion
from the Sport Aid campaign, $4 million each for general resources and
supplementary funds.

Expendi tures

4. UNICEF ~penditures in 1986 were $437 million. This amount consisted o~

$185 million for supplies, equipment and freight costs, $141 million for non-supply
assistance (el'ch as training grants, project personnel and local costs) and
$66 million for support of programmes. The remaining expenditures of $45 million
wer~ for administrative services. After cteduction of contributions from
Governments towar~s local budget costs and other income from the budqet, the net
costs of programme support at the field 1ev~1 and of administrative services wer~

~57 million and ~42 million respectively.

Dona tions-in-kind

5. Donations-t~-kindvalued by donors at $14 million were d~livered by UNICEF to
projects during 1986. Of this total $4 million was received from the Government of
Italy for the programme of immunization and related activities in 18 African
countr ies and seven eountr ies in the Central Arner iean isthmus region. These
deliveries are not reflected in the financial accounts of UNICEF, although they are
handled through the administra tive structures of the organ iza tion.
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Funds-in-tru6t

6. Funde-in-truat not rehted to commitments approved by t'le UNICEF Executive
Board are not entl!red in the financial accounts of UNICEF as income anci
expenditures. These funds are used ma inly to cover the cost, of goods and services
purchased and del ivered Gi\ a reimbur sable bas is hy UNICEF on behalf of GovernmentA,
other agencies in the United Nations system and non-<Jovernmental organulItions. In
1986, UNICEF received cash or pledges of $56 million for these funds-in-trust.
Disbursements and obligatio~s from them were $41 million.

Liquidity provision

7. UNICEF does not have a statutory reserve and is not authorized to borrow. A
cash Plovlsion is therefore necessaq to absorb temporary within-year ir.'lba ,~nces in
cash flow and any adverse differences between the projected and the actual annual
income and programme expenditures of general resources. The policy of UNICEF is to
maintain, within the bounds of ptudence, the lowest possible general resources cash
balanc~~ 80 ~s to make the maximum use of the gen6ral rec~urces that are recelved.
This pc,l icy also allows 50 per cent of the supplementary funds cash balance" to
support, on a temporary basis and in case of need, the general resources liquidity
pending necessary corrections in plannin9. At the end of 1986, the total cash
holding ($126 million) included the UNICEF' liquidity provision of 959 million,
which was made up of general resources cash ($16 million) and half of the balance
of the supplementary funds cash ($86 million).

8. 'lbtal cash of !J126 million (which also includes unspent balances from
funds-in-trust) was held with first-class banks in most countries where UNICEF
operates. This amount comprised $100 million in interest-bearing time deposit
~ccounts and $26 million in current bank accounts, many of them also
interest-bearing. The total cash h~ldinqs of ~NICEF included $13 million in
currencies restricted for use in the donor countries for purchases and other local
expenditures. This balance was slightly hiqher than in previous years. Relatively
large amounts of non-converli ble currencies have been accepted from developing
countries to finance procurement of vaccines and essent ial drugs. These Cllr renc ieB
are accepted in a controlled manner and within the Fund's possibility of using them
over a short term. Problems of accumulation over tht~ usable limits are not
expected.

Progr c1Il',:ne commi tmen ts

9. During 1986, the \ 'I t:lltive Board approved new programme commitments total! ing
$248 million to programnl.<i for children in 110 countries with which UN ICEi"
co-operaltHJ, as well as to re'Jinnal and interregional projects. This total
includes $85 mill ion in commith;ents fr'JlTl UNICEF general resources and $161 mill ion
for projects that thf;! Board "no te(1" aB worthy of suppvrt and th'1t were financed by
pledges of supplementary funds made i~ 1986.
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PrOt:lpecto for 1986 and futurtt yeal.

)~. In November 1986, at the Unit.d Nations pledging conf.rence for development
activit,i••• 90 Governm.nt. announced pledges totalling $132 million to 198,.. UNICEF
general r.aource.. Many induslrialized and developing countries pledged 1nC,eaS8.
in their national currencilS for 1987 compared with 1986. Past experience
tndicates that additional fund. 11111 be pledged in the months ahead, bringing the
Governments' pledge. for 1987 to UNICEF g'lOeral resources to an estimated
'247 million, an increase of 5.7 per cent, in real terms, from government pledges
in 1986.

11. With expected contributions from non-governmc1tal source., income from the
Greeting Card Operation and .upplementary funds, total income for 1987 is projected
to total S448 mUlion. The .xtraordinary g"'1n in income tor 1986 due to 1l1OVemfltnt.
in exchange rates is not expected to be repeated in 1987. Over the period
1988-1990, • 5 per c.nt nominal annual growth 1n income is assumed, expenditur.s
would incr•••• at about the lame rate a8 income. Gen.ral resources c.sh on hand
will incr.as. to the equivalent of 10 p.r cent of income by 1990. Cash balance. of
supplementary funds are expected to increaee slightly. As a result, the liquidity
situation will be more than adequate to cover the forthcoming financial n.ed. o~

UNICE...

(Signed) Jam•• P. GRANT
Executiv. Dir.ctor of the

United Nations Ch~ldr.n'o Fur1
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I I. REFOR r OF THE BOARD OF AUDITORS

Introduction

1. As required by C~neral Assembly resolution 74 (I) of 7 December 1946, the
Board of Auditc,rs con6ucted an audit of the accounts of the United Nations
Children's Fund (UNICEf'). includino the Greoting Card Operation, for the year ended
31 December 198b.

2. The examinbtinn w~s conducted in accordance with article XII of the Financial
Regulations of the United Nations and the ... nnex thereto and with the common
auditinq stdndards adopted by the Panel of External Auditors of th(' United Nations,
tho speciali~ed agencies and the International Atomic Energy Agency. The
ex~ination WAS conducted at the UNICEF and Gretiting Card Operation headquarters in
New York, at Geneva and Copenhagen, and at the field offices in Thailand and the
United Republic of Tan7.ania.

3. During t~e year under review, the B0ard of Auditors continued its practic. of
reporting the resultR of specific audits and issuing management letterR containing
detailed observations and recommendations to the Administration. This practice
helped greatly in maintaining a continuing dialogue with the Administration.

4. 'T't)e f(.llowing are the most significant matters arising from our examination.
We have discussed these matters with the Administration, whose responses are
incorporated in the present report where appropriate.

summary of recommendations

5. We recommend that the following corrective actions, presented in order of
priority, ~ taken:

(a) Practices reqarding programmes funded from supplementary resources,
particularly the tenlporary allocations from gener.ll resources, the timing of income
recognition, t"'~ ;ncllrrence of expenditures in ex,::ess of commitments, and the
disposition of contributions in excess of expenditures, should be reviewedJ the••
practices should be tested for consistency with policies approved by the Executive
Board of UNICEF, other stated policies of the Fund and agreements with donors,
incorrect prClctices should be discontinued and/or policies should be reformulated
to make tncm more responsive to the requirements of an effective programme deUv.ry
&ystemJ and this revise~ set of policies should be Bubmitted to the Executive Board,

(b) The policies, instructions and practic@s regarding financial reporting
should be reviewed and appropriately revised in order to enhar.ce the transparency
of thE') financial results of operations and the financial position of the Fund,
particularly with respect to programme f.unding and implementation,

(e) The conttnuing p~oblem created by the divergent accounting systems at
CNICEF and the UNICEF Procurement and Assembly Centre (UNIPAC) should be addressed
,md remed ied in order to u~duce to an acceptable level the errora in the accou•. ts J

(d) The accounts of UNICEF and the Greeting Card Operation should be
separated, and this meth(~ of financial reporting should be provided for in the
financial rules currently being draftedJ
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(e) In close co-operation with UNICEF, the Board of Auditors should expand
the scope of its audit of the 1986 ac~ounta in order to arrive at mutually
acceptable account balances and remove the di se laimer on the 19~6 financial
statemente, this expanded audit will require additional funding1 all adjustments
made by UNICEF in 1987, up to the commencement of the expanded audit, that
appropriately relat"! to the 1986 and prior years' accounts should be adequately
documented in order to facilitate the determination of the propriety of the
adjustments,

(f) Accounting and bUdgetary practices that are not in accordance with the
Financial Regulations and Rules should be discontinued.

The Administration's response

6. During the audit of the 1986 accountR, it became clear that there was a need
to clarify some ~ICEF accounting procedures and the correspondir' accounting
policies. This was particuI ... ~iy true with respect to Aupplement, .y funding.
Several high-level meetings were held, and lt was agreed that, owing to the limited
scope of the 1986 audit, the external auditors and the Administration would not be
... ble to come to an agreement regardi ng cer tain ou tstandi ng issues with in Hie time
frame allotted. The Administration agreed that, for accounting reporting purposes,
several of the 1986 account balances should be restated. However, further analysis
would be necessary in order to establish mutually acceptable account balances.
Accordingly, it was agreed that an opinion would not be issued on the 1986
financial statements.

7. In 1976, UNICEF realhed income from supplementary resourcefl amOl.:nting to
$16.5 million. In 1986( income from this funding source was $163.8 million, an
almost tenfold increase. For any organ iza tion, and UNICEF was no p.xcept ion, th is
tremendous expansion in the scale of operations would have Aeverely strained
organizational and manpower resources. At UNICEF, the choice was made to direct
lt~ attention, efforts and resources towards the development and implementation of
a viable, effective and responslVe programme delivery system. The beneficiary
countries' need for aSRistance was immediate. The cost of postponement would have
tUllen incalculable. The findings and recommendations of the Board of Auditors
cont",ined in the present report will provide timely and vj~luablf! input for the
review of programmes funded from supplementary resources, a report on which will be
submitted to the F.Kecutive Board in 1988.

Summary of findiny~

B. On the hasis of a review of 16 plf!dqes of Governments to ~mppl{'mentilry

resources, we estahlished thnt the income [or 19H6 reporLed url<h~r 8upplementa::"y
funds from Governments was overBtated by $25,366,862.40 and the contributions
rece i vablp. and contr i but ions for followinq yea rs pledqed and reel" i veO in advance
were understated by $9,247,000.00 and $J4,6U,U62.40 respf'ctiVfdy.

9. On the basis of a limited sample of transactions reViewed, we determined that
thE! reported programme expend iturf's for 1986 \olere understated by $ 4, S08, Sll. 00.
Among the related accounts affected by this understab-}ment WEre th(! account!';
payahle, inventory and income accounts.
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10. In our opinion, use of the caption "F:xcess of ilsBets over lii'lbiliti~s" in
statement Il iA mil'lleadinq becau8e it f"'ils to disclose the ftlst.rictions imposHci on
the USe of the reported assets under the aqreementn Rigned ..dth donorfl to
supplementary resources.

11. 'rhe unspent baLince of commitments from supplementary funds of $2')1,846,203,96
shown in statement IV is understated by $17,742,000, an amount repre~entinq

expenditures made in excess of the commitments raised. As at 31 December 1986,
this account should have a balance of $269,1)88,203. Q 6. This conclusion is hafleO on
our review of an internal ml'lnagement report and a review of a Iin'lted sample of
transactions. The Administration was unahle to supply us with the required
breakdown of the unspent balance of commitments from supplementary funds by project
based on the accounts. We determined, however, that the managemen t report w",s
based on data extracted from the data base of the Comptroller's system.

12. The tot31 lncome from contributionH received or plt!dged for the year ended
31 December 1986 of $416,876,002.61 reported in statement I is net of the
$3,4l7,2n.05 in adjustments ttnd cancellations made during the year. Consequently,
the actual total income from contributions received or plc~ged for 1986 should be
$420,293,274.66. The UNICEF practice of presenting in schedule 1 the actual total
income from contributions received or pledged for the year, deducting from that
amount the adjustments or cancellations made during the year and forwarding only
the net amount to statem(;lnt I, which is the basic financial statement for reporting
the financial results of operations, does not provide adequate discl08ure ann is
tantamount to reporting income- net of expen::;es.

13. The 1986 financial statements fail to disclose the fact that the balance of
$160,074,955.23 for contributions receivable for current and prior years reported
in statement 11 and schedule 4 includes $27,700,708.47 (17.3 per cent of the total)
in pledges for 1982 and 1983.

14. Expenditures in 1985 and 1986 for the ce1ebr3tion of the fortieth anniversary
of UNICEP, including two speclal events (Sport Aid and First Earth Run), charged
against the administrative budget, that we have been able to identify so far amount
to $3,410,678.05. Although the plans for the commemc~ation were discussed and
noted at the April 1985 session of the Executive Board, the issue of funding was
not raised at that session nor in the 1986 and 1987 sessions. On 31 Oecember 1985,
an obligating document was raised for $2,325,000 to fu~d the commemoration,
contrary to the provislons of financial regulation 4.3. We have been unable to
ascertain the full amount of obligations raised and expenditures incurred because
no adequClte accounting infrastruct.ure was provided for segregatinq tnese amounts.

] S. At y~ar-end, 116 documents were raised to transfer allotments betw~en hur'lqet
lines, between categories, between cost centres within a region and betwE~en

regiops. These transfers amounted to $16,084,506.05 at graBS. The Administration
informed us that the net transfer from category 1 to category 2 was $1,29l,77Q, an
amount equivalent to only 1.8 per cent of the total allotment for category 1.

16. Purchase orders were utilized in 1985 and 1986 for contracting outsidf'
conSUltancy and expert services. 'I'he use of purchasf orders instead of sppcial
service agreements in effect bypassed thp control system associated \!ftlj the
process ing of special service agteements.
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17. The sala r ies and allowances of the project manager, consul tant and secretary
for the UNICEF House project were not charged against the budget that road been
approved spec if ica: ly for the purpose hut were taken lip as cha rges against the
regular administrative bUdget.

10. ~uring the P~Bt five years, the average implementation rate for programmes
funded from general resources was 80 per cent, while the implementation rate for
programmes fundea from supplementary resources was only 47 per cent. The
implementat ion rate was a rr ived at by dividing programme expendi tures by the
planning level. We analysed one country programme and observed that the
implementation rate was 144 p~r cent. In doll~r terms, programme expp.nuitures
amounted to ~18.92 million and the planning level was only $13.16 million. The
portion of the programme funded from supplementary resources had an implementation
rate of 273 per cent. This was possible berause of the temporary allocation from
general resources.

19. Our review of financial reserves revealed that while the general r~sourc~s

year-end cash balance was only 5.4 per cent of general resources income, the
supplementary resources year-end cash balance was a substantial 52.4 per cent of
supplementary resources income. As a result of the low implementation rate for
programmes funded from supplementary resources, the supplementary resources
year-end cash balance was $86.0 million. 1.1 accordance with the UNICEF liquidity
policy, half of this amount ($43.0 million) i@ made available to support general
resources cash requirements.

20. Our review of electronic data-pr.ocessing applications at UNICEF headquarters,
specifically the revised basic assistailce list monitoring system and its linkage
with the Comptroller's system, revealed that the ectlelon updating procedures nceded
to be reviewed and modified. An indication of the deficiencies in the computer
programmes ls the $24,583,687.32 balance in :he suspense accoun t .,ummary as at
20 Apri 1 1987. We emphasized to the Administration the complexitt of maintaining a
call-forward master file that is Updated by 'wo independent sources.

21. Our review of supply operations at UNIPAC at Copenhagen disclosed the
following:

(a) The balance of $3,512,le1.68 for UNIPAC supplies in transit reported in
schedule 6 of the 1986 financial statements of UNICEF includes $608,369.78
representi ng .~alances carried forward fran 1 Janua ry 1906, of which $438,556.02
comprises balances that have been outstanding I ince 1 Janua y 1985J since it is not
likely that supplies could be in transit between suppliers and UNIPAC for two
yeaLs, the reported balance for supplies in transit includes amounts that should
more appropriately be reporter] as advances to suppliersJ

(b) As at year-end, the value of goOOs that were awaiting laboratory te5ting
or were determined to be unacceptable as a resul t of inspection was $1.,758,406.751
lhes~ goods on hold are not currently available for use in the packaging operationsJ

(c) No written policies exist concerning the acceptance of deliveries in
excess of the quantities orderedl on the basis of an examination of 20 purchase
orders, the over-deliveries ranged from 4 to 1,309,000 units and in dolla: terms
from $0.48 to $65,0001 this practice aoJersely affects the Fund's financial and
warehouge resourcesJ
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(d) Payments for stock replenishment are made hefore receipt of the quality
contr~l report, payments totalling $201,658.20 for goods found unacceptabie have
not h, en recovered for the p~st six months,

(Ed The supplies reported in statement n and schedule 6 '.Jere not valued in
accordance with the stated accounting policy on the accumulilted variance between
average and actu~l costs, owing to transmisslon 9roblems in early 1986, price
variances totall ing $124,686.88 were not recorded in the accounts of UNICEF J

(f) There were 19 cases, involving a total of $125,160.08, in which, as a
reb~..:lt of accounting errors, the inventory account was understated and hudgetary
expennitures were overstated, our review of the adjustments made ~n the process of
reconciling the UNICEF and UNIPAC packing materials inventory balances revealed
that adjustment~ totalling $284,820.96 were not appropriate,

(g) Inventory ·;ut-off procedures at year-end were not proper ly performed,
.... !lich resulted in a $2,096,892.14 understatement in inventories and an
overstatement in programme expenditures and other accounts,

(h) The validation of data transmitted by UNIPAC to UNICEF should t'e
performed by UNIPAC hecause the present procedure is inefficient, the option chosen
in the design of the payment and bUdget control system was noe logical.

22. Our audit of the operations of one field office disclosed the following

(a) In our analysis of the annual reports (1982 to 1985) submitted by the
Government to UNICEF, we observed that while the quantities of vaccines distributed
had increased, the percentages of utilization had de~lined, government officials
informed us that one reason for the higher wastage factor for m~asles vaccine was
th~ use of the 20-dose vial rather than the lO-dosp. dal,

(b) Our review of the water supply and sanita':.ion project: disclosed that the
physical targets had been achieved at an impressive rate without the equipment
component of the project but with the Government's equipm~nt instead, which
strong ly suggested that the ass is tance Ethoul d have been rechannelled to other areas
since the Government's capacity to impl... rnei1t the project on its own was clearly
demonstrated J

(c) Between January 1985 and October 1986, only 14 of the 67 districtli
scheduled for viAits in 198~ and 1986 wpre actually visited; b~tween January and
October 1986, only seVen of the 19 field visits made were for project monitoring.

23. Our examination of the accounts of the Greeting Card Operation for its
campaign year ended 30 April 1986 and for the UNICEF year ended 31 December 1986
disclosed the following:

(a) In the preparation of the income state'ii':ent for the campaign year ended
30 April 1986, there were significant reclassifications of ~xpenses that resulted
in a presentation materially different from that of previous years, although the
financial report stated .Jat the income statement for the pr j.or campaign year had
been restated to conform to the current income statement presentation, this
disclosure was inadequate because the chang~s altered the components of cost of
goods delivered, net sales and ope~~ting expensesJ there wer~ c~rtain inaccuracies
in the notes to the financial statements1



(01 The Geneva and New York offices did not follow the same accountinq
procedures in accounting for three types of transllct ions;

(c) Although the net book value of the Geneva office's prior year's stock as
at 30 Arril 1986 was zero because of th~ allowances for returns and losses, the
gross amount of ~ll,2l5,208 for in' entory was material enough that disclosure ouc;ht
to have heen made in the financi~l statements;

(d) Expenditure accruals as ~t 10 April 1986 amounting to $275,000 did not
have suppor ting documents and i'lppeared not to be valid obligat ions;

(e) Delays of fram 45 to 72 days 1n entering input documents ~o the inventory
management system resulted in i,nacr::ura tc and abnormal balance'" in the stock eta tus
report and understatement of the in"lantol."y and liabili~y accounts at closure dates;

(f) The newly introduc;ed procedunHl for accounting for the inventories of the
three production centres do not pr::>vlde accurate account balances; the current
procedures followed in accounting for e~1p~ents to production centres are
inefficient;

(g) Between 1 May and 31 December 1986, not all of the New York off ice's
imports from the Geneva office were recorded and, as a result, the inventory and
payable accounts were understated;

(h) No standard procedures have been developed for accounting for imports
from the Geneva office that are shipped directly to New York office c0nsignees;
consequently, the inventory a t cons tqnecs and rela ted valua tion accoun ts were
understated •

Accounting for supplementary r('sources pl!'dges

24. The sta ted accoun tt ng pol icies of UNICEF rela ti ng to supplementary resou rces
pledges are disclosed in the summary ot significant accounting policies that
accornpan ies the financial sta tements. According to these pal ieies, income is
recorded on the basis of Lunds or pledges received for the current year, and
pledges received for future years fOl purposes specified by donors are r:onsidered
deferred income and are to be recorded as "pledged and received in advance".

25. On the basis of these staterl policies, we reviewed the accounting for
16 supplementary resources pledges tot u lUng $65,743, 4~8 .14. Our findings are
summariZed below.

