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LETTER OF TRANSI.{I!]TAL

9 June L9B1

Sir,

I have the honour to trensnit to you, purs uant to General Assenbly
ilecision 34/l+03, the report of the Board. of Auditors on the organization and
professional- practices of the Board..

Accept, Sir, the assurances of ny higlest consideration.

The President of the General Assembly
of the Unit ed. Nations

l$ew York, N.Y.

( sis494) Osnan Ghani KzuN
Couptroller and Auditor Genelal of BangLadesh

and Chairuan of the United Nations
Soard of Auditors
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I. INTRODUCTIOI\I

1. At its lr6th plenary reetinl on 2) Ocbober 1979, Lhe Ceneral Assembly, on
the recotrmendation of the Fifth Comnittee " !/ adoptea decision 3)+/)+03, in which it
took note of the proposals of the Governrnent of Canada for malring fundament al
changes in the external audit arrangements for the United Nations anCL requested
the views of the Board of Auditors on its organization and professicnal practices,
In compliaace rith this request, the present report deals vith the organi zation
and professional practices of the Board and contains the Board's views on the
fun d.ament a-l changes proposed by the Government of Canada.

II. ONGANIZATIOI'I OI'THE BOARD

A, _qg.!!_orf_t1_-gq_4. tgrm of office

2. The Board of Auditors, established by General Assernbly resolution ?Ir (1) of
7 Decernber 191+6, consists of three members. each of vhorn is the Auditor-General-(or officer hoJding the equi vafent titfe) of a Member State. The Board rs cu.rrently
composed ol the CooptrolLer and Aud-i Lo r-Genera 1 of Bangl.rdesh, tt^-e Senior-
President of the Cor.]It of Accounts of Belgium and the Auditor-General of Ghana,
Each nember is eLected for a bhree-year tern of office antl the term of office of
one of the members expires each year.

B" Role of the nembers of the BoaJd

3. Under regu.lation 12.1 of the Financial Regutations of the Unlted l{ations,
the Board is appointed to rrperform the a-udit of the accounts of tlle United Nations".
nach menrber has joint and several respcnsibility for the perforrnance of the aud.its.
The actual audiL is" hor,rever, camied out by t:re staff provided by the nembers of
the Board. The members of the Board- revier,r ar,d approve audit plans as ve1l as
arld; t rah^ts+e rr6no?^^ 1rl-y the Audit Operations Corindttee (AOC), The Board rreets
s en-L -annr-la tfy , nornally in June and October- of eacl year, At the annual regular
session in Jr.nc, the Board nembers reviev anJ approve Lhe audit retorts DreDared
by AOC and discuss then with the Advisory Committee on Adrnini strative and Budgetaxy
Questions (ACA'BS) before their submission to the ceneral Assenbly. At these
sessions, the Board also meets vith senior officials of the ad:linistration to
discuss the audit findings e:ld natters of mutual concern. The ol.er-all- direction
of the voxh of the Board i"s also discussed. ard decisions are taken on policy-
refated matters. The Board hol,ds its sFecial session in October of each year,
At that session" the members ha.ve an opportr.nity to reviev and discuss vith AOC

the audj-t plans and, in general, the aurrit vork being carried out under the
innediate supervision of the llirectors of E:<bernal Aud-it, who are the melrbers of
AOC" Substantive natters of interest to the vork of the Board and any other
audit-related topics that need the attention of thc Bcard m€mbers are also tabled
at Lhese special sessions.

V q{liff3] ECqoI4 of the -cenere.l Assernbly, Thirty-fou_lth Session, Annexes,
aeenal i@6, par". 13- -
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C. Allocation of audits

]+, fn accordance with the nandate of 'Lne Board, the lrire responsibility for
audit assignments is shared eqrally anon6 the members. ln deterr.ining the
allocation of assignnents, the Board takes -inro account the prinejule of rotation,
geographic location, the size and nature of the organizations and audit econorny
and effectiveness. As required by tle Financial Regulations ol- the United lfations,
the aIl-ocation of assignment s is conumrnicated to ACABQ for its approval.

