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LETTERS OF TRANSMITTAL

27 February 1987

Sir,

Pursuant to financial regulation 11.4, I have the honour to submit the
accounts of the United Nations Children's Fund for the year 1986, which 1 hereby
approve. The 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 Adminicetrative and Budgetary Questions.

Accept, Sir, the assurances of my highest consideration.

Yours sincerely,

(Signed) James P. GRANT
Executive Director

The Chairman of the Board of Auditors
United Nations
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
Nations Children's Fund, including the Greeting Card Operation, for the financial
period endeu 31 December 1986, which were submitted by the Executive Director.
These statements have been examined and include the audit opinion of the Board of

Auditors.

In addition, I have the honour to present th: Report of the Bouard of Auditors
with respect to the above accounts.

Accept, Sir, the assurances of my highest consideration.

(Signed) R. T. NELSON
Auditor General of Ghana
and Chairman
United Nations Board of Auditors

The President of the General Assembly
of the United Nations
New York, N.Y.

-viii-



PART ONE

UNITED NATICNS CHILDREN'S FUND



I. FINANCIA REPORT FOR THE YEAR ENDED 31 DECEMBER 1986

Introduction

1. The Executive Director of the United Nations Children's Fund (UNICEF) submits
herewith the annual financial report of the acccunts of UNICEF for the year ended
31 December 1986, comprising six statements supported by 10 schedules.

T The financial system of UNICEF is described in "An overview of UNICEF
policies, organization and working methods" (E/ICEF/670/Rev.3). 1In addition, the
mediun-term plan for the period 1986-1990 (E/ICEF/1987/3) compares the actual 1986
fiqures with those previously planned for 1986 and shows the financial projections
for future years. The financial ceport provides the details of the 1986 financial
results of UNICEF activities. Highlights are summarized in the following
paragraphs.

Income

3. UNICEF income in 1986 totalled $463 millior. Virtually all Governments of
both the irdustrialized and the developing worlds contributed to UNICEF in 1986,
Income compriss=d $299 million for general resources and $164 million for
supplementi.ry funds. This included $32 million of emergency contributions, mostly
for the African emergency. According to the traditional breakdown of UNICEF
income, 75 per cent (3348 millicn) came from Governments and intergovernmental
oryarizations; 19 per cent ($89 nillion) from private sources as a result of
fund-raising campaigns, greet’  card profit and individual donationsj less than

1 per cent ($2 million) f.om the United Nations system; and 5 per cent

(324 million) from miscellanenus sources. including exchange rate revaluation of
assets and liabilities. 1Included in the income from private sources was $8 million
from the Sport Aid campaign, $4 million each for general resources and
supplementary funds.

Expenditures

4, UNICEF «xpenditures in 1986 were $437 miilion. This amount consisted of

$185 million for supplies, equipment and freight costs, $141 million for non-supply
assistance (svch as training grants, project personnel and local costs) and

$66 million for support of programmes. The remaining expenditures of $45 million
were for administrative services, After deduction of contributions from
Govermments towards local budget costs and otner income from the hudget, the net
custs of programme support at the field level and of administrative services were
$57 million and $42 million respectively.

Donations-in-kind

5. Donations~-in-kind valued by donors at $14 million were delivered 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
countries and seven countries in the Central American isthmus region. These
deliveries are not reflected in the financial accounts of UNICEF, although they are
handled through the administrative structures of the organization,

-2-




Funds-in-~trust

6. Funds-in-truat not related to commitments approved by tie UNICEF Executive
Board are not entered in the financial accounts of UNICEF as income and
expenditures. These funds are used mainly to cover the cost of goods and services
purchased and delivered cin a reimbursable basis hy UNICEF on behalf of Governments,
other agencies in the United Nations system and non-governmental organizations. In
1986, UNICEF recelved cash or pledges of 356 million for these funds-in-trust.
Disbursements and obligations from them were $41 million.

Liquidity provision

7. UNICEF does not have a statutory reserve and is not authorized to bhorrow. A
cash provision is therefore necessary to absorb temporary within-year imba ances 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 prudence, the lowest possible general resources cash
balances 8o as to make the maximum use of the general recources that are received,
This policy also allows 50 per cent of the supplementary funds cash balances to
support, on a temporary basis and in case of need, the general resources liquidity
pending necessary corrections in planning. At the end of 1986, the total cash
holding ($126 million) included the UNICEF liguidity provision of 859 million,
which was made up of general resources cash (316 million) and half of the balance
of the supplementary funds cash ($86 million).

8. Total cash of $126 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
accounts and $26 million in current bank accounts, many of them also
interest-bearing. The total cash hnldings of UNICEF included $12 million in
currencies restricted for use in the donor countries for purchases and other local
expenditures. This balance was slightly higher than in previous years. Relatively
large amounts of non-convertible currencies have been accepted from developing
countries to finance procurement of vaccines and essential drugs. These currencies
are accepted in a controlled manner and within the Fund's possibility of using them

over a short term. Problems of accumulation over ths usable limits are not
expected.

PIOQ[ aime commitments

9. During 1986, the ‘' uutive Board approved new programme commitments totalling
$248 million to programue: for children in 110 countries with which UNICEF
co-operates, as well as to reqgional and interregional projects. This total
includes $85 million in commituents from UNICEF general resources and $163 million
for projects that the Board "noted" as worthy of support and that were financed by
pledges of supplementary funds made ir. 1986.



Prospects for 1986 and future yea:s

15. In November 1986, at the United Nations pledging conference for development
activities, 90 Governinents anncunced pledges totalling $132 million to 198%™ UNICEF
general resources, Many indusirialized and developing countries pledged increases
in their national currencies for 1987 compared with 1986. Past experience
indicates that additional funds '/ill be pledged in the months ahead, bringing the
Governments' pledges for 1987 to UNICEF general resources to an estimated ‘
$247 million, an increase of 5.7 per cenc, in real terms, from government pledges
in 1986,

11. WwWith expected contributions from non-governmcital sources, income from the
Greeting Card Operation and supplementary funds, total income for 1987 is projected
to total $448 million. The extraordinary g»in in income for 1986 due to movements
in exchange rates is not expected to be repeated in 1987, Over the period
1988-1990, a 5 per cent nominal annual growth in income is assumed; expenditures
would increase at abhout the same rate as income. General resources cash on hand
will increase to the equivalent of 10 per cent of income by 1990. Cash balances of
supplementary funds are expected to increase slightly. As a result, the liquidity
situation will be more than adequate to cover the forthcoming financial needs o.
UNICEF,

(Signad) James P, GRANT
Executive Director of the
United Nations Children's Furd




II. REPORT OF THE BOARD OF AUDITORS

Introduction

1. As required by Ceneral Assembly resolution 74 (I) of 7 December 1946, the
Board of Auditors conducted an audit of the accounts of the United Nations

Children's Fund (UNICEF), includina the Greeting Card Operation, for the year ended
31 December 1986,

2, The examinatlon was conducted in accordance with article XII of the Financial
Regulations of the United Nations and the .nnex thereto and with the common
auditino standards adopted by the Panel of External Auditors of the United Nations,
the specialized agencies and the International Atomic Energy Agercy. The
examination was conducted at the UNICEF and Gresting Card Operation headquarters in
New York, at Geneva and Copenhagen, and at the field offices in Thailand and the
United Republic of Tanzania.

3. During the year under review, the Bcard of Auditors continued its practice of
reporting the results of specific audits and issuing management letters containing
detailed observations and recommendations to the Administration. This practice
helped greatly in maintaining a continuing dialogue with the Administration.

4. The following 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
ptiority, be taken:

(a) Practices reqarding programmes funded from supplementary resources,
particularly the temporary allocations from general resources, the timing of income
recognition, the incurrence of expenditures in excess of commitments, and the
disposition of contributions in excess of expenditures, should be reviewed; these
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 practices should be discontinued and/or policies should be reformulated
to make tnem more responsive to the requirements of an effective programme delivery
system; and this revised set of policies should be gsubmitted to the Executive Board;

(b) The policies, instructions and practices regarding financial reporting
should be reviewed and appropriately revised in order to enhance the transparency
of the financial results of operations and the financial position of the Fund,
particularly with respect to programme funding and implementationj

(¢) The continuing problem created by the divergent accounting systems at
UNICEF and the UNICEF Procurement and Assembly Centre (UNIPFAC) should be addressed
and remedied in order to reduce to an acceptable level the errors in the accou.ts)

(d) The accounts of UNICEF and the Greeting Card Operation should be
geparated, and this method of financial reporting should be provided for in the
financial rules currently being drafted;



(e) 1In close co-operation with UNICEF, the Board of Auditors should expand
the scope of its audit of the 1986 accounts in order to arrive at mutually
acceptable account balances and remove the disclaimer on the 1986 financial
gtatements); this expanded audit will require additiconal funding; all adjustments
made by UNICEF in 1987, up to the commencement of the expanded audit, that
appropriately relata 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 Requlations and Rules should be discontinued.

The Administration's response

6. During the audit of the 1986 accounts, it became clear that there was a need
to clarify some ™NICEF accounting procedures and the correspondir~ accounting
policies. This was particul..ly true with respect to supplement: 'y funding.
Several high-level meetings were held, and 1t was agreed that, owing to the limited
scope of the 1986 audit, the external auditors and the Administration would not be
able to come to an agreement regarding certain outstanding issues within the 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 estahlish mutually acceptable account balances.
Accordingly, it was agreed that an opinion would not be issued on the 1986
financial statements.

7. In 1976, UNICEF realiced income from supplementary resources amounting to
$16.5 million, 1In 1986, income from this funding source was $163.8 million, an
almost tenfold increase, For any organization, and UNICEF was no exception, this
tremendous expansion in the scale of operations would have severely strained
organizational and manpower resources. At UNICEF, the choice was made to direct
ity attention, efforts and resources towards the development and implementation of
a viable, effective and responsive programme delivery system. The beneficiary
countries' need for assistance was immediate. The cost of postponement would have
been incalculable. The findings and recommendations of the Board of Auditors
contained in the present report will provide timely and valuable input for the
review of programmes funded from supplementary resources, a report on which will be
submitted to the Executive Board in 1988,

Summary of findings

8. On the basis of a review of 16 pledges of Governments to supplementary
resources, we established that the income for 1986 reported under supplementary
funds from Governments was overstated by $25,366,862.40 and the contributions
receivable and contributions for following years pledged and received in advance
were understated by $9,247,000.00 and $34,613,862.40 respectively.

9, On the basis of a limited sample of transactions reviewed, we determined that
the reported programme expenditures for 1986 were understated by $4,508,513.00.
Among the related accounts affected by this understatement were the accounts
payable, inventory and income accounts.



10, In our opinion, use of the caption "Excess of assets over liabillties" in
statement I1 is misleading because it fails to disclose the restrictions imposed on
the use of the reported assets under the agreements signed with donors to
supplementary resources.

11, The unspent bhalance of commitments from supplementary funds of $251,846,203,96
shown in statement IV is understated by $17,742,000, an amount representing
expenditures made in excess of the commitments raised. As at 31 December 1986,
this account should have a balance of $269,588,203.% ., This conclusion is based on
our review of an internal management report and a review of a limited sample of
transactions. The Administration was unable 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 management report was
based on data extracted from the data base of the Comptroller's system,

12, The total income from contributions received or pledged for the year ended

31 December 1986 of $416,876,002.6]1 reported in statement I is net of the
$3,417,272.05 in adjustments and cancellations made during the year. Consequently,
the actual total income from contributions received or plodged 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 statement I, which i3 the basic financial statement for reporting
the financial results of operations, does not provide adequate disclosure and is
tantamount to reporting income net of expenses.

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 IT and schedule 4 includes $27,700,708.47 (17.3 per cent of the total)
in pledges for 1982 and 1983.

14. FExpenditures in 1985 and 1986 for the celebration of the fortieth anniversary
of UNICEF, including two special 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 gsessions. On 31 December 1985,
an obligating document was raised for $2,325,000 to fund the commemoration,
contrary to the provisions of financial regulation 4,3. We have been unable to
ascertain the full amount of obligations raised and expenditures incurred because
no adequate accounting infrastrucrture was provided for segregating these amounts.

15. At year-end. 116 documents were raised to transfer allotments between budqet
lines, between categories, between cost centres within a region and between
regiors. These transfers amounted to $16,084,506.05 at gross. The Administration
informed us that the net transfer from category 1 to category 2 was $1,291,779, 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 outside
consultancy and expert services. The use of purchasc orders instead of special
service agreements in effect bypassed the control system associated vith the
processing of special service agreements.




17. The salaries and allowances of the project manager, consultant and secretary
for the UNICEF House project were not charged against the budget that hLad been
approved specifically for the purpose but were taken up as charges against the
regular administrative budget.

18, ruring the past five years, the average implementation rate for programmes
funded from general resources wasg 80 per cent, while the implementation rate for
programmes fundea from supplementary resources was only 47 per cent. The
implementation rate was arrived at by dividing programme expenditures by the
planning level. We analysed one country programme and observed that the
implementation rate was 144 per cent. In dollar terms, programme expenditures
amounted to $18.92 million and the planning level was only $13.16 million. fThe
portion of the programme funded from supplementary resources had an implementation
rate of 273 per cent. This was possible because of the temporary allocation from
general resources,

19. Our review of financial reserves revealed that while the general resources
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. In accordance with the UNICEF liquidity
policy, half of this amount ($43.0 million) is made available to support general
resources cash requirements.

20, Our review of electronic data-processing applications at UNICEF headquarters,
specifically the revised basic assistance list monitoring system and its linkage
with the Comptroller's system, revealed that the echelon updating procedures needed
to be reviewed and modified. An indication of the deficiencies in the computer
programmes is the $24,583,687,32 balance in :he suspense account -ummary as at

20 April 1987. We emphasized to the Administration the complexity 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 $3,512,1€7,.68 for UNIPAC supplies in transit reported in
schedule 6 of the 1986 financial statements of UNICEF includes $608,369.78
representing nalances carried forward from 1 January 1986, of which $438,556.02
comprises balances that have been outstanding :ince 1 Janua y 1985; since it is not
likely that supplies could be in transit between suppliers and UNIPAC for two
years, the reported balance for supplies in transit includes amounts that should
more appropriately be reported as advances to suppliers;

(b) As at year-end, the value of goods that were awaiting laboratory testing
or were determined to be unacceptable as a result of inspection was $1,758,406.75;
these 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 ordered; on the basis of an examination of 20 purchase
orders, the over-deliveries ranged from 4 to 1,309,000 units and in dollar terms
from $0.48 to $65,000; this practice auversely affects the Fund's financial and
warehouse resources;



(d) Payments for stock replenishment are made hefore receipt of the quality
contrnl reportj payments totalling $201,658.20 for goods found unacceptabie have
not h. en recovered for the past six months;

(¢) The supplies reported in statement 11 ard schedule 6 were not valued in
accordance with the stated accounting policy on the accumulated variance between
average and actuel costs; owing to transmission nroblems in early 1986, price
variances totalling $124,686.88 were not recorded in the accounts of UNICEF;

(f) There were 19 cases, involving a total of $125,160.08, in which, as a
res:lt of accounting errors, the inventory account was understated and bhudgetary
expenditures were overstated; our review of the adjustments made .n the process of
reconciling the UNICEF and UNIPAC packing materials inventory balances revealed
that adjustments totalling $284,820,.96 were not appropriate;

(g) Inventory cut-off procedures at year-end were not properly performed,
wiuich 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 ke
performed by UNIPAC hecause the present procedure is inefficient; the option chosen
in the design of the payment and budget control system was noc 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 declined; government officials

informed us that one reason for the higher wastage factor for measles vaccine was
the use of the 20-dose vial rather than the 10-dose vialj

(b) Our review of the water supply and sanita“ion projecc disclosed that the
physical targets had been achieved at an impressive rate without the equipment
component of the project but with the Government's equipmznt instecad, which
strongly suggested that the assistance should have been rechannelled to other areas

gince the Government's capacity to implemeint the project on its own was clearly
demonstrated;

(c) Between January 1985 and October 1986, only 14 of the 67 districtu
scheduled for visits in 1985 and 1986 were actually visited; between 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 Decembe: 1986
disclosed the following:

(a) In the preparation of the income statewent 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 .at the income statement for the prior campaign year had
been restated to conform to the current income statement presentation, this
disclosure was inadequate because the changes altered the components of cost of

goods delivered, net sales and ope:-ting expenses; there were certain inaccuracies
in the notes to the financial statements;



{p; The Geneva and New York offices did not follow the same accounting
procedures in accounting for three types of transactionsj

(c) Although the net book value of the Geneva office's prior year's stock as
at 30 April 1986 was zero because of the allowances for returns and losses, the
gross amount of $11,215,288 for in entory was mater ial enough that disclosure ought
to have been made in the financial statements;

(d) Expenditure accruals as at 30 April 1986 amountinrg to $275,000 did not
have supporting documents and appeated not to be valid obligations)

{e) Delays of fram 45 to 72 days 1a entering input documents “o the inventory
management system resulted in inacrurate and abnormal balances in the stock status
report and understatement of the inventory and liability accounts at closure dates;

(f) The newly introduced procedures for accounting for the inventories of the
three production centres do not provide accurate account balances; the current
procedures followed in accounting for ghipments to production centres are
inefficient;

{g) Between 1 May and 31 December 1986, not all of the New York office'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 diractly to New York office cunsignees;

consequently, the inventory at consignees and related valuation accounts were
understated.