Con tr i butions
'l'ot al pledged 1 yH5 income Def erred income receivable

Per rooks $65 743 438.11 $ 39 154 l.gO.58 $12 342 247.53 $51 496 438.11

Per audit ~743,438.11 13 , 7 lJ2.t. 32 8 • 1 ~ 46,956,109.93 60,743,438.11

Over (under) $ '.J 000 000.00 $ 25 366 862.40 $(34 613 862.40) $(') 247 000.00)
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26. Rer.allBe of the erroneOUfl application of accounting policies and instructions,
the reported Buppl~mAntary resources income for 1986 was overstated by
$2'l.n million, the halance of deferred income waR lJnderstated by $34.61 million as
at Jl Decemher 1986, and the reported balance of contributions receivable was
understated by $9.25 million alBo at year-end. The underst~tement in t:he
contrihutions receivable account was the net effect of the failure tu record
$14.25 million of the total pledge of $26.45 million received on 10 December 1986
and the premature recognition on 31 December 1986 of a $5 mi Uion pledge received
only on 2 February 1987. Since the Administration maintained that UNICEF had
always followed the same procedures for accounting for supplementary resources
contributions and income, we would hav~ had to extend our auditing procedures back
to 1984 and 1985 and increase the number 0f tran~actions reviewed for all three
years, inclurling 1986, in order to establish the net effect of the errors on the
romparative accounts for 1986 and 1985.

27. The practices that the Administration has followed allowed considerable leeway
in the timing of income recognition. AccQuncing recognizes the fact that
transactions occur over a span of time, however, in order to achieve uniformity in
the treatment of the same class of transactions and minimize the possibility of
misstatement of the acc()unts, accounting looks to that critical event in the course
of a transaction at whose occurrence it will recognize that the tranoaction has
occurred and can then be entered in the books.

28. The examples given below demonstrate the Administration's concept of
fleXibility as it was applied in 1986 to the timing of the recognition of
supplementary resources income:

(a) The Administration stated that the expenditure phasing for the project
specified in the agre('ment was not relevant to the timing of income recognition.
In 1986, UNICEF received four supplementary resources pledges totalling
$30.9 million from a donor Government. For three of the pledges, totalling
$4.4 million, expenditure phasing was utilized in allocating the conlri~'tion

between income and income received in advance. The reason for these excentions,
according to the Administration, was th~t th~ accepted practice with the donor
Government was to use phasing. However, for the remaining pledge of $26.5 million,
expenditure phasing was not applied hec~use, accorrling to the Administration, the
donor communicated a different instruction by telephone. Only $12.2 million was
entered under 1986 supplementary resources income and the balance of $14.3 million
was not recorded, because of an "oversight", according to the AdMinistration.

(b) A supplementary resources pledge of $6.6 mUlion was received from a
donor G0vernment on 5 December 1986. 'fhe annex to the agreement that UNICEF signed
with che donor provided that the funding was required for 1987 and 1988. UNICEF
booked the entire amount as supplementary reGourc~s income earned in 1986 rather
than as a pledge receiv~l in advance for 1987 and 1988.

(c) In two separate cases, the supplementary resources pledges of
$8.02 million and $2.09 10il11on were made for multi-year projects. In both cases,
UNICEF recognized the full amount as supplementary reSources income in 1986. The
correct procedure would have been to allocate the amounts over the three years for
which the pledges were made. Annexed to the agreements covering these pledges was
the project propo,:;al submitted by UNICEF to the donor Governmenl:s. In addition t.O
t.he project description, the annex specified the year or years for which
supplementary funding was being solicited. The agreement that the donor Government



signeci did not change ilny of the terms in the ann8;~, particularly the period for
which the funding was provided. Since the annex constitutes the UNICEF offer to
the donor and forms an integral part of the agreement, it is commonly accppted
that, unless a specification in the annex is explicitly revised in the body of the
agreement, all the terms and condicions spelled out in the annex have been accepted
by the dunor. In both cases, UNICEF did not honour the multi-year character of the
agreement becauEle, according to the Administration, the donor ~~ ] not specl fy that
the contribution was pledged for the three-year period. Another reason advanced
for the recognition of the entire amount as supplementary resources income in 1986
was that the pledge was appropriated by the donor in its 1986 budget. We can see
how the year of appropriation might be of significance to the donor, but we cannot
understand its relevance to the determination by UNICEF whether a pledge is to be
recorded as income or as a pledge received in advance.

(d) The $5 mi 11 ion supplementary res'Jl.lrces cash contribution mentioned in
paragraph 26 above was received on 2 February 1987 al"ld the letter confirming the
pledge was received the following day. As at 8 May 1987, no agreement had been
sig'1ed between the donor and UNICEF. Consequently, there was no acceptable basis
at all for the recognition on 31 December 1986 of a p1~dge that was received only
in February 1987. Although a letter stating that the contribution was :.\tended for
1986 and 1987 was obtained on 15 May 1987, the fact remains that the pledge was not
received in 1986. The recoqnition of the pledge at year-end was based on three
notes for the record, dated 20, 23 and 28 January 1~87. Those notes are summarized
below.

(i) The note dated 20 January 1987 summarized the discussions between senior
officials of the donor Government and JNICEF. In connection with the
potential contribution, the note stated that the donor was ree..dy to
provide funding to UNICEF and had requested that the funds should be
com~itted before 31 March 1987, the close of the donor's fiscal year.
The donor had requested the firm commitment of the funds in advance
because to have done otherwise would have been irregular. The deadline
of 31 March 1987 for the commitment provided rrore than ample time, as U.
cash contribution was recpived on 2 February 1987.

(i i) The note dated 23 January 1987 stated that "subject to agreement by [the
eionor], and provided that the pledge is received before the closure of
the 1986 accounts ••• , [a senior UNICEF official] decided that the
SUS 5 million of the E9ssible [donor] contribution, $2.5 million should
be applied against 1986, to reduce the overexpenditure on the general
resources ceilin9 (the contribution will be against supplementary
funding), and the balance of $2.5 million will be supplementary funding
for expenditure in 1987" (emphasis added).

(iii) The last note for the record stat~] that the 1986 supply cal1-furward for
the project had been temporarily charged to general resources penciing the
finalization of the contribution.

29. The last two !"Iotes for the record point to a practice of UNICEF in the
implementation of projects funded from supplementary resources. Although programme
activities are covered in another section of the present report, the subject has to
be raised at this point because of its great relevance to the issue of the timing
of income recognition.
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30. According to the existing policies of UNICEF, supplementary funds commitments
are fUlly funded. This mean n that for every dollar of commitment raised, there is
an equivalent dollar of assets recorded. However, in this case and in the case
that we reviewed during the interim audit, the commitment was raised !emporarily
against general resources, and project implementation proceeded. Undt~r this
temporary arrangement, the commitment is evpntually transferred to supplementary
resources when the pledge or cash is finally received. But t~is temporary
arrangement creates a problem when the pledge or cash is not received by
31 December. Since the project was noted by the Executive Board tor supplementary
funding, a commitment must be raised against supplementary resources by
31 December. However, a supplementary funds commitment cannot be raised, because
of che fully-funded principle. To overcome this difficulty, flexibility in the
timing of income recognit ion WilS the solution.

31. According to the Administration, the concept of projects funded from
Bupplementary resources, which are intended to supplement the programmes of
development co-operation in recipient countries, was formalized in 1970. Since
that time, UNICEF has received income ~n excess of $1 billion for thiS type of
project. Of this total, over $700 million has been pledged by donor Governments.
Obviously, according to the Administration, to administer funds of this magnitude,
UNICEF required certain policies and prnr:edures to maintain proper accounting,
repor~ing and control. According to the ~dministration, during the period
1970-1986, UNICEF pursued a consistent policy in the treatment of supplement~rv

funds income. By a methodology similar to that adopted for general rescx1rces,
income from a donor Government is recognized following the receipt of a firm
pledge. If the donor specifically requests that the income be recorded over
several years, UNICEF will accede to the request. It is only on this basis that
income is deferred. This treatment of supplementary funds income was consistently
applied during 1986. However, according to the Administration, when it examined
the documentation more closely during the audit, it became obvious that, in certain
cases, proper documentation of the donors' preferences with regard to the recording
of the income did not exist. This made it u~clear what procedures were followed
regarding the trea~ent of current income and deferred income.

32. The sheer volume of transactions under supplementary funds income shows,
according to the Administratio1, that UNICEF has established close links with donor
Governments and has been responsive to their n~eds and requirements. This
familiarity with the donors has had its advantages and disadvantages from an
accounting point of view. The advantage is that UNICEF has been able to tailor the
recording and reporting of income and expenditures to donors' needs. The
disadvantage is that, owing to the familiarity that has grown over time, sometimes
the proper documentation has not been obtained which ~~uld verify these unwritten
policies and procedures that have been consistently applied. Consequently, the
Administration remains firm in its belief that its treatment of income in line with
the wishes of the donors is an acceptable accounLing practice, which, inter alia,
has heen noted and approved by the Executive Doard rnl several occasions.

33. The Administration further stated:

"At its May 1985 session, the Executive Board reviewed th ... Report on
Supplementary Funding' (E/ICEF/l985/L.2) prepared by the Executive Director at
the request of the Executive Board in 1983. The Board discussions revealed
that delegat ions would. have preferred to see a comprehensive deser iption of
all procedures and issues relating to supplementary funding included in the
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report, and, as a result, the Board adopted the following decision: 'Pending
consideration by the Executive Board at its 1986 sesdion of a further report
to be prepared by the Executjv~ Director following consultation with the
Advisory Committee on Administrt4tive and Budgetary Questions, tlia present
proc~dures governing supplementary funds in UNICEF should be 'TIaintained.'
(E/19~5/3l, E/ICEF/198S/12, para. 139). This repott (E/ICEF/198o/L.2)
summarized the origin and evolutic~ of the present UNICEF supplementary
policies, and described and reviewed the related procedures and issues.
conclusions and recommendations of the Executive Director were reviewed
endorsed by the ACABQ and approved by the Execu tive Board. It also
reconficmed the existing policies and procedures on supplementary funding."

Furthermore, the Administration stated:

"The overall policy fr an,,!work provides the rational: 0 f UNICEF supplementa ry
fundS pr0cedures, as well as the 'ro,~d map' on the basis of which op'!rational
procedureb ha e evolved to make them viable and consistent wi~h policy. The
entire supplementary funds process begins and ends at the field level wherE'
the process of programr,Ie preparation, implementation, monitoring and
evaluat i'Jn is carded out, based on programmes and policie'" appr·oveO by the
Executive Board. Recipient Governments, in consultation w .h UNICEF country
offices, prepare programme recommendations which incl.ude inputs that are
additional to those beinCj fin..11 ced fran general resources. Those additions,
which are submitted to the Board for examination, review and 'noting' in the
same way as regular projects, are subsequ1,mtly implemented when financing
through supplementary funds is ensured. That additional capability is an
integral p.rt of programmes for mothers and children. Therefore, just as
noted projectEi al'e all intagral part of :":1e whole country programme so
supplementary funds contributions are an integral part of country ptogramme
fin~ncing. They are not considered resources held by UNICEF as an agent of
donors. UNICEF receives those contributions as part of its own reaources and
does not administer them as a clearing house for collecti.()n ann disbursement.
The implications of the applicl!ltion of these concepts are fundamental. and
substantive (e.g., ownership of programme su~plies, transfer of titl~,

insurance, r~placements for damages and losses, disposal, use of UNICEF
insurance reserve, financial management, accounting and hudgeting
(Ref: E/ICEF/l986/L.2, para. 13)."

In addition, the Administration stated:

"UNICEF programme objecti ves, the plann ing of proqrammp. co-operation (both
general resources and supplementa ry funds) and the planning of UNICEF capac i ty
iboth quali tati ve and quan ti tati Ye) a re prepared, reviewed and approved as one
entity apd rnanagerl through identical procedur~~s. Most are part of UNICgl.'~'5

country programme G'pproach under which c;-year country programmes an! prer,:>ared
for each of the countries with which lINICf~F co-operates, and which include
components for supplementary funding as part of the whole. The medium-term
plan is designed to assist the Executh'e Board in its review of programme
co-opeY:"ation policies "nd to provide the information necessary for the Board
to decide on the . lnancia~ plan, new programme commitmentB, operations,
budget, persor... .:~ and administration. At the time of formulation and review
of the medium-term plan by the Executive B~1rd, the interrelated projections
~ade in the plan for ganeral resources, suppleffientary funds, income,
commitments, budget and expenditure represent the most desirable balance among
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its various components to optimize UNICEF resources and capacity
(Ref: E/ICEF/l986/L.2, para. 16). The rationale of supplementary funds as
explained in E/ICEF/1986/L.2 and more specifically, in paragraph 13 of said
document, emphasizes the equality of procedures for projects that are funded
by general resources and supplementary funds. In 1973, the Executive Board
approved the concept that if a donor earmarked a contribution for components
within a regular programme already covered by a commitment, an equal amount
could be released from the commitment and used to implement a 'noting' in the
same country. Based on the foregoing principles, the unspent balance of
commitments to be funded by general resources or by supplementary funds are
equally presented on statement IV and not on the balance sheet. The excess of
assets over liabilities of $272,959,090.50 is also clearly distributed by
sources of funds on statement IV and should not be misinterpreted any other
way."

36. From the operations point of view, the Administration has argued that, in
certain instances, it may not be cost-effective to discontinue implementation when
the project has acquired momentum. Although we have not ascertained this, the
Administration may well be right. However, an accounting solution to a problem in
operations is hardly the answer. As stated in the section on programme activities,
we recommend that the entire area of supplementary funds operations be thoroughly
re-examined so that appropriate policy changes can be made.

Accounting work-flow

37. Our review of the accounting work-flow for supp1ement~ry resources pledges
revealed that accounting controls were weak because the Accounts Section was not
inVOlved. The Administration agreed that the Accounts Section must be brought into
the work-flow for the processing of supplementary resources pledges in order to
ensure that the stated accounting policies and instructions were properly
implemented.

Reversal of programme expenditures

38. During the 1966 year-end closure of the accounts, liabilities were accrued for
unpaid shipments and unpaid freight, with a corresporlding charge to 1986 programme
expenditures. During the same closure, however, programme expenditure accruals
amounting to $6,041,301.28, representing valid expenditures for 1986, were
reveis~dr wh{~h resuiEed tn an unaerstatement ot the reported ex~endttures toE ~Hg

~e~~.

39. The Administration explained that this reversal was required to compensate for
the overstatement of 1986 programme expenditures of approximately $6 million due to
the fact that goods that had not yet been Shipped by year-end had been recorded as
programme expenditures by the Supply Division at Copenhagen (UNIPAC). Our audit at
UN~r-AC disclosed that the overstatement amounted to only $1,532,788.28.
Consequently, the understatement in programme expenditures for 1986 amounted to
$4,508,513. The Administration agreed that the programme co-operation expenditure
reported in statement I and the accounts payable shown in statement II were both
understated.
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~inancial reporting

unspent supplementary resources commitments - balance aht:.et__~.Hentc~~l~~

40. Contributioml to slIpplementary resources are country-specific c.'nd
purpose-specific and are identUiable with specific notinqs of the Executive
Board. !Iencp., the use (If supplementary resources ib restricted and thiR limitation
is reflecterl in the aqreements entered into between the donors and UNICEf'.

41. Since supplenl<~l1tdry resources commitments are raiseu '1nly whon fully fllnd~."

the assets reported in statement Il include an amuunt equivalent to the total
unspent supplementary resources commitments of $251,846,203.96 (UNICEF figure) as
at 31 December 1986. 'l'he restrlction, howp.ver, is not disclosed in Btatement 11.
Instead, the di fference between total as.,ets and total liahilitieA is captioned
"Excess of assets over liabilities". In our opinion, this caption is misleading,
because the so-called "excess" doeu not represen t resou rces that are freely usable
for purposes ottw r than those spec it ied by the donors in the aq reemen'.;s. In or.:1e r
t":l properly di.3cloSt·J this limitaticn, the fund balance;ection of statement II
should include cl line for $213,308,535.65 that could be captioned "Restricted fund
balanCe! for the im!)lementation of unspent commitments for programmt'B funded from
supplementary resources". The balanvu of $38,537,668.31, representing the amount
of BUPF-lementa ry resou rces canlr ibut ions receiVed in advance, should be shown in
t.he liabil ities sectior. of stat.ement II. The Administration a.Jreeo t,o review
ex isting f inane ial !'ltatc:ment formats in orde .. to enhance L ~ usefulness of the
statements, Flchedl.'Lp,8 and ac<.:ompanying notes.

Unapent supplementary reSources commitments - accounting by projec_~

42. 'l'he total unspent supplementary resources commitment of $251,846,20),96
reported in statement IV is net of $17,742,000.00 in supplementary resources
programme expenditures that were incurred in excess of the related commitments
raised. 'fhese programme over-expenditures should not he nenllctE.."CI from the qrose
amount of unspent supplementary resources commitments of $269,5BB,20L96 because
the obl iga tion of UNICEf' to implement t.l spec if ic supplementary resoLl rces pt:oject
funded by a 'Jper.:ific donor cannot be reduced hy an over-expenditll[(~ in another
supplementary res:)urces project fund~>d by another oanur. Since UN I CI';I" has accepted
pledges of $269,588,201.96 that are intended for projects funoerl from ~3Uppl<~mentary

resources, it must either spend the entire amount on the specifi(!'d projects,
reimburSe the donors or neqotiate i'llternative uses with the donon;, aB clearly
spel led out in the aqreements. Con~equently, the J\dministratior, should restate the
n.'ported balanC:t'! of the L111Spent ''1upplementary [(:~8()UrCe8 commit.menl:n at
$269,588,7.03.96 ilD at 31 December 1986 and make the necessary correctiOrlfl in all
f inanci;ll st<ltf!mentr; il ff{~:ted.

43. Accurdinq to till' Administration, supplementary funds providp the resourCeS to
implement projects "noted" by the ~~X('~cutive BOiHd. 'lneSf~ projPctr; illl'! extensionr;
of projec.:s funded from general resou r<.:es. In other words, according h> th.,
Administration, these project-.8 wou!.d have been funded [run qerw[iil resources if
they had been ilvailahle. In 1973, according t.o the Administration, th.~ Executive
Board approved the concept that if a donor earllklrked ,1 contribution Eor compont"r.ts
within a regu1.ar programme already covr~r.·t..d by a commitment, an (~qual i:l!Oount cO'lld
be released from the commitment and used to implement a "not.ing" in the Sdwe

country. The Administration also stated that our analysis was l~Bed on a
management report t.hat dOl~n not form pa rt of the f.j{f :1.(; ial b(X)k3 of account. of
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UNICI':I·'. r"ln"Lly, t.he ActminiAtration informed us that the negative commitment
halancPR wen~ tl)(~ reAu1 t of having recorded the expend}, urea under projects other
than thone under which the comm'i t.menta were shown.

44. l\1thouqh it. is trUE! that report No. I) is not a financial statement, it was
pr",pjH(~d on the has is of data extracted freen thp. Comptroller' B system data base.
Furthf'rmore, rl~p()rt No. I) provides more detai led information than statement V. It
is hiyhly prObflblf' that in the process of <'lata aggrF!qation, negative balances were
nt~tted against ponitive bal..~nceB of commitments for the same beneficiary country.

IncolT,e and pr ior years' adjuAtments

45. Ullr review of Atatement 1 and schedule 1 of the 1986 financial statements
revealeil that ttm amc,lInt carried forward from schedule 1 to statement I did not
equal the actual t.ot,'l amoun t of pledges reGorded in 1986. The di fference of
$·~,417,272.0,) conRists of ad-juBtments and (·t!SI.~el1ations of prior years' pledges.
In schedule 1, these adjustments are deduc .ed freen the total amount of
contribut ions received or pledged dur inl] the yeaq hence, only the net amount is
brought forward to statt~ment I. We noted thbt similar adjufltmenta and
cancellationfJ of $2,816,476.27 and $8,954,370.17 had been made in 1984 and 1985
respecti v~ly, wh ich ind icates that these adjuB tmerl te and cancellations a re mate r ial.

46. Wt~ recommended that the actual total amount of pledges received during the
year should bf' reflectec'l in the main statement rather than in the schedule and that
the pr ior y(~ars' adjustmf~ntfl nhould be repor+:.IJ in the same statel"ent as a separat.e
i b~lI\, follow ing the section on expendi tureA. J\lthou9h these adjus tments had been
rf.,porte<'l in thf~ same manner in the paRt, the- Administration assured us that it
would st~dy the recommendation to ensure consistency with the accounting treatment
of adj ustments to other aSP,t~t.R.

47. 'l'he year-en<'l balance of contriblltions receivable for the current and prior
years includes $27,700,708.47 (17.0:3 per cent of the account balance), in pledges
for 1982 and 1913L Of this amount, $25,103,816.81 (15.68 per cent of the total
account balance) cOmpriBp.s pl?dqes clue from three donors. Our analysis of the
accounts of each of theRe donors is given below:

(;3) As at Yf~iH·end, the amount. <'~Lle from donor A for current and prior years'
pledges wan $18,982,700.00. Although payments were received in 1986 for the 1983
and 1985 plf'<'Iqpf-l, no p,'\yrnent wan received on the 1982 ba1J1nce of $7,965,000.00
pledgen to qp.nf~ral reSOllrCt~F~. Furthermc>re, this 1982 balance has not moved since
) 1 necl~mber 19B4.

(b) The halancl~ dLlf~ from donor n for current. and prior years' ph'dges
amount.ed to :.21,~q4,81L7Ii as at 31 D.~cember 1986. In 1986, thf' donor paid
26 pf!!: cent of t.IH~ amount. plf,('lq(!d tor t.hat ye<\r. However, no payment was received
in 19H6 Oil t.hf:' haL\no~ of $11,416,442.11, the total outstanding pledges for 1982,
19B] and 19B'i.