D. Audit Operations Connitt ee

,, In order nore properly to discharge its joinl ard several responsibility'
the -Board, at ils session of Jr.n e 1pJ6, arproved a nev orga.Lrizational arrangement
to establish the Audit Operations Connittee as a vorking committee of the Board
to assist the Board in carrying o1,'b its mandate. AOC consists of the three
ful-l-time Directors of Exter"ra1 Audib, each representing a nember ol' tlre Board of
Auditors, One of the members of the Conmittee is appointed Chairnan by the 3oa"d
for a one-year telm by rotation, according to seniority" and may be reappointed
for another term, The Executive Secretary of the Board of Auditors is an ex-officio
menb er of the Cormittee and also acts as its Secretary.

6. The con'mittee functions on behalf of tbe }oard to ensure that the princille
^+ i^ih+ ar^ <6r,a,or F6ennr<il.il ilv crl-n,rie,j i.1 the terns of re_CeTence of tlte Board
is adhered to. While each member represents his/her own Auditor-C ene raI , the
Connittee as a whole represents the Board of Auditors.

7. In accordance with the n[es of procedure oC AoC as acD] oved by the Board'
the Conrmlttee sha"ll- :

(al Observe cormon audit standards as detailed in the audit marlual;

(b) Implement a uniform aud-it alFroachl

(") Liaise vith the ad:n:ini strati on responsible for each assignrnent in order
to identify need.s, ner.r programnes arld policy changes and veaknesses in the system
as a whole;

(d/ ueve_Lop audl! a].ds;

(e) Train staff in a r-rnj fied auriit atproachl

af I Sat e,,/iif nhlent irrac f^, Fr^la rccimmenf .

(g) Define internal control systems and ide'rtjfy veaknesses:

\Lrl lfrurrur:ot

(i) Determine the ex-bent, n,turc and ti'inl of audit tcsts;
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( J ) Prepale , re.riew and approve audit prog"am.es ;

(t) Cal-cul-ate the tirne required and establish deadlines;

(f) Deternine staff resourcesl

(n) Reviev ard approve any ninor changes in audit plans as required.;

(n) Review working papers and financiaf statements to ensure accuracy
and adequacy of documentation;

(o) Superrrise the perfornance of audit proglarmes aecording to approved. plans;

(p) Reviev and. approve all management letters wtrich are to be subnitted. to
the adruinistratjon as a resuLt of aud.its conducted under the auspices of the Boartl,
with particular enphasis on significance, relevance and consistency of audit
observations;

(q) Reviev and appxove a1f reports which are to be subnitted to the Boarit,
whether in connexion vith specific audit responsibil-ities of the Boarat or with
nore general or administrative matters; and

(r) Approve draft audit retorts of the Boaral to the ceneral Ass errrbly and/or
to ACABQ as prepared by menbers of the Counittee.

B' The corulittee meets xegularly at the request of its chairnan or of a nenber,
T\.ro of ttle three Directors of External Audit and the Execr-rtive secretary nust be
present to constitute a quorum.

I]I. PROT'SSSIO]\IAL PBACTICES OF ITIE BOARD

A, Audit approach

9. Since 1!16, the Soard of Auditors has shifted. its euphasi.s f1lcn tradjitionaL
transaction auditing to systens-based aud.iting. rn essence" a systenrs-based auditinvolves the examination of the principal elenent s constitutine the financial
managenent and control" systen. This exanination incLud_es:

_ (a) The organization of the financial control frmction, with particu],ar
reference, to the most appropriate assignnent and segregation of duties andreslonsibilities to ensr-:re the integrity and, s.ccruacy of the transactions and. the
adequacy of the measures to protect against potential fraud. The technical anclother qualifications of the staff assigned to ttrese respons ibilities are ar-soconsidered.