Accounting controls

Accounting for supplementary resources pledges

24, The stated accounting policies of UNICEF relating to supplementary resources
pledges are disclosed in the summary or significant accounting policies that
accompanies the financial statements. According to these policies, income is
recorded on the basis of .unds or pledges received for the current year, and
pledges received for future years foc purposes specified by donors are ~onsidered
deferred income and are to be recorded as "pledged and received in advance".

25. On the basis of these stated policies, we reviewed the accounting for
16 supplementary resources pledges totailing $65,743,428.14. Our findings are
summar i zed below.

Contributions

Total pledged 1985 income Deferred income receivable
Per bhooks $65 743 438.11 $39 154 130.58  $12 342 247.53 $51 496 438,11
Per audit 60,743,438,11 13,787,328.18 _ 46,956,109.93 60,743,438.11
Over (under) $ 5 000 000.00 $25 366 B62.40 $(34 613 862.40) $(2 247 000.00)




26, Because of the erroneous application of accounting policies and instructions,
the reported supplementary resources income for 1986 was overstated by

$25.37 million, the balance of deferred income was understated by $34.61 million as
at 31 December 1986, and the reported balance of contributions receivable was
understated by $9.25 million also at year-end. The understatement in the
contributions receivable account was the net effect of the failure tc 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 million 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 have had to extend our auditing procedures bhack
to 1984 and 1985 and increase the number »f transactions reviewed for all three
years, including 1986, in order to establish the net effect of the errors on the
comparative accounts for 1986 and 1985.

27. The practices that the Administration has followed allowed considerable leeway
in the timing of income recognition. Accouncing 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
misgtatement of the accounts, accounting looks to that critical event in the course
of a transaction at whose occurrence it will recognize that the transaction 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 agreement 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 contribuvtion
between income and income received in advance. The reason for these excentions,
according to the Administration, was that the accepted practice with the donor
Government was to use phasing. However, for thec remaining pledge of $26.5 million,
expenditure phasing was not applied because, according 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 million was received from a
donor Government on 5 December 1986. 'The annex to the agreement that UNICEF signed
with the donor provided that the funding was required for 1987 and 1988, UNICEF
booked the entire amount as supplementary resources income earned in 1986 rather
than as a pledge received in advance for 1987 and 1988.

(c) 1In two separate cases, the supplementary resources pledges of

$8.02 million and $2.09 million 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 proposal submitted by UNICEF to the donor Governmentvs. 1In addition to
the project description, the annex specified the year or years for which
supplementary funding was being solicited. The agreement that the donor Government



signed did not change any of the terms in the annzs, particularly the period for
which the funding was provided. 8ince the annex constitutes the UNICEF offer to
the donor and forms an integral part of the agreement, it is commonly accepted
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 because, according to the Administration, the donor “‘1 not specify 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 million supplementary reswurces cash contribution mentioned in
paragraph 26 above was received on 2 February 1987 and the letter confirming the
pledge was received the following day. As at 8 May 1987, no agreement had been
signed between the donor and UNICEF. Consequently, there was no acceptable basis
at all for the recognition on 31 December 1986 of a pledge 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 recoanition of the pledge at year-end was based on three
notes for the record, dated 20, 23 and 28 January 1787. Those notes are summarized
below.

(i) The note dated 20 January 1987 summarized the discussions between senior
officials of the donor Government and JUNICEF. In connection with the
potential contribution, the note stated that the donor was ready to
provide funding to UNICEF and had requested that the funds should be
comritted 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 more than ample time, as tr
cash contribution was received on 2 February 1987,

(ii) The note dated 23 January 1987 stated that "subject to agreement by [the
donor], and provided that the pledge is received before the closure of
the 1986 accounts ..., [a senior UNICEF official] decided that the
$US 5 million of the possible [donor) contribution, $2.5 million should
be applied against 1986, to reduce the overexpenditure on the general
resources ceiling (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 stated that the 1986 supply call-fourward for
the project had been temporarily charged to general resources pending the
finalization of the contribution.

29. The last two notes 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< 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 temporarily
against general resources, and project implementation proceeded. Under this
temporary arrangement, the commitment is eventually 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 for 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 recognition was the solution.

31. According to the Administration, the concept of projects funded from
supplementary 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 Administrat.ion, to administer funds of this magnitude,
UNICEF required certain policies and prrncedures to maintain proper accounting,
reporting and control. According to the Administration, during the period
1970-1986, UNICFF pursued a consistent policy in the treatment of supplementsar
funds income. By a methodology similar to that adopted for general resources,
income from a donor Government is recognized following the receipt of a firm
pledge. 1If 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 unclear what procedures were followed
redarding the trea*tment of current income and deferred income.

32. The sheer volume of transactions under supplementary funds income shows,
according to the Administration, that UNICEF has established close links with donor
Governments and has been responsive to their nceds 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 would 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 accouniing practice, which, inter alia,
has been noted and approved by the Executive Board on several occasions,

33. The Administration further stated:

"At its May 1985 session, the Executive Board reviewed th. Report on
Supplementary Funding' (E/ICEF/1985/L,2) prepared by the Executive Director at
the request of the Executive Board in 1983, The Board discussions revealed
that delegations would have preferred to see a comprehensive description 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 sesaion of a further report
to be prepared by the Executjve Director following consultation with the
Advisory Committee on Administr.tive and Budgetary Questions, the present
procedures governing supplementary funds in UNICEF should be maintained.'
(E/19¢5/31, E/ICEF/1985/12, para. 139)., This report (E/ICEF/1986/L.2)
summarized the origin and evoluticn of the present UNICEF supplementary funds
policies, and described and reviewed the related procedures and issues. The
conclusions and recommendations of the Executive Director were reviewed and
endorsed by the ACABQ and approved by the Executive Board, It also
reconfirmed the existing policies and procedures on supplementary funding."

Furthermore, the Administration stated:

"The overall policy framework provides the rational:. of UNICEF supplementary
funds procedures, as well as the 'road map' on the basis of which operational
procedures he & evolved to make them viable and consistent with policy. The
entire supplementary funds process begins and ends at the field level where
the process of programme preparation, implementation, monitoring and
evaluati-n is carried out, based on programmes and policiee approved by the
Executive Board. Recipient Governments, in consultation w .h UNICEF country
offices, prepare programme recommendations which inciude inputs that are
additional to those beiny finuai ced from general resources, Those additions,
which are submitted to the Board for examination, review and 'noting' in the
same way as regular projects, are subsequently implemented when financing
through supplementary funds is ensured. That additional capability is an
intedral p.art of programmes for mothers and children. Therefore, just as
noted projects are an integral part of lhe whole country programme so
supplementary funds contributions are an integral part of country piogramme
financing. They are not considered resources held by UNICEF as an agent of
donors. UNICEF receivee those contributions as part of its own resources and
does not administer them as a clearing house for collection and disbursement,
The implications of the application of these concepts are fundamental and
substantive (e.g., ownership of programme surplies, transfer of title,
ingsurance, replacements for damages and losses, disposal, use of UNICEF
insurance reserve, financial management, accounting and budgeting

(Ref: E/ICEF/1986/L,2, prara. 13)."

In addition, the Administration stated:

"UNICEF programme objectives, the planning of programme co-operation (both
general resources and supplementary funds) and the planning of UNICEF capacity
tboth qualitative and guantitative) are prepared, reviewed and approved as one
"entity ard managed through identical procedures. Most are part of UNICEF's
country programme &pproach under which S-year country programmes are prepared
for each of the countries with which UNICEF co-operates, and which include
components for supplementary funding as part of the whole. The medium-term
plan is designed to assist the Executive Board in its review of programme
co-operation policies and to provide the information necessary for the Board
to decide on the -inancia’ plan, new programme commitments, operations,
budget, persor.cl and administration. At the time of formulation and review
of the medium-term plan by the Executive Board, the interrelated projections
nade in the plan for ganeral resources, supplementary 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/1986/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. 1In 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 egqual 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 supplementary 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 1986 year-end closure of the accounts, liabilities were accrued for
unpaid shipments and unpaid freight, with a corresponding 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
teversed, which resul€sd {§ a8 URJaTSEsEEREqE 8f the reported axpenditiifes €8f Ehe
T ERE s

39. The Administration explained that this reversal was required to compensate for
the overstatement of 1986 programme expenditures of approximately $6 milliom 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
UR.LAC 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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Financial reporting

Unapent supplementary resources commitments - balance sheet presentation

40. Contributions to supplementary resources are country-specific ond
purpoge-specific and are identi{fiable with specific notings of the Executive

Board. Hence, the use of supplementary resources is restricted and this limitation
is reflected in the agreements entered into between the donors and UNICEF.

41. Since supplementary resources commitments are raiseu nnly when fully fundel,
the assets reported in statement Il include an amount equivalent to the total
unspent supplementary resources commitments of $251,846,203.96 (UNICEY tigure) as
at 31 December 1986, The restriction, however, is not disclosed in statement II.
Instead, the difference between total assets and total liahilities {s captioned
"Excess of assels over liabilities". 1In our opinion, this caption is misleading,
because the so-called "excess" does not represent resources that are freely usable
for purposes other than those specitied by the donors in the agreemenc¢s. In order
to properly disclose this limitaticn, the fund balance iection of statement II
should include a line for $213,308,535.65 that could be captioned "Restricted fund
balance for the imnlementation of unspent commitments for programmes funded from
supplementary resources"., The balance of $38,537,668.31, representing the amount
of supplementary resources contributions received in advance, should be shown in
the liabilities gectiorn of statement II. The Administration ajreed to review
existing financial statcment formats in orde. to enhance t.= usefulness of the
gstatements, schedules and accompanying notes.

Unspent supplementary resources commitments - accounting by project

42, vhe total unspent supplementary rescurces commitment of $251,846,203,95%
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. These programme over-expenditures should not be deducted from the gross
amount of unspent supplementary resources commitments of $269,588,203,.96 because
the obligation of UNICEF to implement a specific supplementary resources project
funded by a specific donor cannot be reduced hy an over-expenditure in another
supplementary resources project funded by another donor. Since UNICEF has accepted
pledges of $269,588,203.96 that are intended for projects funded from supplementary
resources, it must either spend the entire amount on the specified projects,
reimburse the donors or negotiate alternative uses with the donors, as clearly
spelled out in the agreements. Consequently, the Administratior should restate the
reported balance of the unspent <upplementary resources commitments at
$269,588,203.96 as at 31 December 1986 and make the necessary corrections in all

f inancial statements affected.

43. According to the Administcation, supplementary funds provide the resources to
implement projects "noted" by the Executive Board. unese projects are extensions
of projecis funded ftrom general resources. In other words, according to the
Administration, these projects wouid have been funded fram general resources if
they had been available. 1In 1973, according to the Administration, the Executive
Board approved the concept that if a donor earmarked a contribution for componenrts
within a reguiar programme already covered by a commitment, an equal amount could
be released from the commitment and used to implement a “noting" in the zame
country. The Administration also stated that our analysis was based on a
management report that does not form part of the wfficial books of account of
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UNICER.  Finally, the Administration informed us that the negative commitment
balances were the result of having recorded the expendiiures under projects other
than those under which the commitments were shown,

44, Although it is true that report No. 5 i8 not a financial statement, it was
prepared on the basis of data extracted from the Comptroller's system data base.
Furthermore, report No. 5 provides more detailed information than statement V. It
is highly probable that in the process of data aggregation, negative balances were
netted against positive balances of commitments for the same beneficiary country.

Incore and prior years' adjustments

45, Our review of statement 1 and schedule 1 of the 1986 financial statements
revealed that the amsunt carried forward from schedule 1 to statement I did not
equal the actual total amount of pledges recorded in 1986, The difference of
$3,417,272.05 consists of adjudtments and cai.tellations of prior years' pledges.

In schedule 1, these adjustments are deduc .ed from the total amount of

contributions received or pledged durina the year; hence, only the net amount is
brought forward to statement I, We noted that similar adjustments and

cancellations of $2,816,476,27 and $8,954,370.17 had been made in 1984 and 1985
respectively, which indicates that these adjustments and cancellations are material.

46. We recommended that the actual total amount of pledges received during the
year should be reflected in the main statement rather than in the schedule and that
the prior years' adjustments should be repor*.J in the same staterent as a separate
item, following the section on expenditures. Although these adjustments had been
reported in the same manner in the past, the Administration assured us that it
would study the recommendation to ensure consistency with the accounting treatment
of adjustments to other asrets.

Contributions receivable - current and prior years

47. The year-end balance of contributions receivable for the current and prior
vears includes $27,700,708,47 (17.03 per cent of the account balance), in pledges
for 1982 and 1983, Of this amount, $25,103,816.81 (15.68 per cent of the total
account balance) comprises pladges due from three donors. Our analysis of the
accounts of each of these donors is given below:

(a) As at year-end, the amount cue from donor A for current and prior years'
pledges was $18.982,700.00. Although payments were received in 1986 for the 1983
and 1985 pledgen, no payment was received on the 1982 balance of $7,965,000.00
pledgea to general resources, Furthermore, this 1982 balance has not moved since
31 December 1964,

(b)  The balance due from donor B for current and prior years' pledges
amounted to $21,394,813.75 as at 31 December 1986. 1n 1986, the donor paid
26 per cent of the amount pledged for that year. However, no payment was received

in 1986 on the balance of $11,416,442,11, the total outstanding pledges for 1982,
1983 and 1986,

(c)  The balance due from donor ¢ for current and prior years' pledges
amounted to $27,308,4%34,27 as at year-end. Between 1984 and 1986, all pledges made
to general resources were paid by the donor in the year for which the pledge was
made . However , as at 31 Decenmber 1986, there was still an oucstanding balance of
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$6,027,723.27 on the 19¢2 and 1983 pledges to general resnurces. Moreover, no
payment had been recelved on the 1983 pledge since the end of that year.

48. The 1986 financlal statements do not provide adeyuate disclosure of the status
of the components of the contributions receivable account for the current and pricr
years. 'The notes to the financial statements discuss the composition of
outstanding pledges, hut only in relation to urpose. Nowhere in the financial
statements or in the accompanying notea is it disclosed that %12,266,524.85 and
$15,434,183.62 of contributions receivable are for 1982 and 1¢.3 pledges
regspectively.

49. We also determined that the contributions were long overdue, as disbursements
had already been made by UNICEF. For instance, disbursements of $3,077,058.00 had
already been made up to 30 September 1986 against the 1982 uncollected pledge of
$3,312.000.00 from donor C. Only $4,241,750.00 out of the 1982 and 1983
supplemontary resources pledges of $11.5 million has been received from the doror,
whereas UNICEF has already disbursed $8.3 million.