(cl 'I'hf~ bilL1nce due freXlI dor)or C for current and prior years' pledges
amount(!d to $27,JOfl,'-d4.27 as ilt year·-end. Between 1984 llnd 1986, all pledges made
to qOIlPr,-·,·1 rf.'f·101ITCN1 W('!rl' (),I,id by tIll'! donor in the Y(~i~r fer which th(' pledge wa~

Ill ..vl ..·. lIoWt'~v,·'r, an at: 31 Df!Cembrr lCJ06, t.here waR stIll an ouuOltanding balance of
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$6,027,723.27 on the 19E2 and 1983 pledges to general reb0urces. Moreover, no
payment had heen received on the 1983 pledge since the end of that yeClr.

48. The 1986 financial st~tements do not provide ade~uate diRclosure of th~ RtatuR
of the components of t:le contributions receivahle account for the current and pr icr
years. 'l'he notes to t.he financial statements discusA the compoAition of
outstanding pledges, but only In relation to t'urpoae. Nowhere in the financial
statements or in the accompanying notes is it disclosed that ~12,266,524.8~ and
$lS,434,l83.62 of co~tributions receivable are for 1982 ~nd lS~3 pledges
respectively.

49. We also determined that the contributions were long overdue, as disbursementn
had already been made by UNICEF. For instance, disbursements of $3,077,058.00 had
al ready been made up to ]0 September 1986 against the 1982 uncollected pledge of
$3,H2.000.00 from donor C. Only $4,241,750.00 out uf the 1982 and 1983
8upplemtmtary resources pledges of $11.5 million has been received from the donor,
whereas UNICEF has already disbursed $8.3 million.

1:>0. We recommended, and the Administration agreed to, the preparation (If an aging
schedule for contributions receivable that should form part of the financi.al
El tatement.s. 'J'he schedule should not, hCMever, disclose the names of donora.
Preparation of this schedule would not entail additional work, becallBe d simj 1ar
report. is periodically prepared for internal purposes.

~_~b!.!~_~i()n~l!NICEFand Greeting Card Operation accounts

51. In addition tu the usual elimination of interoffice and other reclprocal
dccounts, the accounts of UNICEF arrl the Greeting Card Operation as at
31 December 19B6 were combineo in the follow ing mannp.r:

(a) 'Z'he combined net income of $2') 4 mi 11 ion earned by the Greeting Card
Operation at Geneva and in New York dUI g the campaiqn year ended 30 April 1986
wan pre3ented in statement I as part of. UNICEF general resources income earned
during the calendar year ended 31 December 1986,

(b) The b;:tlance E1heet account. balances oC the Greeting Card Operi)tion as at.
J 'ecernber 19tJ6 '~ere combined with the related UNICEF' account baL.;ICefl as at the
namE' da te 1

(c) However, thf! revenue and expense accuunt balancef: of thf> Gn~ntin<J Card
Operation fran 1 Muy to 31 necember 1986 were, after ac1juHtrnents, rpclaf;5i!ied .if;

deferrer! income anci deferred charqes respectively and were presenb~d iW HLlCh in
nt<lt.~rnent It. I!pnce, the reRults of the operati.om~ of the Greetinq C'ilrd ()()pration
for tlle Lwt ei.qht months of 1906 were not reflpch~d in nti.lteml~llt r.

'")2. Since the llNICEI" accounting period is the calendar year and th(! G[('etinq Card
0pf'ratinn's fiscal year ends on 30 April, the UNIC;·;/t' financial 8tatl-~ments are, in
p[fect, prepal.~i for two cHfferent periex'in and with t.wo different clo[lure dates.
Whill~ this trwlitional methexl of fi.nancial statement preparatinn i:; clificlm;l~(i as Cl

~;t.atecl account inq po1 icy of UNICEF', ~ found no sllpport: for th(~ p01 icy in qenerally
aCG(![Jt.pd accounting standards. For this reason, we belif'v(~ that H'· 'ombinnti.on of
the Grep.ting Card Operation a, counts with the iH.:collntfi of UN ICEl" doen not providp a
fair pn~:wntation of the financial position "nd ofwrat.inq renultn of ['NWI-:'" .Hi .J

whole. In addition, since the Greeting Card O[H~rdti()1l ir; cl cOllll1lerc.:i.d I'llt.erpri~H'
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and UNICEF ia a general governmental type of organization, the primary objective of
accounting measurement will necessarily be different for the two organizations. It
follows that. their accounting standards will also differ in a number of respects.

53. The combination of Greeting Card Operation accounts wi:h UNICEF accounts as at
31 December requires the Greeting Card Operation to perform appropriate closure
procedures as at that dute. This is in addition to the regular closure procedurea
that the Greeting Card Operation undertakes at the end of its campaign year on
30 April. In this connection, we wish to point out that most of the errors in the
account balances of the Greeting Card Operation that we noted in our year-end audit
observations were due to inadequacies in the 31 December closure procedures of the
Greeting Card Operation. In order to satisfy the requirements for the 31 December
closure, the Greeting Card Operation will be instituting additional procp.dures that
would not otherwise have been required if its accounts were not combined with the
accounts of UNICEF.

54. We recommended that the Adminintrlllt:lon should seriously consider the
alternative of presenting two separate financial statements and providing for this
method of reporting in the financial rules currently being drafted. The
Administration agreed with the recommendations but said that the decision must
await the results of the study of the external relations structure, including the
status of the Greeting Card Operation, that the Executive Board had requested at
its 1987 session.

Reaerve for reimbursable procurement

55. The reserve for reimbursable procurement was set up as a contingency provision
for staff costs chargeable against income from reimbursable prncurement
operations. The related accounting instruction provides that '~hiB account tlhould
be closed at the end of the calendar year. We observed, however, that the account
had a year-end balance of $700,000, which meant that it had been converted from an
interim reserve account into ~ permanent one. We also observed that the
establishment of this reserve had not been reporte~ to the Advisory Committee on
Administrative and Budgetary Questions and the purpose or purposes and limits of
the account had not been clearly defined, as required. Finally, the balance of the
account W3S not ad~~uately disclosed in Btate~ent 11 since it was includ~ in the
balance for accounts payable £ d other unliquidated obligationR.

56. The Admini.stration decided to revise the accounting instruction to reflect the
need to maintain sufficient funds in the account tc ensure the self-financing of
staff costs chargeable against income from reimbursable procurement operations.

Celebration of the fortieth anniversary of UNICEF

Executive Board action

57. As a result of discussions on preparations for the commemoration of the
fortieth anniversary of the foundation of UNICEF, the Executive Board established a
working group at its April 1985 regular session. At the same session, the working
group submitted a report, which the Executive Board noted. The minutes of the 1985
session s:~')W no indication whether the matter of funding the year-long
commemoration was "ven raised, either by the delegates or by the Administration.
As stated in paragraph 66 below, the Administration will rend'lr a full accounting
of the fortieth anniversary celebration at the next session of the F.xecutive Board.
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~uctget Planning and Review Committee

58. 'l'he minutel'J of the Budget Plann inq and Review Commit. tee meeting on 9 July 1985
disclosed that a senior official had informed the Committee that a budget of
approximately $2 million would be required for the commemoration. Tne Committee
accord ingly reauested the senior off icial to submit a detailed e!'ltimate of
expenditures.

1)9. On 9 D~cember 198"1, five months after the funding requirement was initially
presented to the Committee, the senior off iCL:ll recommended that a miucellaneous
obligating document for $2 million should be raised against the anticipated savings
for the biennium 1984-1985. At its meeting on 16 December 1985, the Committe~

agreed to raise the obligating document against the 1985 budget, with the
qualification that the amount could be adjusted after the Committee had revi~wed

the budget request.

Miscellaneous obligating document raised

60. On 31 December 1985, a miscellaneous obligating document was raised for
$2,325,000, which is $325,000 over the alnount approved by t.he Budgt:'t Planning and
Review Committee. The raising of the miscellaneous obligating document on
31 December 1985 had the effect of charging the 1984-1985 budget for expenditures
that would have been more appropriately taken up as 1986-1987 hudgetary
expenditures. Unfortunately, no provision for the commemoration had been made in
the 1986-1987 bUdget either. Hence, the timing of the raising of the miscellaneous
obl igating document on 31 December 1985 waB designed to take advantage of savings
in the 1984-1985 bl 'qet.

61. Except possibly for $6,948.50, there were no outstanding legal obligations
agAinst the miscellaneous obligating document of $2,325,000 as at
11 December 1985. Conbequently, the balance of over $2 million should have been
'::ancelled at year-end in accordance with tinancial regulation 4.3.

62. At its 27 Janunry 1986 meeting, the Budget Planning and Review Comlllittee
reduced the budget for the commemoration to $1,340,000. However, the original
miscellaneous obligating document was not amended accordingly. In addition, on
22 August 1986, the Chairman of the Committee approved additional funding for the
commem'ration, specifically $571,920 for the Firut Earth Run and a $250,000
contingency provision.
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Financial management

63. On the basis of our findings, we summarize below the manner in which the
fortieth anniversary celebration waR managed financia!ly.

Approved by the Budget Planning and
Review Committee in 1986

Total raised in miscellaneous
obligating documents in 1985 and 1986

Expenditures charged to the atiministrative bu~et:

First Earth Run

Sport Aid

Other activities

Total

$2 161 920.00

$3 135 427.27

$1 206 187.74

925 844.69

1 278 645.62

$3 410 678.05

64. Owing to the Administration's failure to anticipate the need for an
appropriate accounting infrastructure to ensure that expenditures and obligations
relating to the commemoration were effectively monitored and accounted for, we are
not certain that we have been able to identify all th~ obligations and expenditures
incurred. The amounts summarized above were arrived at only with difficulty, as
transaction trails ,.,ere not readily discernible.

Recommendations

65. On the basis of the preceding findings, we submitted the following
recolTlmend~tions, to which the Administration agreed:

(a) The Administration should sUbmit to the Executive Board a request for the
approval, on a post factum basis, of the total amount of financial resources
expended for the commemoration,

(b) 'rhe Administration should submit to the Executive Board a complete report
of all the revenues and expend i tures of the fortieth anniver sary acU vi ties,
including the First Earth Run and Sport Aid,

(c) The Administration should review its budgetary and accounting ~)ractices

so that more effective controls can be r.xerGised and to ensure that the televant
financial regulations and rules are followed.

'rhe A.dministration' s response

66. The Administration informed us that s~nce the Executive Boar" had given the
authorization to plan and implement the activi~ies for the commemoration, it had
been assumed that authorizat' 'n had also been given, t~.ough not explicitly, to
utilize savings from the 1984-1985 budget. In this connection, we wish to point
out that approval on a post factum basis could have been obtained at th~ April 1986
sesflion of the Executive Board. The Administration further informed us that at the
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1987 session of the Executive Board, hoth the Chairman of the Executive Board and
the Chairman of the Committee on Administration and Finance had been informed of
the external auditors' observations. Finally, the Administration assured us that
in the future, it would obtain specific appropriations fran the Executive Board
whenever ~ctivities with major financial impact were authorized. The
Administration is now in the process of preparing a full accounting of the fortieth
anniversary and related activities.

Sport Aid and First Earth H.un

67. There were two major special events connected with the fortieth anniversary
celebration, the Sport Aid campaign and the First Earth Run, for which contracts
were drawn up with Band Aid Trust and First Earth Run, lll.'orporated, respectively.
Although the contract with Band Aid Trust waG not signed, a telex outlined the
agreement between the parties. The agreem~ntG prOVided that eXgenses incurred for
the Sport Aid events were to be covered uy the income from sponsorship donations
and entry fees. However, according to the agreement, expenses in excess of income
were to be charged to UNICEF. We obs~rved that, although income was adequate to
cover expenses, at least $925,844.69 in expenditures had already heen charged
against the administrative budget of UNICEF.

68. On 1 September 1986, an accounting instruction was issued for the purpose of
sett~.,g up ':he revolving fund - special events (First Earth Run). According to the
instruction, commercial income was to abBorb the organizational and administlative
costs of the special event, and fund-raiAing income would be accounted for as
general resources income. A total of !li700,OOO was transferred to this accolmt from
the Sport Aid account, contrary to the provisions of the two agreements. In
addition, heariquarters expenditures totalling $153,101.17 were charged against the
account.

69. On the basis of our findings, we suhmitted the following recommendations:

(a) As required by financial regulations 6.6 and 6.7, the Administration
should report to the Advisory Committee onT\dministrative and Budgetary Questions
the estahlishment of the revolving fund, with a clear. specification of the fund's
purposes and limits;

(b) ~he transfer of $700,000 should bp reversed;

(c)
d i BC lOf;(~d

1'h\:, balance of $3,648,009.33 in the Sport Aid account should be properly
in the 1986 financial statements.

70. The I\dministration informed us that since the two special events formed part
of the fortieth anniversary celebration, t.hey would be included in the full
accoll'1tinq of the commemoration. FurthernY1r~, the Administration aSGured us that
a£';lrqpriate approvals would be obtained for the estahlishment of the revolving fund
in accordance with the new Financial Req111ations of UNICEF, approved by the
Executive Board at its April 1987 session, and that the reServe account nf $700,000
would be ma intained until full accountinq had been completed, at which time
adjustments would be made.

-::2-



Budgetary controls

Requests for additjonal funds and year-end fund transfers

71. At year-end, 116 transfer dacuments covering transfers of allotments totalling
$16,094,S06.0,) (gross) were raised. 'rhey involved transfers between budget lines,
between categories, between cost centers within a region and between regions.

72. At UNICEF, budget control is primarily the responsihility of the cost
centres. We observed, however, that in 45 out of a total vf 120 cost centres,
over-expenditures had already been incurred before the requests for additional
funds were made. Subsequently, the over-expenditures were eliminated by the
transfers effected by headquarters. This practice weakens budgetary control at the
cost centre level b'i!cam. somehow headquarters will make the transfers necessary to
absorb the over-expenditures. In addition, the numerous transfers strongly suggest
that the certifying officers are ineffective in controlling budgetary allotments
and that supervision of the certifying officers is inadequate. Finally, these
year-end transfers constituted unnecessary and additional work for a number of
offices at headquarters.

73. We recommended that the Administration should implement the sound budgetary
control processes and procedures formali~ed in the UNICEF budget manual. More
specifically, we made the following re~ommendations:

(a) The cost centres' practice of incurring over-expenditures before the
request for additional funds has been submitted and approved should not be
toler.ated,

(b) The year-end transfers of funds ~o absorb the over-expenditures of cost
centres should not be an automatic process,

(c) Certifying officers should be supervised more effectively.

74. The Administration agreed with the recommendations and added that in the
future, the B~dget Section would inform the Budget Planning and Review Committee
which offices had overspent their allotment, after a complete analysis of the final
status of allotment reports had been made. For purposes of clarification, the
Administration stated that the total net transfer fran category 1 to category 2 was
$1,291,779, which is only 1.8 per cent of the total allotment of category 1.

Una1lottcd reserve

75. A cost centre called unallotted reserve was set up to provide for mandatory
salary increases. However, this cost centre became a clearing account to which
excess allotments were transfer~ed from other cost centres and from which
additional allotments were transferred to other cost centres with
over-expenditures. We informed the Administration that this practice was contrary
to the purpose for which the unallotted reserve had been established. We were
informed that this cost centre haJ three functions: a depositary for unallotted
funds, a depositary for the reserve approved by the Executive Board and an
accounting centre to accommodate the processing of funa transfers.

76. We recommended, and the Admirdstrat ion agreed, that the rese rYe approved by
the Executive Board, such as the $660,000 set aside in 1986 to cover mandatory
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staff cost increases, should be segregated so that the utilization of the reserve
could be adequately accounted for, monitored and reported.

Unliquidated obligations - outstanding purchase orders

77. As Bi: 31 December 198f., all outstanding purchase orders issued in 1985 and
prior years were closed. However, we tested six purchase orders that did not
represfnt legal ohligations in order to ascertain whether the corresponding credits
had reverted to general resources in accordance with financial regulation 4.3. The
audit sample size was very small because of the difficulty encountered in
uncovering the trail of the transa~tions involved.

78. Payments made in 1985 in respect of purchase orders 1 and 2 were charged
directly against the 1985 budget rather than the related unliquidated obligations.
As a result, 1985 expenditures were overstated and the 31 December 1985 balance of
unliquidated obligations included $10,136.74 that did not represent outstanding
legal obligations. At the end of 1985, these two purchase orders should have be~n

cancelled and the corresponding credltb 3hould have reverted to general resources.
However, as described in the following paragraph, these unliquidated obligations
were uti1.zed to absorb over-expenditures on purchase orders of other cost centres.

79. Payments made in 1986 in respect of three pur~hase orders raised in 1985 were
$2,076.32 higher than the outstanding balance of the related unliquidated
obligations. This excess was charged against the balance of purchase order 1.
Also in 1986, a payment for $10,160 was made on an outstanding 1985 purchase order,
tne sixth purchase order in our sample. Since this purchase order had an
unliquidated obligation balance of only $3,674.42, the payment resulted in an
over-expenditure of $6,485.58. To eliminate the over-expenditure, a journal
voucher was raised to transfer the amount to the balance of the unliquidated
obligation of purchase order 2. These procedures had the effect of transferring
funds between cost centres and transferring expenditures between bienniums.

80. On the basis of our findings, we submitted the following recommendations:

(a) Certifying officers should be required to analyse p~riodically the
validity of outstanding obligations; this will ensure that only valid obligations
remain in the accounts and canc~llation3 or amendments of obligations are made when
necessary;

(b) The Accounts Section and certifying officers at field offl~es should
review long-outstanding unliquidated obligationsl

(c) Certifying officers should provide the Accounts Section with a
certificate confirming the correctness and validity of the amounts of unliquldatc~

obligations reported in the final year-end accounts; obligations that ar~ no longer
valid should be cancelled and the related credits surrendered, in ar;cordance with
financial rule 110.9;

(d) The practice of using open purchase orders of other cost centres and/or
other periods to absorb over-expenditures should be discontinued.

81. The Administration informed us that the process of reviewing obligations was a
time-consuming exercise that had not been dealt with systematically and
effectively; however, at year-end and especially at the close of a biennium, a
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special effort was made. The Administration agreed on the need for certifying
officers to reconfirm the validity of obligations remaining in the accounts and
informed us that there was an ongoing revi~~ of internal control procedures in
order to attain better budgetary control.

Purchase orders used for service contracts

82. The Advisory Committee on Administrative and Budgetary Questions drew the
attention of the Board of Auditors to its finning on the UNICEF practice of raising
purchase orders in engaging outside selvl~eS of individuals and institutions
(E/ICEF/1987/AB/L.2, para. 33). During our interim audit, we encountered two such
cases dt the Greeting Card Operation in New York and one case at UNICEF
headquarters, and we communicated to the Administration that we were particularly
disturbed by the use of purchase orders to engage the servires of experts and
consultants.

83. At the Advisory Committee's request, we extended the scope of our year-end
audit to cover a larger sample of purchase orders raised in 1985 and 1986. Our
findings are summarized below.

(a) Purchase orders were raiSed in order to obtain outside services for which
a special service agreement should have been utilized, as required under existing
instructions.

(b) Five purchase orders raised in 1986 were used for the payment of the
per diems and terminal expenses of persons connected with the Sport Aid special
event, and two were raised in 1985 for the per diems of consultants.

(c) There were 15 cases in 1986 and 27 cases in 1985 in which purchase orders
failed to indicate the period of ~he service or the completion date for the
services to be performed.

(d) Nine purchase orders were raised to engage the services of an individual
for the performance of the same t.ask over a cont.inuous per iod of more than nine
months.

84. On 27 August 1986, the Administration issued an instruction that provided
guidelines and procedures for the issuance of special service contracts and
discontinued the use of purchase orders for contracting consultancy and support
services.

85. The Administration informed us that in 1984, on the recommendation of the
Budget Planning and Review Committee, it had been decided that purchase orders
could be used to contract professional services. In ~ddition, the Administration
informed us that, while it had discontinued the use o[ purchase orders in
cont racti ng the serv ices of ind i viduals, it would neve rtheless continue the
practice in contracting services of established companies and institutions.

86. Forms, partiCUlarly obligating documents such a3 purchase orders and special
service agreements, are not interchangeable. Each form has been designerl so that
the procedures built into the processing of that form provide an acceptahle lp-vel
of control in the processing of the type of transaction involved. Consequently,
when a form is used to process a transaction for which it was not designed, the
control objectives are not achieved hE::cause the control system bui It into the
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correct form is completely bypassed. Finally, we wish to remind the Admlnint.rt.tion
that the use of special service agreements, under Axisting instructions, l~ not
limited to consultants or experts hired in their individual capacity but applies
also to ins titutional con tractors. w-. thet'efore rei te rate ou r recommendation that
the use of purchase orders to contract ~onsultancy or expert services of both
individuals and institutions should be discontinued.

UNIC~' Hous~ staff costs

BUdgetary controls

87. At its April 1985 session, the Executive Board approved a revised 1984-1985
budget of $5,970,800 and a 1986-1987 bu1get Ol $10,856,600 for UNICEF House. The
1984-1985 bUdget included a provision for staff costs of $206,000 for the services
of a project manager, consultant and secretary as well as other miscellaneous costs
directly related to the project. For the 1986-1987 biennium, these staff costs
have been estimated at $277,000.