(l) The nethods of reeording and processing accormting transactions withparticuLar reference to the neans ot en;,rlng tb;ir vatiditj, as vel] as the deg"eeof efficiency and econony with which ttre sysfem is operated.
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(c) The nature, timeli.nesso quality ard approp"iateness of the bud.getary and
financial information produced by the system for incorporation in the peliodic
financial statenents subnitted to the governin3 body and for the use of nanagenent
at all Level-s in directing the execution of approved progranmes.

(d) The adequacy an d. appropriateness of guideLines concerning financial
poLicies and practices, rnanual-s of instruction for the operation of the systen,
ttre me ens by vhieh such guidelines and instructions are prornulgated throughout
the organization and the d.egree of adherence to them.

10. In addition to exanining financiaf systems to assess their adequacy, a
systems-based audit involves testing systens to detemine the significence of any
'weaknesses, reporting to the administration and following up on actions taken to
rene ry €ny deficiencies.

B. Audit process

1l-. The audit process established by the Board incl,udes three phases enphasizin€!
the principal stages of assessment, the naJor decision points concerning the
direction of the audit effort an d. the approval of resource requirernents. The
three phases are audit planning, audit executior^ and audit reporting:

(a) Aud.it planning. There a?e t'!ro stages to audit planning, as set out belolr:

(i) Ov€r-all plalning. The audit plans are prepared by the merbers of the
Audit Operations Comnittee for subsequent approval by the members of the
Board., This involves obtaining a general knowledge of the audited
organization's objectives and progranme s and dete::m-ining the environment
in which the entity operetes. !'urthennore, it invol-ves identifYing
specific obJectives for the key activities to be examinecl, accounting
and auditing problems to be addressed and the nanner in lr'hich assignments
are to be carried. out.

(ii) Assignment planning. It is the responsibility of the officer directly
in charge of the audit assignnent to obtain additional knol.'ledge of the
systemE and control-s relating to the activities selectecl in the over-aLI
planning stage and to deterraine the extent of reliance on iniernal
controls. IIe is al-so responsible for preparing the detailed audit plan
vhich includes d.eveloping or selecting from existing audit prograrnrnes
the tests and othel proced.rres need-ed to conduct the examination.

(b) Audit exeeution

(i) Eval-uation of internal controls. The evaluation of internaf controls
provides an irnportant basis for deterrnining the extent ' nature and tindng
of the substantive t€sts needed to prowide the Board with sufficient
ard appropriate evidence to support its opini.on on the financial
statenents of the aud.ited orgalization. In general tems, this
evaLuation consists of :
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s. Reviewing, documenting and understanding the syster4;

p_. Tdenti fyinr significant controls:

c. Perforruing a preliminary evaluation of the system;

d. Testing the significant control-s on which the auditor intends to
Totrr.

e. Investigatlng and assessing the significance of tl.re weaknesses
identified:

f. Developing conclusicns arrd reconmendations for remedial action; and

&. Obtaining the manaflenenl rs resoonse to tl-e auditor's findings and
conclusions.

(ii) Examination of fine.ncial statements. This examination applies only to
audit objectives directly related to an opinion on the financial
statements of the audited organization. It consists of exa:'rining
transactions and account balances, anall't ieal reviews, obtaining letters
of representation and forming an opinion on the financial statenents as
a \rhole "

The audit assignments are nain\r carried out by the staff drawn frorr" the national
audit services of the members of the Board. IlrJren special- circumstances so rrarrant,
the Board nay engage the services of auditors and/or consultants fror international
firms of iino\,"n repute. In order to effect econor0ies end in the interest of
efficiency, the siaff fron the three l,{ember States are integrated whenever feasibte.

|^) arrdii rorn-+i- After Joint revievs by AOC of audit observations ard
findings, the results of the audit a:'e conmnicated to the audited organization
througll management ]etters to vhich a response fron the administration is obtained.
The Soard of Auditoxs then prepares its reports to the General Asserobly on the
signi fi cant matte?s includ,ed in nanagernent letters. Tbese natters are d.iscussed
in separate joint sessions of the Board. with senior officials of the adrinistration
as well as r^'ith ACABQ.