50. We recommended, and the Administration agreed to, the preparation of an aqing
schedule for contributions receivable that should form part of the financial
statements. The schedule should not, however, disclose the names of donors.
Preparation of this schedule would not entail additional work, because a similar
report ig periodically prepared for internal purposes.

Combination of UNICEF and Greeting Card Operation accounts

51, 1In addition to the usual elimination of interoffice and other reciprocal
accounts, the accounts of UNICEF and the Greeting Card Operation as at
31 December 1986 were combined in the following manner:

(a) The combined net income of $2” .4 million earned by the Greeting Card
Operation at Geneva and in New York du:r g the campaign year ended 30 April 1986
was presented in statement I as part of UNICEF general resources income earned
during the calendar year ended 31 December 1986;

{(b) The balance sheet account balances of the Greeting Card Operation as at
3 recember 1986 were combined with the related UNICFF account bal.uces as at the
sane datey

(c}) However, the revenue and expense account bhalances of the Greecting Card
Operation from 1 May to 31 December 1986 were, after adjustments, reclassitied as
deferred income and deferred charges respectively and were presented as such in
statement I1. Hence, the results of the operations of the Greeting Card Operation
for the last eight months of 1986 were not reflected {n statement I.

52. Since the UNICEF accounting period is the calendar year and the Greeting Card
Operation's fiscal year ends on 30 April, the UNICHF financial statements are, In
effect, prepared for two different periods and with two different closure dates.
While this traditional method of financial statement preparation is disclosed as a
stated accounting policy of UNICEF, we found no support for the policy in generally
accepted accounting standards. For this reason, we believe that th. . ombination of
the Greeting Card Operation a counts with the accounts of UNICEF does not provide a
fair presentation of the financial position and operating results of UNICEF as a
whole. In addition, since the Greeting Card Operation is a commercial enterprise
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and UNICEF is a general governmental type of organization, the primary cobjective 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 with UNICEF accounts as at
31 December requires the Greeting Card Operation to perform appropriate closure
procedures as at that dute. This i8 in addition to the reqular closure procedures
that the Greeting Card Operation undertakes at the end of its campaign year on

30 April. 1In 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 procedures that

would not otherwise have been required if its accounts were not combined with the
accounts of UNICEF.

54. We recommended that the Adminintration 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.

Reserve for reimbursable procurement

55. The reserve for reimbursable procurement was set up as a contingency provision
for staff costs chargeable against income from reimbursable procurement

cperations., The related accounting instruction provides that ._his account should
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 a permanent one. We also observed that the
establishment of this reserve had not been reported 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 was not adeguately disclosed in staterent II since it was included in thc
balance for accounts payable ¢ d other unliquidated obligations.

56. The Administration 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 siinw no indication whether the matter of funding the year-long
commemoration was rven raised, either by the delegates or by the Administration.

As stated in paragraph 66 below, the Administration will render a full accounting
of the fortieth anniversary celebration at the next session of the Fxecutive Board.
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Budget Planning and Review Committee

58. The minutes of the Budget Planning and Review Committee meeting on 9 July 1985
disclosedl that a senior official had informed the Committee that a budget of
approximately $2 million would be required for the commemoration. The Committee
accordingly reauested the senior official to submit a detailed estimate of
expenditures.

59. On 9 Dacember 1985, five months after the funding regquirement was initially
presented to the Committee, the senior official recommended that a miscellaneous
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 Committee
agreed to raise the obligating document against the 1985 budget, with the
qualification that the amount could be adjusted after the Committee had reviewed
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 amount approved by the Budget 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 bhudgetary
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
obligating document on 31 December 1985 was designed to take advantage of savings
in the 1984-1985 b iget.

61. Except possibly for $6,948.50, there were no outstanding legal obligations
against the miscellaneous obligating document of $2,325,000 as at
31 December 1985. Consequently, the balance of over $2 million should have been
~ancelled at year-end in accordance with financial reqgulation 4.3,

62. At its 27 January 1986 meeting, the Budget Planning and Review Committee
reduced the budget for the commemoration to $1,340,000, However, the original
miscellaneous obligating document was not amended accordingly. 1In 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 was managed financially.

Approved by the Budget Planning and
Review Committee in 1986 $2 161 920.00

Total raised in miscellaneous
obligating documents in 1985 and 1986 $3 135 427,27

Expenditures charged to the administrative budget:

First Earth Run $1 206 187.74
Sport Aid 925 844.69
Other activities 1l 278 645.62

Total $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 the obligations and expenditures
incurred. The amounts summarized above were arrived at only with difficulty, as
transaction trails were not readily discernible,

Recommendations

65. On the basis of the preceding findings, we submitted the following
recommendations, 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 commemorationj

(b} The Administration should submit to the Executive Board a complete report
of all the revenues and expenditures of the fortieth anniversary activities,
including the First Earth Run and Sport Aid;

(c) The Administration should review its budgetary and accounting practices
80 that more effective controls can be rxercised and to ensure that the relevant

financial regulations and rules are followed.

The Administration's response

66. The Administration informed us that since the Executive Board had given the
authorization to plan and implement the activities for the commemoration, it had
been assumed that authorizat’ wn had also been given, though 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 the April 1986
session of the Executive Board. The Administration further informed us that at the
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1987 session of the Executive Board, both 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 from the Executive Board
whenever activities 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 Run

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, lnrorporated, respectively.
Although the contract with Band Aid Trust was not signed, a telex outlined the
agreement hetween the parties, The agreements provided that expenses incurred for
the Sport Aid events were to be covered by 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 observed that, although income was adequate to
cover expenses, at least $925,844.69 ir expenditures had already been charged
against the administrative budget of UNICEF.

68. On 1 September 1986, an accounting instruction was issued for the purpose of
sett‘ng up “he revolving fund - special events (First Earth Run). According to the
instruction, commercial income was to absorb the organizational and administiative
costs of the special event, and fund-raising income would be accounted for as
general resources income. A total of $700,000 was transferred to this account from
the Sport Aid account, contrary to the provisions of the two agreements. 1In
addition, headquarters expenditures totalling $153,101.17 were charged against the
account.

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

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

(b)  The transfer of $700,000 should be reversed;

(¢) The balance of $3,648,009.33 in the Sport Aid account should be properly
disclosed in the 1986 financial statements.

0. The Administration informed us that since the two special events formed part
of the fortieth anniversary celebration, they would be included in the fulil
accounting of the commemoration. Furthermore, the Administration asgured us that
apnropriate approvals would be obtained for the establishment of the revolving fund
in accordance with the new Financial Regulations of UNICEF, approved by the
Executive Board at its April 1987 session, and that the reserve account of $700,000
would be maintained until full accounting had been completed, at which time
adjustments would be made.




Budgetary controls

Requests for additional funds and vear-end fund transfers

71. At year-end, 116 transfer documents coverinag transfers of allotments totalling
$16,094,506.05 (gross) were raiced. They involved transfers between budget lines,
between cateqories, between cost centers within a region and between regions.

72. At UNICEF, budget control is primarily the responsibhility of the cost

centres. We observed, however, that in 45 out of a total of 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 bhecaus - 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
vear-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 formaliczed in the UNICEF budget manual. More
specifically, we made the following recommendations:

(a) The cost centres' practice of incurring over-expenditures before the
rejuest for additional funds has been submitted and approved should not bhe
tolerated;

(b) The year-end transfers of funds to 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 Budget 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 fram category 1 to category 2 was
$1,291,779, which is only 1.8 per cent of the total allotment of category 1.

Unallotted 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 transferred 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 had 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 fund transfers.

76. We recommended, and the Administration agreed, that the reserve 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 ai 31 December 1986, all outstanding purchase orders issued in 1985 and
prior years were closed. However, we tested six purchase orders that 4id not
represent legal obligations 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 transactions 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 been
cancelled and the corresponding credits should have reverted to general resources.
However, as described in the following paragraph, these unliguidated obligations
were util.zed to absorb over-expenditures on purchase orders of other cost centres,

79. Payments made in 1986 in respect of three purchase 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
unliguidated obligation balance of only $3,674.42, the payment resultea 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 prriodically the
validity of outstanding obligations; this will ensure that only valid obligations
remain in the accounts and cancellations or amendments of obligations are made when
necessary;

(b) The Accounts Section and certifying officers at field offices should
review long-outstanding unliquidated obligations;

(c) Certifying officers should provide the Accounts Section with a
certificate confirming the correctness and validity of the amounts of unliquidated
obligations reported in the final year-end accounts; obligations that «re no longer
valid should be cancelled and the related credits surrendered, in accordance 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 review 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 finding on the UNICEF practice of raising
purchase orders in engaging outside seivices of individuals and institutions
(E/ICEF/1987/AB/L.2, para. 33). During our interim audit, we encountered two such
cases a4t 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 services 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 the 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 task over a continuous period 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. 1In addition, the Administration
informed us that, while it had discontinued the use of purchase orders in
contracting the services of individuals, it would nevertheless continue the
practice in contracting services of established companies and institutions.

86. Forms, particularly obligating documents such as purchase orders and special
service agreements, are not interchangeable. Each form has been designed so that
the procedures built into the processing of that form provide an acceptable level
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 hecause the control system built into the



correct form is completely bypassed. Finally, we wish to remind the Administration
that the use of special service agreements, under existing instructions, 1s not
limited to consultants or experts hired in their individual capacity but applies
also to institutional contractors. We therefore reiterate our recommendation that
the use of purchase orders to contract consultancy or expert services of both
individuals and institutions should be discontinued.

UNICEF House 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 budget 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 while $110,510 had been allotted in 1986 for

ataff costs, only $3,069 had been obligated, which left an unencumbered balance of

$107,441 as at the report date. The amount of reported expenditures was definitely
incorrect since we knew that the project manager and the consultant had been hired

in late 1984,

89. Fxtended audit procedures revealed the following:

(a) The salary and allowances of the project manager had been charged instead
to established posts of the regular administrative budget;

(b) Except for the muath 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 service fees and related expenses of the consultant had been charged
against an outstanding miscellaneous obligating document that had been raised in
1985 to cover staff costs for the UNICEF House in 1985;

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

(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.

30. According to an audit report dated 7 May 1987 on the one-time installation
costs of UNICEF House, prepared by the UNICEF Internal 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

allowances of the project manager, consultant and secretary had been charged to the
reqular 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) {per cent)
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 ... 1In 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 received to reflect the expected expenditure likely
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 projects are futther refined only upon receipt of
funding assurance; consequently, the implementation rate for the firat year is
generally low,

(b)  Government counterpart funds are also generally not available in the
first year,

(¢) Supplementary resources projects are often funded out of bilateral funds
of donor agencies, to which more rigiad rules are often applied and whose
reallocation {8 more difficult to negotiate.

(1) Whiie projects funded from general resources are interchangeable, which
means that the allocation can be transferred from slower-moving to faster-moving
projects, projects funded from supplementary resources are not, because the funds
ars purpose-specific and country-specific,

(¢) Action has not been taken on the halances of completed projects, Either
these balances should be returned to the donors or their transfer to other
activities stould he negotiated with the donors.

(f) Projects with persistently low financial implementation rates due to
inadequate management will he inveitigated and appropriate corrective measures will
be taken,

(g) Small offices generally have skeletor staffs, often lacking the
flexibility to take on additional supplementary resources work until the arrival of
the supplementary resources project staff. wWhen there are conflicting demands,
sunplementacy resources projects tend to suffer. The Administration has
established a committee to look into these proublems,

Utilization of supplementary resources furds

96. Under existing policies, the implementation »f programmes funded fron
supplementary cesources can commence as Soon as funding is assured for the whole
implementation period of the programme. Supplies can then be called forward and
purchased, and proiject personnel can be recruited even prior to the actual receipt
of the contribution in cash. Our review of the implementation of programmes funded
from suprlementary resources resulted in the findings described below.

(a) Expencditures were incurred prior to the receipt of the cash contribution
or in excess of the contribu.ion already received. In the case of a water supply
project, the donor pledged 311.5 million for the implementation of the project in
1982, 1983 and 1984. As at 31 December 1986, only $4.2 million of the contribution
nad been received, while project expenditures had already reached $8.73 million.

The donor has not yvet remitted the contributions due in 1983 and 1984, in the
amounts of $5.7 million and $1.5 million respectively, despite the efforts of the
Aministration to collect them. In another case, the donor pledged $2,030,000,
while expenditures totalled $2,080,000.

(b) Our review of the cumulative summary of supplementary resources
contributions received revealed a number of supplementary resources p.ojects for
which funds had already been received but which had very low implementation rai-=s
or had not heen implemented at all.
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97. We believe that the nbserved practices expose UNICEF to the fol owing 1’ .ks:

(s} Donor dissatisfaction may arise when projects are not ilmplemented as
agreed, particularly when the contribution has long since been remitted;

{b) When implementation is significantly behind schedule, donors may

encounter difficulties in renewing budgets for funds that have not yet been
remitted;

{c) When funds received for a specific supplementary resources project are
utilized in another supplementary resources project for which the funds have not
yet been received, delayed remittance or non-remittance of ths pledge for the
latter project will jecpardize the former project.

98. While we understand tnat the observed practices were designed to maximize the
utilization of available financial resources and to hastan the implementation of
programmes funded from supplementary rescurces, the Administration should also be
fully aware of the risks to which the practices give rise and evaluate existing
practices in the light ¢f these riska. In addition, we submitted the following
recormendations for the Administration's consideration:

(a) Priority should be given to projects for which funds have already been
received;

(b) A system that will guide the Administration in assigning priorities to

the implementation of projects for which cash contributions have not yet been
received should be developed;

(¢) fuperviso y controls should be tightened in order to avoid overspending
project commitments.

99. The Administration informed us that the procedural, programmatic and
implementation issues concerning supplementary resources programmet and projects
were being re-examined by an interdivisional group at headquarters. With a more
realistic rephasing of the projact at the time that the pledge or cash contribution
was received, the implementation rates could be more appropriately asseased. In
addition, the Administration stated that annual financia) statements were prepared
regarding the implementation of all projects funded by each donor. Those
statements, according to the Administration, linked information o1 project

implementation with cash received and were intended to trigger follow-up action
with donors.

Submission and revision of basic assistance lists

100. Under existing procedures, every project proposal submitted by field off ices
to headquarters must bhe accompanied by a draft basic assistance list, The list
provides a comprehensive picture of the financial commitments 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 submission 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. 1In addition, we traced 160 form 300s, with a value
of $52.1 million, to the revised basic assistance lists subsequently submitted by
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the field offices. This exercise revealed that in 88 cascs, involving

$24.4 million, the pledges covered by the torm 300s were nct considered in the
revision of the hasic asiistunce lists,

101. Failure to submit or update the basic assistance list covering the pledges
received could lead to implementation and monitoring problems. The submission o.
revision of the basic assistance list is important because, once approved and until
amended, it serves as the formal basic control document, guicding btoth headquarters
and the field offices in the implementation of the projects. We recommended, and
the Administration agreed, that the requirement should be complied with.

Programne expenditures ~ country progyramme

102. We reviewed in detail one country programme, whose financial implementation
gtatus as at the clode of 1986 is summarized below:

Genaral Supplementary

resources resources Total
Programme expenditures $12 054 500 $4 677 200 $16 731 7C0
1986 planning level 11 450 000 4 213 800 15 665 800
Over-expenditure 3 604 500 $ 463 400 $ 1 067 900
Implementation rate 105% 111% 107w

103, Our review, however, revealed that the following adjustments should have been
made 3

(a) The amount of $2,187,203.66 that was accrued at year-end but subsequently
reversed during the year-end closure represents 1986 programme expenditures;

(b) The amount of $2,500,000 should be deducted from the planning level
because the pledge was received only on 2 February 1987.

