A/52/5/Add.5

Voluntary funds administered by the
United Nations High Commissioner for Refugees

Audited financial statements
for the year ended
31 December 1996 and
Report of the Board of Auditors

General Assembly
Official Records - Fifty-second Session
Supplement No. SE (A/52/5/Add.5)

@

United Nations « New York, 1997




NOTE

Symbols of United Nations documents are composed of capital letters combined with
figures. Mention of such a symbol indicates a reference to a United Nations document.

ISSN 0257-0807



[Original: English]

{16 July 1997]

CONTENTS
Paragraphs Page
LETTERS OF TRANSMITTAL .. ..ttt e s ertnnnsrsossasansassssrsasossssonasnes s e n s vi
I. REPORT OF THE BOARD OF AUDITORS .....:cttevenesssoncsssssansos cs e 1
A. Introduction .......... e e e e e e 1 - 17 1
1. Previous recommendations not fully implemented 8 - 9 1
2. Summary of main recommendations .............. 10 2
3. Summary of findings .......... i . 11 - 17 3
B. Financial statements ........... .. 0t 18 - 45 4
United Nations System Accounting Standards ... 18 - 45 4
C. Management 1ISSUES ........c.eiereeesaananssansssos 46 - 123 9
1. Programme management .............. C e s e 46 - 74 9
2. Procurement ..........ce0ecerenaaresaesen . 75 - 78 15
3. Human resources management ................... 79 - 101 16
4. Asset management ........... 000000 ... 102 - 115 19
B, Travel .......ceeiemnnennanerssssssssesesonrss . 116 - 117 21
6. Intermal audit ............. 00ueennn [ 118 -~ 122 21
7. Cases of fraud and presumptive fraud ......... 123 22
8. Acknowledgement ....... e e ererec et 124 23
ANNEX t e vnnenvesneanonsonnaonss sesescccnnnanes Ce et 24
IT. AUDIT OPINION .....cereenvervan C it s e s e et ecasasan s e eseneses e 33

III. STATEMENT OF THE HIGH COMMISSIONER’S RESPONSIBILITIES AND
APPROVAL OF THE FINANCIAL STATEMENTS ........cceicvnnencnsns [ 34

IV. FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 1996 ......... 35

Notes to the financial statements .................. e e 37

1. Office of the United Nations High Commissioner for Refugees
(UNHCR) and its activities .......civiiiiiiirenenenan Che e 37

-iii-



2. Summary
policies

3. Changes

CONTENTS (continued)

of significant accounting and financial reporting

.....................................................

in accounting practice: emergency stockpile .........

4. Statement of income and expenditure and changes in reserves

and fund

balances (statement I and ANNEeX) . ittt it et

5. Statement of assets, liabilities and regserves and fund

balances

Statement 1I.

(statement II and annex) ........ e, e

Income and expenditure and changes in reserves
and fund balances for the period ended
31 December 1996 - All funds ............ eseenanas

Annex to statement I. Special programmes,
including trust funds ..................0.0.onon...

Statement II. Assets, liabilities and reserves and fund balances

for the period ended 31 December 1996 - Al1l funds

Annex to statement II. Special programmes,
including trust funds .................0ounnnn....

Statement III. Cash flows for the period ended 31 December 1996

Schedules to the accounts

Schedule

Schedule

Schedule

Schedule

Schedule

Schedule

Schedule

Schedule

e s

1. Status of governmental, intergovernmental and
private contributions for the period ended
31 December 1996 ..............uiiina

2. Status of prior years’ outstanding contributions
as at 31 December 1996 .............ccuuuurunnn...

3. General programmes: appropriations for the
period ended 31 December 1996 ....................

4. Special accounts: funds allocated/available for
the period ended 31 December 1996 e ettt

5. Special programmes, including trust funds: funds
available fof the period ended 31 December 1996 ..

6. Status of prior years’ projects as at
31 December 1996 - All funds ................o....

7. Loans made to or on behalf of refugees ...........

8. Cash and term deposits for the period ended
31 December 1996 ................\iiii . .

~ixr-

37

41

41

42

44

45

49

50

53

54

80

83

92

94



APPENDIX.

CONTENTS {continued)

Schedule 9. Cash and term deposits, 1992-1996 ...............

Schedule 10. Non-convertible currency holdings as at

31 December 1996 .........

1996 extrabudgetary in-kind donations

.......................

