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Note by the Secretary-Cenera

1. Pursuant to Ceneral Assenbly resol utions 50/214 of 23 Decenber 1995 and
48/ 218 B of 29 July 1994, the Secretary-Ceneral has the honour to transmt, for
the attention of the General Assenbly, the attached report, conveyed to him by
t he Under-Secretary-General for Internal Oversight Services on the audit of
Headquarters catering operations.

2. The Secretary-CGeneral notes that neasures have been taken or initiated to

correct many of the issues addressed in the review and concurs with the
recomendati ons contained in the report.
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ANNEX

Report of the Ofice of Internal Oversight Services
on the audit of Headguarters catering operations

SUMVARY

A. Results in brief

At the request of the General Assenbly, the Ofice of Internal Oversight
Services audited the managenent of the United Nations catering facilities at
Headquarters. Since 1986, those facilities have been operated by a contractor
under a profit and | oss arrangenent.

The audit included a review of the contractual arrangenent and of United
Nati ons nonitoring of contractor performance, as well as an analysis of the
operating statenents submitted by the contractor to the United Nations. This
report al so discusses relevant audit findings regarding catering operations at
the United Nations O fice at Geneva and the International Trade Centre
UNCTAD WO,

The current contractual arrangenent hel ped the United Nations to avoid
further financial |osses fromcatering operations. Al though that constituted
a nmajor inprovenent over the prior situation, the General Assenbly's desire to
nake catering operations financially self-supporting to the extent possible
was not achieved. Nor did the contract assure the nost effective use of the
Organi zation's resources.

The contract provided for the contractor to retain, as a managenent fee,
t he excess of gross receipts over operating expenses and to absorb any | osses.
However, operating expenses excluded direct and indirect costs incurred by the
Organi zation in providing and nmaintaining the facilities (space, utilities,
nmaj or equi pnment). Thus, the contractor, with linmted capital investnent,
retained a significant profit of nore than US$ 12 million over the 10-year
period from 1986 to 1996, while the United Nations continued to subsidize the
catering operation. The United Nations could have secured a fair share of
this profit or ensured reinbursenent of its costs incurred in the operation if
such provisions had been included in the contract.

The contractor in effect operates and nmanages the Headquarters catering
facilities for the United Nations. Al cash collections from custonmers and
purchases of food, beverages and supplies are nmade on behalf of the United
Nations. |f the contractor were unable to neet its financial obligations, the
United Nations could be held |liable.




A 51/ 802
Engl i sh
Page 3

In order to properly safeguard its assets, the United Nations must check
t he accuracy and appropriateness of the transactions carried out in its nane.
The O fice of Internal Oversight Services found that adequate nonitoring
procedures were generally not perforned by the O ganization

B. Recommendati ons

The O fice of Internal Oversight Services reconmends that:

(a) The objectives of United Nations catering operations be clearly
def i ned;

(b) The catering operation at Headquarters be conpl etely outsourced,
with the United Nations maintaining adequate nonitoring of the contractor's
performance in accordance with the terns and conditions of the contract;

(c) Al costs incurred by the United Nations in providing catering
facilities and equipnment be identified and, to the extent possible, reinbursed
by the contractor;

(d) A reasonabl e and equitable profit-sharing arrangenent between the
United Nations and the contractor be inpl enmented;

(e) Vendor selection criteria be clearly established;

(f) Annual audited financial statenents for the catering operations be
subm tted by the contractor

(g) In addition to consuner price indicators, quality assurance
i ndi cators be included in the contract;

(h) Catering commttees be reactivated and nonitoring of catering
operations be strengthened;

(i) Regular health inspections of the facilities and health exam nations
of the enployees as well as proper naintenance of the facilities and its major
equi prent be ensured.

The Ofice is pleased to note that its audit recommendati ons have been
reflected in the new request for proposal and will be taken into consideration
in devel oping the new contract for the United Nations catering operation
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. 1 NTRODUCTI ON

1. As requested by the CGeneral Assenbly in paragraph 74 of its resolution

50/ 214 of 23 Decenber 1995, the O fice of Internal Oversight Services conducted
an audit of the managenment of United Nations Headquarters catering facilities
bet ween February and June 1996. It sinultaneously audited catering operations
at the United Nations Office at Geneva and at the International Trade Centre
UNCTAD WO (1 TC). Audit findings at those |ocations are included in the present
report when relevant to the assessnment of the Headquarters catering operation

2. Qur audit objectives were to determ ne whet her

(a) The goal of making catering operations as financially self-supporting
as possi bl e had been achi eved;

(b) The contractual arrangenents were adequate;

(c) The contractor's performance was satisfactory and adequately
noni t or ed

(d) United Nations assets were adequately saf eguarded;

(e) United Nations rules, regulations, policies and procedures were
conplied wth.