104. If the two recommerided adjustments are made, the financial implementation
status of the country programme as at the close of 1986 will be an shown below:

General Supplementary
resources resources Total
Programme expenditures $14 241 700 $4 677 200 $18 918 900
1986 planning level 11 4.0 0CO 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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105. 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 its reply, the Administrat.on stated that tlexibility was practired, subject to
the limit of programme commitments and global affcrcability. In the case of the
country programme discussed ahove, the financial planning level was exceeded by
$5,760,000, which resulted in an overall impiamentation rate of 144 per cent. What
is more significant about this country programme, hovever, is that our computation
showed an over-expenditure of $2,960,000 on supplementary resources commitments.
Even the UNICEF calculation showed an over-expenditure of $460,000. +tThis
particular case rlearly demonstrates a divergence between implementation practice
and the much too often reaffirmed policy that supplementary resources commitments
are 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 resources funding. 1In its reply dated 6 May 1987, the Administration
starved that "the funding of a noted project for all intents and purposes starts at
the time a donor commits itself to fund a particular project". 1In this connection,
we sought clarification c1 the operational meaning of the phrase "at the time a
donor commits itself". 1In our earlier discussion of the timing of income
recognition for supplementary resources pledges, we observed that this phrase did
not refer to a commonly accepted point in time but to any point along a fairly
elastic continuum of time. 1In the case of the above country programme, for
instsnce, temporary allocations from general resources were made i{n 1986, long
before the receipt of the funds on 2 February 1987. The stated accounting policy
that "income ig recorded on the hasis of funds or pledges received" is fairly
straightforward. In order to avcid any possible confusion in the application of
the policy, UNICEF accounting instruction 82/4 Rev.l provides, in paragraph 2.6,
that “"supplementary funds are realised upon receipt of funds or upon signing of the
ayreement",

107. Because of the contradictions observed between policies and instructions, on
the one hand, and practices, on the other, with respect to supplementary resources
funding and expenditures, we recommended that the Administration should conduct a
comprehensive review of the policies, instructions and practices regarding
programmes funded from supplementary resources,

108. The Administration provided us with the replies summarized below.
(n) The $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 December 1986, the pledge did not exist and had not been received.

(c) In connection with the over-expenditure, the Administration stated that
at the country level, the country ceiling musyu also be viewed within the context of
the existing multi-year progremme of co-operation and the actual and projected
expenditures history of that country. Furthermore, the Administration claimed that
individual country ceilings were only a management target used to set priorities
for the use of UNICEF resources. If the temporary allocation of funds fram general
resources has the sanction 0" the Executive Board, then the Administration should
revise the policy statement accordingly. However, since the practice contradicts
the policy statement, the Administration should aG.=continue the practice until such
time as approval has been granted by the Executive Board.
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UNICEF,

(d) On the issue of timing,

Financial reserves

the Administration agreed that existing

accounting policies and instructions would be adhered to in the review that the
Accounts Section would perform.

Financial reserves available for programme commitments

as at 31 December 1986

(Millions of United States dollars)

Cash and contributions
receivable

Deduct contrihbutions
receivable

Cash balance at year-end

Add (deduct) liquidity
provision

Cash balance at year-~-end
net of the liquidity
provision

1986 income

Year~-end balances as
percentages of 1986
income :

Cash and
contributions
receivable

Cash balance before
liquidity provision

Cash balance after
liquidity provision

General

resources

51.5

(35.5)

16.0

[N
N <4
<4
o

17.2%

5.4%

19.7%
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Supplementary
resources

210.5

{(124.5)

86.0

(43.0)

128.4%

52.4%

26.2%

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
responsibhility, we undertook that review during the audit of the 1986 accounts of
We summarize our findings below,

Total

262.0

(160.0)

102,0

56.6%

22.0%

22.0%




110. The UNICEF cash holdings as at 31 December 1986, amounting to $125 million
including the $102 million available for proqramme commitments, are invested with
banks world-wide in time deposits and call accounts at varying rates of interest.
During 1986, UNICFEF earned $5.8 million in interest on these accounts.

111. 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 possible 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 resources, 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 huffer
provided by half of the supplementary resources balance, was a mere 5.4 per cent of
1986 general resocurces income, the 1986 year-end supplementary resources cash
balance was 52.4 per cent of 1986 supplementary resources income. Although we
recognize the success that the Administration has had in reducing supplementary
resources cash balances from a high of $113 million at the close of 1983

(112 per cent of supplementary resources income 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. 1In the review of the
statutory cash reserve prepared for the 1987 session of the Executive Board, it is
stated (E/ICEF/1987/AB/L.9, para. 17):

"At the end of 1977, general resources cash balances totalled
$71 millior, which 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 general resources income, caused the Executive Board to be
concerned about possible programme under-implementation."”

The present situation exposes UNICEF to possible criticism from supplementary

resources donors and country beneficiaries that supplementary resources programmes
are under-implemented,

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
uge of avalilable resources. The Administration stated that, on the basis of the
puper on financial reserves prepared for its 1987 session, the Executive Board had
reconfirmed the adequacy of the existing liquidity policy. Finally, the
Administration informed us that the policy on the use of general resource.: and
supplementary rescvurces funds would be fully examined since a report on

supplementary resources programmes was to be submitted to the Executive Board
in 1988,

Computer operations and electronic data-processing systems

Echelon updating

114. we conducted an electronic data-processing applicatinn review of the revised
bauic assistance list monitor:ng system, specifically the echelon updating
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procedures. Our analysis of the 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 correccted during the period covered by
the first closing, only one correction was made in the second closing

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

115. We traced 63 of the 143 uncorrected records to the suspense account summary
and 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
suspense account summary.

116. Our subsequent analysis of the 35 corrected updates revealed that the required
transaction data showing the amounts of 14 calls-forward were not registered. 1In
those circumstances, proper matching of expenditures with the corresponding
call-fcrward 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 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 Managemer 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-forward was necessary to balance a project's
total expenditure an' the corresponding donor's contribution. Since access was
given 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

subcomponents of the new call-forward were actually supported by the basic
assistance list.

120. From a systems point 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 I8 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 two divisions negates the
objective of strengthening control over the calls-forward.
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121. We recommended that ir order to maintain full and effective control over the
calls-forward, the call-forward master should be updated by the Programme Division
only. 1ne Administration informed us that it would study the feasibility of a
scheme that would allow the two divisions to make different types of updates in the
call-forward master and still avoid the problems cited. 1In addition, the

Administration stated that it would review the design of the automatic adjustment
gystem.

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 requirements 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 transit

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 years and $516,395.81 of adjustments for double
recording.

124. We recommended a thorough analiveis and review of the inventory-in-transit
account so that goods that were not actually in transit between the supplier and
UNIPAC as at 3L 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 as items on hold) that require laboratory testing
or that, as a result of an on-the-spot assessment, have been found unacceptable.
Present orocedures 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 value of goods on hold as at 31 December 1986 was $1,758,406.75,

7.21 per cent of the reported stock on hand of UNIPAC at year-end. We recommended
that that amount should be disclosed in the notes to the 1986 financial

statements. We also recommended, and the Administration agreed, that items on hold
should be segregated in the records.

Acceptance of over-deliveries

127, Of the 1,095 purchase orders out.itanding Aas 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. 1In 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 maiching of
the purchase order and invoice quantities prior to the 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 deliveries

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

130. We recommended, and the Adminigtration agreed, that it should re-examine the
existing practice in the light of *he alternative of effecting rayments upon
receipt of the quality control report for those items requiring testing.

Recovery of payments on unacceptable 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
application 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 tuan six months. For
supplies on hold paid for by other UNICEF offices on behalf of UNIPAC, both we and
the Administration encountered extreme difficulties in tracing the payments. 1In
gome instances, the payments were taken up as losses by writing off the
unacceptable deliveries,

132, On the basis of our observations, we submitted the following recommendations:

(a) Immediate reccvery of the $201,658,20 should be undertak and
discontinuing future dealings with the suppliers concerned should ve 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 office; this initial
inspection, however, should not preclude UNIPAC from conducting the usual
inspection upon arrival of the ygoods.

133. The Administration informed us that the payments of $201,658,20 were for
purchases from one country «nd that 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.

Direct shipments of standard items

134. The processing of standard cupply items that are shipped directly by the
suppliers to the field cices follows the same procedures as those used for
supplies received, packe and shipped by the UNIPAC warehouse. As a result, UNIPAC
recognizes income from the 10.6 per cent 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
inrtruction with respect to the propriety of the overhead charges.

Inventory valuati-n and price variances

Lccounting for price variance

135. The inventory costing procedures provide for the value of supplies to be
adjusted for variances between the average cost and the accual cost, stock
transfers, valuation and price changes, round-offs and stocktaking 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 aczcount is contrary to the stated accounting policy of UNICEF that the
value of UNIPAC inventory is "adjusted by the accumulated variance between aveirage
and actual costs".

136. We recommended, and the Administration agreed, that it should review the
policy on supplies inventory valuation, particularly the treatment of price
variances. We further recomme.ded that the Administration should determine the
amount of the accumulated variance between average and actual costs and, if it was
found 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 on
issue orders packed was not consistently followed during the year. From January to
September 1986, round-offs were treated as direct adjustments ir. the standard cost
of the inventory-supplies-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. Furthermore, the issue-order-type classification of price variances 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 accounts 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.

Accounting for packing materials

140. The accounting procedures for packing materials provide that the inventory
account be set up at the time that the triwalls 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

141l. 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
basis of individual purchase orders; adjustments totalling $893,125.49 were made in
1086. We reviewed these adjustments and observed that in eight cases, involving
$i51,435.12, the UNICEF general ledger entries were based on purchase orders that
could not be found in the UNIPAC data base. 1In 16 adjustments totalling
$133,385.84 the purchase orders referenced were found but the item descriptions
were not those of triwalls or packing materials. We recommended, and the
Administration 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.

Suppliec 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. 1In 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 shown on the shipping report. Since the date of shipment 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. Conseguently, the cut-off procedures for inventories actually
packed and shipped cannot be based on the shipping date available in the data
base. 1In 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 $1 147 499.28
Reimbursable procurement 617 198.16
Administrative procurement 1 757.70

Total $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 czrried a
1986 target arrival date. This premature recognition and overstatement of the 1986

programme expenditures resulted in the understatement or overstatement of the
following related accoun%s:

Inventory (asset) $330 437
Freight recovery (income) 19 826
Overhead recovery (income) 35 026

Total $385 289

These year-end accruals were made in accordance with the reguirements 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 accmunts for the
errors discussed in the preceding paragraphs;
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(b) The existing accounting instruction shonld be revised immediately);

(¢) The programmed procedure for dating the shipment shovld be reviewed
because of its impact on the accounts and the accuracy of the cut~off procedures,

The Adminietration accepted this recommendation.

Income from packing and assembly activities

147. In “chedule 2 of the UNICEF Financial statements for 1986, $6,368,256.65 was
reported as income derived from recovery from packing and assembly activities,
This smount includes $474,856.20 in income arisingy from price variance round~-offs,
but only for the pericd from January to September 1986, because of the change, in
October 1986, in the method Ffor classifying and recording price variances. 1In
addition, the reported income does not include the price variance round-offs
pertaining to issum orders packed in 1986 for UNICEF programmes.

148, We recommended that the extent of the understutement should be datermined and
appropriate adjustments should be made in the 1986 accounts and financial

statements, 'The Administration informed us that the appropriate correction would
be made in 1987.

Export packing charges

149. On the basis of an audit sample of 22 isaue orders packed for reimbursable
procurement, we obg.rved that the export packing charges differed between the issue
order packed, the shipping report, the UNIPAC duta bas¢ and the UNICEF genaral
ledger. Some of the causes that we were abie to identify were the following:

(a) Data vn the issue-order-packed form were manually corrected, without a
curcasponding adjusiment of the data base)

(b) Yariable export packing charge rates were applied to reimbursable
procurement from 14 October 1986 on, but the revised data transmisaion computer
programme aczepted the transmission of variable rates only in 1987; hence, the
UNICEF ~eneral ledger figures differed from those of UNIPAC)

(¢) Although journal vouchers raised in New York affected a UNIPAC acuount
with an identical cvitle, the transaction Adeecription bore no relation to the
differences noted,

150, We recomrended, and the Adminiscration agreed, that the rvasons for the
observed diffarences should be investiqgated, particularly when they affected the
financial statements. Following the lnvestigation, appropriate measures should be
instituted to eliminate the problems, and adjustments required in the accounts
should be made.

Data transmission

Cuding of payment transactions

151. Except for the dollar amounts and account cuues, the data .equired to create
the payment data records of UNICEF headquarters are manually copied from the UNIPAC
dota base. Since moat of the dats for transmiseion are already available in the
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UNIPAC data base, we recommenced, and the Administration agreed, that greater
priority should be given to its plan to replace the current procedure with a
computer progranme, Computerization of data extraction and conversion has the
advantages of shortening the process, minimizing errors, avolding the costs of
outside services, releasing manpower now involved in coding, and ensuring that
corrections are made in both the file for transmission and the data base.

gg}idatlon of transmitted data

152, pPayment data transmitted by UNIPAC to UNICEF are validated by the latter.
Errors detected by UNICEF are tranomitted back to UNIPXC, where they ate verified
and corrected after the transactions have been traced back to coding sheets and
source documents. The corrected data are then sent back to UNICEF. This loop is

repeated until all data transmissions and retransmissions have been accepted by
UNICEF.

153. We recommended; and the Administration agreed, that the validation process
should be executed at UNIDPAC before data were transmitted to UNICEF. The
validation programme should include the criteria for checking the errors currently
detected by UNICEF. The process should establish the accuracy of the input data
and the completeness of document types for each transaction in order to minimize,
if not completely eliminate, the invalid records detected by UNICEF. We suggested,
however, that the validation now performed by UNICEF should be continued as a check
on the strength and completeness of the UNIPAC validation programme.

Payment and budget control system

154. In the developrent of tne payment and budget control system, the
Administration and the consultant agreed to the mainframe/micro option rather than
the mainframe option tor the finul design of the system. Under the selected
option, payment and inventory transactions would be extracted from the UNIPAC data
hase at the mainframe level, and the file so generated would be downloaded to the
micro, where the records required by UNICEF would be created; diskettes containing
the record files would then be sent directly to UNICEF by courier.

155. The payment and hudget control system actually implemented handles only
inventory transactions that have been reformatted at the micro level to the records
required by UNICEF. The record files are then loaded back on to the mainframe for

transmission to UNICEF through Geneva. Payment transactions are handled by manval
coding procedures.

156, Diacussions with both electronic data-processing staff and users confirmed

that the option chosen was not logical. We recommendad, and the Administration

agreed, that it should enhance the extraction programme at the mainframe level,

where UNICEF record files could H created directly. The Administration further
informed us that that undertaking would be given high priority.

Field office operations

157. Althougn we visited two field offices during our audit of the 1986 accounts of
UMICEF, we were unable to complete one of the management letters in time to
incorporate the major observations in the present report. Consequently, thig
section of the report covers the results of the audit of only one field office.
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vaccine distribution, utilization and cold chain system under the expanded
programme of immunization

Vacceines in stock

158. Our analysis of the annual reports (1982 to 1985) submitted by the Government
to UNICEF on vaccine distribution and utilization disclosed that while the
quantities distributed had increased, the percentages of utilization had exhibited

a decline. Hence, the related percentages of vaccines 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 forward to the followinj year &nd the vaccines that had
heen destroyed because of technical and potency problems, While the report to
UNICEF does not provide this breakdown, the officiala informed us that their
information system could provide data on the quantities of vaccines available.

159. We recommended, and the Adminiastration agreed, that whenever the Government
submitted requests for vaccines and reports on distributinon 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 halances 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 vial contributed to a
higher actual wastage rate and that, on the basis of their study, the 10-dose vial
was more economical. We recommended, and the Administration agreed, that the
wastage allowances 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 su; ly and sanitation assistance

161 vur review of the assistance provided by the Canadian International
Development Agency and the Canadian UNICEF Committee for rural water supply and
sanitation 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 financial side, however, we observed 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 ‘ransportation 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 preferred

- 42~



the drinking water obtained from traditional sources to water drawn by handpumps.
These signals should have prompted the reconsideration of the planned outlay for
drilling equipment and possibly the rechannelling of resources,

164. We recommended, and the Administration agreed, that the projects funded by the
Canadian Tnternational Development Agency and the Canadian UNICEF Committee should
be thoroughly assessed in terms of the determination of actual needs and the
Government's capability to undertake the activities by itself. The Administration
also agreed that the project should have been reviewed when it became known that
the emphasis had shifted from handpump wells to water jars.