-----------------------



LETTERS OF TRANSMITTAL

28 February 1997

Sir,

Pursuant to the Financial Rules for Voluntary Funds administered by my
office, I have the honour to submit the accounts for the year 1996, certified as
correct and approved in accordance with paragraph 11.4 of those Rules.

Accept, Sir, the assurances of my highest consideration.

(Signed) Sadako OGATA
United Nations High
Commissioner for Refugees

The Chairman of the
Board of Auditors

United Nations

New York

_Vi_



16 July 1997

Sir,

I have the honour to transmit to you the financial statements of the
voluntary funds administered by the United Nations High Commissioner for
Refugees for the financial period ended 31 December 1996, which were submitted
by the High Commissioner. These statements have been examined and include the
audit opinion of the Board of Auditors.

In addition, I have the honour to present the report of the Board of
Auditors with respect to the above accounts.

Accept, Sir, the assurances of my highest consideration.

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

and Chairman
United Nations Board of Auditors

The President of the General Assembly
of the United Nations
New York
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I. REPORT OF THE BOARD OF AUDITORS

A. Introduction

1. In accordance with paragraph 22 of the statute of the United Nations High
Commissioner for Refugees (UNHCR), the Board of Auditors has audited the
financial statements of the voluntary funds administered by the United Nations
High Commissioner for Refugees for the period 1 January 1996 to

31 December 1996. The audit was conducted in accordance with article XII of the
Financial Regulations of the United Nations and the annex thereto and with the
common auditing standards adopted by the Panel of External Auditors of the
United Nations, the specialized agencies and the International Atomic Energy
Agency. These auditing standards require that the Board plan and perform the
audit to obtain reasocnable assurance that the financial statements are free of
material misstatement.

2. The audit included a general review of financial systems and internal
controls and a test examination of the accounting records and other supporting
evidence to the extent the Board considered necessary to form an opinion on the
financial statements.

3. The audit was carried out at the headquarters of the office of the United
Nations High Commissioner for Refugees at Geneva and at its branch offices in
Georgia, Guinea, Kenya, Liberia, Mexico, Sudan and Thailand.

4. In addition to the audit of the accounts and financial transactions, the
Board carried out reviews under article 12.5 of the Financial Regulations of the
United Nations. The reviews concerned the extent of management control
exercised by UNHCR on its implementing partners with reference to programme
management, financial management and inventory control. The Board also reviewed
the efficiency of the procurement system adopted by UNHCR headquarters and the
branch offices, as well as financial management and human resources management.

5. The Board continued its practice of reporting the results of specific
audits through audit observations and management letters containing audit
findings and recommendations to the Administration.

6. A summary of the main recommendations and findings is given in
paragraphs 10 to 17 below. The detailed findings of the audit are presented in
paragraphs 18 to 123.

7. The present report covers matters which, in the opinion of the Board,
should be brought to the attention of the General Assembly. The Board’'s
observations on all matters contained in the present report were communicated to
UNHCR. The Administration has confirmed the facts on which the Board’s
observations and conclusions are based and has provided explanations and answers
to the Board’s queries. The report is divided into two parts, covering the
audit of financial statements and management issues, respectively.

1. Previous recommendationsg not fully implemented

8. In accordance with paragraph 7 of General Assembly resolution 51/225 of
3 April 1997, the Board has highlighted separately below those recommendations
which have not been fully implemented by UNHCR. The years shown in parentheses




(starting from 1993) are those in which the recommendations were made by the
Board:

(a) Non-assessment of the capabilities of implementing partners to
implement major projects (1993, 1994 and 1995) (see para. 66);

(b) Delays in submission of project monitoring reports by field offices
and sub-project monitoring reports by implementing partners (1994 and 1995) (see
paras. 68 and 69);

(c) Failure to review the decision concerning preparation of work plans on
a selective basis and the format of the work plan (1994 and 1995) (smee paras. 59
and 60) ;

(d) Non-maintenance of separate accounts for UNHCR funds by the
implementing partners (1994 and 1995) (see para. 64).

9. The Board has reviewed the measures taken by UNHCR to implement the

recommendations made in its report for 1995. Details of the action taken and
the comments of the Board are contained in the annex to the present report.