3. The O fice of Internal Oversight Services exam ned the managenent and
operations of the Headquarters catering facilities from March 1986, when the
first contract with the present contractor was awarded, to March 1996, when the
second five-year termexpired. |t reviewed the contractor selection process,
the terns and conditions of the contract and United Nations nonitoring of the
contractor's conpliance and performance, including nmaintenance of the genera
service standards. |t also exam ned the periodic operating statements subnitted
by the contractor and anal ysed the costs charged to the operation and the profit
earned over the 10-year peri od.

1. CONTRACTUAL ARRANGEMENTS

4. Prior to 1985, catering at United Nations Headquarters was provi ded by a
concessionaire. Wile the contractor received a nmanagenent fee for its
services, the United Nations was to obtain any profits and to absorb any | osses
fromthe catering operations. Not surprisingly, with the concessionaire |acking
a profit notive, the catering operations ran at a deficit, inposing a heavy
financial burden on the United Nations.

5. Inits resolution 39/67 of 13 Decenber 1984, the General Assenbly confirnmed
that catering operations should be financially self-supporting to the extent
possi bl e and requested the Secretary-General to take steps to rectify the
situation causing the deficit.
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6. In 1986, based on a request for proposal and eval uation of various factors,

the United Nations awarded a five-year contract to a contractor for the
managenment and operation of catering facilities under a profit and | oss
arrangenent .

7. According to the contract, the contractor operates and nanages the catering
facilities "for the United Nations". It purchases "on behalf of the United
Nations all food, beverages and ot her operating supplies". Al gross receipts
fromthe operation are collected by the contractor "on behalf of the United
Nations". Since liabilities are incurred on behalf of the United Nations, the
Organi zation would be ultimately liable should the contractor fail to nmake
paynents.

8. Under the current arrangenent, the contractor retains any profit derived
fromthe operation and absorbs any | osses. Although the original request for
proposal had stipulated and the contractor had offered a profit-sharing
arrangenent with the United Nations, such a stipulation was not included in the
final contract. The Ofice of Conference and Support Services stated that this
had resulted in |ower start-up prices.

9. During the 1986-1991 period, the contractor retained a profit of

US$ 4.7 million on gross receipts totalling US$ 46 mllion. The United Nations
continued to bear certain costs related to space, major equipnment and utilities
for the catering facilities, thus indirectly subsidizing the operation

10. In 1991, without rebidding, the United Nations extended the contract for
anot her five-year period under the initial profit and | oss arrangenent. The
contractor, in exchange, agreed to grant a price freeze for certain itens and to
contribute to certain investments. During the period from 1991 to 1996, the
contractor's profit increased to $7.4 million, with gross receipts decreasing
slightly, to $43 mllion

11. Had the United Nations included a profit-sharing clause in the contract, as
originally requested and offered, its profit share would have been close to

$5 nmillion between 1986 and 1996. Even including a profit-sharing clause at the
tinme of contract extension in 1991 would have generated $3.7 mllion for the
Organi zati on.

12. The O fice of Internal Oversight Services acknow edges that the current
contract, which represents a significant inprovenent over the prior situation
has protected the United Nations from having to absorb any | osses. However, in
its view, managenent failed to secure for the Organization a fair share of
profits generated and did not ensure reinbursement of costs incurred by the
United Nations in the catering operations.

[11. MONI TORI NG OF CATERI NG OPERATI ONS

13. Quarterly operating statements subnitted by the contractor were not
critically reviewed nor discussed with the contractor except in two instances.
Al t hough the contractor managed the catering operation on behalf of the United
Nations, it had no obligation to subnmt annual audited financial statenents.
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Al so, the United Nations had no conprehensive information on its costs rel ated
to maintaining and operating the catering facilities.

14. The Staff-Managenent Catering Conmittee, which was supposed to review
quality, standards, prices, hygienic reports and conditions, as well as staff
suggestions and conplaints, was inactive. Suggestions and comments made by
staff nenbers had not been acted upon by the Conmittee since Cctober 1994. W
appreciate that, in response to the audit, the Staff-Managenent Catering
Committee has recently been reactivated and has circul ated a questionnaire to
det ernm ne custoner satisfaction.