Cash advances to Governments

165. The existing cash advances liquidation form includes a statement that the
individual receipts and other supporting documents are available for inspection 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
senlor programme officer that no examination had been undertaken. We recommended,
and the Administration agreed, that verification of the utilization of cash grants
should be undertaken during field visits,

Programme monitoring and reporting system

Field vigits

166. Our review of reports on field visits made between January 1985 and

October 1986 revealed that only 14 of the 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 Octcober 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 recommended that field visits should be planned more systematically so that
targets were at least substantially met. The Administration stated that efforts

would be made to increase monitoring, subje.. to the total workload, timeliness and
usefulness,

Feedback from field visits

168. UNICEF does not formally communicate the findings of field visits to the
Government concerned., This [ur.cal communication is particularly important when the
finding touches on matters that require action on the part of the Government.

While we agree with the programme office that informal communication can be very
useful, formal communication also has its uses. The Administration agreed that the
informal channel should be complemented by the formal channel so that significant
problems noted during the field visit could be addressed immediately.

Statistical reports from the Government

169. Interviews and verification procedures at the district, provincial, regional
and central levels of the Government on data accumulation and reporting revealed a
difference in approaches that affected standardization in measurement. For
instance, a regional report on a water supply 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 UNICEF., In the report of the
province that we visited, however, the minimum criteria were used.

170. We recommended, and the Administration agreed, that the use of different hases
in reporting output should be discussed with the Government in order to ensure that

a common :itandard was followed and thereby render the reports more meaningful and
comparable.

Greeting Card Operation

Financial statements for the year ended 30 April 1986

Reclassification of expenses

171. Our review of the preparation of che financial statements for the campaign
vear ended 30 April 1986 disclosed that certain expenses were reported differentliy
this year from prior years. Changes in the classification of expenses are even
more significant when the multiple-step format rather than the single-step format
is utilized for the income statement, as in the case of the Greeting Card Operation
income statement.

172, These ctanges involved mainly the reclassification of operatinn expenses into
categories of expenses shown in a different section of the income statement. For
example, 31,449,256 of the operating exr.nses of the Operations Section was
reclassified as cost of goods delivered ($824,892) and expenses for freight, dutiet
and taxes ($624,364). Similarly, 32,611,825 of operating expenses of the Sales
Section was reclass:fied to other expense accounts shown in other sections of the
income statement.

173. Another type of reclassification inveclved changes in the components of the
different sections of the income statement. For instance, in prior years, expenses
for duties and taxes wcre presented with commissions as direct deductions from
gross proceeds, which yielded the amount of net sales. In the income statement for
the last campaign year, the amount of duties and taxes was incr ased by the
expenses for freiqht out and the total was added to the cost of goods delivered.

174, These changes may have heen made in order to enhance the information value of
the incon« statement, and such changes should be made. However, since the
reclassifications constituted significant changes in the components ot cost of
goods delivered, net sales and operating expenses, the rvaders of the financial
statements should have been adequately informed. 1In this connection, as noted in
the financial report of the Greeting Card Operation (see part two, sect I,

para. 9, below) *the income statement for the 1984 campaign year, which is presented
for comparative purposes, was restated to conform with the 1985 campaign year
presentation. This disclosure, however, was not adequate. We recommended, and the
AMministra:ion agreed, that in the future, full disclosure of changes affecting
consistency should be made.

Notes to financial statements

175. In the notes to the financial statements, the cost-of-goods delivered rccount
is described as consisting of the costs of producing goods delivered during the
vyear. The inventory account is described in the notes as including finished gnods
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that have been manufactured for the succeeding campaign year. The two account
descriptions imply that all gouods produced foi a given campaign year are delivered
diring the same year, because both definitions exclude the production cost of goods
manufactured for, but not delivered during, the 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 thevefore
formed part of the amount reported as cost of goods delivered. 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 policies 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 campaign year". This statement contradicts the definition of the

inventory account cited in the preceding paragraph. The Administration agreed to
make the appropriate correction.

Accounting procedures

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

(a) The two offices do not use the same package for the stock and cash
module. Consequently, the accounts used for the inventory at consignees and
related accounts are not uniform.

(b) Adjustments during the current year of the estimated returns and
commissions of the preceding year are effected by the New York office through the
returns-and-commissions account of the current yeir. The Geneva office, however,
utilizes the miscellaneous income accocunt.

(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 modifications could be introduced to ensure that

uniform accounting procedures were utilized by both offices with respect to the
same transactions or accounts,

Disclosure of prior year's stock

179. As at 30 April 1946, the pricr year's stock accounts of the Geneva office had
an aggregate balance of $11,215,288. In accordance with the accounting policy of
the Greeting Card Opecration, ar equal amount was provided in the allowance for
returns and losses, which resulted in a net asset valuation of zero. For this
rerson, the balance sheet of the Greeting Card Operation dnes not dirclose, either

in the financial statement or in the accompanying notes, the existance of these
balancea.

180. Although we have expressed and continue to express our strong resarvations
regarding this extremely conservative accounting valuation policy, our concern at
the moment is with the failure properly to disclose the stock and valuation account
balances in the bala..ce sheet. As a result of the valustion policy and the
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practice regarding financial statement presentation, these assets, which could be
material in terms of sales revenues realized in subsequent campaign years, are not
reported at all. Apart from the valuation issue, we recommended, and the
Administration agreed, that in the future, the required disclosure should be
provided.

Year~-end accruals

181, Our review of the expenses accrued on 30 April 1986 strongly indicated that
certain amounts did not represent expenses incurred or liabilities to outside
parties. The accruals were not supported by invoices, purchase orders, receiving
reports, contracts or similar documents confirming the existence of the expense and
the liability. 1Instead, a note for the record was provided which contained the

list of the accruals to be set up at year-end. These accruals amounted to $275,000.

182. We recommended that year-end accruals should be set up only for expenses that
had been incurred but not yet paid and that those obligations should be properly
supported. With respect to the specific findings, we recommended that appropriate
adjustments should be mac in order to correct the overstatements. The
Administration gsubsequent .y informed us that the adjustments had be=n made.

Inveqtoriqg

Negative inventoiry balances

183, At the Geneva office, negative iaventory balances totalling $144,194 were
closed to the usage variance account as at 31 December 1986, While this procedure
achieved the objective of eliminating the abnormal balances, it might have an

adve se impact on the cost~of-gocds del.vered account. we informed the
Administration that it would have been more uppropriate to have analysed the
balances so that the causes thereof could have been established. The results of
that analysis could have provided useful input for the improvement of inventory
controls and tho determination of the adjustments that should have been made.

Recording delays

184. Delays of from 5 to 72 working davs were observed in the entry of input
documents to the inventory management system. These delays resulted in inaccurate
and abnormal balances in the stock status report and the understatement of the
inventory and liability accounts on closure dates. We recommended, and the
Administ ition agreed, that formal guidelines should be established to ensure
timely recording of inventory trangactions.

Production centres

Inventory balances at vear-end

185. Separate inventory accounis for raw materials, work in process and finished
goods were set up for each of the production centres in Canada, Brazil and
Singapore. Under this set-up, the 31 December 1986 inventory account balances
consisted of the standar. cost of goods shipped from New York and the actual cost
of materials and services acquired locally by the production centre. 1In addition,
these hbalances did not represent actual balances on nand at the end of the calendar
year, as shipments from the production centre to consignees were not taken up as
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deductions from the centre's finished-goods inventory account. Instead, the
shipments were recorded as deductions from the New York inventory account, which
aexplains the abnormal balance of $651,440 in the New York account at year-end. We
were informed that the actual inventory balance and the purch .;e price variance for
the production centres could be estabiished only at the end of the campaign year on
30 April when inventory reports were received from the centres.

Report of a production centre

186. We reviewed the annual production and shipment report submitted by one of the
production centres. The New Yorh office uses the report in recording inventory
receipts and in processing shipments to consignees. 2 comparison of the details of
the inventory receipts taken up by the New York office and the report disclosed
differences in quantity that could n.¢. be explained satisfactorily. Hence, we
recommended, and the Administration agreed, that it should look into the problem.

187. while 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 anu timely information in
one package.

Shipme! ts to production centres

188. Shipments to production centres are processed through the customer order
processing system, the same system used for shipments to consignees. Consequently,
these shipments are taken up as 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 effcct the required correction to the

cost--of-goodg-sold account and set up the inventory account of the production
centre,

189. Had these shipmerts been processed separately, the generatior of tne edit list
and invoices and th: manual procedures for the monthly correction would not have
beer. necessary, and the summary cost of goods sgold and other custom order
processing reports would have reflected only transactions relating to consignees.
We learned that new document types could be created in the inventory management
system so that shipments to production centres could be processed neparately. We
recommended, and the Administration agreed, that it should incorporate
modifications in the inventory management system.

Imports from Geneva

Impcrt-related accounts

190. Existing procedures for recording imports from Geneva require the recognition
of a price variance to reflect the difference between the standard costs of the two
offices. As at 31 December 1986, the variance for import:s had not been recorded
since 1 May 1986. 1In addition, we observed that while the 31 December 1986
accounts of the New York office showed $19,919 payable tc the Geneva office for
imports, there was no corresponding account receivable con cthe latter's books.
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191. We reiterated last year's recommendation 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 those cited in t' e following section on reconciliation.

Acccunts reconciliation

192. The recoriciliation of the New York office's imports from the Geneva office
with the reciprocal account on the latter's books is necest ry in order to ensure
that all shipments, payables and variances have been recognized. Part of the
difficulty in the reconciliation work is the use of different item codes by the two
offices. 1in order to facilitate the reconciliation work and the regular recording
of the variance, we recommended that the New York office should obtain certain
documen*s trom the Geneva office, including the item coding list for the latter's
products.

Accounting procedures

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 accountirg 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 result, those shipments were not
entered in the inventory management and custom order processing systems, and the
inventory at consignees and related valuation accouncts were unders:tated. 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
acquisition cost of fixed assets only when the cost is at least $100,000. On the
basis of this policy, the total cost of fixed assets of the Greeting Card Operation
shown in the latter's statement II and schedule 10 of UNICEF for 1986 comprises
acquisitions made in 1982, 1983 and 1984, Although acquisitions of equipment in
1985 and 1986 amounted to $164,936 and $122,539 respectively, they were all taken
up as expenses because no single acquigsition met the minimum cost criterion. The
major outlays made in 1985 and 1986 were for computer equipment costing $45,254 and
$34,755 respectively, In addition, the equipnent acquired for the Secaucus
warehouse in 1986 cost $41,013.

196. The UNICEF accounting instruction on computar equipment specifically provides
for the capitalization of computer equipment when the invoice price is more than
$500. The accounting instruction, however, specifically excludes computer
aquipment acquired by the Greeting Card Operation.
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197. In view of the commercial character of the Greeting Card Operation, we
recommended that the Administration should reconsider its existing policy on
capitalization because the minimum 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., 1In addition, control over fixed asse.s could be
strengthened through the maintenance of a subsidiary ledger. The Administration
informed us that the review would be made, as recommended,

Write-offs of receivables and losses

198, Tre Administration informed us that, after due consultation with UNICEF
offices and, where appropriate, with donors, governmental and non-governmental
receivables totalling $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 obgolete 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 Bourd was informed that there were no known cases of fraud or presumptive
fraud at UNICEF duving 1986.

Comments on matters dealt with in the report for the year 1985

200. Our tollow-up on matters raise’ in the Board's report for 1985 1/ disclosed
that they had either been dealt with to our satisfaction or were covered again in
the present report. We have provided recommendations again in the areas of
budgetery, accounting and electronic data-processing controls,
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ITI. AUDIT OPINION

We have examined the following appended financial statements, numbered I
to VI, properly identified, and relevant schedules of the United Nations Children's
Fund for che financial period ended 31 December 1986. FExcept 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 basis of limited samples of transactions reviewed, we found material
errors in the income, expenditures, receivables, inventories and liabilities
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. 1In 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 audit, as noted in the
preceding paragraph, our work was insufficient to enable us to express, and we do
not express, an opinion on the financial statements referred to above.

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

Senior President,
Audit Office of France
(Signed) Eufemio C. DOMINGO

Chairman, Commission on Audit,
the Philippines

19 June 1987
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IV. FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 1986
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COMPARATIVE STATEMENT (OF INCOME AND EXCENDITURFS FOR THE YEAR ENDED 31 DECFMBER 1986

ATATEMENT I

(United States dollars)

lea%

1086

190 569 198,17
19 241 110.56
10 058 244,08

-21_706 045,75

247 574 618,76

8% 338 852.80
37 343 386.75

J 703 621.08
126 38% 860.63

373 960 479.39

827 605.42

3174 788 084.682

16] 02% %16.14
112 277 637.92

% 273 546.97
66_354 745,05
344 93] 446.10

44 878 875.4

e . e et St v

389 810 321.58

(15 022 236.76

TNCOME
General resrcurces
centributionn from Governmerts
Contributiona from non-goverrmental smources
Greeting Card and related cperations
Qther income
Total general rercurces
Supplementary funde
From Governments
From non-governmental sources
From the United Natlons system
Total supplementary funds

TOTAI INCOME

Net change in value of assetm and
liahilitien due to exchanre rates

NET INCOMF

FXPFNDITURFS
Por proarsmme co-operation froms

General repources

Supplementary funde othar than
United Natione system

United Nations eystem

Programme support services
Total, programme co-operation

Administrative services

TOTAL EXPENDITURES

INCOME OVFR (UNDER) EXPENDITURES

(achedule
(rchedule

(schedule

{schedule
(schedule
(achedule

(rtatement
(statement
(etatement

(statement

(statement

1)
1)

2)

1
1)
1)

1v)
v)
vI)

vI1)

V)

227 A0R 431,.R%
2% 707 RO2, 44
22 450 114,17

_20_153_024.85

295 €39 1821,1]

120 787 7%0.87
40 630 456.09
2 451 771.36

163 A39 978.32

459 479 361.63

3752 969,41

4631 232 131,04

170 475 6RF.87
141 %23 7%5,06

4 982 497.08
_66.33) 591.85
392 313 510.%6

44574 _164.69

436 887 675.23%

26 344 655.79

P .
Pt et =i

Statemerts TTT to VI apd poten 1 to 21 form an integral part of thiz atatement and should be reac in conjunction

with {t.

(signed) Karin TOKFAUG

Comptroller
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(Signed)

James P. GRANT

Fxecutjve Director
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STATEMENT ITY
STATFMFNT (F CHANGFS TN PTNANCYAI. POSITION FOR THE YFAR ENDED 31 DFCFMPFR 198

{Unfted® Etates dollare)

la8% 1986

SOURCES OF FUNDR

374 788 084.82 Total income for the year (rtatement 1) 463 232 331.04
1 396 067.10 Increase in trust funds 12 78%5 780.80
Increare in revolving fund ~ special everte 525 0135.57

Decrease in contributions receivable)

For future years % 709 842.01
Increase in contributions for following
22 595 521.56 years pledged and received in advance
Decrease in deponite with governmental
16 155,13 agencies and suppliera
Income recejved in advance for increare
4 496 993,75 in Greetinrg Card and related operations 6 €54 090,33
Increane in accounte payable and
20 _R99,84 other unligquiddted okligatjone 1) 104 249.3)
407 313 922.20 TOTAL, FUNDS PROVIDFED 500 011 329,0¢

e ——————rrs et s =

APPI ICATION OF FUNDS

389 810 321.%8 Total expendjtures for the yeasr (ntatement I) 436 887 €75.25
Increase in contributionms receivahle:
16 201 612.32 For current and prior vears 24 728 326.11
22 778 101.87 For future years
Decrease in contributions for following
yeare pledged and received in advance 1 863 441 53
2 803 576.22 inrcrease In inventory 3 970 549.36
Increare in accounts receivable,
465 726,22 adva: er and depeosits 16 215 833.15
100_806.4¢ Increare in capital assete _1 495 294.61
432 160 144.67 TOTAI FUNDE USED 48% 161 120.0)3
{78 R4F 222.47) INCRFASF (DECRFASFE) IN CASH AND INVFRTMENTS 14 RSO 209.01

Pt = e Sl ot rtua gt eeeie—
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NOTES TO THE FINANCIAL STATEMENTS

Income and expenditures

1. Total gross income from 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 income of $3,417,272 resulted in a net contribution
income of $416,876,002 (schedule 1).