88. Our interim audit disclosed that, w~i1e $110,510 had been allotted in 1986 for
sta ff costs, on ly $ 3,069 had been obliga ted, wh ich le ft an unencumber ed ba lance of
$107,441 as at the report d~te. The amount of reported expenditures was definitely
incorrect since we knew that the project manager nnd the consultant had been hired
i n 1a te 1984 •

89. F.xtended audit procedures revealed the following:

(a) Th~ salary and allowances of the project manager had been chdrged instead
to established posts of the regula r administrf:itive budget J

(b) Except for the m~nth of January 1986, the salary and allowances of the
project secretary had been taken up instead as part of the expenditures under the
regular budget;

(c) The servi~e fees and related expenses of the consultant had been charged
against an outstanding miscellaneous obl igating document that had been raised in
1985 to cover staff costs for the UNICEF House in 1985;

(d) Had all 1985 expenditures been prnperly charged against the allotment for
the UNICEF House staff costs, there would have been an over-expp-nditure of $28,000
instead of the reported savings of $60,000 for the 1984-1985 biennium,

(e) Had all 1986 expenditures been correctly charged against the allotment
for the UNICEF House staff costs, the allotment would already have been
over-expended.

90. According to an audit report dated 7 May 1987 on the one-time inRtallation
costs of UNICEF House, prepared by the UNICEF IlIternal Audit Service, expenditures
of $351,900 on a wiring contract and $93,000 on a lighting contract were charged to
the regular budget instead of the UNICEF House budget. In line with our findings
noted above, it was mentioned in the report that the costs of salaries and
a llowances of the project manager, consultant and secreta ry had been cha rged to the
regular budget.
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91. We recommended that the Administration should initiate measures to ensure that
sound and basic budgetary control procedures were in place and functioning
effectively. In particular, we recommended, and the Administration agreed, that
the required corrections should be made so that those expenditures would be charged
against the budget for the UNICEF House. The corrections were made in April 1987.

Programme activities

Programme implementation

Implementation rate

92. On the basis of the monthly monitoring reports for 31 December 1982 to
31 December 1986, we compared the annual programme expenditures with the annual
planning level by funding source. The results of our analysis are summarized belOW.

General Supplementary United Nations
resources resources system Total
(per cent) (per cent) (per cent) (p;;rcent)

1986 88 45 60 83
1985 78 44 56 59
1984 80 40 41 58
1983 83 58 59 71
1982 75 51 80 66

93. The average financial implementation rate for supplementary resources
programmes over the past five years was only 47 per cent, compared with 80 per cent
for general resources programmes. Although the overall implementation rate for
general resources programmes in 1986 was 88 per cent, there were 24 programmes with
an implementation rate of less than 50 per cent, nine of which were not implemented
at all. We also observed that almost all of those with low implementation rates
were programmes of small offices with low general resources country ceilings.

94. The Administration informed us that it was generally true that programmes
funded from supplementary resources proceeded more slowly than programmes funded
from general resources. The Administration added:

"According to current practice, the funds received during the year are
credited to the income of the year even for mUltiple year projects when
payments are not phased. Thus the 'planned allocation' for SR may include
funds meant for later years. Since the funds received late in the year are
also unlikely to be spent in that year, the rate is unnecessarily even more
unfavourable ••• In fact, the expenditure is being judged against the total
income and not the expected expenditure for the year. UNICEF will now be
rephasing all the SR funds receivad to reflect the expected expenditure lik~ly

to be really incurred in each year."

95. Aside from the principal factor mentioned in the preceding paragraph, the
Administration stated that the reasons for the slower implementation of programmes
funded from supplementary resources were both systemic and procedural. Some of
these reasons are discussed below.
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(a) Supplementary resources Pr'Oj~lctl'i are rut thEIr re.l'iru:td only llpcm reC:fdpt: of
funrting rH1BuranceJ (~onsequently, t.he implement.ation rate for the firat year ia
generally low.

(b) G<)VfHnment (~Ollllt,erp/:lrt. funds are also generally not avai tabh~ in ttw
first ye:u.

(c) !,upplementary rf~S()l.lrCtH1 pro)ect.s al't~ often funded out. of bilateral funcia
of donor agencies, to which more rigid rule~ are often applied and whORe
reallocatlon i~~ J1\ort>1 difflcult to neqotiate.

(d) Whi.ie pro')l\.lcts fundl~(~ frc'lI qentlral re~1ourt:eEI are interchanl)eable, which
means that the allocation can be transferred from slower-moving to faster-moving
projects, projects funded from supplementary resources are n~t, berauHe the funds
an.. purpmH'J·-speci fic dnd country-sped f ic.

(t:') Action hlu1 not: been t.!iken on th., halances of completet' projects. Eithl'H
t:lfHle b,\llanc(w should be retmned to tht:1 donors or thei r transfer to OthlH
,JctivitieH srould he negotiated with th(~ donors.

(E) Pro:jec:ts wHll persisb:mtly l('~ financial implementation rates l1ue to
inadequdte manaqrmen~ ~ill he inveltigated and appropriate corrective measures will
bf.~ taken.

(q) Small officE'S genrHa.1ly h/lIve skeleton r,t.lfff-l, often 18cking thl.~

flexibilJty to take on additional supplementar} reRourceB work until the arrival of
thE~ supplementary ff.lElOIH'CeS pro:!EH':t. staff, Wh~11 t,htHp. arl~ conflicting del"lands,
Bupplementa .. y resollrcer. project.El tend to suffE!r. The Administ.ration has
(H;ltablishf:~d a committee to look irlto these pnlbh"'ms.

96. Under existing poUch!!.:;, the implementation 'If proqrammf:'s fl.lnderl frOl1
ElupplementrHy resources can commence aB f,lOO[l dS t'undL1g is assur~d for the whole
implement.atinn period of thr~ programme. Bllpplies Cdn then be called forward and
purchased, and proiect personnel can be recruited even prior to the artua1 receipt
of the contribution in cash. Our review of the implementation of programmes funded
from f-lUppJementary reHourc~s resulted in the findings descrihed b(dCJw.

(a) Expen~itures were incurred prior to the receipt of the caoh contribution
or in f~XCf!Sn of the contrihu.:ion alretldy receivE!d. In the caSf:~ of a Welter supply
projf!ct, the donor pledged 911.5 mill ion for thf! implementation of the project in
1982, 1981 and 1984. As at :n December 1986, only $4.2 mUllon of the contribution
harl heen rec(~iv(~d, while project expenditures had ;)}rt)ady reached 98.l million.
'I'hf' donm hilS not y(!l remitte<i t.he contributions du(~ in 1983 and 1984, in the
amounts of 9S.7 million and 91.5 million respectively, despite the efforts of the
J\dministration t.o collect t.hem. In another Ci'lse, the donor pledged $2,030,00U,
while exp(>nditures toti'lled 92,080,000.

(b) Our review of thf' cumulative summary of supplementary resources
con tr ihut ions rec('!lved reveal ed a number 0 f supplementary resources p. oject~ for
which funds had already been received but which had very low implementation ,aL~s

or had not been implemented at all.
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9'7. We bel.teve that the C"bserved practi"es expose UNICEF to the fol· owing l' .aks:

(~) Donor dissatisfaction may arise when projects are not implemented as
agreed, particularly when the contribution has long since been remitted,

(b) WIHm ill\plem~ntation is significantly behind schedule, donors may
encount.er diff icult. lea in renewing budgets for funds that have not yet been
remitted,

(e) When fun~9 received for a specific supplementary resources project are
utilized in another ~upplementary resources project for which the funds have not
yet. been race i ved, delayed remittance or non-remittance of the pledge for the
latter project will jevpardize the former project.

98. While we understand t~Hlt the observed practices were designed to maximize the
utilizution of available financial resources and to hasten the implementation of
programmes funded front supplementary resour"es, t':'le I\dmini8tratio~1 should a180 be
fully aware of the risk~ to which the practices give ri8& and evaluate existing
practices in the light of these riska. In addition, we submitted the following
reco~mendations for the A~mlni8tration's considerationl

(a) priority should be given to projects for which funds have already been
receiv(~d,

(b) A system that will guide U.er Adminhtration in assigning priorities to
the implementation of projects for which cash contributions have not yet been
received should be developed,

(c) [upervisC" y controls should be tightened in order to avoid overBpendinq
project c~nmitments.

99. The Administration informe:i us that the procedu ral, programmat. ic and
implementat ion i SSlles concerning supplementary resources programme£, and projects
were being re-examined by an interdivisional group at headquarters. With a mor~

realist ie rephal'l ing of the project at the time thllt the pledge or cash con tri but ion
waG received, the implementation rates could be more appropriately aRse90ed. In
addition, the Administration stated that annual financial statements were prepared
regarding the implementation of all project.s 1unded by each donor. Those
statements, accorrting to the Administration, linked information 0" project
implementation with cash received and were ir.t~nded to trigger follow-up action
with donor 6.

Submission and rfl!vision of basic assist.1nce lists

100. Unrter existing procedures, every project proposal Bubmitten by field offices
to headquarters must be accompanied by a draft basic ~usistan(.,~ list. The list
provides a comprehensive picture of the financial ~ommitment6 approved for the
entire duration of the undertaking. When a pledge is receivad, the Division of
Financial Management raises form 300, on which, inter alia, the necessary follow-up
actions, including the Bubmi~sion or the updating of the basic assistance list by
the field office, are identified. Our review disclosed that draft basic assistance
lists were not being prepared .. III addition, we traced 160 form 300s, with a value
of $52.1 million, to the revi.sed bliSic assistance lists subsequently submitted by
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the field offices. This exercise revealed that in 8a casus, involving
$2~.4 million, the pledges covered by the form 3006 were net consider~ in the
revision of the h~8ic aS1istcnce limto.

101. Failure to Bubmft or up.iate the basic aa8i8tan~ list covering the pledgeB
received could lead to implementation and monitor\ng problems. The submission OL

revision of the basic assistance llst is important because, once approv(~ and until
amended, it serves as the formal ban ie control document, guic~lng both headqUlH ters
and the field offices in the implemt'ntation of the projects. \oJe I'ooommended, and
the Administration agreed, that the requirement should be complied with.

~29r~ne expenditures - country progcamm!

102. We revie",.,d in dotan one cou''ltry programme, whose final'lc!a] implementation
s~tu~ as at the clode of 1986 is summarized below:

General Suppl.emen ':a ry
resou~E.!! resources Total-"-"'-

Programme expenditures $12 054 !'OO $4 677 200 $16 731 7CO
1986 planning level 11 450 000 4 213 800 15 663 1300--,_ ..__. ---------
OVer-expendi, ture $ 604 500 $ 463 400 $ 1 067 900

_._-~_... -----,----

Imp1ementat ion rate 105' 11U lOH

l03. Our rt1'v·iew, however, revt!Paled that the following adjust.ments should have been
made;

(a) The amount of $2,187,203.66 that was accrued at year-end but subsequently
revf!'raed during tbe ye~r-end closure represents 1986 programme expenditures,

(b) The amount of $2,500,000 should be deducted fr(~ the planning level
because the pledge was recei'/ed only on 2 February 1987.

104. If the two recommended adjustments are made, the financial implementation
status of the country programme as at the close of 1986 wi U be an shown be low:

General Supplementary
resources resources 'rotal-_._.._._.~ -_._----'-- ---

Programme expend i t.Ll res $14 241 700 $4 6'77 200 $18 918 900
1986 planning lave l 11 4'0 OGO 2 964 200 13 163 000

'.._---
Over-expenditure $ 2 791 700 $2 964 200 $ 5 755 900---_.-
Implementation rate 124% 273% 144%
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lO~. In our interim audit, we pointed out to the Administration that there were a
number of instances where expenditures had exceeded the financial planning levels.
In ita reply, the Administrat~on stated that .Jexibility was practi~~d, subject to
the Umi. t or progrl'lmme comm1t:nents and global a fforCabll i ty. In th" case of the
country ~Hogramme dlSCUt3sed ahove, the financidl planning level was 6xceed-:td i:>y
$5,760,000, which resulted in an overall imp:J.amentbtion rate ()f 1-14 per cent. What
is more signif ieant abou t th is coun try programme, hO\'1ever, is that ou r computat ion
showed an over-axpenditure of $2,960,000 on supplementary reSOurces commitments.
Even the UNICEF calculation showed an over-expenditure of $460,000. 'rhis
p.Htlcular case r;lear}.y demonstrates a divergence between implementation practice
and thp m\lch toe. often reaffirmed policy that supplementary resources commitments
ft(8 fully funded.

106. In OUr interim audit, we also brought to the attention of the Administration
the contradiction between policy statements and policy implementation on
supplementary reaource& funding. In its reply dated 6 May 1987, the Admini9tration
stal:ed that: "the funding of a noted project for all intents and purposes starts at
the tim~ 8 donor commits itself to fund a particular project". In this connection,
we Sou~lht clarification 0" the operational meaning of the phrase "at the time a
donor cOl'lmits itself". In our earlier discussion of the timing of income
recognition for supplementary resources pledges, we observed that this phrase did
not refer to,~ c;:c)llImonly accepted point in time bllt to any point along a fairly
elastic continuum of: time. In the case of the above country programme, for
in9~5nc@, temporary allocations from general resources were made in 1986, long
before the nweipt of the funds on 2 February 1987. The stated accounting policy
that ".l.ncom~ ia recorded on the hasis of funds or pledges received" is fairly
I9traightforwllrd. In order to avoid any possible confusion in the appl icat ion of
the policy, UNICI~~' accounting instruction 82/4 Rev.l provides, in paragraph 2.6,
that " suppl ement,Hy funds are realised upon receipt of funds or upon signing of the
.llqreement ".

107. I)ecauf;e of Ul@ contradictions observed between policies and instructions, on
the one hand, ~nd prdctices, on the other, with r.espect to supplementary resources
funding and e~penditures, we recommended that the Administration should conduct a
comprehensl\/e review of the policies, instructions and practices regarding
progr,:unmes funded from supplemp.ntary resou rces.

108. 'l'h~ Administration provided us with the replies summarized below.

(Il) 'l'he $2.2 million reversal of the 1986 expenditures was erroneous.

(b) The $5 million pledge for the country programme was recorded as income
for 1986 and 1987 with the full agreement of the donor. We must reiterate the fact
that as at 31 Decp.mber 1986, t.he pledge did not exist and had not been received.

(c) In connection ~dth the over-expenditure, the Administration stated that
at the country level, the country ceiling mus~ also be viewed within the context of
the existing mul ti-yea r progr£.mme of co-operation and the actual and proje..:ted
expenditures history of that country. Furthermore, the Administration claimed that
individual country ceilings were only a management tarqet used to set priorities
for the use of UNICEF resources. If the temporary allocation of funds from general
resources has the sanction o~ the Executive Board, then the Administration should
revise the policy statement accordingly. However, since the practice contradicts
the policy statement, the Administration should oJ.ctt~ontinue the practice until such
time as approval has been granted by the Executive B(~rd.
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(d) On the issue of timing, the Administration agreed that existing
accounting policies and instructions would be adhered to in the review that the
Accounts section would perform.

Financial reserves

109. In accordance with the request made by the General Assembly in its resolution
40/238 of 18 Decemher 1985 that the Board of Auditors keep under review the
financial reserves of the various United Nations organizations under its &udit
responsibility, w~ undertook that review during the audit of the 1986 accounts of
UNICEF'. We summarize our findings below.

Financial reserves available for programme commitments
as at 31 December 1986

(Millions of United States dollars)

CaGh and contributions
receivable

Deduct cant ribut ions
receivable

Cash halance at year-end

Add (deduct) liquidity
provision

General Supplementary
resou rces resou rces Total-_.

51.5 210.5 262.0

( 35. 5) (124.5) (160.0)

16.0 86.0 102.0

43.0 J 43.0)

Cash balance at year-end
net of the liquidity
provia ion

1986 income

Year-end balances as
percentages of 1986
income :

Canh and
contributions
receivable

Cash balance before
Liquidity provision

Cash balance after
liquidity provision

59.0

299.0

17.2%

5.4%

19.76
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164.0

128.4%

52.4%

26.2%
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110. The UNICF.I" cash holdings as at 31 December 1986, amounting to $125 million
including the $102 million available for pro~ramme commitments, are invested with
banks world-wide in time deposits and caU .lccounts at varying rates ;)f interest.
Dur Ing 1986, UNICEI" earned $5.8 mi 11ion in interest on these accounts.

Ill. The liquidity policy of UNICEF provides that half of the supplementary
resource cash halence be made available to support general resources cash
requirements. This policy is probably one of the factors that made P069ible the
88 per cent implementation rate for general resources programmes in 1986. Although
we were unable to determine what adverse impact this policy might have on the rate
of implementation of programmes funded from supplementary resourceR, the
Administration assured us that cash availability had never been a factor in the
observed delays in implementation. Nevertheless, the implementation rate for
supplementary resources programmes was only 45 per cent in 1986.

112. While the 1986 year-end general resources cash balance, excluding the buffer
provided by half of the supplementary resources balance, was a mere 5.4 per cent of
1986 general resources income, the 1986 year-end s.Jpplementary resources cash
balance was 52.4 per cent of 1986 supplementary resources income. Although we
recognize the success that the Admildstration has had in reducing supplementary
resources cash balances from a hi"h of $113 mill ion at the close of 1983
(112 per cent of supplementary resourceB incume in 1983) to only $86 million at the
end of 1986 (52 per cent of supplementary resources income in 1986), there may
still be a need to review closely the present situation. In the review of the
statutory cash reserve prepared for the 1987 session of the Exe~utive Board, it is
stated (E/ICEF/1987/AB/L.9, para. 17):

"At the end of 1977, general resources cash balances totalled
$71 mi11iOl, '"hich was in line with the liquidity target of that time of three
months' expenditures. The size of this cash holding, equivalent to
56 per cent of gener~1 resources income, caused the Executive Board to be
concerned abou t poss ible programme unde r-implemen t.:lt ion."

The present situation exposes UNICEF to possible criticism from supplementary
resources donors and country beneficiaries that supplementary resources programmes
are under-imp1ement~i.

113. The Administration stated that the underlying principle of the liquidity
policy, approved by the Executive Board in 1978, was to make maximum yet prudent
use of aV3ilable resources. The 'dministration stated that, on the basis of the
p.Jper on f1n;\OI"::lal reserves prepared for its 1987 session, the Executive Board had
reconf i rme-] the adequacy of the existi I1g liq,1id i ty policy. Finally, the
J~dminist.ratiol\ informed us t.hat the policy on the use of general resourc. ,; and
supplementary reBourcer.; funds would be fully exam.ined since a report O~

supplementary resources programmes waR to be suhmitted to the Executive Board
in 1988.

Comput~!. operations and electronic data-processing systems

Echelon ll'v'latinq.__. ~_-r.:.

114. We conducted an ,~lectronic data"processing applicat;'m review of the revised
ba:; I~ il!3fiist.lncl' list monitot!nq system, specifically the echelon updating
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procedures. Our analysie of tl'le first closing (11 March 1987) update list revealed
179 records with incomplete data and seven updates for which the master records
were not found. Although 35 of these were corrected during the period covered by
the first closing, only one correction was made in the second clo~ing

(20 April 1987), which left 143 records still uncorrected.

115. We traced 63 of the 143 uncorrected records to the sU8p~n8e account summary
aud observed that the expenditures under those 63 records totalled $911,588.31.
Moreover, as at the second closing, there was a balance of $24,583,687.32 in the
suspenB~ account summary.

116. Our subsequent analysis of the 35 corrected updates r~vea1ed that the required
transaction data showing the amounts of 14 calls-forward were not registered. In
those circumstances, proper matching of expenditures with the correspalding
call-forward was not possible.

117. We recommended the immediate analysis of the problems and the immediate
institution of appropriate corrections. The Administration agreed that those
problems should be speedily attended to and that existing procedures should be
reviewed to ensure that the suspense account was promptly analysed.

Maintenance of call-forward master

118. The ceiling for project expenditures is established in the i)asic assistance
list, broken down by calls-forward for supply and cash assistance. The revised
hasic assistance list monitoring system was designed to improve the control over
calls-forward and the monitoring of their status and balances. When it was
implemented in 1987, it gave the Programme Division, in close co-ordination with
the Division of Financial Management and the Supply Division, full control over
calls-forward.

119. However, our review of the updating procedures for the call-forward master
file disclosed that while the updates were generally performed by the Programme
Division, the Division of Financial Manag~mel t still retained update access.
Access by the latter was allowed when the call-forward was financially completed
and when that Division split an existing call-forward because of changes in the
source of funds, donor or global assistance project identification. We were
informed that the splitting of a call-f.orward was necessary to balance a project's
tot.cll expenditure an(' the corresponding donor's contribution. Since access was
giVf)fl to both divisions, we raised the issue of the responsibility for correcting
any reSUlting overages and the problem of providing assurance that the project and
5ubcomponents of t.he new call-forwarrt w€re act.ually supported by th., bas ic
aS8istance list.

120. From a systems poir~t of view, maintenance of the call-forw. rd master is
complicated when the updates come from two or more independent sources. Under such
an arrangement, it is essential to foresee the effects of one source's updates on
the other's data base and/or information requirements in order to avoid the
time-consuming work, for both staff and computers, of reversing previous updates
and reprocessing new ones. Moreover, giving access to t.wo divis ions negates the
objective of strengthening control over the calls-forward.
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121. We recommended that in order to maintain full dnd effective control over the
calls-forward, the call-forward master should be updated by the programme Division
only. 10e Administration informed us that it would study the feasibility of a
Bcheme that would allow the two divisions to make different types of updates in the
call-forward master and still avoid the problems cit~d. In addition, the
Administration stated that it would review the design of the automatic adjustment
system.