15. Health inspections of the catering facilities had not been nade since
June 1995, and there was no contractual requirement for the contractor's staff
to undergo regul ar health exam nations. Mintenance of catering facilities by
t he Buil di ngs Managenent Service needed i nprovenent.

16. Frequent breakdowns of cash registers owned and nmintained by the United
Nati ons hanpered cafeteria operations and adversely affected the reliability of
financial information.

V. CRITICAL SUCCESS FACTORS FOR CATERI NG OPERATI ONS

A. bjectives

17. Cdearly articul ated objectives are needed. In line with the Genera

Assenbl y's objective of financially self-supporting catering operations, the
United Nations Ofice at CGeneva intended that catering operations should provide
food and beverages to staff menbers at reasonable prices, while keeping direct
and indirect subsidies to a mnimnum To a certain extent, that Ofice sought

rei mbursenment of the costs incurred in naking cafeteria facilities available to
the contractor as well as its own share of the profit.

18. At Headquarters, on the other hand, the profit-sharing requirenent included
in the 1991 request for proposal was omtted fromthe final contract. According
to the then Assistant Secretary-General for General Services, it had been
included only to test the market on price levels and not to obtain actua
financial gain. It appears that at Headquarters the direct and indirect costs
incurred by the United Nations in providing the catering facilities were viewed
as staff-related costs that the Organi zati on shoul d absorb

19. The distinctly different financial inplications of those two approaches to
providing the sane services are very clear. The Organization's objectives in
operating catering facilities need to be reconciled, and definitive guidance
shoul d be issued to all managers of procurenent and support services. Such

gui dance i s needed at Headquarters and at the United Nations Ofice at Geneva,
in view of the upcomi ng contract negoti ations.

20. The O fice of Internal Oversight Services reconmends that the objectives of
United Nations catering operations be clearly defined (AHO6/151/01).



A/ 51/ 802
Engl i sh
Page 8

B. Qutsourcing nodalities

21. Different interpretations of contract objectives resulted in a variety of
nodalities, even with the sanme contractor, as was the case with the contractor
at both the United Nations O fice at Geneva and | TC. The nodalities differ as
foll ows:

(a) The United Nations role. Wereas catering at Headquarters has been
considered a United Nations operati on managed by a contractor for the
Organi zation, operations at the United Nations Ofice at Geneva and | TC have
been outsourced to a contractor that is fully responsible. At Headquarters, the
United Nations could have been financially liable if the contractor were unable
to nmeet its financial obligations;

(b) The enuneration of the costs to be borne by the parties and cost-
recovery mechanisnms. At the United Nations O fice at Geneva the contractor pays
a fee that covers the Liaison Oficer's salary and rel ated staff costs, the
mai nt enance of equi pnent and the costs of electricity and water; at
Headquarters, those costs are borne in full by the United Nations. Oher costs,
such as heating, tel ephone and anortizati on of non-expendabl e property
(furniture and fittings, for exanple), were not being recovered in any of the
contracts reviewed. The bases of recovery (full vs. partial, estimated vs.
actual, etc.) need to be considered;

(c) The bases, if any, for sharing profits and | osses. At Headquarters,
the contractor receives, as a nanagenent fee, the excess of gross receipts over
operating expenses and absorbs any losses. At the United Nations O fice at
Geneva, the contractor receives a nonthly managenent fee of 3.5 per cent of
sales. Renaining net profits are to be shared equally between the contractor
and the Ofice, with | osses being fully absorbed by the contractor. At ITC, the
contractor receives a managenent fee, but all remaining net profits are due to
the United Nations, thus offering no incentive for the contractor to reduce
costs and nmake a profit.

22. \Wereas the Ofice of Conference and Support Services at Headquarters has
asked for "proposals for revenue sharing" in the new request for proposals, the
United Nations O fice at Geneva intends not to request any |onger a share of the
contractor's profits in view of the perceived difficulties in nmonitoring a
contractor's profit or loss. This again shows the need for a coordinated
approach. Although trade practices may cause sone variation in nodalities in
different countries, guidelines should be established to assist nmanagers in
determ ni ng the nobst advantageous alternatives available to the United Nations.
Defining catering objectives, as discussed above, will greatly facilitate this
effort.