2, The net income taken into the 1986 accounts from the Greetinsy Card Operation
and related operations in the 1985/1986 season was $22,450,334 (statement I). A
report on this seagon 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 $20,153,025 (schedule 2)., It
congisted mainly of $5,763,550 in interest on funds held in interest-bearing
deposits and in current accounts with banks, and 86,368,257 from an operational
sutcharge of 10 per cent on the cost of supplies issued from the UNICEF Procurement
and Assembly Centre at Copenhagen to recover packing and warehousing costs. In
line with an Executive Board decisjon, income from staff 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 1936 in a
net increase or $3,752,969 in the accounting value of these assets and

liabilities. This change 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
thiis value, which includes an operational surcharge of 10 per cent to recover
packing and warehousing -osts considered to be income (E/ICEF/1985/AB/L.1,

para, 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 reimbursable basis on behalf of
Governments, other agencies in the United Nations syatem and non-governmental
organizations,

6. The restatement of the 1986-1987 budget on a net bagsis, as approved by the
Execut ive Board in 1986 (E/ICEF/1986/AB/L.l), resulted in a decrease in the
appropriation for staff costs in category 1 and a corresponding decrease in the
resolution on income related to the bhudget. The decrease of $20,006,800 represents

the estimated income for staff assessment approved for the biennium 1986-1987
(statements I and VI).

7. A balance of $121,637,876 remains for the second year of the biennial budget
1986-1987, after the expenditures incurred in 1986, $110,905,757, 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 administrative services costs based on a computation of the overhead is shown
in statements V and VI,
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8. At the end of 1986, income ($463,232,331) exceeded expenditures ($436,887,675)
by 826,344,656. Changes in balance sheet cateqories of assets and liabilities,
described in statement III and note 18, produced an ilncrease in cash and
investments of $14,850,209.

Assets and liabilities

9. As at 31 December 1986, cash in banks, in transit and on hand totalled
$125,580,747 (statement II). It was held as follows: 8112,446,195 in currencies
of unrestricted use and 13,134,552 in other currencies. among the liabilities for
which these assets were held were funds-in-trust of $37,670,842 in cash and pledges

(statement I11), mainly for procurement of goods and seivices on a reimbursable
basis.

10. Total 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 specific projects and occurs
in accordance with payment schedules agreed with donors. The balance of
335,492,662 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 314,697,639
dde mainly from 1986.

11. Supplementary fund contributions of 339,847,987 have been pledged and received
in advance to finance "noted" projects in 1987 and beyond. Details are given in
schedule 7, which also includes $5,123,345 paid in advance for both general
resources and projects 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, Accounts receivable other than for contributions ($20,281,066) are shown in
detail in schedule 5, together with administrative deposits and prepayments
{$7,255,971) and advances made to the Greeting Card Operation for current and
future campaigns and to suppliers (314,645,511)., The aggregate total of
$42,182,548 appears in statement II.

13. The consol idated value of programme supplies in stock at the UNICEF
Procurement and Assembly Centre at Copenhagen and Greeting Card Operation stocks of
raw materials and finished products is shown as "inventories" in statement 1II.
D:tails are provided in schedule 6 for each of these operations separately. Total
inventories at the year-end were $43,324,282.

14. In recent years, UNICEF has purchased buildings for office accommodation and
use by field office staff, as authorized by the Executive Board at its session in
May 1974 (E/ICEF/633, para. 195). The acquisition costs of these buildings
($4,025,877) less accumulated amortization ($1,487,905) at the end of 1986 were
$2,547,972. Computer equipment acquisition during the year amounted to 32,333,473,
the equipment was 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 an>rtized over their useful life.

1%. Accounts payable and other unliquidated obligations amounted to $41,919,939
{(statement IT). Details are provided in schedule 8. As at 3] 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 and Assembly Centre
warehouse e .fective on that date.

16. To replace lost supplies and equipment, 32,430 was used from the insurance
reserve. By a transfer of the equivalent amount from UNICEF income, the reserve
was restored to $200,000.

17. During 1986, fund-raising events were held in several countries to provide
additional assistance to Africa and other developing countries. Donations from
corporate sponsors and proceeds from specific activities were received for the
purpose of financing future furnd-raising events and are reflected 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
excess of income over expenditures of $26,344,656, as shown in statement I,
resulted in an increase in cash and investments of 314,850,209, and the balance of

$11,494,447 was applied to increases of other balance sheet items, as reflected in
statement III.

Commitments

19. Statement IV gives & summary of commitments approved by the Executive Doard at
its annual session for the support of programmes and budget expenses, commitments
made between Board sessions for "noted" projects, and expenditures made to fulfil
them. Commitments made between Board sessions were $162,911,412.

20, At year-end, the unspent balance of comnitments to be fulfilled in the f.ture
totalled $915,619,070. This sum includes the balance of $121,637,876 for the
second year of the biennial budget 1.86-1987. The balance of $793,981,194
represents commitments approved for the support of programmes that, in some cases,

cover several years and therefore are planned for fulfilment over the period
1987-1991.

21, Statement V shows ~cmmitments and expenditures for programmas by country.
Note a/ of statement V enumerates transfers from the emcurgency reserve to
commitments for operations in various countries.
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SCHEDULE 5

ACCOUNTS RECEIVABLE, ADVANCES AND DEPOSITS
198F COMPARED WITH 1985

{United Statee dollars)

Ircreacse
1984 jo8s (decrease)
Accounts receivable
From the United Nations and
specialized agencies for
supplies and advances for
fellowships and other jointly
acsisted projects 2 804 853.8¢ 1 790 090.75 1 014 763.11
From non=-aovernmental
oraanizations for
fund-raising campaigns
National committees for UNICEF 494 519.33 668 742.80 (174 223.47)
Other organizations ] 082 283.11 284 332,70 797 950.41
Governments -~ cther 88 319.21 743 620.71 {655 301.50)
For shippirg and insurance claims 134 315.03 90 102.66 44 212,37
Miscellaneous 875 940.16 770 207.64 {94 267.48)
From banks - accrued interest 511 251.04 £34 912,72 (123 6¢F].68)
From Goverrments, Urnited Nations
agercies and other organizations
for funds-in-trust 14 489 584,53 2 497 008.58 11 992 575,65
Total asccounts receivahle 20 ?8) 066.27 7 47% 018.56 12 802 047.71
Deporits and prepaymrents for
office services 7 255 971.2¢9 5 560 164.47 ] 695 B06.82
Advances
To suppliers for goods purchased
and freight 327 006.93 208 351.8% 118 655.04
To the Greeting Card Operation
Budgetary expenditure for the
current campaign 13 918 503.85 12 601 975,72 1 316 528.13
Customs duties and taxes 400 000.00 117 204.55 282 795.45
Total advances 14 645 510.78 12 927 532.16 1 717 978.62
Grand total 42 182 548.34 25 966 715.19 16 215 833.15
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SCHEDULE 6

INVENTORIES
1986 COMPARED WITH 1985

(United Stater dollare)

Ircrearse
198¢€ lag8s (decreane)
UNICFF proaramme suppliern
UNICEF Precuremept and Asrephly
Centre, Coperltagen
In rtock 23 53€ 849,49 22 684 f90,09 (147 8%50.50)
In transit 3 512 167.68 2 794 442.85 717 724.83
27 049 017.17 26 479 142,84 569 874.33
Packing materialr 224 193,78 154 226.34 ___69 967.44
Total stocke in the UNICEF
Procurement and Arsemtly
Centre and in tranrit 27 273 210.95 2F 633 369.18 639 841.77
Stocke in other locations
With nuppliers 43 177.26 43 177.26 o
27 316 388.21 26 67€ S46.44 639 841,77
Greetirg Card Operatior
Raw materiale 3 443 228.9¢ 2 598 140.66 845 088.30
Producte in process 646 (054,99 1 93¢ 861.07 (} 290 806.08)
Finisbed gcodn 11 918 f0°.70 8 142 184,37 3. 776 425,37
16 0077 R93,65 12 677 _186.0F 3 320 707.59

Total inventories 43 324 J2R).86

39 383 732.%0

1 970 549.3¢
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SCHEDULE 7

CONTRIBUTIONS FOR FOLLOWING YEARS PLEDGED/RECEIVED IN ADVANCE
AS AT 31 DECEMBER 1986

(United States dollars)

Received in

Pledged advance Total
GOVERNMEN'TS AND
INTERGOVERNMFENTAI, AGENCIES
Austria 277 419.35 277 419.35
Canada 5 012 681.16 724 637.68 5 737 318,84
Denmark 1 093 333.33 1 093 333.33
Finland 3 040 816,33 3 040 816.33
Germany, Federal
Republic of 3 300 000.00 3 300 000.00
Hong Kong 4 782.78 4 782.78
Italy 1 347 450.00 1 347 450.00
Ne therlands 314 844,44 314 844.44
Sweden 13 270 767.04 13 270 767.04
Switzerland 1l 078 809.52 2 690 000.00 3 768 809.52
United Kingdom of Great
Brita: and Northern
Irelan. 2 500 000.00 __2 500 000.60
Subtotal 30 958 701.82 3 696 839.81 34 655 541.63
NON-GOVERNMENTAL SOQURCES
Australia 142 443.56 142 443,56
Austria 75 714.10 75 714.10
Canada 260 260.86 260 260,86
Germany, Federal
Republic of 180 231.14 180 231.14
Nether lands 399 348.00 433 626.53 832 974.53
Switzerland 359 864.51 359 864.51
United Kingdom of Great
Britain and Northern
Ireland 234 625.75 234 625.75
United States of America 1 41¢ 229,15 1 410 229.15
Subtotal 2 069 838.01 1l 426 505.59 3 496 343.60
UNTTED NATIONS SYSTFM
UNCDF 848 317.00 848 317.00
UNDP 211 450.00 2)1 450.00
UNFPA 636 335.00 636 335.00
Subtotal 1 696 102,00 1 696 102,00
Grand total 34 724 641.83 5 123 345.40 39 847 987.23
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SCHEDLIE 8

ACCOUNTS PAYABLE AND OTHER UNLIQUIDATED OBLIGATIONS

1986 COMPARED WITH 1985

{(United States dollars)

Increase
1986 1985 (decrease)
Accounts payable
To the United Nations and
specialized agencies,
mainly for staff salaries
and related allowances 7 843 833,02 2 940 169.48 4 903 663.54
For supplies, equipment
and freight 12 246 031.18 10 091 886.10 2 244 145.08
Miscellaneous 9 745 837.04 3 738 944.52 6 006 892,52
Unliquidated obligations
Budgetary obligations
outstanding 10 319 907.80 11 700 978.44 {1 381 070.64)
Greeting Card Operation
obligations outstanding 1l 664 329,66 1 933 710.85 (269 381.19)
Provision made for amounts
payable to staff members
under the tax
edualization plan 100 000.00 500 000,00 {400 €00.00)
Total 41 919 938.70 815 689.39

11 104 249.31

-17-



Z8°LZE S0E I EI"9IL L8S 8 S6°EFD £68 ¥Z 00°SIT BEL O 00°02Z SI[ IT S6°BOL 6£0 E Aresx
L2088 [ 10° sl°508 [ SL°S08 [ beiy
s[°vio ¢t Or LLL SS°I6L L ss°lel L (30 orrandey OSlaR{S[) ueil
€0°[LL 860 [ L6°9Z3 peZ U000y ttt I 00°00» €EE I efSIUOpU]
00°0L6 3 00°0L6 3 00°0L6 ¥ erpux
(v eie UL o€ LLZ I 08°(0Z [t 08°1J3Z € Seinpuog
367330 3¢ LLELY LEL ZE°098 EI( 22°€66 65T AL[°LY8 £ Tated
87°00L € 87 o0L € 8¥°6°L € eueins
96°E8Z 96°€£8¢ 946°€8Z nessig-eainy
i3°L20 Sy LS LS Z8°s¥8 80°[Z¥F o3 80°12Zr 6S R[ESIIend
INI9€ Z9¢ 8°356 899 oc-L1e Lo ( 00°¥LE LO0 T 0E"E¥6 € edeys
SU°99€ #2Z1( 66°r80 88 ¥ ISE EIZ 00°009 ZLI ¥ ISL OF 3o o1(yndey [el1apaj ’Auewian
TE"99[ € {€£°991 ¢ TE°99T € eiquen
90°L00 3€E€ 6¥°LEL EIT SS PrL 69F $6°8¥0 (ST 09°569 861 20uR1g
1v°-2Z8 £S¥ 1L°81Z 6¢€ ZU°TY0 E6¥ [£°098 89¥ 18°08T ¥Z puerura
65 TITL 96L P8 0L LZE €¥°918 €21 [ €E¥°918 EZT [ erdoryia
IZ°299 T vL°Z8L OF 00°S¥y £¢ I¥-9¥ 1€ 65°836 T 1openygz
99°89¢Z £0°Z6Z ¥ 68°0#S ¥ 68°0% ¥ edTutaoq
LET65 T6Z LT 126 ¥Z €EE-SP6 €9L €6°LSY €80 T 69°68T1 ELB »Z°83Z 012 yiewiaq
[8°L19 €01 19°808 8£S Zy-9zy Zv9 00°°00 0SE (4 21" T4 2 {34 Uawax d13RIDOoWaq
TE°SST S TE°SSL S Te°SST & raygondwey S13eIsomaq
9L°09L 1T 4L°09L 1T 6€°S6¥% 8 LE®SYT € 31T0AI, P 3300
S6°EIr 8L 8:°60L €€L £8°€3T ZI2Z 9L°[80 LOZ £0°280 S @31y 23IS0D
9¥"¥LS O ©¥°SS 767679 0T z6°62Z9 0T oryqndey uedTijy [E233Ua)
S6°1¥Z 6 (.€°0L6) E9°TLZ ¥ E9°TLZ ¥ @piap ade)
80°98y 085 20°t&6 8t €8°561 ZSE [6°213 [S6 Ti vy 295 08°891 507 epeur)
SY°osy SZ°82Z & 0L°80L S [ Lor v 66°00€ [ uooi1awe)
((°S0Z 2l {150z o1y 10°S0Z Oir ewag
33°121 78°60Z 9P 60°5L9 ¥iZ [9°960 (92 12°960 192 Jsej eurqing
L0°08Y 91 L3080 9L L0°030 91 [fzeig
L9°uve #Z L9"3r6 ¥Z i9°9r6 ¥ eueas3og
PE“PBE © i8°Zis tr st Lo8 C3 Zy vz 15 £€°949 I etar(>g
oy 8o 0y( 67°8%€ 091 22 rrs #7°800 031 atdeg
8L 40T Ui sI“vey % E¥-iss €2 3L°9LE 02 LI“vi¥ € I27 ({99
70 685 328 ¢ €y ElI S¥Id € Lo 2y LY S 69°568 88Y € Z°LE9 €8o T ysepe[buey
L§°8LB Zo L8°88 £6 00°0sT (5 L8°8LY T ureiyey
0L°10Z S 0L°Z€L s¢€ U8°€EE OF 00°6£2 Z€ 08°%60 8 er{eiysany
9929 LZL I 929 L2L I 929 L2L vODUY
00°000 0981 00°000 081 00°000 08T unystueybyv
0€° (0¥ 8LT o£°£66 16 69°¥6€ OLZ 00°000 SSZ 69°¥6E ST aND OV
SIIINAOV TYARZLIAOMIINT
ARV SIS TAREACD