2. Summary of main recommendations

10. The Board recommends that the following actions, presented in order of
priority, should be taken:

Financial management

(a) UNHCR should ensure that audit certificates are submitted by the
implementing partners in sufficient time for the Administration to have the
necessary assurance about the regularity, compliance and propriety of the
expenditure incurred by the implementing agencies and reflected in the financial
statements (see para. 26);

(b) UNHCR’'s Administration should urgently review the present system of
recording of expenditure by implementing partners. The Administration should
also ensure that all outstanding financial reports are received from
implementing partners and are used for adjusting the funds in the memorandum
suspense account in the Financial Management Information System after proper
verification of those reports (see para. 28);

(c) UNHCR should focus more attention on timely review and cancellation of
obligations no longer required (see para. 39);

Programme management

(d) Programme delivery and administrative support costs in the budgets of
various country programmes should be reviewed and norms should be established
(see para. 50);

(e) Project objectives should be clearly defined and quantified so that
there is no conflict between objectives and inputs and the executing agency has
a clear idea of the targets to be achieved at the end of the project period (see
para. 53);



(f) Pending the introduction of the new operations management system,
preparation of work plans should be strengthened and made more programme
specific and should include appropriate performance indicators (see para. 61);

(g) Sub-project descriptions should be specific, with clear identification
of the nature of assistance and the implementing partners’ responsibilities, and
should include appropriate performance indicators for the purpose of monitoring
(see para. 58);

(h) The Administration should intensify its efforts to obtain project
monitoring reports (see para. 70);

(i) UNHCR should establish procedures to ensure that quick-impact
programmes generate results within a limited period (see para. 74);

Procurement

(3) The progress already achieved in obtaining annual purchasing plans
from field offices should be continued by covering even more field offices (see
para. 76);

Human resources management

{k) The Administration should issue guidance to all field offices and
requesting units at headquarters on the need to prepare the terms of reference
of the consultancy contract in a more precise and output-related manner and to
include objectives, targets and delivery dates with deliverable/measurable
outputs (see para. 85);

(1) Within its decentralization plans, UNHCR should ensure that a central
roster is maintained with up-to-date information (see para. 90);

Asgets management

{m) The MINDER system should be upgraded to enable electronic transfer of
data from the procurement system to the assets management system (see
para. 107);

(n) Physical verification of all assets, including those not recorded into
the system, should be completed expeditiously (see para. 113).

3. Summarvy_of findings

Financial management

11. Although a beginning was made in the submission of audit certificates by
implementing partners after UNHCR initiated action for pre-qualification of
implementing partners and for obtaining audit certificates from implementing
partners, audit certificates have not been received for the expenditure incurred
by the implementing partners in 1996. UNHCR's practice of recording cash
advances as programme expenditure at the time the funds are advanced does not
provide full accountability {(see paras. 25-27).

12. 1In the financial statements the Board noted some cases of non-compliance

with the United Nations System Accounting Standards. A sum of $14.95 million was
accounted for as income in 1596 although it related to future periods.
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Regarding other financial issues, the Board noted that a major portion

(75 per cent) of unliquidated obligations was cancelled only towards the end of
the year, keeping funds unavailable for other projects (see paras. 19, 34,

and 38).

Programme management

13. No norms have been fixed for programme delivery and administrative support
costs, and rates for general programmes varied from 32 per cent to 48 per cent
of the total programme budget in 1996. There were cases of delay in signing of
sub-agreements by the field offices with the implementing partners, and work
plans were not prepared in many cases. Project monitoring reports were either
not received or received very late (see paras. 46, 60, 62, 68 and 69).

14. Quick-impact programmes did not produce the desired result (see para. 73).
Procurement

15. The Board noted improvement in obtaining of annual purchasing plans (see
para. 75).

Consultants

16. In-house expertise was not fully explored before engaging consultants.
Terms of reference of consultants were not spelt out clearly, consultants were
selected on a single-candidate basis and rosters of consultants remained largely
unused. There were cases of repeated appointments of consultants. and end-of-
term evaluation was inadequate (gee paras. 80, 83, 86, 89, 95, 97).

Agsets management

17. Owing to lack of compatibility between the procurement system and the
asgets management system, it was not possible for MINDER to capture
automatically details of assets produced. Physical verification of assets, both
at headquarters and in the field offices, was overdue (see paras. 106 and 112).

B. Financial statements

United Nations System Accounting Standards

18. The General Assembly, in its decision 51/453_of 18 December 1996, took note
of the report of the Secretary-General containing the United Nations System
Accounting Standards. These standards, which were developed by the
Administrative Committee on Coordination, include formats for financial
statements.