C" Staff training and development

L2. The nature and exbent of pre.-audit training and orientati.on lrovided to the
staff of each merrber of the Board are deterrlined by the Director of Exbernal Audit
and. the Auditor-General concenred. The traininc generally emphasizes systems-based
auditing and is sometimes carried out with the assistance of a firm of accountants
veII-versed in systens-based audit. The Chairnan of AOC, at the request of a
nember of the Board., a.lso conducts, in conJ unction r^rith the appropriate Director
of External Audit, briefing courses for the staff of the IUember State" An
orientation course in systens-based auditing is also arranged at tbe United Nations
Headquarters in New Yorli for auditors new to the Unjted ttrations,
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IV, PROPOSALS BY THN GOVERNI!,IEIJT OF CA}TADA

A Pa6c^n. f^F rha -rOfOSalSji::::ji::--i::---::::---:-

13. The Canadian Government gave the folloving reasons for the proposed changes
'in i.ha ^rd.niTari^n and nrofe<<iorAl nrnotices of the Soard or Auditors:

(") The need for continuity in viev of the changing composition of the Board";

(b) The growing complexity of the activities of the United ltrations and
the increasing sophistication of its accounts;

(c) The improvements in contemporary audit techniques;

(d) The variations in the auditing methodology among potential members of
the Board.

B. Views of the Board on the reasons for the proposafs

1)+. After consid-ering the above reasonsu the Board offers the conment s set out
in paragraphs f5 to lB beIov,

l-. Need for continuity

Ir. Al"though regulation L?.2 of the Financial- Regulations of the United Iations
requi.res that the members of the Board shaI1 be elected for a three-year tern of
office, the General Assenbly has always been aware of the need- for continuity and
over the years it has ensured that the tenure of office of nost of the Menber
States that have served as members of the Board has exceeded the three-year term,
Thus, the Netherlands was a member fron July 1956 to June 1965, a period of nine
years. Colombia, ffhich Banglad.esh replaced, r,ias on the Boa,rd from July 19)+B to
June 1978, a period of 30 years. Pakistan, vhose place was taken over by Ghana'
was also on the Board from July l-961 to ftrne 19?5, a total of 15 years. Canada,
which was replaced by Belgiurn, was on the Board from January 19)+7 to June 1956
(9 years) and from July 1968 to June 1980 (12 years), a total of 2f yeavs. It will
thus be seen that there has been continuity in the existing systen and structure
of the Board, fhere is no reason to doubt now that continuity will not be ensured
in the future.

?. Comp.l-exity of the activities of the United Nations and sophistication
al tlt'a""aa*a"

f6, .A critical examination of the vork of the Board veveals that its members have
on occasions effeeted changes, whenever the need has arisen' in the practices and
procedures of the audit work in order to cope vith the increasing complexity and
sophistication of the accounts and the financial systems of the United. Nations.
In ad.dition, regutation l'2.9 ot the Financial Regulations of the United lvations
empowers the members of the Board to engage the services of connercial public
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auditors of knor^m repute" or any other person er firm vho, in tbe opinion of the
3oard, is technically qualified.. The Soard has used this power in the past and
rtil1 continue to do so in the future if necessary.