98561 19qEad3q ¢ pa1idjsuely 103 tpaadxz 3Tqe(teae pebpard PIATION 9861 Arenuer [ saouaq

3¢ e 3aduereg /P3INIII Spung spuny Te30% /pouRApyY 3@ se saouerey

Spang

{SHOILOVSHNVEL 9861 4D A4ViBIS)
SAOTAMIS OGNV LNAWPICIOMd FTIVSHAGWIAY ¥O0d SANN3 LSOML

(s1e[ISD sSeIs PIIlun)

6 I1OqAHDS

-78-




~6L~

L£°88Z 38T SE LY Y09 618 19°2ZL 1EL €t S¥°S(9 LEL 69 TZ°9€Z €8S €1 9S°ISL LI6 ¥E £9°LzT LeT 12 1e300
6¥°ZeL 39 10°601 TL°55Y 99 [Z°L6Z €€l 6S°ECY 96 Z3°£68 9t erquez
Yrecyé 9zt yroEve 921 65°606 €01 S8°£€0 €2 ditez
¥Z°196 89 yL°0¥9 € 86°109 ZL 00°60% Z 86°Z6T OL ueIx
¥S°€60 ¥ 85°¥59 € Zu-8rL ¢ €9°861 ¥ 6¥°69S € n3jenues
€6°¥65 ZL ET°0L5 02T € 90°595 €61 ¢ O¥°L06 9TL Z 08°06T IST 98°93¥ SZ¢ edTIdmy Jo $Ijels pIITuUn
SO0°T1s59 8L 00°6¥6 ¥6L I 50°009 £{6 ( TETE¥S 8BLE €L°950 556 [ eruezuey 3o orydnday pa3rug
8L°361 8 e 31e ¢ 98°LST ¥ 5$8°0L9 €T 61°voZ 1T 99°99¢% 7 wpuebn
89°00S €L £0°LE8 ¢IL [LTLEE ¥3C 00°88¥ SZI IL°6¥8 8ZT Kaying
09°91 09°91 09°9r1 eISTUry
08°556 ¢ ¥5°8ES (€3 (£L7¢0Z ) ZL" I8 689 ZL 15 6£9 pieitedl
Zy ove 8¢ 85°60€ B[ 00°0SZ (S 00°0SZ LS pue[13Z31ag
Z6°¥57 o3 87 €56 539 ur°30¥ SCL 9r°620 Zi €1°960 Lds [8-28Z 92t udpeng
ye rEd &I ve-res €I Ze“geL Z Z0°IE0 [I puertzeng
[E°L60 ¥3I s{"6it sl IV 9Ly 6L 08°S¥0 S91 99°0LE I e2pas
y9°ZZ3 I€ wozz9 IE ¥°Zz2Z9 Ic ejue] 1is
€2°EEZ 8o 8L°360 20L [0°s2y €0¢ 83°0¢¢ LI ZE"86L 98 er[ewos
I(°29r 12% 12350 €Ll LEBLY S69 LEBI¥F S69 Su0d] 011315
80°5E0 v UE°9S0 Ot 8E°To0 oI 8t o0 rIL 3994495
[8-9€1 18" 3¢t [8'9¢i ea10y JO oifqaday
ST°s8L € 00°£25 [ ST°90t s I[{"lLs € yo°LeL T [ebnaiogd
ZS°6€9 IL Z5°6€9 1L Z5°6€9 1L puerod
£8°LLY €2 8€°030 S5 12°8€S 8L #5°00T €9 LaLEY ST seutrddrI(rid
0£°SL0 IS 08°93Z ¥8l 0L"Z¥E SEZ 071°Z¥E SEZ niad
09°13¢€ 09°[9€ 09° (3¢ Aenbeieg
¥8°E¥s 0L ¥9°000 ¥¥ 8y r¥S #S ZitoL €1 9E"EY8 OF eaJ1no A ended
0c°06¥ 6LZ ® €T°E6Z ¢ 96°396 S8 Z 6¥°099 ofl L SZ°v6Y ¥IZ ¥ ¥Z°99T $68 Z Jeistyed
00°0¥%L 5i 00°0Zy ¥l 00°091 ¥6 00°09T #6 qewmp
ZL 9TE TH oT"LLS 95 167506 86 z9°v2Z 8S 6Z°189 O¥ Kenion
v0°89L 000 ¥ 63°3LS L¥Y9 ¥ 69°¥¥E 899 8 ET°9L8 L20 € 95°89F 0Z9 S eTIabIN
19-08Z Z3°SES T €2°9(8 2 £2°918 Z enbeieoin
96°518 91T ¥0°S¥6 Z0Z 00°19¢L 6IE 00°¥9E ZI1t 00°L6E L sSpueriagiam
9E°¥I3 0S IEE0E 8Y ZLL06 86 ZL*LO6 86 Tedant
Lo PGB € S¥°€8€ €€ 61°8LZ LE 61°8LZ L snbrquezon
65°676 ¥LZ [$°S6E 296 [ 0L°SPE LEZ T €¥°SIL 8SE L9°629 8.8 1 030 108
38° 08¢t 8£°900 ¥ ¥Z°LBE ¥ ¥ZLBE ¥ ooTxaN
s0°S2ZL ZZ S0°SZL 2T S0°sZL ZZ erae3tiney
0¥ €ES L 8,°800 ZT at-zes 6l 007005 s 81°Z¥0 ¥I[ e
€8°L¥S 0E Loyl Y89 ol 00 SLL SEC LZ L9 SET Lot neren
89°€9t 2 £9°990 €» te-ogr L9 1€°0€P L9 1eo3ebepey
6[°¢0Il [ OT°IES » ol EEY S 6T EE9 S e1iaqrl
0z°v81 0¢ 66°058 P92 S6["3€0 §9¢ ¥8 LIy 9L SZ°£29 88l 4aos¥]
00°o8¢ € 00°68¥ € 00°68¥ € Ireany
60°2sZ 9IS v0°961 si SL°06E S3 88°8£8 9Z3 €L°L6% 61 S{° Iyl SEF eAuay
LTS I Lezer Zir 00°L80 6.5 0r°6L6 6¥S 09°L0[ 62 ueder
a¥°c0s 8 29°9L6 ¥ z0"oLb £I Z0°6L¥ €1 edyewer
I8c[ I3qNdd9q (€ poliagiuesy @1n3Tpuedxa d[qereae pIopard PIatadNd 9861 Arenuep [ 5 Jouog
e 3@ Faoue(eg /paulniadl spunyg 3puni [230L J/paduvapy 3@ 3@ sadueled

spung

(P90UT3UOD) 6 FTINAIHOS



2£°Cr8 OLS Lt {1°¢Z¢c 863 90°3(Z vt (¥ £s°C8E ZLY 08 93°e8t ILE ¥ 65°Z¥y BEY 1P LZ°95E 798 ¥ [®304 pueid
¥i°teL o3¢ 79°c¥6 tF Lo"8SY Zot I S8°S¥l 906 2 96°51L T 8¥°090 ¥ZL 1 Ir-69t 6L1 [ 519430

¥L°0(8 210 00°rLL ¥EB 8¥°ve0 6L( I ¢Z ¢y vZo 8 8¥°(Er s8L Su"0EV L6L ¥ 6l°658L Svy [e3joL
{g-9Le 2 69°€EZ3 ? 00°000 L 007000 L jueg p[ion
r8°6SS Oot r8°65S Oot [8°6sr cZ EE°SEY E9E oL"v99 ¥ eadudd ‘UHX
0r-000 SOT II°vIy 918 I IS°vir WCo I ST°8EZ S09 1 9E°9LT 9Tt dam
19°1%¢ 19° 19t 1S°I9e INITIg ‘¥MINN
LSTL98 OF 86°0.L8 SS°8EL ¥ SSTBEL T¥ eAddad) ‘JdOHNA
1i°30t ovd 197168 €Tl € Ze°867 €95 ¢ 60" Iol ¥tS i6°0ZL 2Lr I ZE°989 ¥SS 310X AN ‘vd AN
£3°289 97t LELTIL 8T 00°00¥ S¥E 00°00¥ S¥t eAd3U2D ‘O¥GNA
LY 0S¥ 61 Z1°2ZZ9 60S 6S°TLO0 6ZS SLTES9 161 T s6y 912 85°tZ6 0Z1 JIOX AN ‘dOND
0e°LZy 2 €E°0ZT 16 0L°80T ST ££°959 80T 00°0cY 8 €€°9€Z 00T YI10X AN ‘ JIONN
PTELT € 6¥°9¢T LIT ELT65E 0Z1 €L°65€ 0C1 TOQIWNO
ZE€°S91 9¢ ZE€°99T 9¢ ZE°S9T 9¢ uojburysen ‘OHW
91°09¢ 59 69°28L ZrL ZL°SEE 9ST T LS°8LY ¥96 T 06°02L 8L¢L £9°LsL S81 T O30
98°SLZ 98°SLZ 98°SLT omxyy ‘ONd
60°096 50°0%6 60°076 33
W3LSAS SNOILWN G3LINO

986 Iaqeadag [t Pal11dj3uR1y 2103 1puasdxgz argerreae pabpad PIATIDINY 9861 A1enuer [ 3aouag
I Se sJoue[eg /puingial spunyg sSpunj [(e3o1 /pdouvapy I® Se s3oueieg
spung
(PIPR[IU00) & J1204dI3

-80-



SCHEDULE 10

CAPITAL ASSETS AS AT 31 DECEMBER 1986

(United States dollars)

Acquisition Amortization
costs (cumulative) Balance
UNICEF office buildings
Dar es Salaam, U..ted
Republic of Tanzania 181 038.70 162 934.83 18 103.87

Harare, Zimbabwe 394 847.05 127 688.57 287 158,48
New Delhi, India 1 812 847.63 541 500.00 1 271 347.63
Niamey, Niger 247 397.31 60 000.00 187 397.31
Port-Au-Prince, Haiti 177 513.64 25 728.10 151 785,54
Sana'a, 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 B824.18
Houves for UNICEF staff
Lagos, Nigeria 65 205.61 3 707.39 61 498,22
Harare, Zimbabwe (5 units) 212 106. 46 120 288.21 91 818.25
Kampala, Uga..da 250 000.00 5¢ 007.91 199 992,09
Jakarta, Indonesia (2 units) 226 407,23 119 878.67 106 528.56
Brasilia, Brazil 146 476.57 58 165.61 88 310.96
Juba, Sudan 21 617.96 21 617.96

Subtotal 921 813,83 373 665.75 548 148.08
Computer equipment 3 363 413.39 1 514 075.93 1 849 343.46
Greeting Card Operation
Machinery 427 658.60 224 011.48 203 647.12
Office equipment 88 397.00 33 674.88 54 722.12

Subtotal 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 SIGNIFICANT ACCOUNTING POLICIES

Accounts

1, The 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 rinancial period is the calendar year. Consistent year-end cut-off
procedures are in effect.

3. Except as may otherwise bn required by the terms of special acrounts, income,
expenditures, assets and liabilities are recorded on the accrual basis of
accounting, whereby receivables and pe 'ables are established at year-end for
closure purposes.

4. The accounting unit is the United States dollar., The equivalent in United
States dollars of other currencies is establ ished on the basis of the United
Nations operational rates 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 transactions.

5. Periodically, assets and liabilities in currencies other than United States
dollars are valued for accounting purposes at the prevailing United Nations
operational rates nf exchange. Any variance in valuation due to flictuation of
those rates is accounted for as incoame or loss and shown 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 Greeting Card Operation. The principles of
consol idation refl ct the accounting policies outlined in this summary.

7. The net income of the Greeting Card Operation at the end of its campaign on

30 April cach year is reflected as part of UNICEF income., The expenditures
incurred and income earned during the ongoing campaign are included in the UNICEF
asset and liability accounts respectively as "advances" and "income received in
advance". Before consolidation, the estimates of sales based on goods delivered to
consignees and tlie corresponding costs, receivables and inventory accounts are
adjusted to reflect the value of goods not yet reported as sold by consignees.

Income and expenditures

8. Income consists of general resources and supplementary funds. General
resources include funds from voluntary annual contributions of Governments, the net
income from the Greeting Card Operation, unearmarked funds contributed by che
public and certain general income. Supplementary funds are 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 specific 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. years for purpcses gspecified by donors are
congsidered deferred income an¢ recorded as "pledged and r ceived ;n advance"
(statement i(I).

190 Donations-in-kind, which are¢ recorded as memorandum entries in the books of
r ount, are not part of the income of UNICEF,

1.. Expenditures are recorded when funds are disbursed or when the liability of
UNICEF is recognized. Fxcept for machinery and equipment for the Gieeting Card
Operation, buildings and electronic data-processing equipment that are depreciated
over their useful life and other non-expendable properties are charged azgainst the
relevant budget accounts in the year of purchase,

12. The statement of income and expenditure (statement I) does not inciude funds
received and experditures made from trust funds, which are reflected in

schedule 9. Those transactions which do not require commitments by the Executive
Board are considered trust funds,

Assets and liabillities

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

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

15. Buildings purchac «d for office accommrdation and staff housing, electronic
data-processing equipment, and machinery for use in greeting card productiun, are
considered capital assets. They are valued at cost less amortization or
depreciation in accordance with the following principles:

(a) Office buildings are amortized by annual charges to the budget for
amounts estimated to be equivalent to their annual rents, while buildings for staff
hous ing are amortized by the rental income earned from the occupants;

(b) Machinery and equipment for the production of greeting cards are
depreciated over their estimated useful period;

(c) The cost of electronic data-processing equipment is amortized by annual
charges to the budget over a period of five years from the date of acquisition.

16. The UNICEF Procurement and Assemblv Centre's stock of programme supplies is
shown at average cost. Goods in transit to the Centre are valued at actual rost,
Freight paid for supplies to the Centre's warehouse is considered part of the cost
of supplies. The aggregate total represents the Centre's inventory, the value cf
which is adjusted by the accumulated variance between average and actual costs.

17. The Greeting Card Operation's stock of raw material is valued at cost.
Pr..ducts in process and finished goods are valued at standard coste. The aggregate
total represents the Greeting Card Operaticn's inventory, the value of which is
adjusted by the accumulated variances to reflect its actual costs.
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18, At year-and, goods shipped to conaigneea for the current campaign are
considered part of the inventory and are adjusted ¢o actual cosat.

19, Contractual obligations coatingent upon delivery of supplies and equipment
ordered against unfulfilled programme commitments are recorded as memorandum
entries in the hooka of account, except sm may be otherwise agreed with donors of
supplementary funds, The total outstanding contingent liability at year-end isas
disclosed in the notes to the financial statements. 7he same accounting treatment
is glven to contractual obligations for delivery of raw materials to the Greeting
Card Operation and electronic data~processing equipment.

20, Wo provision is made for staff entitlemunts for repatriation, etc, in future
years or to meet contingencies under appendix D of the United Nations Staff Rules,
as funde are provided in the budget appropriations as required.

21. A reserve for insurance of $200,000 was established in November 1950 to absorb
losses of UNICEF programme supplies and equipmernt not covered by commerxcial

insurance. The reserve is restored to its authorized limit by a transfer from
income,
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ANNEXES TO PART ONE

ANNEX 1

Statistica and other data

This annex comprises tables giving statistical and other deia concerning
UNICEF activities, which, although not forming part of the financial statements,
are provided for information purposes.

A. Status of funds franm the United Nations system

1. Status of funds from the United Nationa system related to Executive Board
commitments 48 at 31 December 198(

B. UNICEF expenditures

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

3. Suinmary of expenditures in 1986 (by region and type of programme)

C. UNICEF commitments

4. Sumi.cy of commitments approved by the Executive Board at its 1986 session,
by region and main fleld of co-operation

5. Commitments coming into effect during 1986 between Board sessions
corresponding to specific contributions recejved or pledged during 1986,
and adjustments and transfers

6. Total commitments approved in 1986 (summary by region and type of programme)
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ANNEX II

Glossary of selected UNICEF terminology used in the report

ACCOUNTS AUDITED

The organization's financial statements for a specified period or at a

specified date audited L, the External Auditors (United Nations Board of
Auditors).