23. The Ofice of Internal Oversight Services reconmends that:

(a) The catering operation at Headquarters be conpletely outsourced, with
the United Nations maintaining adequate nonitoring of the contractor's
performance in accordance with the terns and conditions of the contract
(AHO6/ 151/ 02) ;
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(b) Al costs incurred by the United Nations in providing catering
facilities and equi prent be identified and, to the extent possible, reinbursed
by the contractor (AH96/151/03);

(c) A reasonable and equitable profit-sharing arrangenent between the
United Nations and the contractor be inplenented (AHO6/151/04).

C. Vendor selection criteria

24. The criteria enployed in vendor selection vary w dely dependi ng on how
managers perceive catering objectives. Consequently, criteria include

conbi nati ons of food and beverage prices, quality and variety of nenu offerings,
quality of food at existing facilities, qualifications of candi dates for Genera
Manager, managenent fees and projected profitability. Therefore, guidelines are
needed regarding the criteria and weights to be applied in the evaluation
process.

25. The Ofice of Internal Oversight Services reconmends that vendor selection
criteria be clearly established (AH96/151/05).

D. Contract terms

26. The audits showed the need to address the following matters in the terns
and conditions of the contracts. Contractors should be required to submt
annual audited financial statenments to the United Nations, irrespective of the
nodality enployed. |In the final analysis, the contract is essentially a
concession granted by the United Nations to secure favourable food and beverage
prices for its staff. Generation of a significant profit by the Headquarters
contractor, with limted capital investnment, suggests that staff nay not be
recei ving the best prices available, while the United Nations is subsidizing the
catering operation. Such a situation requires renedial action. On the other
hand, | osses may indicate the contractor's inefficient managenent of the
facility. Losses may also indicate |low capacity utilization and the inability
to sustain the operations at the agreed | evel, which seens to be the case with
the I TC cafeteria in Geneva

27. Movenents in prices should be verified by reference to sone objective price
i ndi cator, such as the Food and Beverage Consuner Price Index for the respective
netropolitan area. This issue is fundamental to nonitoring the maintenance of
favourabl e food and beverage prices, and will provide inportant data for
assessi ng the reasonabl eness of the financial return. The establishnment of

qual ity assurance indicators, such as variation in nenus, queuing tines,
capacity utilization and reports of hygiene inspections and exterm nation

servi ces, should be required.

28. The O fice of Internal Oversight Services reconmends that:

(a) Annual audited financial statements for the catering operations be
subm tted by the contractor (AH96/151/06);
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(b) In addition to consuner price indicators, quality assurance indicators
be included in the contract (AH96/151/07).

E. Monitoring contractor performnce

29. The Ofice found that nonitoring of contractor performance was

i nconsistent. The mandate of the nonitoring institutions should therefore be
clarified to include, inter alia, an assessnent of service delivery, a nonthly
revi ew of operating statenments, an annual review of audited financia
statenents, price surveys and checks of Consumer Price |ndex novenent, and a
formal evaluation of contractor performance during and at the end of the
contract - the val ue-for-noney assessnent.

30. The effectiveness of the current joint nmonitoring institutions (the Staff-
Managenent Catering Comm ttee at Headquarters and the Joint Catering Conmittee
at CGeneva), which was affected by a lack of clarity in the definition of
functions and by a | ack of know how and initiative on the part of commttee
nenbers, as well as by the climte of staff-nmanagenment rel ations, should be
strengt hened. At Geneva, a Catering Liaison Oficer is engaged to conpl enent
and support the nonitoring function of the Joint Conmmittee. A simlar function
shoul d be considered for Headquarters and el sewhere.

31. The Ofice of Internal Oversight Services reconmends that:

(a) Catering conmittees be reactivated and nonitoring of catering
operations be strengthened (AHI6/151/08);

(b) Regular health inspections of the facilities and heal th exam nati ons
of the enpl oyees, as well as proper maintenance of the facilities and its nmgjor
equi prent be ensured (AH96/ 151/ 09).

V. THE NEW 1997 CATERI NG ARRANGEMENT

32. The Ofice of Internal Oversight Services is pleased to note that its
reconmendati ons have been reflected in the request for proposal or will be taken
into consideration in devel oping the new contract for the United Nations
Headquarters catering operation.

(Signed) Karl Th. Paschke
Under - Secr et ary- Gener a
for Internal Oversight Services