122. Finally, we suggested that the Administration should review critically the
purpose or purposes of splitting calls-forward. The Administration should not
encourage the adjustment of records for the purpose of bringing expenditures and
commitments of completed projects into balance. Officially, reports to donors
should reflect the accounting for the actual financial implementation of projects
to which they contributed. Historical data and actual closing balances will serve
as more useful input for the Programme Division in its planning, monitoring and
evaluation activities and for establishing the funding requirement~ of prospective
projects. The Administration informed us that it would review the practice of
splitting calls-forward in the context of the more general review of the
Comptroller's system.

Supply operations at Copenhagen

Supplies procurement, delivery and payment systems

Warehouse supplies in t~ansit

123. We analysed 56 per cent of the balance of the supplies-in-transit account as
at 31 December 1986 and noted the following:

(a) A total of $608,369.78 of the year-end balance represented balances
carried forward from the beginning of the year, of which $438,556.02 comprised
balances that had been outstanding since 1 January 1985,

(b) Of the $776,309.35 in adjustments made in 1986, $464,887.12 consisted of
corrections pertaining to prior y~ars and $516,395.81 of adjustments for double
recording.

124. We recommended a thoroughanal~·eis and review of the inventory-in-transit
account ~ that goods that were not actually in transit between the supplier and
UNIPAC as at 31 December 1986 should be taken out of the account. The
Administration informed us that it would keep the account current by excluding
items that had been outstanding for more than two years. We reiterate our
recommendation.

Incoming supplies on hold

125. Existing receiVing and warehousing procedures provide for the physical
segregation of items (also known a8 items on hold) that require laboratory testing
or that, as a r~sult of an on-the-spot assessment, have been found unacceptable.
Present ~rocedures also require that the items on hold be registered in the system
as part of the inventory, although not currently available for use in the packaging
operation.
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126. The valu~ of goods on hold as at 31 December 1986 was $1,758,406.75,
7.21 per cent of th~ reported stock on hand of UNIPAC at year-~nd. We recommended
that that amount should be disclosed in the notes to the 1986 financial
statements. We also recommended, anj the Administration agreed, that items on hold
should be segregated in the records.

Acceptance of over-deliveries

127. Of the 1,095 purchase orders oUl~Landing ~s at 8 October 1986, 321 had
negative balances. The major reason for this was the acceptance by UNIPAC of
over-deliveries. Of the 20 purchase orders that we examined, 15 had
over-deliveries ranging from 4 to 1,309,000 units. In dollar terms, the
over-deliveries ranged from $0.48 to $65,000. In one case, an order was placed for
18,000 units and delivery of 36,534 units was taken - an excess delivery of
18,534 units or 103 per cent of the quantity ordered. Interviews disclosed the
absence of a written policy concerning the acceptance of over-deliveries.
Furthermore, we observed that the payment system did not require the ma~ching of
the purchase order and invoic~ quantities prior to th~ initiation of the payment
process. These receiving and payment practices adversely affect of the
organization's financial and warehouse resources.

128. We recommended, and the Administration agreed, that a policy establishing
acceptable cash/quantity limits on excess deliveries should be formulated and that
purchase order and invoice quantities should be compared prior to payment in order
to strengthen the procurement, cash and warehouse management systems.

payment for unacceptable deliveri~9

129. A quality control report is not reqUired to support payments for stock
replenishments. In 23 cases, payments were made despite adverse Hndings by the
Quality Control Section. The sampled goods on hold on 13 OCtober 1986 were valued
at $655,874.

130. We recommended, and the Administration agreed, that it should re-examine the
existing practice in the light of the alternative of effecting p~yments upon
receipt of the quality control report for those items requiring testing.

Recovery of payments on unacceetable deliveries

131. Payments made on deliveries that are subsequently found to be unacceptable are
settled either by replacement with acceptable items, recovery of the payments or
applLcation of the payments against future deliveries from the same supplier.
There were three cases, involving $201,658.20, in which pa'ments had not yet been
recovered, although the items had been on hold for more t;lan six months. For
Guppl iee on hold paid for by other UNICEF offices on behalf of UNIPAC, both we and
t.he Admin ist'"a tion encoun tered extreme di ff icul ties in t.racing the payments. In
some inst~nces, the payments were taken up as losses by writing off the
unacceptable deliveries.

132. On the basis of our observations, we submitted the following reoommendationsz

(a) Immediate rec0very of the $201,658.20 should be undertar and
rliscontinuing future dealings with the suppliers concerned should ue considered,
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(b) The UNICEF office concerned should be asked to conduct an independent
inspection of the gOOds before shipment, particularly when the amounts involved are
material, and to communicate the results to the paying office7 this initial
inspection, however, should not preclude UNIPAC from conducting the usual
inspection upon arrival of the yoods.

133. The Administration informed liS that the payments of $201,658.20 were for
purchases from one country <':Ild tbat negotiations were under way for the replacement
of the goods by the suppliers. Since the Administration stated that the
recommended initial inspection was already in place, we further recommended that
the practice should be formalized through the issuance and dissemination of an
instruction.

Di rect shipments of standard items

134. The processing of standard roupply items that are shipped direclly by the
suppliers to the field ~ices follows the same procedures as those used for
supplies received, pack~ dnd shipped by the UNIPAC warehouse. As a result, UNIPAC
recognizes income fran the 10.6 per (:ent warehouse overhead that is automatically
charged against shipments from the warehouse, even though the goods directly
shipped by suppliers did not go through the warehousing and packing operations. We
recommended, and the Administration agreed, that it should re-examine the existing
inF!tructlon with respect to the propriety of the overhead charges.

Inventory valua tit 'I) and pr ice vat iances

Accounting for price variance

135. The inventory costing procedures provide for the va1up of supplies to be
adjusted for variances between the average cost and the ac~ual cost, stock
transfers, valua tion and pr ice changes, round-offs and stocktak ing differences.
However, at year-end, when the financial statements are prepared, these price
variances are added to or deducted from the balance of the supplies account, which
changes the balance back to the unadjusted amount. This method of valuing the
supplies a~;count is contrary to the stated accounting policy of UNICEF that th~

value of UNIPAC inventory is "adjusted by the accumulated variance between aveldge
and actual costs".

136. \Je recommended, and the Administration agreed, that it should review the
policy on supplies inventory valuation, particularly the treatmpnt of price
variances. We further recomrne.lded that the Administration should dp.termine the
amount of the accumulated variance between average and actual costs and, if it was
(ound to be material, it should make the necessary adjustments in the 1986
financial statements.

Price variance from round-offs

137. The method of classifying and recording price variances due to round-offs OIl

issue orders packed was not cons iatent1y followed dur ing the year. From .January to
September 1986, round-offs were treated as direct adjustments i~ the standard cost
of the inventory-supplles-packed account. From OCtober 1986 on, round-offs for all
types of issue orders were taken up in price variance accounts. This lack of
consistency resulted in an increase in the number of accounts to be reconciled at
year-end. Furthp~mnre, the issue-order-type c1aBsifi~ation of price variancea at
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UNIPAC differs from the classification at UNICEF, which precludes reconciliation on
an account-by-account basis.

138. We recommended, and the Administration agreed, that it should review the
observed differences in the classification and recording of transactions and reach
a decision on a more appropriate accounting treatment.

Price variances not recorded by UNICEF

139. Data transmission problems in January and February 1986 affected the variance
accounts for round-offs on issue orders packed. In this connection, we observed
transactions that were recorded twice and others that were not recorded at all. A
number of transmissions involving price variances totalling $124,686.88 were not
recorded in the account~ of UNICEF, either in variance accounts or in the inventory
account. During 1986, three different systems were utilized for the transmission
of data on issue orders packed and related accounts. Although the transmission
system used since October 1986 overcame the difficulties, the price variance
balances on the books of UNICEF and UNIPAC still differed by $284,017.65 at
year-end.

Accountin2 for eacking materials

140. The accounting procedures for packing materials prOVide that the inventory
account be set up at the time that the triwa1ls are received. When the materials
are issued to production, the appropriate budgetary account is charged and the
inventory account is reduced accordingly. There were 19 cases, however, involving
a total of $125,160.08, in which the receipt of the triwalls was charged directly
to the budgetary account. This error resulted in the understatement of the
inventory account and the overstatement of the bUdgetary expenditure. We
recommended, and the Administration agreed, that it should effect.the necessary
adjustments.

Reconciliation of the packing-materials account

141. There has been an ongoing effort to reconcile the UNICEF and UNIPAC balances
for the inventory of packing materials. This reconciliation has been made on the
ba~i~ of individual purchase orders; adjustments totalling $893 i 125.49 were made in
1~86. We reviewed these adjustments and observed that in eight cases, involving
$151,435.12, the UNICEF general ledger entries were based on purchase orders that
could not be found in the UNIPAC data base. In 16 adjustments totalling
$133,385.84 the purchase orders referenced were found but the item descriptions
were not those of tr.iwalls or packing materials. We recommended, and the
Admi~istration agreed, that the adjustments should be reviewed and an appropriate
system of referencing the adjustments should be instituted in order to facilitate
the review of the propriety of every adjustment.

Supp~ie~ recorded as inward freight

142. Our tests disclosed five cases in which payments for supplies were accounted
for as inward freight. The errors, totalling $172,822, arose from payments made by
other UNICEF offices on behalf of UNIPAC. In such cases, data on payments are
first transmitted by the field office to UNICEF headquarters before being sent to
UNIPAC.
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143. These lapses render account reconciliation with UNICEF more difficult. We
recommended that the Administration should investigate whether all offices had
adequate instructions regarding appropriate accounting for payments for warehouse
supplies and, if not, that it should formalize the instructions. The
Administration informed us that satisfactory co-ordination already existed between
UNIPAC and the UNICEF field offices and that the errors ($172,822) were occasional
exceptions.

Inventory cut-off procedures

144. The existing programmed procedure for recording shipping report data
automatically assigns the data entry date as the date of shipment rather than the
date ~\hown on the shipping report. Since the date of shipnent provided in the data
base ~s utilized at year-end to determine whether or not goods have been shipped
from the warehouse, any delay in data entry can adversely affect this
determination. Consequently, the cut-off procedures fot inventories actually
packed and shipped cannot be based on the shipping date available in the data
base. In order to test the propriety of cut-off procedures, we extracted from the
data base all issue orders reported as packed as at 31 December 1986 and bearing
1987 shipping dates. We were able to establish that $1,766,455.14 of issue orders
packed were taken up in the accounts as having been shipped in 1986 even though
actual shipment occurred in 1987. These errors overstated 1986 expenditures and
understated inventories at year-end. As a basis for the adjustment, we provide the
following breakdown:

Programme expenditures
Reimbursab1e procurement
Administrative procurement

Total

$1 147 499.28
617 198.16

1 757.70

$1 766 455.14

145. Our review of year-end accruals revealed that, although some supplies had not
yet been packed by 31 December 1986, they were nevertheless recognized as 1986
programme expenditure;·; in the amount of $385,289, simply because they c'H~ried a
1986 target arrival date. This premature recognition and overstatement of the 1986
programme ~xpenditures resulted in the understatement or overstatement of the
following related accoun~s:

Inventory (asset)
Freight recovery (income)
Over~ead recovery (income)

Total

$330 437
19 826
35 026

$385 289

These year-end accruals were made in accordance with the requirements of an
existing accounting instruction.

146. On the basis of our findings, we submitted the following recommendations:

(a) Appropriate adjustments should be made in the 1986 accoul1ts for the
errors discussed in the preceding paragraphs,
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(b) The existing accounting instruction should be revised immediately,

(c) The prograil\r,,\ld procedure for daHng th(:, shipment shol'1d be reviewed
because ot i te impact on the accoun te and the accuracy of the clIt-off procedures.

The AdminiPtration aCCtlpted this recommendation.

Income ~rvm pac~~i-~nd a9sembly activities

147. In "cheduIe 2 of the. UNICl':ti' financial state:thltntB for 1986, $6,368,256.65 was
re~)rted as income derived fram recovery from packing and assembly GctivltiQa.
ThtB !.!t\OW111t includes $474,856.20 in income .lr 18 inCl £ran price var iancf round-ofh,
but only f()r the per.icCI fran Janua ry to September 19l\6, because of th. change, in
October 1986, ,tl'\ the 11lCthod f.QI: clasnifying and recordJ.ng price var1ances. In
addit ion, the r.eported incomA does not inclllde the prtc~ var lanc:f.t round-ot'fH.
pertaining to iRSU~ orders packed in .1986 for UNICEF programmes.

148. We recommen.:led that the extent of the understlltlitment shoul.d be determined and
appr.opriato adjustments ~hould be made in the 1986 -!lccounte llr¥:1 finandal
stdtements. 'rhe Adm:i.nistraUon informed UB t.hat the appropriclte correction would
be ~~d.. in 1987.

149. On the basis of ~n audit aampleo of 22 hauft ordei~s packflC'.l for reinlbursabh'
procurement, ''le oblh t'ved that t.he eX);·or.t packing charges differed between the !Rsue
order packed f th~ r.h ipping ft/port, the UNIPAC dat.a bas~ and the UNICEF genoll.lral
ledger. Some of the cau~~s that we wert! abj,e to identify YlElI:e to,he f.oUowinq z

(a) Data t)1' thA issue-ordor-packed term were m.smJ"Slly corracted, without: a
~urra~ponding adjus~ment. of the data base,

(b) ~lariable export packing charge rates were applied to rttimbursablCl!
procurement from 14 OCtober 1986 on, but the revir;ed data t..runemisr) t on computer
proqramma ac::&ptHd the transmission of: variable rates only in 1987, hence, the
UNICEF ~~neral ledger f.iguret differed f.rom tho~e oE UNI~AC,

(c: ~l though journal vO\H.:her~ raised in New York affected a UtUlJ,&tC ac~()unt

wHh l!ln idenLical 'Citle, the transactior. rlf!ccrlption bore no relation to the
differences noted.

ISO. We recomrr~nded, "nd the Administ:ration agreed: that the r~aal,)na for the
observed di ff.arences sh<"'Iuld be investlt')Clt~d, part icularly when they affected the
finuncbl RtatementA. 1~oUowin9 t.he J.nvefltlqatlon, appropriate me.1:Juree should be
inatit~ltf'd to eliminate the problems, and adjustments rf)quired in the accoul'lts
.;jh()uld be made.

Dat/! tranSfI!i AS ion

151. Except for thp. dollar am()unt~1 and account C<Jlles, th~ data :equired to creat~

the payment data recorda of UNl<.."BF headquarters are manually copied frOOl the UNlPAC
dtlt:1.\ base. Since moat of the dats for t.ranamiagion are already av",Uable It' the
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UNIPAC data base, we recommenc"etd, and the Adminiatration agreed, that greater
priority l\lhould be given to its plan to replace the <.:urrent procedure with a
computer programme. COOIput.erization of data extraction and conversion has the
a,ivantages of shortfming the process, minimizing errors, avoiding the costs of
outside services, releasing manpower now involved in coding, and ensuring that
corroctlor.s are made in both the file for transmission and the data base.

Val ici,ltIon of transmitted data

1~2. Payment data transmitted by UNIPAC to UNICEF are validated by the latter.
1':1'1'01'8 detectCtd by UNICEF are tramlmitted back to UNIP.V::~, where they ale verified
and corrected after the transactions have been traced back to coding sheets and
source documen tg. The cor rected dil ta are then sen t back to UNICEF. This loop i 8

repea ted until all da ta transmis/9 ions and retransmiBs ions have been accepted by
UNICEF.

lS3. WC! recommended, and the Administration agreed, that the validation process
should be executed at. UNIPAC before data were transmitted to UNICEF. The
v~l idation programme should include the cr iter ia for check ing the errors cur rent.ly
'let£cted by UNICEF.. The process should establil:lh the l:tccuracy of the input da ta
,md the completen(tss of document types for each trans.:.-\ction in order to min imi ze,
if not ,:ompletely eliminate, the invalid records detect(~d by UNICl'~F. we suggested,
h""",ever, thal the valiciation now plllrf:mmed by tJNICgF should be continued aB a check
on the strength and compl"tenecv (If the UNIPAC vISUdatiml programme.

154. In the devCllopm~nt of tllt) paymen t and budget con trol aystem, the
Administrat.ion and th~ consultant agreed to the mainframe/micro option rather t.han
the m~in(r3me option tor th~ finul des ign (If the system. Under the selected
option, payment Qnd invento\'y transactic.ma would be extrdct:ed frc.)In the UN1PAC data
base at the mflinframe level, and the fH~ so generated would be downloaded to t.he
micro, where tr,e recorda l'equ lred by UNICEF would be cret'ted) disket tes con ta 1n1n9
the record file~ would then be sent directly to UNICEF by courier.

155. 'rhe ptIyment and bUdget ('(lntro] syst.em actually i.mplemil.!nted handles only
irwE.ntory trlSnsactions that have b..,en rcformattp.d at 'the micro level to the rec.."Ords
required by UNICEF. The recor(~ files are then loaded back on to the mainframe for
tr~nsmi~sion to UNICEF through Geneva. Payment transactions are handled by manual
coding procedure~.

156. Dh1c~BsionB with both electronic data-processIng staff and U~lers confirmed
that thf! opti.on chosen was nC't logical. We recommended, and the Mministr~tion

agreed, that. it should enhance t .... (~ extraction programme at the mainframe level,
where ONICEF record files could ~",If! creatc~ directly. 'I'he Administration furt.hf'r
informed us that that IJndert/.kinq would be given hiqh priority.

157. Althougn wc vioited t~o field offices during our audit of the 1986 accounts of
UNICEF, we were unable to complete on~ of the management letters in time to
l.ncorporate t.he major Ob8t~rvationB in the present report. Consequently, t.h1.. f:1

aection of the report covers the reoultn of the ~udit of only one field office •
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Vaccine distribution, utilization and cold chain ~Y8tem under the expanded
programme of immunizAtion

V,lcc.lneA in stock

158. Our analysis of the annual reporta (1982 to 1985) submitted by the Governmont
to UNICEF on vaccine distribution and utilization disclosed that while the
quantities distributed had increased, the percentage~ of utilization had exhibited
a d~line. Hence, the related percentages of ~accineB in stock had increased. At
a meeting with officials of the implementing agancy, we learned that the differences
between the reported quantities of vaccines distributed and utilized comprised the
total of vaccines carried fonlard to the followin~ year &nd the vaccines that had
been destroyed because of technical and potency problems. While the report to
UNICEF d06S not provide this breakdown, the officials informed us that their
information system could provide data on the. quantities of vaccinee available.

159. We recommended, and the Administration agreed, that whenever the Government
submitted requests for vaccines and reports on distributi0n and utilization, it
should be requested to provide data on vaccines in stock. This information would
be useful input for the preparation of the pertinent supply call-forward.

Wastage allowance

160. Despite the composite nature of the reported balances of vaccines, as
mentioned above, we asked the government officials why the percentages of the
balances reported in 1984 and 1985 were more than twice the standard wastage factor
for the measles vaccine. We were informed that the 20-dose v~al contributed to a
higher actual wastage rate and that, on the basis of their study, the lO-dose vial
was more economical. We recommended, and the Administration agreed, that the
wastage allowancea and the use of the 20-dose vial should be reconsidered in the
forthcoming joint review of the expanded programme of immunization by the
Government, the World Health Organization (WHO) and UNICEF.

Rural water SUi ly and sanitation assistance

161 uur review of the assigtance provided by the Canadian International
Development Agency and the Canadian UNICEF Committee for rural water supply and
sanitaUon revealed that fulfilment of the physical output targets had been very
satisfactory. The plans envisioned the completion of 300 wells equipped with
handpumps over a three-year period. At the time of our audit, the second year of
the project, it was reported that 210 wells had already been completed and the
remaining 90 wells were then being drilled.

162. On the financi3l side, however, we ob8erved that actual expenditures had
amounted to only $6,800 and there were outstanding calls-forward totalling $209,740
for the acquisition of drilling machines and transportation equipment. On further
inqUiry, we were informed that the Government had agreed to utilize its own
equipment and take the forthcoming shipment as replacements.

163. The unusually high rate at which the physical targets were achieved without
the required drilling eqUipment strongly indicateS that the Government's need for
the assistance was not very pressing. In addition, our examination of the annual
review documents and the 1985 annual report disclosed that the villagers preterred
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the drillking water obtained fran traditional sources to water drawn by handpumps.
These signa19 should have prompted the reconsideration of the planned outlay for
drilling equipment and possibly the rechannelling of resources.

164. We recommended, and the Administlation agreed, that the projects funded by the
Canadian International Development Agency and the Canadian UNICEF Committee shoulrl
be thoroughly assessed in terms of the detftrmina tion of actual needs and the
Government's capability to undertak~ th~ activities by itself. The Administration
also agreed that the project ghould have been reviewed when it became known that
the emphasis had shifted from handpump wel~s to water jars.

Cash advances to Governments

165. The existing cash advances liquidation form irlcludes a statement that the
individual receipts and other supporting dQCuments are available for' iilEipection or
audit hy UNICEF. This verification could be done during field visits. Our review
of eight field visit reports revealed no mention of this. We were informed by a
senior programme officer that no ekamination had been undertaken. We recommended,
and the Administration agreed, that verification of the utilization of cash grants
should be undertaken during field visits.