3. fmprovement s in contemporary audit techniques

]7. At its nineteenth and twentieth sessions, in 1977 and 1978, the PaneL of
External Aud.itors of the United i{ations, the Specialized. Agencies and the
International Atomic Energy Ageney iliscussed the deveLopnent of comprehensive
auditing, or "vaLue-for-moneyt' audit as it is also known, and genetally agreed.
that und.er the circurstances this was a proper audit approach to underta.ke.
l{embers of the Board have been training their staff in this nodern aud.it technique
which has been applied consistently throughout the Organization in the areas most
suitabl-e to tbis t1'pe of audit.

l+. Variations in the auditj.n€! rnethodofogJr anong potential" rdembers of the Board.

lB. It cannot be d.enied that there are variations in the auditing nethod.ology
among potential menbers of the Board.. I{owever, members of the Boaril find it
difficul-t to accept the inplications in the Canatlian Government rs proposaLs that
onJ.y one particular aud.iting methodology nri1I ensure that the United Nations
"receives a quality of aualiting which is cortrnensurate with its importance and.
prestige'?. Ttle Board- is of the view that it would be wrong to conclude that a
very high qual-ity of aud.iting is not ensurecl because there are d.ifferences in the
auditing nethodo.Logy of potential members of the Board.. Furtlrernofe, no evidence
has been presented to substantiate the irnplications that the quality of auditing
over the period of existence of the Board has not been comrensurate with the
imports.nce and prestige of the United llations. The Board., agreeing that training
is essential for improving the quatity of audit, has systenatically provideal it.
The proposed United Nations International Cent"e for Auditing €"rrd Accounting in
PubLic Services for Devel-oping Countries cou1d., when established., provitle support
in training the staff of nembers of the Bo&rd_.

C. Proposed. changes

19. The main proposals of the Government of Canada are that:

(") The Board of Audito"s should be enlarged and its role changed so that,
instead of being responsible for actuafly carrying out the audito l,he Board shoultl
act as an rraudit conmitteei' on behalf of the Genera.l Assembly;

(b) The audit of the United Nations shou.l-at be conducted by a permanent
Auditor-General nho wouLd recruit his oun staff and report to the General Assenbly;

(c) The role of the Ad.visory Conmittee on Administrative and Bufuetary
Questj.ons in revieving the Soardrs reports shoulal be abolished.;

(d) The scope of the audit of the Uniteil ltrations shou.Ld be further extend.eal
to include, as appropriate, an assessment of the adequacy of systens in contributing



Al36/\75
rnp-Ltsn
Page 11

to the econonrical, efficient and effective expenditure of the resources of ttre
United Nations,

D, Views of the Soard on the proposed changes

20. The viel,ts of the Board on the proposed. changes are set forth in paragraphs 21
to 27 below,

1. Change in the structure and role of the BosJd

2I. TYre increase in the nenbership of the Board is not a new subJect. It has
been clj.scussed in the past by the General Assembly and the conclusion has been that
the Board wou].d function bettes i.n its present fonr. The Board of Aud.itors is of
the opinion that the members of the Soard represent not onfy their ovn corntries'
but also their regional groupings. Thus, members of the Board have ' to a large
extent, been representative of the United Nations,

22. Under the present arrangements, the audit is perforfled under tbe over-all-
supervision of the nembers of the Board. who select their staff fron among menbers
of their national audit offices, The mernbers are directly invofved in the thole
process of Lhe audit work, from planning to reporting and review" and they discuss
the audit find.ings at their regular session each year v-ith administration officials
errd ACABQ and, later on, with the Fifth Cobmittee.

23, Under the proposed changes, members of the audit conmittee woul-d. trave no
contact whatsoever with the "nen in the fieldrl, An audit conmittee consisting of
high-ranking representatives of from ].1 to 16 nations cou-ld. also encounter
difficulties when d.iscussing vith the proposed Auditor-GeneraL of tbe United
Nations the scope and. plans for his audit and wou1d. spend more time at meetings
than envisaged by the Canadian Governnent I s proposafs, Ad.dit ionsl-l,y , the
requirenent for nembership of the proposed audit connittee, namely, wider
understanding of the objectives and finances of tbe United Nations voulat be net
only by those erho had previous experience in the United Nations in these fields'
Hence the nenbership of the Cornmittee would be restricted.