ACCRUAL SYSTEM OF ACCOUNTING

To record income or expenditures in the accounting period to which they

relate, even though the receipt or payment of funds may take place in a
different accounting period.

BUDGET

A plan in financial terms for carrying out proposed activities in a specified
time, The term "budget" is used to refer to UNICEF administrative and
programme support costs as well as to the Greeting Card Operation, However,

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 prngramme support

activities prepared for submission to the UNICEF Executive Board for the
approval of relevant appropriations.

Budget estimates, revised

Resulting from the Executive Board's apprcval of "supplementary estimates”
propused to adjust an approved budget.

Budget commitments

The total appropriation of funds approved by the Executive Board for UNICEF

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

CASH HOLDINGS

The aggregation of all the organization's funds, including coins, bhank notes,

cheques, balances in current and call accounts, saving accounts and
interest-bearing deposits.

Cash in transit

Cash transfers between one or more UNICEF beénk accounts at a specified time.
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Cash in current bank accounts

The aggregate of money maintained in UNICEF bank accounts, as reflected in the
UNICEF books of account, to sustain operational requirements,

Cash in interest-bearing deposits

Funds temporarily available in excess of those needed for immediate
requirements, held in short-term interest-bearing 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 umall
payments on } ' 11f 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 from

one to five years,

Commitment- made at the Executive Board gession

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 anncal
sessions, subsequently coming into effect on receipt of funds or firm pledges
of specific~purpose contributions earmarked for those "noted" projects. Also
programme commitments from general resources approved by "mail poll".

Commitments, savings and deficits

Commitments for programme co~operation are expressed in terms of the unit of
account (United States dollars). They reflect estimated costs of supplies and
services and local costs. Actual expenditures usually differ from estimated
costss this creates savings or deficits that are submitted yearly to the

Board, which authorizes either a reduction of outstanding commitments

(savings) or new commitments to cover over-expenditures on approved programmes.

Commitments, unspent balance

Programme commitments have no annual expiry date; they may continue during the
plan of operation. At the time that a new recommendation is prepared for
presentation to the Board, unspent balances of previous commitments may be
deducted from the new amount reguested or may be reprogrammed. In some cases,
the unspent balance may be cancelled when there are circumstances that

prevent the continuvation of the programme.



CONTRIBUTIONS, VOLUNTARY

Contributions to UNICEF that are offered and accepted without reference to a
scale of assessment determined by any United Nations legislative bhody.

CONTRIBUTIONS RECEIVABLE

fontributions pledged to UNICEF hut not received until a later date.

CURRENCIES OF "RESTRICTED USE" FOR UNICEF

Currencies, whose use is iimited (mainly with regard to transferability and
convertib, 'ty) because of foreign exchange regulations or the donor's wish,

When those limitations do not exist, the currencies are considered by UNICEF
to be "unrestricted".

EARMARKED

To give expression to a restriction imposed by ayreement or by administrative
action on the use of an account or of an equivalent amount of assets,

EQUIPMENT, NON-EXPENDABLE

Equipment with & serviceable life of more than one uccounting per.nd for which
inventory records are maintained.

EXPENDITURES

The payment of cash or the incurring of a liability for the purpose of
discharging approved commitments. In the case of commitments for programme
co-operation, non-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 incurred during the financial year.

FINANCIAL PERIOD

The operatingy period ¢ f the organization, which is the calendar year and is
covered by the financial statements.

FINANCIAL REGULATiUNS

UMCEF follows the Financial Requlations and Rules of the United Nations, with
such adjustments and substitutions as are required by the nature of its work
and are with'n the authority given to the Executive Director in the United

Nations General Assembly resolution by which UNICEF was establ :hed, and by
the Secretary-General.

FUNDS ~IN-TRUST

Funds accepted by UNICEF mainly to cover the costs of reimbursable procurement
of supplies and services undertaken by UNICEF on hehalf of others. They also
include financing provided by sponsors to cover the costs of junior
Professional officers. These funds are not considered UNICEF incoume; for




accounting and reporting purposes, therefore, thev are separately recor.jed and

istinguished f-om funds tha* are part of income and are spent for commitments
approved by the Board.

INCOME

Money or firm pledges received or accrued durina a financial period .nat
increase the resources of UNICEF for implementation of approved commitmants.

UNICEF income is recorded on the basis of funds nr pledges received for the

current year. It comprises funds classified as "general resources" and
"supplementary funds",.

Inccme, deferred

Funds received or pledges recorded as receivable, attributable to future

financial periods and therefore not credited to the income account of the
period reported on,

Iacome, general resources

Uneacmarked income, which includes funds from voluntary annual contributions
of Governments, the net income from the Greeting Card Operation, funds
contributed by the public and certain other (or miscelianeous) income,

Income, other

Also referred tO as "miscelianeous income" for genecal resources.

Income other than the value of the voluntary contributions and the net income
of the Grecting Card Operation,

Income, supplementary funds

Earmarked income for programmes "noted" by the Executive Boarcd of UNICEF which
then becomes part of UNICEF programme commitments.

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

INVENTORY

The value of supplies and equipment for programmnes owned by the organization,

and Greeting Card Operation materials at the end of an accounting or financial
period,

LIQUIDITY REQUIREMENT

UNICEF has a liquislity requirement to cover temporary imbalances between funds

received and spent ard to absorb differences between income and expenditure
estimates.
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LIQUIDITY PROVISION

The liquidity requirement is covered by a liquidity provision of cash held at

the end of each year, comprising general resources and half of the balance of
supplementary 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 transacticns take place.

MAURICE PATE MEMORIAL FUND
(fo honour the first UNICEF Executive Director)

Entablished by the Executive Board in 1966 to strengthen regional training
facilities in fields benefiting childran.

"NOTED" PROJECTS

Programme recommendations are often prepared that g~ beyond the input
available from general resources. These extensionr are for "noting” by the
Board as suitable for funding from supplementary contr.butions made by donors
for "speciflc purposes", When a supplementary contr bution is made for a

"noted” project, the corresponding commitment comes into effect ‘usually
bhetween Board sessions),

OBLIGATION

A financia) engaqement involving a liability against the resources of the
currant financial period.

PLEDGE

A written commitment by a prospective donor to make a voluntary co-trihutiun
to UNICEF. A written commitment that is subject to the need to secure
appropriate national legislative approval is considered a pledge.

RATES OF EXCHANGE

The UNICEP accounts are maintained in United States dollars, Transactions in
other currencies are converted for recording into United States dollars at the
United Nations operatinnal rates of exchange.

KE IMBURSABLE PROCUREMENT

UNICEF e@sists Governments, 'nated Natious agencivs and non-governmental
organizationi working in the fields of tenefit to culidren by undertaking, on
request An. on a reirhbursahle basir, procurcement of goods and services, A
small handling charge is added by UNICEF to the cost of the surplies and

gervices to cover the costs of extra administration and documeintation (see
funds~in~trust).
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RESERVE FOR INSURANCY,

A reserve of $200,000 was established by the Executive Board in November 19%0
when UNICEF adopted a policy of self-insurance. 'Transfers of funds are made
from the reserve to replace lost supplies. The reserve is then restored

annually to the level of $200,000 by transfer from UNICEF income (other
income) .

SCHELULE

Explanatory or supporting analyses accompanying financial statements.

STAFF ASSESSMENT

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

UNENCUMBERED BALANCE

That portion of the hudget commitments that has not been expended at the end
of the year. Th. unspent balance at the end of the biennium is cancelled and
teported to the Executive Board (see commitments, unspent balance).

WRITE-OFF

An adjustment to the accounts in order to record the loss of or reduction in
the value of ar asset,
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PART TWO

GREETING CARD OPERATION
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FOREWORD

l. In 1985, 147 artists from 49 countries volunteered their designs as
contributions to UNICEF cards and calendars,

2. Their artwork, some of it already internationally known and some of it seen
for the first time beyond national boundaries, helped the Greeting Card Operation
to furnish UNICEF with a sizeable 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 past years, the national committees for UNICEF and othar groups acting
as volunteers were the main sales agents.

4, On behalf of UNICEF, I again wish to record our highest appreciation for the
devoted efforts of the many thousands of artists, museum staff, collecto:s,
volunteer sales agents and memhers of the general public who have contributed to
the success of this enterprise.

(Signed) James P. GRANT
pxecutive Director
UInited Nations Children's Fund
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I. FINANCIAL REPORT FOR THE 1985 SFASON

Summary of the results of the 1985 season

Overall performance

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

1985 Change 1984 1985
actual from 1984 actual budget
Card sales (in millinns) 117.3 +6.1 111.2 117.0

(Millions of Unjited States dollars)

Gross proceeds 56.0 +7.5 48,5 56,7
Commiss ions 15.3 +2.4 12.9 15.5
Total costs 23.6 -0.3 23,9 25,6
Net operating profit 17.1 +5.3 11.8 15.6
Other income (expenses) 5.4 +7.1 (1.7) 0.2
Net profit 22.5 +12.4 10.1 15.8

Sales and gross proceeds

2, The year 1987 was the second year of the interregional sales development
programme approved by the Executive Board at its 1984 session. Total sales in 1985
w#ere 117.3 million cards and gross proceeds totalled $56.0 million., All Greeting
Card Operation sales regions showed increases in both volume and proceeds except
for Latin America, where the substantial price increases introduced for the 1985

campaign had a neative impact on volume but resulted in a major increase in
revenues,

Commissione

3. The 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 voiume ana the resul tant production and selling cost

increases, total costs were below 1984 levels and $2.0 million (7.8 per cent) halow
the approved 1985 budget.

r4'4’4/4‘4444k4'4’414/444#44*4k4,4,4/4/44444:lQl:;444444k4,4,—/4/—~—4——~—~—'4’—/4/4*4*44*



Net operating profit (traditional products)

6. The net operating profit in 1985 was $17.1 million, $5.3 million
(44.9 per cent) higher than in 1984, This was due to improved performance in the

implementation of the Greeting Card Operation pricing and sales policy and the
rigorous containment of costs,

Other income (expenses)

7. In addition to the overall improvement in operating performance, the weakening

of the United States dollar increased the revaluation of assets and liabilities by
$5.1 million.

Net Erofit
8. Total net profit for 1985, including other income and the impact of

non-operating gains (expenses), was $22.5 million (40.1 per cent of gross
proceeds), $12.4 1llion higher than in 1984.

Financial statements for the vear ended 30 April 1986

9. The three financial statements that follow are supported by the notes to the
£inancial statements, which are considered an integral part of the financial

report. Some 1984 accounts have been restated to conform with the current year's
presentation,
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NOTES TO 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

per formance in volume (millions of cards) and gross proceeds (millions of United
States dollars) is given below.

Gross
Volume proceeds Var iance
Gross
Sales region 1985 1984 1985 1984 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
III. Asia 3.1 2.9 2,2 1.5 0.2 0.7
1V, India/pPakistan/
Pacific 8.9 7.2 2.6 2.1 1.7 0.5
V. Europe/Eastern
Medi terranean 73.5 70.8 36.6 32.3 2.7 4.3
VIi. Africa 1,9 1.8 L 2.1 1.4 0.1 0.7
Total 117.3 111.2 56 .0 48.5 6.1 7.5

A detailed country-by-country analysis of card sales and gross proceeds for 1985
compared with 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
gross 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 direc{ 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 thes 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 increase of 3$0.8 million over
1984, This was due mainly to increased deliveries. As a percentage of gross
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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
centres increases, the Greeting Card Operation anticipates additional savings from
both lower costs of production and reduced shipping costs.

4, Total operating costs. Tnis includes expenses incurred in running the
Operation, and the costs are broken down by section on the income and expenditure
statement, For 1985, total operating costs amounted to $11.8 million, a decrease
of 91.0 million compared with 1984, As a percentage of sales, Greeting Card
Operation operating costs in 1985 (21.0 per cent) were 5.3 per cent less than in
1984 (26.3 per cent). This major reduction was achieved by (a) the implementation
of the new UNICEF policy whereby, from 1985 on, staff assessment was deducted from
staff costs as opposed to being shown separately as income; (b) a decision by the
Greeting Card Operation, in accordance with recommendations from both external and
internal auditors, to record as expenses only that portion of publicity and
promotion material costs that relates to the current campaign year; and (c) strict
control of expenditures in all operating areas, which helped the Gre««ting 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
$17.1 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 from suppliers and 80 on. Other income in 1985 was
$1.3 million lower than in 1984 owing to (a) 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. Revaluation of assets and liabilities. The exchange gain of $5.1 million
represents a dain 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 amounts due from prior
year campaigns but now considered uncollectible. The Greeting ’ard Operation will,
however, continue its efforts to collect these debts.

9. Net profit., Net profit in 1985 was $22.5 million, the highest so far achieved
by the Greeting Card Operation, for an increase of $12.4 million (123.3 per cent)
over 1984. As a percentage of gross proceeds, the 1985 net profit was

40.1 per cent, compared with 20.8 per cent in 1984,

Statement I (assets and liabilities)

10. Accounts receivable. This includes amounts due from national committees and
other consignees for 1985 sales, in addition to royalties and miscellaneous
receivables, and is shown net of write-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 $9.5 million is due to higher sales proceeds in
1985. Agreements with national committees provide for payment of these balances by
31 August of the calendar year. As at 14 November 1986, the balance was

$8.8 million.

11. Inventory. Inventory as at 30 April 1986, which includes raw mater ials, 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 campaign.

1985 1984
(United States dollars)

Raw materials 2 891 027 2 728 464

Products in process, finished products,
products in transit and publicity and
promotion materials 6 055 361 6 479 719

Total 8 946 388 9 208 183

12, Capital assets. These are stated at cost 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’ ad States dollars)

Production machinery 427 659 427 659
Telephone system 88 397 88 397
Subtotal 516 056 516 056
Accumula ted depreciation 208 538 134 816
Total 307 517 381 240

13. Accounts payable. This represents amounts owed by the Greeting Card Operation
as at 30 April 1986 but not paid as at that date. Of this, 31.0 million was oned
to outside suppliers ($0.7 million as at 30 April 1985), and the balance of

31.4 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 production 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, was $6.7 million, or
42.1 per cent higher than the approved budget.

15. Comparisons of actual results with budget estimates in statement III (see
para. 14) are based on the low volume projection of 117 miliion cards, which
matches actual volume for 1985/1986. It should be noced, however, that the
1985/1986 net profit alic exceeds the medium projection of $20.2 million by
$2.3 million, or 11.4 per cent, and the high projection of $21.2 million by
$1.3 million, or 6.1 per cent.
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1I. SUMMARY OF SIGNIFICANT ACOOUNTING 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 Greeting Card Operation, in view of the commercial nature of its operation. In
the UNICEF accounts, assets and liabilities relating to the Greeting Card Ope:ation
are consolidated at the closure of the UNICEF accounts. At the end of the Greeting
Card Operation fiscal year on 30 April 1986, the net of the assets less the
outstanding 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 are in effect, in order for UNICEF to incc:porate Greeting Card
Operation accounts in its financial statements.

3. The accounting unit is the United States dollar. The equivalent in United
Stated dollars of other currencies is established on the basis of the United
Nations operational rates of exchange.

4, The gross proceeds of the Greeting Card Operation are recorded in United
States dollars at the Urited Natior~ exchange rates in effect at the end of the
campaign, for sales reported by national committees 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 rates is accounted for as income or loss and shown separately in the
statement of income and expenditure under revaluation of assets and liabilities.

6. Inventory of raw materials, work in process, finished goods and qoods in
transit is valued at standard cost and appeatrs as such in the statement of assets
and liabilities. It is Greeting Card Operation policy to write off all unsold
finished products from the currenc campaign year that are not carried forward to
the folluwing campaign year. All publicity cnd promotion materials bought in the
current campaign year but relating to future campaign years are shown at cost and
included in jinventory.
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