!rogramme monitoring and reporting system

Field visits

166. Our review of reports on field visits made between January 1985 and
October 1986 revealed that only 14 of th~ 67 districts (21 per cent) scheduled for
visits in 1985 and 1986 were actually visited. The 14 districts constitute only
9 per cent of the 153 target districts. Moreover, of the 19 field visits made
between January and October 1986, only 7 were made for the purpose of project
monitoring. A variety of reasons were given for the low achievement, the most
common being participation in workshops and seminars.

167. We recommendftd that field visits should be planned more systematically 80 that
targets were at least substantially met. The Administration stated that efforts
would be made to increase monitoring, subj~_~ to the total workload, timeliness and
usefulness.

Feedbacl. from field visits

168. UNICEF does not formally communicate the findings of field visits to the
Government concerned. This f(,1u:al cOlll1lunication is particularly iq>or.tant when the
finding touches on matters that require action on the part of the Government.
Whi le we agree with the programme office that informal communication can be very
useful, formal commun ication also has its uses. The Administration agreed that the
informal channel should be complemented by the formal channel 80 that significant
problems noted durir.g the field visit could be address'!d immediately.

Statistical reports from the Government

169. Interviews and verif1cation procedures at the district, provincial, regional
and central levels of the Government on data ~ccumulation and reporting revealed a
~ifference in approach~s that affected standardization in measurement. For
instance, a regional report on a water sup~ly and sanitation project presented the
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overall performance of the provinces covered in terms of criteria thAt were higher
than the minimum agreed between the Government and tmICEF. In the report of the
province that we visited, however, the minimum criteria were useo.

170. We recommended, and the Administration agreed, that the use of different hases
in repor ting output should be discussed wi th the Government in order to ensure tha t
a common :itandard was followed clOd thereby render the reports more mean ingfu1 and
comparable.

Greeting Card Operatio~

Financial statementq for the year ended 30 April 1986

Reclassification of expenses

171. OUr review of the preparation of Chd financial statements for the campaign
year ended 30 April 1986 disclosed that certain expenses were reported differently
this year from prior years. Changes in the classification of expenses are even
more si gn i fi cant when the mul ti ple-st.ep forma t ra ther than the sing1e w 'Sl:ep forma t
is utilized for the income statement, aD in the case of the Greeting Car3 Operation
income stateme'lt.

172. These cranges invol~ed mainly the reclassification of operati~~ expenses into
categories of expenses shown in a different section of the income statement. For
example, $l,449,256 of the operating e~~nses of the Operations S~ction was
reclassified as cost of goods delivered ($824,892) and expenses for freight, dutiet
and taxes ($624,364). Similarly, $2,611,825 of ope(ating expenses of the Sales
Sect ion was rec1ass~ Hed to other expense accoun ts shown in other sect iOI'1s of the
incom~ statement.

173. Another type of reclassification inv~lved changes in the components of the
different sections of the income statement. For instance, in prior years, expenses
for duties and taxes w~re presented with commissions as direct deductions from
gross proceeds, which yielded the amount of net sales. In the income state'1\ent for
the last csmpaign y~ar, the amount of duties and taxes was incr ased by the
expenses for freiqt-t out and the total was added to the cost of goods del ivered.

174. These changes may have been made in order to enhance the information value of
the incol1l' statemerlt, ana such changes should be made. However, since the
rec1ass if ica tions consti tu ted sign ificant changes in tlle components ot coat of
goods delivered, net sales and operating expenses, the r~aders of the financial
statements should have heen adequately informed. In this connection, as noted in
the fwancial report of the GreeUng Card Operation (see part two, sect I,
p~ra. 9, below) the incom~ statement for the 1984 campaign year, which is prespnted
for comparative purposes, was restated to conform wi th the 1985 campaign year
presentat ion. This di scloslJre, however, was not adequa te. We recommended, ~nd tl'lo
Mm1nistr~:: ion agreed, that in the future, full disclosure of changes affecting
consistency should be m~d~.

Notes to fin~ncial statements

175. In the notes to the financial statements, the cost-of-qoods delivered f\ccount
ia deBer ihed aB consisting of the coscs of producing goods delivlI!r.'ed dl1r 1ng the
year. The inventory ~ccount is described in che notes as lncluding finished goods
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that have been manufactured for the succeeding campaign year. The two account
descriptiono imply that all gl~dB produced fot a given campaign year are delivered
dl1ring the Same year, because both definitions exclude the production cost of goods
manufactured for, but not del ivered dur ing, t.he same campaign year. Our review of
the accounts, however, disclosed that the costs associated with those undelivered
goods were recorded as expenses at the end of the same campaign year and the~efore

formed part of the amoul\ t reported as cost of goods del ivered. We recommended, and
the Administration agreed, that the note on the cost of goods delivered should be
revised accordingly.

176. Furthermore, the summary of significant accounting poli~i~s includes a
statement that "it is Greeting Card Operation policy to write off all unsold
finished products from the current ~ampaign year that are not carried forward to
the following camt?8ign year". Th is statement con tradicts the def ini tion of the
inventory account cite,~ in the preceding paragraph. The Administration agreed to
make the appropriate correction.

~ccounting procedures

177. Our review revealed that three accounting procedures followed in the Geneva
and New York offices in acc0untin~ for the same groups of transactions differed, as
described below.

(a) 'rhe two off ices do not use the same IJackage for the stock and ~ash

module. Consequently, the accounts used for the inventory at consigrae.:~ and
related accounts are not I.:niform.

(b) Adjustments during the current year of the estimated returns and
commiDsions of the preceding year are effected by the New York office through the
returns-and-commiss j.ons a'~coun t of the current ye H. The Geneva off ice, however,
utilizes the miscellaneous income account.

(c) The two offices follow different procedures in maintaining the
interoffice account, particularly with respect to the exchange rate used.

178. The Administration agreed that those areas of differences should be
investigated so that appropriate modi ficat ions could be introduced to ensure that
uniform accounting procedures were utilized by both offices with respect to the
same tronAactions or accounts.

Disclosure of prior year's stock

179. As at 30 Apr il , 0%, the pr ior yea r' B stock accoun tE of the Geneva off ice had
an aggregate balance 01. $1l,115,288. In .,ccordance with the accounting policy of
the Greeting Card Opp,atinn, an equal amount was provided in the allowance for
returns and losses, which resulted in a net asset valuation of zero. For this
rer-son, the balance sheet of the Greeting Card Operation does not dir.,close, either
in the financial statement or in the accomp~nying notea, the exi8tan~e of these
balance3.

180. Although we have expressed an(j continue to express our strong resarvations
regatding this extremely conserv4".ive accounting valuation policy, clIr concern at
the moment is wi th the failure proper 1y to di sc lose "he Btock and valua tion account
l::-~l ..nces in the bala.,ce sheet. As a result of the valu"tion policy and the
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practice regarding financial statement pre~entation, these assets, which could be
material in terms of sales revenues realized in subsequent campaign years, are not
reported at all. Apart rrom the valuation issue, we recommended, and the
Administration agreed, that in the future, the required disclosure should he
provided.

Year-end accruals

181. Our review of the expenses accrued on 30 April 1986 strongly indicated that
certain amounts did not repreRent expenses incurred or liabilities to outside
parti~s. The accruals were not supported by invoices, purchase orders, receiving
reports, contracts or similar documents confirming the existence of the expense and
the liability. Instead, a note for the record was provided which contained the
list of the accruals to b~ set up at year·'end. ThE:!se accruals amounted to $275,000.

182. We recommended that year-end accruals should be set up only for expenses that
h~d be~n incur.red but not yet paid and that those obligations should be properly
supported. With respect to the sp~cific findings, we recommended that appropriate
adjustments should be mac in order to correct the overstatements. The
Administration uubsequenl i inform~ us that the adjustments had be~n made.

Inventol: ies

Negative invent0ry balances

183. At the Geneva officE'., negative iwentory balances totalling $144,194 were
closed to the usage vc:riance acvount as at 31 December 1986. While this procedure
a,,~hieved the ohjp.ctive of el iminating the e:bnorma1 balances, it might ho1ve an
adve:se impact on the cost-of -goods del.vered account. we informed the
Administr"tion that it would have been more I:tppropriate to have analysed the
ba1lllnce·s so that the causes thereof could have been established. The results of
that analySl!3 could have proviiled useful input for the improvement of inventory
controls and th~ determination of the adjustments that Hhould .-"ve been mane.

Recordi ng delays

184. Delays of from 5 to 72 working da~'s were observed in thE:! entry of input
documents to the inventory management ~ystem. These delays resulted in inaccurate
and abnormal halances in the stock status report and the understatement of the
inventory and 1. i ..~bi 1 i ty accoun ts on closure da tes. Wf~ recommended, and the
Administttion agreed, that formal guidelines should be establ ished to ensure
timely recorrling of inventory tran~actionR.

Production centreH

1R5. Separate inv,,-.ntory accountS for raw rnatl"rials, work in process and finisllen
goods were set up for each of the prorluction centres in Canada, Brazil and
SingaporE". Under thif~ set-up, the ]1 Decf!ntber 1986 inventory ~ccount halances
consisted Of the standart. c:)st of goodA shipp?d from New York and t.he actual CORt

of materials l'nd serViCNJ acquired locally hy the production centre. In addition,
these halances r1id not represent actual halances (~ hand at the end of the calendAr
year, a~ shipmentB from thf' product.inn centre to consignees were ilOt tl\ken up tU\
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deductions from the centre's finished-goodA inv~nt{)ry account. Instead, the
shipments were recorded as deductions from the New York inventory account, which
oxplains the abnormal balance of $651,440 in the New York accollnt at year-end. We
were informed that the actual inventory balance "nd the pure" ,;e pr ice varian~e for
the production centres could be estab~ished only at :he end of the campaign year on
30 April when inventory reports were received from the c~ntres.

Report of a production centre

186. We reviewed the annual production and shipnent report submitted by one of the
production centres. The New Yorh office U3es the report in recording inventory
receipts and in processing shipments to consignees. ~ comparison of the details of
the inventory recei~t8 taken up by the New York office and the report disclosed
llifferences in quantity that could n~. be ~xplained satisfactorily. Hence, we
recolT\lllended, and the Admin istration agreed, that it should look into the problem.

l87. Wh ile no formal financial recording and reporting system for the production
centres had been put in place, we observed that the Administration had formed a
team to develop and implement a comprehensive production centre management
information system. we fully support this effort since it will not only remedy
some of the problems noted but also provide more reliable an~ timely information in
one package.

Shipmel ts to production centres

188. Shipments to pra]uction centres are processed through the customer order
processing system, the same system used for Bhipm~nts to consignees. Consequently,
these shipments are taken up a~ part of the cost of goods sold, although they
merely represent transfers from one Greeting Card Operation location to another.
At the end of each month, staff manually effect the r~quired correction to the
COBt'~f-goods-sold account and Bet up the inventory account of the production
centre.

189. Had these ohipme~tR been processed separately, the generatior. of tne edit list
and invoices and th,;! manual procedures for the monthly correction would not have
beer. neaesaa ry, and the summary cost of goods sold and other CUB tom order
processing reports would have reflected only transactions relating to consignees.
We lea roed that new document types could be crea ted in the inventory management
system 60 that shipments to production centres could t~ processed 3ep~rately. We
recommended, and the Administration agreed, that it should incorporate
modifications in the jnventorj management system.

Import~_ fr9ffi Geneva

.InpGrt-re~ated accounts

190. Existing procedllrel3 for recording imports from Geneva require the recoqnition
of a price variance to reflect the di fference between the standard costs of the two
offices. A.s Ilt 31 Decembet 1986, the variance for import:.. had not been rec-orded
since 1 May 1986. In "ddition, we observl:!d that while the 31 December 1986
accounts of the New York ()~fice Rhowed $19,919 payable t<.. t.he Geneva office for
imports, there was no corres(X:mdinq account receivable on i:he latter's books.
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191. We reiterated last year IS n~commendation that the variance should be
recognized promptly, particularly on closure dates. The Administration informed us
that appropriate procedures would be developed to avoid recurrence of the problems,
including thosf.O cited 1n t' e following sectioll on reconciliation.

Acccunts reconciliation

192. The recorlciliation of the New York office's imports fran the Geneva office
with the reciprocal account on the latter's books is necest ry in order to ensure
that all shipments, payables ~nd variances have been recognized. Part of the
difficulty in the reconciliation work is the use of different item codes by th~ two
offices. In order to facilitate the rec:onciliation work and the r~gular recording
of the variance, we recommended that the New York office should obtain c~rtain

documen~s lram the Geneva office, including the item coding list for the latter's
products.

Accoun t i ng .2..roced ures

193. Our review of the imports from Geneva for the period from 1 May to
31 December 1986 disclosed that some imports were not covered by the required
accounting document. Consequently, those imports were not taken up in the
inventory management and general ledger systems, and the inventory and payable
accounts were understated.

194. Our documentation of the custom order processing system revealed that there
were no standard procedures for taking up imports from Geneva that were shipped
directly to New York consignees. While the accounting document could have been
raised on the basis of the issue orders received from Geneva, our sample showed
that the document had not beer. raised. As a resul t, those shipment:s were not
enter ad in the inventory management and custom order processing syutems, and the
inventory at cons igne8s and related valua don acct.:mr, ts were underst.ated. We
recommended, and the Administration agreed, that it should establish standard
procedures to ensure the completeness of recording of all transactions relating to
imports from Geneva.

Fixed assets

195. The Greeting Card Operation's current accounting policy is to capitalize the
lcquisition cost of fiXed assets only when the cost is at least $100,000. On the
basis of this policy, the total cost of fjxed assets of the Greeting Card Operation
shown in the latter's statement 11 and ~chedule 10 of UNICEF for 1986 comprises
acquisitions made in 1982, 1983 and 1984. Although acquisitions of equipment in
1985 and 1986 amounted to $1f,4,936 and $122,539 respectively, they were all taken
up as expenses because no single dcquisition met the minimum cost criterion. The
major outlays made In 1985 and 1986 were for computer equipment costing $45,254 and
$34,755 rt:!specti vely. In addi t ion, the equi pnent acqui red for the Secaucus
warehouue in 1986 cost $41,013.

196. The UNICEF accounting instruction on computer equipment specifically provides
for the capitalization of computer equipment when the invoice price is more than
$500. The accounting instruction, however, specifically excludes computer
~quipment acquired by the ~reeting Card Operation.
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197. In view of the comm~rcial character of the Greeting Card Operation, we
recommended that tha Administrati~n should reconsider its existing policy on
capitalization because the minimuhl cost requirement appeared to be rather high.
Since the primary objective of accounting measurement in a commercial enterprise is
the proper matching of revenues and expenses, a more realistic policy could better
achieve that objective. In addition, control over fixed a8se~8 could be
strengthened through the maintenance of a subsidiary ledger. The Administration
informed U8 that the review would be made, as recommended.

Write-offs of receivables and losses

198. T~e Administration informed us that, after due consultation with UNICEF
offices and, where appropriate, with donors, governmental and non-governmental
receivables totallinq $3,417,272.05 were written off in 1986. Of this amount,
$836,816.23 was from general resources and $2,500,653.82 from supplementary funds.
In addition, we were informed that obsolete supplies at UNIPAC totalling
$167,073.38 were written off during the year. A total of $1,207,663.73 of prior
years' receivables was written (.ff against Greeting Card Operation income for the
year ended 30 April 1986.

Cases of fraud

199. The B~rd waa ~r.formed that there were no known cases of fraud or presumptive
fraud at UNICEF d~ring 1986.

~omment6 on matters dealt with in the report for the year 1985

200. O\lf tallow-up on matters raise; in the Boacd'. report for 1985 .!/ disclosed
that they had eithQr been dealt with to our 8at~8faction or were covered again in
the present report. We have provided recommendations again in the areas of
bUdg~tDry. accounting and electronic data-processing controls.
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Ill. AUDIT OPINION

We have examined the following appended financidl statements, numbered I
to VI, properly identified, and relevant schedules of the United NationA Children's
Fund for che financial period ended 31 December 1986. Except as discussed in the
following paragraph, our examination included a general review of the accounting
procedures and such tests of the accounting records and such other supporting
evidence as we considered necessary in the circumstances.

On the basia of limited samples of transactions reviewed, we found material
errors in the income, expenditures, receivables, inventories and liabilitieA
accounts, as explained in paragraphs 24 to 26, 38, 39, 42, 60 to 62, 123, 139
to 141, 144, 145, 147 and 181 of our audit report. In addition, there were
inconsistencies observed in the application of accounting procedures (p,'ras. 28,
137 and 139) and some of the accounts and supporting evidence were not readily
auditable (paras. 28 (a) and 42 to 44). These conditions would have required the
extension of audit procedures as well as the application of alternative audit
procedures, which we were unable to do because of time and financial constraints.

Because of the limitations in the scope of the 3udit, as noted in the
preceding paragraph, our work was insufficient to enable us to express, and we do
not express, an opinton on the financial statements referred to above.

(Signed) R. T. NELSON
Auditor General of Ghana

(Signed) Andrp CHANDERNAGOR
Senior Pre8i~ent,

Audit Office of Franr.e

(Signed) Eufemio C. DOMINGO
Chairman, Commission 00 Audit,
the Philippines

19 June 1987
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IV. FINANCIAl. STATEMENTS FOR THE YEAR ENDED 31 DECDtBER 1986
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NOTES rro THE FINANCIAr~ STATEMmTS

Income and expend it ure fJ

1. Total qroBs income fran contributions for 1986 was $420,293,274, consisting of
$253,872,642 for general resources and $166,420,632 for supplementary funds.
Transfers and adjustments to incanp of 93,417,212 resulted in a net contribution
income of $416,876,002 (schedule 1).

2. The net incan~ taken into the 1986 account8 fram the Greetin~ Card Operation
and related operatio/l~ in the 1985/1986 seasoo was $22,450,334 (statement I). A
report on this season is given in the Greeting Card and related operations
financial report and accounts for the 1985 season (the year ended 30 April 1986).

3. Other income from miscellaneous sources was 920,153,025 (~chedule 2). It
consisted mainly of $5,763,550 in interest on funds held in int~rest-bearing

deposits and in current accounts with banks, and $6,368,257 fram an operational
BUlcharge of. 10 per cent on the cost of supplies issued tram the UNICEF Procurement
and Assembly Centre at Copenhagen to recover packing and warehousing costs. In
line with an F.xecutive Board decision, income from Itaff assessment in 1986 has
been applied to arrive at a net budget cost.

4. The weakening of the united States dollar (the accounting unit) in relation to
other currencies in which assets and liabilities were held resulted in 1986 in a
net increase or $3,752,969 in the accounting value of these assets and
liabilities. This chanqe in valuation is shown before arriving at "net income",
which amounts to $463,232,331 (statement I).

5. Supplies packed and shipped or being shipped by the UNICEF Procurement and
Assembly Centre at Copenhagen were valued at $64,700,339. They were shipped at
t:ds value, wh ich includes an opera tiond surcharge of 10 per cen t to recover
packing and warehousing 'oats considered to be income (E/ICEF/1985/AB/L.l,
pata. 285) and a freight charge of 6 per cent. Of the total supplies shipped or
being shipped during the year, 71 per cent went as input to UNICEF country
programmes and 29 per cent were delivered on a reimbursab1e basie on behalf of
Governments, other aqencies in the united Nations system and non-governmental
organizations.

6. The restatement of the 1986-1987 budget on a net basis, as approved by the
Executive Board in 1986 (E/ICEF/1986/AB/L.l), resulted in a decrease in the
~ppropriation for staff costs in category 1 and a corresponding decrease in the
reso1ut ion on income related to the budget. The decrease of $20,006,800 rt'!presentA
the e8 timated income for sta ff assesamen t approved for the bienn ium 1986-1987
(statements I and VI).

7. A balance of 9121,637,876 remains for the second year of the biennial budget
1986-1987, after the expenditures incurred in 1986, $110,005,757, are deducted.
Income related to the 1986 budget totalled 911,883,572. Thus, the net bUdget cost
for 1986 was $99,022,185 (statement VI). The distinction between programme support
and admin is tra ti ve serv ices cos ts based on a computa tion of the overhead is shown
in eta temen ts V and VI.
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H. At the end of 1986, income ($463,232,331) @xceedeci expenditures ($436,887,675)
bY!J2fi,344,656. Changes 1n balance sheet cateqories of assets lmd liabilities,
dt~HCr tbee' in statement III and note 18, produced an increase in cash and
invefltmentB of ~14,8')0,209.

Ans~ts and liabilities

I). As I'It 11 December 1986, cash in b"nks, in transit anci on hand totalled
~]2'),,)80,747 (statement I1). It was held as follows: $112,446,191) in currencies
of llnrestricteci use and $13,134,552 in other currencies. l\ITlong the liabilities for
which these a9sets were helci were funds-in-trust of $37,670,842 in cash and pledges
(statement 11), mainly for procurement of goods and selvices on a reimbursab1e
basiR.

10. ~tal pledges receivable for current and prior years were $160,074,955, of
which $124,582,292 was for supplementary funds, payment of which to UNICEF is
normally related to the progress of implementation of sppcl fic projects and occurs
in accordance wi th payment schedul es agreed wi th donors. The balance of
$35,492,662 represents outstanding pledges to general resources. It includes
$20,795,023 for adoptions of general resources projects usually paid according to
the financial requirements of the projects, which leaves a balance of $14,697,639
d~e mainly from 1986.

11. Supplementary fund contributions of $39,847,987 have been pledged and received
in advance to finance "noted" projects in 1987 and beyond. Details are given in
schedule 7, which al.flo includes $5,123,345 paid in advance for both general
resources and projectR under definition. These contributions will be recorded as
income in 1987 and following years in accordance with the conditions specified in
the relevant pledges.