2, Pernanent Aud.itor-General of the United. Nabions

2'11. Ttre Bosrd. of Aud.itors is of the view thai three heads are better than one.
Ttre proposed Auditor-General coul-d. not by himself combine the capability, sagacity
and versatility of three Auditors -General- of three l{ember States. Furthermore,
unlike nost of the externaf aud.ito"s of the specialized agencies, who reside i.n
their ovn countries, the proposed Aud.itor-General of the United Nations woul-d be
bound to reside in i'[ew York arrd be within the environrnent of ttre United Nations
nost of the tine. Consequently" he voutd become very familiar rdith menbers of
the administration and the staff of the Secretariat, which would eventua"Ll-y detract
fron his inclependence, He night in this way become, or at least fee] as if he
$€re, part of the administration, thus beconLing like a "glorifietl" internal
aud-itor. Ttrere is certainly sorne wisdom in the present internal or'ganizational
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arrangements of the Board irhereby all members of the Board are Auditors-General
of and reside in tireir ortr countries. This situation enables members of the Board
to bring freshness and impartialitv to their r,rork.

25. Additionally, the proposed arrangements rrould increase to a large extent
the cost of extel-nal audit since t'he United Nations vou]d have to bear, in
addition to travelling extenses and a dai_Ly subsisLence allorrance, other suaff
costs of considerable magnitude.

3. tion of the role of Comrittee on Adninistrative and
Budgetary Q.uest ions

26" The work of AC,43Q in reviewing the Boardrs reports facil-itates their
understanding by the representatives of l.{ernber States. It is the viev of the Board
that, since its reports are written for Menber States and the generaf public" it
is better for bhen to stu{y those reports in a form understood by the _La}ma.n
instead. of al-lorring them to remain in the Language faniliar to accountants and/or
auditors, including narionat Aucli uors-Genera I . Addilionally, under the pro_Dosed
changes, ACABQ vould lose one of its main f1mctions " nameJy thaL of facilitaLing
the vork of the Fifth Cotrurrittee by directing attention to the more significant
issues in the reports of the Baard. The Board is of the opinion that this function
should continue to be discharged by ACABQ rather than by the audit conmittee
envisaged by the proposaf of the Canadian Government.

)+. Ertension of the scope of audit

27, Ttre Board of Auditors agrees that it is desirabte that the scope of the audit
of the United llations is extended to inctude an assessment of the adequacy of
systems in contributing to the economica_l , efficient and effective expenditure of
the resources of the Uni.ted llations. The Board rrishes to staie that the systens-
based audit alrlroach adoFbed by the Board nainly dea-Ls wibh rhe econon{y s"nd
efficiency of expenditure. Hor,rcver, in the audit of projecLs in Lhe field, the
Board, among other things, assesses the exlenr co which project objectives have
been achieved.

V. CONCLUSIONS

28. The conclusions of the Board are the fo11oi,,ring:

(a) The Board of Auditors is of the viev that the present arrangement for
the externa-l audit function of the Organization, as stipulated in the Financial
Requlations of iha llhihad liTaf inne ch-1,1,1 FAin in ,'h^hahda.l cinno i-f find< nn+hin!'
fundamental Ly lacking in the present organization or in the professional practices
of the loard. This opinion, hovever, does not preclude future s e-Lf-evaluat ion by
iha Rnrrd if nanecca-rr

(b) fmprovements in the Boardts organizational structure and professional
practices have been recently jntroduced and al-e working very rreil.
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(c) The Board considers that the appointment of a permanent Auditor-
General, who r,rou1d. probably resiiLe in liJev York, vould deprive the United i'Tations
of the freshness and impartialitv vhjch menbers of the Board have, over Lhe bast
ll+ years, brought to bear upon their r.ork.

(d) The Board is of the opinion that the cost of external audit of the
United. I\ations r'foul-d. increase considerably were the proposed chsJrg-'s inplemented.

(.) The Board is of the opinion that the rol-e of reviewlng the Board's
reports for the General As serdbly shou-ld rer0ain with ACABQ rather than be
discharged by the audit conmittee envisaged in the proposals.