12. AccountH receivable other than for contriblltions ($20,281,066) are shown in
clptail in Ach~dllle I), together with administrative deposits and prepayments
($7,255,971) and advanceR ~de to the Grp.ettnq Card Operation for current and
futurp campaigns and to suppliers ($14,64",511). The aggregate total of
~42,lA2,~4H appears in statem~nt 11.

D. The consolidated value of programme supplies in stock at the UNICEF
Procurf!me"t and Assembly Centre at Copenhagen ann Greetinq Card Operation stocks of
raw matf'ria1n and finished products is shown as "inventories" in statement II.
O(c!tai Is are prOVided in schedule 6 for each of these operations separately. Total
inventorits at th" year-end were ~43,324,282.

14. Tn l"f'cent years, UNICEF has purcha~ed buildings for office a<.:commodation and
m;e by fip1cl office staff, as authoriZed hy thE: Executive Board at its session in
MilY 1974 (f':jICr:Fj633, para. 195). The acquisition costs of these buildings
($4,(H5,877} leRS accumulated amortization ($1,487,905) at the end of 1986 were
$2,";47,972. Computer equipment acquisition during the year amounted to :52,333,473;
the equipment wa~ amortized for 20 per cent of its costs in the first year. The
balance of capital assets in schedule 10 represents machinery and equipment
purchased by the Greeting Card Operation and all Htized over their useful life.

l r). Accounts payable and other unliquidated obligations amounten to $41,919,939
(statement 11). Details are provided in schedule 8. As at 31 Dece mber 1986, there
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were, in addition, outstanding contractual obligations for a net amount of
$62,705,803 for supplies and equipment ordered against unfulfilled commitments and
trust funds and for the replenishment of the UNICEF Procurement an~ Assembly Centre
warehouse eaective on that date.

16. To replace lost supplies and equipment, $2,430 was used from the insurance
r.s.rve. By a transfer of the equivalent amount from UNICEF income, the reserve
was resto/ed to $200,000.

17. During 1986, fund-raising events w.re held in sev.ral countries to provide
additional assistance to Africa and other developing countri.s. Donations from
corporate sponsors and proceeds from sp~cific activities were received for the
purpose of financing future fund-r&ising event. and are r.flected under the heading
"Revolving fund - special events", with an ending balance of $525,035.

18. Statement III gives a summary ot changes in the financial position. The
e~.ss of income over expenditures of $26,344,656, as sh~n in statement I,
r.sulted in an increase in cash and investments of $14,850,209, and the balance of
$11,494,447 was applied to increas•• of other balance sheet items, as reflected in
s ta temen t IX 1.

Commitments

19. Statem.nt IV gives a summary of commitments approved by the Executivv Doard at
its annual •••• ion for the support of programmee and budget expenses, commitments
made between Board seB8ion. for "noted" projects, and expenditures made to fulfil
thftm. Commitments made between Board sessions were $162,911,412.

20. At year-end, the unsp.nt balance of commitments to be fulf illed in the fl, ture
totalled '915,619,070. Thi8.um include. the balance of $121,637,876 for the
second year of the biennial budget 1.86-1987. The ba1anc~ of $793,981,194
repre.enU commit men la "pproved for the support of progul,lmes that, in some cases,
cover several years and therefore are planned for fulfilment over the period
1987--1991.

21. Statement V shows ~crnmitments a"~ exptfllditures for programm,es by country.
Note !I of statement V enumerates transfers frnm the em~rgency reserve to
commitments for operations in various countries.
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SCHEDULE 5

ACCOUNTS P.Ef'EIVABLE, ADVANCES AND DEPOSITS
198~ COMPARED WITH 1985

(United State~ do]lar~)

1986

Accounts receivablp

1985
IrC'rpa~p

(dperease)

From t~e Unitec Nations ard
~pecia1ized agencies for
supplies ano advances tor
fellowFhips and other jointly
assisted projects

From non-governmental
organizations for
fund-raising campaigns

2 804 853.8E ] 790 090.75 1014763.]]

National committees for UNICEF
Other organizations

Governments - cther

For shipping and insurance c1aim~

Miscellaneous

From ~anks - accrued interest

494 519.33 668 742.80 (174 223.47)
1 082 283.11 284 332.70 797 950.41

ee 319.21 743 620.71 (655 301. 50)

134 315.03 90 102.66 44 212.37

675 940.16 770 207.64 (94 267.48)

513 251.04 634 912.72 (l23 6Fl •fi8)

From Govarnmpnts, United Nations
a~encies and other organi7.8tiol"s
for tunes-in-trust

~otaJ accounts receivarlp

DeP9Fits ano prepaY~ents for
office services

Advances

To suppliers for goods purchased
and freight

To the Greeting Card Operation

Budgetary expenditure fer the
current campaign

Customs duties and taxes

Total advances

Grand total

14 489 584.53

20 '8] 066.17

7 255 97].29

327 006.93

13 918 503.85
400 000.00

14 645 510.78

42 182 548.34

-74-

, 497 008.58

7 479 018.5F

5 560 lf4.4i

20e 351.89

12 601 97~.72

117 204.55

12 927 532.16

2'5 966 715.]9

11 9~2 575.~!'\

12 802 047.7]

] 695 806.82

118 655.04

1 316 528.13
282 795.45

1 717 978.62

16 215 833.15



SCmmllLF. 6

INVF.NTORIES
1986 (,C101PA~F.D ~J'J'H 1985

----_._---------_._--_._-------_._------------------

!JNJCEI" Pr("cu!.!!!'!,r~~Af1!:!!l:t!y

Cp,rt re.L-£('\FP!.t:~2.r

Tl"crf'ttl'P

(df'C' rf'1'l l'IP )

In fltoCIt
In trllnFlit

13 53f 849.49 2~ fiA4 F9°.99 (147 81',0.50)
3 512 H7.f;£4 'l 794 442.8" 717 724.83-------

27 049 017.17 26 479 14 2.84 569 874.33

_llLl.2 3 • 78 154 226.34 _~.2. q67.4~.

'I'otll1 etockfl in the UNICEF
Procurf'mf'nt ~nd Al'Is~mt1y

Cf'ntrf' line in trllnFlit

~it" l'1uppJi{lrl't

Rtlw ml'l t pr III h
Proollct F j n prC'C'f>fl F
PI n j fl"P~ gf ('(~ f1

27 273 210.95

41 177.26

n 316 388.21

1 441 nB.9f.
f.4f. 054.09

1J 9lP 60a .70

43 )74 JEll.BF_..-----~.'---.------_.-_.. ,,--

.....

2(, 633 369.18

43177.'l6

U; 67f: 546.44

'l 598 140.H
1 Q3fi 861.07
~ 14~ lA4.3'

1'} f.77 186.0f.-------

639 841.77

639 841.77

845 OEle.30
(l 290 806.08)
3 7"'16 425.37

3 3~O 707.59

~ 970 '549.36



SCHEDULE 7

CONTRIBUTIONS FOR FOLLOWING YEARS PLEDGED/RECEIVED IN AD~NCE

AS AT 31 DECEMBER 1986

(United States dollars)

._--_ ..._-_.._-----

GOVERNMEN'['S AND
INTERC'..oVEHNm:NTAT. AGENCIES

Austria
Canad ...
Denmark
Finland
Germany, Federal

Republic of
Hong Kong
Italy
Netherlands
Sweeten
Sw i tz er 1c!lnd
United Kingdom of Great

Br ita' "nd Nor th ern
Irelan"

Suhtotal

NON-C'.JJVERNMENTAL SOURCES

Pledged

5 012 681.16
1 093 333.33
3 040 816. 33

3 300 000.00

1 347 450.00
314 844.44

13 270 767.04
1 078 809.52

2 500 000.00

30 959 701.82

Received in
advance

277 419.35
724 637.68

4 782.78

2 690 000.00

3 696 839.81

Total

277 419.35
5 737 318.84
1 093 333.33
3 040 816.33

3 300 000.00
4 782.78

1 347 450.00
314 844.44

13 270 767.04
3 768 809.52

..L2.Q.0 000.00

34 655 541.63

Aus tr aliI]
Austr ia
Canada
Germany, Federal

Republic of
Netherlands
Switzerland
United Kingdom of Great

Adtain and Northern
Irt~land

Uniterl states of America

Subtotal

UNI'PED NA'rWNS SYSTF.M

260 260.86

399 348.00

1 41(, 229.11.)

2 069 838.01

142 443.56 142 443.56
75 711.10 75 714.10

260 260.86

180 231.14 180 231.14
433 626.53 832 974.53
359 864.51 359 864.51

234 625.75 234 625.75
1 4)0 229.15------

1 426 505.59 3 496 343.60

UNCDF
UNDP
UNFPA

Suhtotal

Grand total

848 317.00 848 317.00
211 450.00 2U 450.00
636 335.00 636 335.00

1 696 102.00 1 696 102.00

34 724 641. 83 5 123 345.40 39 84., 987.23

--_._---

-"'6-



SCHEOC:E 8

ACCOUNTS PAYABLE AND OTH~ UNLIQUIDATED OBLIGATIONS
1986 COMPARED WI'rH 1985

(United States dollars)

Accounts payable

To the United Nations and
specialized agencies,
mainly for staff salaries
and related allowances

For supplieR, equipment
and freight

Miscellaneous

Unliquidated obligations

Budget&ry obligations
outstanding

Greeting Card Operation
obligations outstanding

Provis ion made for amounts
payab19 to staff members
under the tax
equalizotion plan

Total

1986

7 843 833.02

12 246 031.18

9 745 837.04

10 319 907.80

1 664 329.66

100 000.00

41 919 938.70

-77-

1985

2 940 169.48

la O'H 886.10

3 738 944.52

11 700 978.44

1 933 710.85

500 000.00

:0 815 689.39

Increase
(decrease)

4 903 663.54

2 244 145.08

6 006 892.52

(l 381 070.64)

(269 381.19)

(400 000. OQ.)

11 104 249.31
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SCHEDULE 10

CAPITAL ASSETS AS AT 31 DECEMBER 1986

(united States dollars)

Acquisition Amor t ha t ion
C(l5 ts (c urnu1a ti ve) Balance

UNICEF office buildings

Dar ea Salaam, Ur.: ted
Republic of Tanzan ia 181 038.70 162 934.83 18 103.87

Harare, Zimbabwe 394 847.05 1~7 688.57 287 158.48
New Delhi, India 1 812 847.63 541 500.00 1 271 347.63
Niamey, Niger 247 397. :n 60 000.00 187 397.31
Por t-Au -Pr ince, Haiti 177 513.64 25 728.10 151 785.54
Sana1a, Yemen 268 276.56 184 245.21 84 031.35
Santiago, Chile 32 142.85 32 142.85

Subtotal 3 114 063.74 1 114 239.56 1 999 824.18

Hou.,; ea for UNICEF staff

Lagos, Niger ia 65 205.61 3 707.39 61 498.22
Harare, Zimbabwe (5 un its \ 212 106.46 120 288.21 91 818.25
Kampala, Ugallda 250 000.00 50 007.91 199 992.09
Jakarta, Indonesia (2 units) 226 407.23 119 878.67 106 528.li6
Brasi1ia, Brazil 146 476.57 58 165.61 88 :nO.96
Juba, Sudan 21 617.96 21 617.96-

Subtotal 921 8 U. 83 373 665.75 548 148.08

Computer equipment 3 363 4B.39 1 514 075.93 1 849 343.46

Greeti n9 Card Operation

Mach inery 427 658.60 224 011.48 203 647.12
Office equipment 88 397.00 33 674.88 54 722.12

Su btota1 516 055.60 257 686.36 258 369.24-------
Total 7 915 352.56 3 259 667. 60 4 655 684.96
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V. SUMMARY OF ~ IGNIFICANT ACCOUNTING POLICIES

Accounts

1. 'rhe accounts are maintained in accordance with the Financial RegUlations of
the united Nations, with such modifications as required by the nature of the work
of UNICEF.

2. The iinancial period is the calendar year. Consistent year-end cut-off
procedures are in effect.

3. Except aa may otherwise b~ required by the terms of special ac~ount~, income,
expenditur~s, assets and liabilities are recorded on th~ accrual basis of
Iccoun ting, whereby receivables and pt 'sbles art'! establ ished a t year-end for
closure purposes.

4. The accounting unit is the united States dollar. The equivalent in United
States dollars of other currencies is established on the basis of the united
Nations operational rated of exchange. Differences between the valuation of the
currencies when entered into the accounts and when actual transactions are made are
accounted for as gains or losses on exchange trans,l!ctions.

5. Periodically, assets and liabilities in currencies other than United States
dollars are valued for accounting purposes at the prevailing United Nations
operational rates ", exchange. Any var !ance in valuation due to fl'Jctuation of
those rates is accounted for as income or loss and shCMn separately in the
statement of income and expenditure.

6. The financial report and accounts reflect UNICEF income, expenditure, assets
and liabilities, including those of the Grepting Card Operation. 'l'hl:! principles of
consolidation refl et the accounting policies outlined in this summart.

7. Th~ net income of the Greeting Card Operation at the end of its camp~ign on
30 April ~dch year is reflected as part of UNICEF income. The expenditures
incurred &!1cl income ..arned during the ongoing campaign are included in the UNICEF
asset and l:i.abil ity accounts respectively as "advances" and "income received in
advance". Be fore consolidation, the estima tes of sales ba~ed on goods del ivered to
consignees and ti,e corresponding costs, receivables and inventory accounts are
adjusted to reflect the value of goods not yet reported as sold by consignees.

Incane and expendi tures

B. Income consists of general resources and supplementary funds. General
resources include funds from voluntary annual contributions of GovernmentR, the net
incane from the Grepti nq Card Opera tion, IInearmarked funds con tr i buted by che
public and certain general incon~. Supplementary funds ~re those contributed to
UNICEF by Governments, intergovernmental organizations, non-governmental
organizations and United. Nations agencies for specific purposes and earmarked for
UNICEF programmes "noted" by the UNICEF Executive BOard and for emergencies, and
then become part of UNICEF commitments. If ::,pecific terms and conditions are
established by donors, separate accounts are maintained for purposes of reporting
and financial management.
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9. Income is recorded on the basis of funds or pledges received for the current
year. Pledyea received for futur~ jears for purpcses specified b' donors are
considered deferred income anca recorded as "pledged and r ceived ,0 advan.:e"
(sta tement iI).

10 Donations-in-k ind, wh ich an' recorded as memorandum An tr ies in the books of
r ~unt, are not part of th~ income ot UNICEF.

L. Expendi lures are recorded when funds are disbursed or when the liabil ity of
UNICEF is recognized. Except for machinery and equipment for the Gteeting Card
Oper~tion, buildings ~nd electronic dbta-processinq equipment that are depreciated
over their useful life and other non-expendable properties are charged against t.'ie
relev~nt budget accounts in the year of purchase.

12. The statement of income and expenditure (statement 1\ does not include funds
received and exper.ditures made fran trust tunds, which are rp.flected in
schedule 9. Those transactions which do not require commitments by the Executive
Board are considered trust funds.

Assets and liabilities

13. All funds received are deposited into UNICEF bank ,iccounts, incluJing those
under trust fund arrangements, and reflected as cash holdings.

14. All outstanding pledges for contributions are r~~~rded as receivables (see
para. 9).

15. Buildings purchas:d for office accommodation and staff housing, ele~tconic

data-processing equipment, and machinery for use 1.0 greeting card productilJn, are
considered capital '-'tisets. They <'Ire valued at cost lE-SB amortization or
depreciation in accordance with t~e following principles~

(a) Office buildings are amortized by annual charqes to the budqet for
amounts estimated to be equivalent to their annual rents, while buildings for &taff
hOIJ~ing are amortized by the rent.al income earned from the oc.'cupantsJ

(b) Machinery ~nd equipment for the product ion of greeting cards are
depreciated OVP.r their estimated useful p2riod)

(c) The cost of electronic data-processing equipment is amortized by annual
chi\rges to the bUdget over L1 ~"\eriod of fi.ve years froo, th~ date ,)f acquisition.

16. The UNICEF Procurement, and Absembly Cen tre 's stock of programme Buppl iea is
shown at average cost. Goods in tran<;it to the Centre are valllf'd at actual I""OBt.•

Freight paid for suppl ies to the Centre 'a warehouse is considered part of the cost
of supplies. The aggregate total represents the Centre's inventory, the value of'
which is adjusted by the accumulated variance between average and actu~l costs.

17. The Greetin~ Card Operation's stock of raw material is valu~d ~t cost.
Pr, ,ducts in process and finished goods are valued at standard coste. The aggregate
total represents the Greeting Card Operation's inventory, the value of which is
adjusted by the accumu1at~d variances to reflect its actu~l costs.
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18. At year-end, goods shipped to conoigneea for: the current campaign are
consider:ed part of the inventory and are adjustec1 'co actual cost.

19. Contractual obligations co,"ltingent upon delivery of suppl1ea and equipment
ordered against unfulfilled programme commitments are recorded as memorandum
entries in the books of account, except a~ may be otherwise agreed with donors of
supplementary funds. The total outstanding contingent lillbility at year-end is
disclosed in the notes to the financial 8tatements. The same ~ccounting treatment
is, given to contractual obligations for del ivery of raw mater iale: to the Greet! ng
Card Operation and electronic data-proces8ing equipment.

20. \~o provision iA r.llIde for staff entitlel'lf:mts for repatril!ltion, etc. in fUtUl'.
zaars or to meet contingenci$1 under apptndix 0 of the United Nations Staff Rules,
aB funds at'e provided in thtt budget appropr ia tiOllB llII requi rlltd.

21. A reeerve for i naurance of $200,000 was establ inhed in Novemb..r 1950 to absorb
losses of UNICEF r~ro9rarnmo suppUe. and equipmerlt not cOlfered by commercial
insurance. The reserve 111 restored to i,ts authoriZed limit by a transhr trom
income.
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ANNEXES TO PARl' ONE

ANNEX I

Sta t i9 t:i CB l\nd oth er da tll

Tpis annex compriees tables giving statistical and other d~~. concerning
UNIO~F' activities, which, glthc)I.'.qh 'lot forming part of th-. financial statementa,
a re provided for information purposes.

Tables--,-_..

A. !!!!-us of fU~ds fr~!h!-~lt.d N.tio~y.tem

1. Status of funds from the United NAtions ayetem r.l~ted to Executive Board
commitments as at 31 Dec.mbfH' 198fJ

B. UNICEF e~enditure.

2. Expenditures for co-operation by programme in 1986 and 1985

3. SUinn~ary of expendituru in 1986 (by E'egion and type of programme)

C. UNICEF commitments

if, Sumll,lt"y of commit:.mtmts approved by thf! Executive Board at it. 1986 D••• i,on,
by region and main fle1f1 of co-operation

5. Commitments comi,ng ,into offect during 1986 between 8oaK'd sessions
corresponding to specific contributions received or. pledged during 1986,
and adjus tments and transfer F.l

6. 'rot"l commitments approved in 1986 (!lummary by t egion and type of prQ9rall'llle)
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ANNEX 11

Glossary of selected UNICEF terminology used in the report

ACCOUNTS AUDITED

Ttlp. organization's financial statements for a specified period or at a
specified date audited L. the External Auditors (United Nations Board of
Audi tor s) .

ACCRUAL SYSTEM OF ACCOUNTING

To record income or expenditures in the accounting period to which they
relat~, even though the receipt or payment of funds may take place in a
different accounting period.

BUDGET

A plan in financial terms for carrying ou t proposed actt vi ties in a speci fied
time. The term "budget" is used to refer to UNICEP' administrative ana
programme support costs as well as to the Greeting Card Operation .. HCJotiever,
the Executive Board approves an appropriation of funds only for UNICEF
administrative and programme support costs.

Budget estimates

Estimates of the costs of proposed administrative and ~L~gramme support
act ivi ties prepared for submiss ion to the UNICEF Executiv\! Board for the
approval of relevant appropriations.

Budget estimate~, revised

Resulting from the Executive Board's apprcval of "supplement.ary estimates"
prop0sed to adjust an approved budget.

Bu?get commitments

The total appropriation of funds approved by the Executive Board for UNICE~

administrative and programme support costs, against which obligations may be
incurred for those purposes up to the amount so approved.

CM" HOLD TNGS

'I'he aggregation of all the organization's funds, including coins, hank notes,
cheques, balances in current and call accounts, saving accounts and
interest-bearing deposits.

Cash in transit

Casl1 transfsrs between one or more UNICEF bcnk accounts "t a specified time.

-97.-



Cash in current bank accounts

'{'he aggregate of money maintained in UNICEF bank accounts, as reflected in the
UNICEF books of account, to sustain operational requirementR.

Cash in interest-bearing deposits

Funns temporarily availat>le in excess of those needed for immediate
requirements, held in short-term interest-bearinq deposits and ready to be
drawn down when needed.

Cash on hand
(Also called "petty cash")

Cash kept on hand by authorized officers as a convenience for making ~mall

payments on I ',If of the organization.

COMMITMENTS FOR PROGRAMME CO-OPERATION

The total appropriation of funds approved by the Executive Board for UNICEF
co-operation in country programmes or regional projects for periods of fro~

one to five years.

Cornmi tmen t, made a t the Exe(.'u ti ve Boa rcl sess ion

Programme and bUdget commitments recommended by the Executive Director that
are submitted for approval to the Board at its annual sessions.

Commitments made between Executive Board sessions

Programme commitments related to projects "noted" by the Board at its annl:al
sessions, subsequently coming into effect on receipt of funds or firm pledges
of specific-purpose contributions earmarked for those "noted" projects. AlAO
programme commitments from general resources approved by "ma 11 poll".

Cornmi tmen ts, sav ings and de f iet ts

Commitments for programmp co-operation are expressed in terms of the unit of
account (United states nollars). They reflect efltimated costs of supplies and
services and local costs. Actual expenditures usually differ fram estimated
costs~ this creates savings or deficits that are submitted yearly to the
Board, which au thori zes ei ther a reduction of ou ts tandi ng commitments
(savings) or new commitments to cover over-expenditures on approved programmes.

Comm! tments, unspent balance

Programme commitments have no annual expiry dateJ they may continue during the
plan of operation. At the time that a new recommendation is prepared for
presentation to the Board, unsp&nt balances of previous commitmentR may be
deducted frOT,1 the new amount 1 &quested or may be reprogrammed. In some cases,
the unspent balance m~y be cancp.lled when there are circumstances that
prevent the continuation of the programme.



CONTRIBUTIONS, VOLUNTARY

Contributions to UNICEF that are otf~red and accepted without reference to ~

s~ale of assessment determined by any United Nations legislative body.

CONTRIRUTIONS RECEIVABLE

"ontributions r;>ledged to UNICEF hut not received until a later date.

CURR~~NCIES OF' "RESTnICTED USE" FOR UNICEF

Currencies, whose \Jse is li'mited (m&inly with regard to transferabi) ity and
eonvertib~ ,ty) because of foreign exchange rEgUlations or the donor's wish.
"lhen those limitations do not exist, the currencies are considered by UNICEF
to be "unr~stricted".

EARMARKED

'l'o give express ion to a reEltrictio.1 imposed by 1IIJreement or by administ.ra tive
action on the use of an account or of an equivalent amount of aaeets.

EQUI FMDl'!', NON-EXPENDABLE

Equipment with a service~blc life of more than one ~ccounting per~0cl for which
inventory records are mair.tainea.

EXPENDITuprn

The payment of cash or the incurring of a liability for the purpose of
discharging appro"ed commitments. In the case of commitments for programme
co-operation, n~l-cash expanditures, which are recorded on an accrual basis,
reflect the actual UNICEF input delivered during the period in the form of
supplies, equipment, and/or services. In the case of budget commitments,
expenditures reflect obligations innurred during the financial year.

FINANCIAL PERInD

The operatiny p~riod rf the organization, which is tbe ca~.endar year and is
covered by the financial statements.

FINANCIAL REGUlAT.l.uNS

u'ne!'';F fo1l0ws the Financial Regulations and Rules of the United Nations, with
~uch 1djustments and SUbstitutions as are r€quired by the nature of its work
dnd are with.·n the authority given to the Executive Director in the United
Nations General AssembJ.y resolution by which UNICEP' was establ i :hed, and by
the Secretary-General.

FUNDS-IN-'t'RU5T

Funds accepted by UNICEF ma).l"\l y to cover tht: costs of ,reimbur sable l?rociurement
of ~upplies and servic&s undertaken by UNICEF on hehalf of others. They also
include financing provided by sponsors to cover the oost~ of jun~or

Profes~iondl officers. These funds are not c.:onsid,ered u:ac~r-' income, fot

"~4-



accounting and reporting purposeA, therefore, i:~ey are separately l'.,oor.Jed and
distinguished f ~OO\ fund6 that are part of income and are fipent for commitmenth
approved by the Board.

INCOME

Money or firm pledges received or accrued during a financial period..;nat
increase the resources of UNICE.F for implementation of approved CO'MIitmunts.

UN Ir.Ef' income is recorded on the blJsia of funds nr pledgf'!s receive:d fo!" the
current year. It compr ises funds classif ied as "general re&ources" and
"supplementary funds".

Income, def~rred

Funds received or pledges recorded as receivable, attributable to futur~

financial periods and th~refore not credited to the income account of the
period reported on.

I~come, gener~l resources

Uneacmarked income, Which includes funds from voluntary annual contributions
of Government.s, the net income from the Greeting Card Operation, funds
contdbuted by the pUblic and certain oth~r (or misceUdneous) income •

.!.'!.£ume, other

Also referred t.O as "miscellaneous income" for gtme,:al resourcos.

Income other th~n th~ value of the voluntary contributions and the net in~~me

of the Gre~ting Card Operation.

Income, s~pplementary funds

Earmarkp.d income for programmes "noted" by the Executive Boari! of UNICEF which
then becomes part of UNICEF programme commitments.

Conoists of funds contributed to UNICEF by Governments, non-governmental
organizations and the united Nations agencies for specific purposes.

INVEN'roRY

'I'he value of supplies and equi pment for program.nes owned by the organ ization,
and Grp.eting Card Operation materials at the end of an ftccountirl'J or financial
periocl.

LIQUIDITY REQUJREMENT

UNICEF has a llqui,H ty r equi rement to cover temporary imbalances between funds
~~ceived and spent ard to absorb differences between income and expenditure
estimates.
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LIQUIDITY PRO"ISION

The liqui~ity requirement ia covered by a liquidity provision of cash held at
the end of each year, comprising general resources and half of the balance of
8upplementary funds.

LOCAL CURRENCY

The currency of the country or area in which the local financial records of an
activity are kept and/or in which its local financial transactions take place.

"AURICE PATE MEMORIAL f'tJND
(1'0 honour the first UNICEF Executive Director)

EHtablished by the Execu~ive Ro~rd in 1966 to strengthen regional training
facilities in fields benefiting childr~n.

"NOTED" PROJECTS

Programme recommendat.ions are often prepared that «;1" beyond :he input
availc1ble from general resources. These extensionr are- for "noting" by the
Board all sui table for fundi ng from Dupplementary contr ~ buttons made by donor s
for "speci fie purpose~". When a 9upplementary contr' but ion is ",tide for 3

"noted" project, the corresponding commitment comf!G into effect~uRually

h~~twe,.n Board sessions).

OBLIGATION

A financi~l engagement involving a liability against the resources of the
current financial period.

PLEDGE

A wr it.ten commitment by et pro8~f:leti ve don(>r to make a v()luYltary CO" t:ri butivn
to UNICEF. A written commitment that is FH1bject to the need to secure
appropr.iate national legislat.tve approval is cOflBidered a pledge.

RATES OF EXCHANGE

The UNICEf ac.:cCJunt3 arl1 maint.ained in United Stdt't:'lS dollHB. 'I'rana'1ctions in
other currencies are \.:onverteJ for recor.'Hng into United states dollar.s at the
Uniteu Nationg operdt~onl11 ratP.a of exchange.

REIMBURSABl.E PROCUREMENT

UNICEF' eBB iate Government s, TJn It'!>d NI!! t1 OIIB agench q and non-yover nmeYltdl

vrc;;anization'l ~'orkin9 in t.he fil~ldB of t~enefit to cuildren by undertaking, 0 ....

rcqueot ,.In, on a reilT'bursa!)lf! baeiB, procuroment of 900(1s and serviCt!.f'}. A.
&mall h~ndlin9 ehllrge 'i8 adoed hy UNICEF to the <:ost of the sl1rpl ieB and
services to cO"er the costs of extra adm1nistl'ation arid documf.'l.tation (t3e£)
funds-in-trust) •
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RESERVE ~UR INSURI,NCt

A reserve of $200,000 was establ1Rherl by the Executive Board il'l November 191)0
when UNICEF adopted a pol icy of self-insurance. 'f'ransfers of funds are made
from the reserve to replace lost supplies. The reserve is then restored
annually to the level of $200,000 by tr~nsfer from UNICEF income (other
income) •

SCHEDULE

Explanatory or supporting analyses accompanying financial statements.

STAFF ASSESSMENT

A deduction from the gross salary of a staff member of an a~ount in lieu of
income tax.

UNENCUMBERED BALANCE

That portion of the budget commitments that h~s not b~en expended at the end
of the year. Th, unspent balance at the end of the biennium is cancelled and
reported to the Executivo Board (see commitments, unspent balance).

WRITE-OFF

An adjustment to the accounts in order to r.ecord the loss of or reduction in
the value of ar asset.

"
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PART '!WO

GREETING CARD OPERATION
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FOREWORD

l. In 1985, 147 artists from 49 countr iee vol.unteered thei r delligns as
~ontribution8 to UNICEF car~s and calendars.

2. Their artwork, aome of it already internationally known and eome of it seen
for the first time beyond national boundaries, helped the Greeting Card Operation
to furnish UNICEF with a siteable source of income and created the opportunity for
millions of people around the world to make a direct contribution to a unique
United Nations activity.

3. As in p~st years, the national committees for UNICEF and oth~r groups acting
as volunteers wer~ the main 8ale8 agents.

4. On behalf of UNICEF, I again wish to record our highest apprf:tciation for 'the
devoted efforts of the many thous~nds of artists, museum .taff, collecto4s,
volunteer sales aqents and m.m~erB of the general public who have contributed to
the success of this enterpri •••

(Signed) James P. GRANT
~x.cutiv. Director

nnHed Nations Children'S FU"I(~
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I. FINANCIAL REPORT FOR THE 1985 S~"ASON

Summary of the results of the 1985 season

Overall performa~£!

1. The Greeti ng Card Operation completed its 1985 campaign with a record
$22.5 million net profit contribution to UNICEF general reAources. The highlights
of the results compared with 1984 are shown below.

Card sales (in millions)

Gross proceeds

Commissions

Total costs

Net operati ng profit

Other income (expenses)

Net profit

1985 Change 1984 1985
actual from 1984 actual ?udget

117.3 +6.1 111. 2 117.0

(Millions of United States dollars)

56.0 +7.5 48.1) 56.7

15.3 +2.4 12.9 15.5

23.6 -0.3 23.9 25.6

17.1 +5.3 11. 8 15.6

5.4 +7.1 (1. '1) 0.2

22.5 +12.4 10.1 15.8

Sales and gross proceeds

2. The year 198:- was the second year of the interregional sales development
programme approved by the Executive Board at its 1984 session. 'I'otal sales in 1985
~ere 117.3 million carda and gros8 prooeede totalled $56.0 million. All Greeti ng
Card Operation sales reg forls showed incre_ses in both volume and proceeds except
for Latin America, whbre the 8ubstan~ial price increases introdu~ed for the 1985
campaign had a neative impact on volume but reSUlted in a major increase in
revenues.

Commissions

3. 'rhe commissions represent retentions made by national committees and other
sales partners and expenses at sales offices.

4. The commissions basically increased in proportion to gross proceeds.

Total costs

5. In spite of increased volume ana the resultant producti.on and s£'11ing coat
increoses, total COflt.S were below 1984 levels aoo $2.0 milli.on (7.8 per cent) halow
the approved 1985 bUdget.
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Net operating profit (traditional products)

6. The net operating profit in 1985 was S17.1 million, $5.3 million
(44.9 per cent) higher than in 1984. This was due to improved performance in the
implement~tlon of the Greeting Card Operation pricing and sales policy and the
rigorou3 containment of costs.

Other income (ex~n6es)

'7. In addition to the overall improvement in operati ng performance, the weaken ing
of the Unitad States dollar increased the revaluation of 8ssets and liabilities by
S 5.1 mill ion.

Net profit

8. Total net profit for 1ge5, including oth~r income and the impact of
non-operating gainR (expenses), W4S $22.5 million (40.1 per cent of gross
proceeds), $12.4 11ion higher than in )984.

Financial statoments for the year encied 30 April 1986

9. The three financial statements that f,:>l1ow are supported by the notes to the
financial statements l which are consider.ed an int6gral part of the financial
repnrt. Some 1984 accounts h~ve been restated to conform with the current year's
prfltsenta t ion.
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NOTES 'ro THE FINANCIAL STATEMENTS

Statement I (income and eXpenditure)

1. Gross sales proceeds. These figures represent the total sales value of all
Greeting Card Operation products (cards, calendars, stationery, educational
materials and other products) sold during the campaign year. Gross proceeds were
$56.0 million in 1985, an increase of $7.5 million (15.5 per cent) over 1984. This
increase was attributable to price increases in major markets (10 per cent) and to
increased volume (5.5 per cent). A summary by region comparing 1985 and 1984
performance in volume (millions of cards) and gross proceeds (millions of United
States dollars) is given below.

Gross
Volume proceeds Var iance

GrOS8
Sales region 1985 1984 1985 ~ Volume proceeds

I. North America 20.3 18.7 9.0 8.7 1.6 0.3

II. Latin America 9.6 9.8 3.5 2.5 (0. 2) 1.0

Ill. Asia 3.1 2.9 2.2 1.5 0.2 0.7

IV. India/Pak is tan/
Paci fic 8.9 7.2 2.6 2.1 1.7 0.5

V. Europe/Easter n
Medi ter ranean 73.5 70.8 36.6 32.3 2.7 4.3

VI. Africa 1.9 1.8 2.1 ..b.! 0.1 0.7

Total 117.3 111. 2 56.0 48.5 6.1 7.5

A detailed country-by-eountry analysis of card sales and gross proceeds for 1985
compared wi th 1984 can be found in the schedule that follows the nresent notes.

2. Commissions and field office expenses. This represents the amount of
commissions paid to national committees and other sales partners as well as total
direct selling expenses at Greeting Card Operation offices. As a percentage of
grosR proceeds, these expenses were 27.3 per cent in 1985, compared with
26.5 per cent in 1984. The increase is attributable to an excess retention rate by
one national committee and to start-up costs at new field offices in both Asia and
Africa. It is the goal of the Greeting Card Operation to keep all commissions
retained by national committees and direcl selling expenses at field offices under
25 per cent of gross proceeds.

3. Cost of goods delivered. These expenses represent the costs of producing
goods delivered during the year and include direct costs of raw materials and
labour and indirect costs such as production supplies and services, freight,
storage, etc. For 1985, the total cost of goods delivered, including freight,
duties and taxes, amounted to $11.8 million, an inctease of $0.8 million over
.L::l84. This was due mai.nly to increased deliveries. As a percentage of groBs

-106-



proceeds, the cost of goods delivered was 21.2 per cent, compared with
22.8 per cent in 1984, an improvement of 1.6 per cent. The decentralization of
Greeting Card Operation production, with new production centres in Brazil and
Singapore, is helping to keep production costs down, and as the activity in these
centrea increases, thp Greeting Card Operation anticipates Ddditional savings from
both lower costs of production and reduced shipping costs.

4. Total operatinca costs. Tnis includes expenses incurred in running the
Operation, and the costs are broken down by section on the income and expenditure
statement. For 1~85, total operating costs amounted to 811.8 million, a decrease
of 81.0 million compared with 1984. As a percentage of sales, Greeting Card
Operation operating costs in 19135 (21.0 per cent) were 5.3 per cent less than ir.
1984 (26.3 per cent). This major reduction WftS achieved by (a) the implementation
of the new UNICEF policy where~y, from 1985 on, staff assessment was deducted from
staff costs as vPI~sed to being shown separately as income) (b) a decision by the
Greeting Card OpuL~tlon, in accordance with recommendations from both external and
internal auditors, to record as expenses only that portion of publicity and
promotion material costs that relatee to the current campaign year, and (c) strict
control of expenditures in all operating areas, which helped the Gr.}~:Hng Card
Operation keep 1985 expenses below both 1984 levels and the approved budget.

5. Net operating profit (traditional products). This represents the Greeting
Card Operation's net profit from the sale of greeting cards and other traditional
Greeting Card Operation products. For the 1985 campaign this profit amounted to
817.1 million, an increase of $5.3 million, or 44.7 per cent, over 1984.

6. Other income. This includes revenues from Greeting Card Operation special
programmes, inclUding stamp and coin sales, donations generated by Greeting Card
Operation brochures, discounts fram suppliers and so on. Other income in 1985 was
81.3 million lower than in 1984 owing to (8) a reduction in income from stamp
sales, mostly as a result of attrition in the 10-year programme and diminishing
returns, and (b) the transfer of staff assessment income from "other income" to
"operating costs" (see note 4).

7. Revalu£l tion of assets and liabU ities. The exchange gain of 85.1 million
represents a gain on revaluation of assets and liabilities held in currencies other
than the United States dollar converted at the United Nations rate of exchange as
at 30 April 1936, as required by the Financial Regulations of the united Nations.

8. Write-off of prior years' receivables. This represents amoun~s due from prior
year campaigns but now considered uncollectible. The Greeting ~ard Operation will,
however, continue its efforts to collect the8~ debts.

9. Net profit. Net profit in 1985 was $27.5 mill'~n, the highest 80 far achieved
by the Greeting Card Operation, for an increase of 812.4 million (123.3 per cent)
over 1984. As a percentage of groBs proceeds, the 1985 net profit was
40.1 per cent, compared with 20.8 per cent in 1984.

Statement II (asse ts and liabil i tit!!!)

10. Accounts receivable. This includes amounts due fram national committees and
other consignees for 1985 sales, in addition to royalties and miscellaneous
receivables, and is shown net of wrlte-offs. The amount due from national
committees on 30 April 1986 was $31.6 million, compared with $22.1 million as at
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30 April 1985. The increase of
1985. Agreements with national
31 August of the calendar year.
'8.8 million.

'9.5 million is due to higher sales proceeds in
committees provide for payment of these balances by

As at 14 November 1986, the balance was

11. Inventory. Inventory a8 at 30 April 1986, which includes raw materials, work
in process, finished goods and goods in transit, is stated at standard cost. The
year-end inventory includes cards and publicity and promotional materials
manufactured during the year for the 1986 ~ampaign.

1985 1984-
(United States dollars)

Raw materials

Products in process, finished products,
products in transit and publicity and
promotion materials

Total

2 891 027

6 055 361

8 946 388

2 728 464

6 479 719

9 208 183

12. rapital assets. These are stated at ~ost less accumulated depreciation,
computed by the straight-line method over the estimated useful lives of the
assets. The following is a summary of the capital assets as at 30 April 1986.

1985 1984

(Uni' etd States dollars)

Production machinery 427 659 427 659

Telephone system 88 397 88 397

Subtotal 516 056 516 056

Accumula ted deprecia tion 208 53S 134 816

Total 307 517 381 240

13. Accounts payable. This represents amounts owed by the Greeting Card operdtion
as at 30 April 1986 but not paid as at that date. Of this, $1.0 million was ~ea

to outside suppliers ($0.7 million as at 30 April 1985), and the ba1an~ of
$1.4 million was accruals for salaries and expenses for Greeting Card Operation
offices at Geneva and Copenhagen and in New York.

Statement III (1985 work plan and the actual results for the season)

14. In comparison with the 1985 approved budget, card sales, gross proceeds and
commissions were on target. With regard to productio~ and operating costs, major
savings were achieved through a global cost savings programme and amounted to
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$2.0 million (7.8 per cent). Net operating profit was $1.5 million, a 9.5 per cent
increase. Net profit, including other income and expenses, ~a. $6.7 million, or
42.1 per cent highvr than the approved budget.

15. Comparisons of actual results with budget estimates in statement III (.ee
par~. 14) are based on the low volume projection of 117 mil~ion card., which
matches actual volume for 1985/1986. It should be noted, however, that the
1985/1986 net profit Gl~ exceeds the medium projection of $20.2 million by
$2.3 million, or 11.4 per cent, and the hig~ projection of $21.2 million by
Sl.3 million, or 6.1 per cent.
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I I. SUMMARY OF SIGNIFICANT ACroUNTING POLICIES

1. The accounts are maintained in accordance with the Financial Regulations of
the United Nations, with such modifications as required by the specific nature of
the Greeti~g Card Operation, in view of the commercial nature of its op~ration. In
the UNICEF accounts, assets and liabllities rell'lti"lg to the Greeting Card Opeo:ation
are consolidated at the closure of the UNICEF accounts. At the end of the Greeting
Card Operation fidcal year on 30 April 1986, the net of the assets less the
out~tanding liabilities is reflected in the interoffice accounts as the amount due
to UNICEF.

2. The financial period is 1 May to 30 April. Consistent year-end cut-off
procedures ar~ in effect, in order for UNICEF to incc:porate Greeting Card
Operation accounts in its financial statements.

3. The accounting unit is the t~ited States dollar. The equivalent in United
State~ dollars of other currencies is established on the basis of the United
Nations orerational rates of exchange.

4. The gross proceeds of the Greeting Card Operation are recorded in United
States dollars at the ur.ited Natior~ exchange rates in effect at the end of the
campaign, for sales reported by nati.onal cOlllmittees and other sales outlets.
(Actual cash collection is recorded in United States dollars at the united Nations
rate in effect at the time that remittances are received, usually at the end of
August. )

5. Periodically, assets and liabilities in currencies other than Unite.": States
dollars are valued for accounting purposes at the prevailing united Nations
operational rates of exchange. Any variance in valuation due to fluctuation of
those ra tea is accounted for as income or loss and !3hown separa tely in the
statement of income and expenditure under revaluation of assets and liabilities.

6. Inventory of raw mater ials, work in process, fin ished goods and goods in
trdnsit is valued at standard cost and appeats as such in the statement of assets
and liabilities. It is Greeting Card Operation polic}' to write off all unsold
finished products frccn the currenc campaign year that are not carried forward to
the folluwing campaign year. All pUblicity ,-"ld promotion materials bought in the
current campaign year but relating to future campaign years are shown at cost and
included in ~nventory.
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