19. The Board confirmed that the financial statements and the schedules
prepared by UNHCR generally conform to the United Nations System Accounting
Standards, except for the treatment of non-expendable items, disclosure of
end-of-service liabilities, contributions received in advance, the treatment of
prior-period expenditure adjustments and disclosure of accounting policies.

20. With regard to the treatment of non-expendable property, the Board observed
that, out of 131 field offices, 38 had been unable to complete the recording of
their assets in the MINDER asset tracking system. As a result, the inventory
value of assets held by UNHCR is not fully disclosed in the accounts.
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Concerning the liabilities for end-of-service_benefits, these have neither been
provided nor disclosed. Contributions received in advance were incorrectly
classified under "other liabilities", whereas they are required to be separately
disclosed.

21. The Board noted that prior-period expenditure adjustments totalling

$13 million should have been taken into account before rather than after
arriving at the net shortfall of income over expenditure. Accordingly, this net
shortfall is understated by 513 million.

22. The Board had recommended in its 1995 report that the Administration should
establish an appropriate format for disclosing accounting policies and notes to
the accounts separately. The Board noted that in the financial statements for
1996, UNHCR has not clearly disclosed significant accounting policies underlying
the preparation of the financial statements as distinct from other explanatory
notes to the accounts. The Administration agreed that the order and
presentation of the notes to the financial statements could be modified.

Audit certificateg for expenditure incurred by implementing partners

23. In its report for 1995, the Board had recommended that the accounts of the
implementing partners relating to UNHCR funds should be regularly audited by
independent audit authorities and that audit certificates should be obtained
from the implementing partners to verify the correctness and propriety of the
expenditures incurred by them.

24. The table below shows the number and value of projects under implementation
as at the end of 1995 for which audit certificates had not been received up to
June 1997.

Value Value for

(miliions which audit

No. of of US certificates

Implementing partner No. projects dollars) not received
United Nations agencies 11 102 25.4 -*
Government implementing partners 154 269 130.0 111.7
Non-governmental organizations 471 1 051 342.7 121.9

{local/international)

Total 636 1 422 498.1 233.6

* UNHCR considers that the audited financial statements presented by the
implementing partners to the General Assembly or the respective Executive
Committees are sufficient audit certification.

25. In response to the Board’s recommendation, the Administration initiated
certain steps to obtain the required audit certificates. Accordingly, at the
end of 1996, UNHCR requested all its implementing partners to submit audit
certificates and/or annual financial accounts for their 1995 operations.
According to UNHCR, audit certificates for $264.5 million ({(53.1 per cent) had
been received as of June 18997 for projects under implementation as at the end of
1995. UNHCR stated that the gquality of audit reports received and disclosure of
UNHCR’s funding therein varied from one implementing partner to another but that
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in overall terms the funds made available to the non-governmental organizations
could be identified. Whenever this was not the case, information was requested
from the implementing partner to clarify and confirm that the audit also covered
UNHCR funds. Based on this experience and following the receipt of the 1996
audited reports shortly to be requested from the implementing partners, UNHCR
stated that it would be in a position to establish a firm policy for future
audit certification requirements of its implementing partners.

26. UNHCR requires implementing partners to submit audit certificates within
six months of the final date for liquidation of commitments, and UNHCR confirmed
that a number of projects have their liquidation dates extended. The Board
appreciates the efforts made by UNHCR to obtain audit certificates from
implementing partners but also notes that audit certificates have not been
received for the expenditure incurred by the implementing partners in 1996. The
Board reiterates its recommendation made in its report on the financial
statements for 1995 that UNHCR should ensure that these audit certificates are
submitted by the implementing partners in sufficient time for the Administration
to have the necessary assurance about the regularity, compliance and propriety
of the expenditure incurred by the implementing agencies and reflected in the
financial statements.

27. Under the accounting practices followed by the organization, cash advances
to implementing partners are recorded as programme expenditure at the time the
funds are advanced. Separately, these advances are recorded under a memorandum
suspense account and are cleared as and when financial reports are received from
implementing partners. This practice does not provide full accountability and
could also lead to incorrect recording of actual expenditure in the financial
statements. Financial reports had not been received in respect of the following
amounts:

Qutstanding financial

reports
Year in which as at 31 December 1996 as at 30 June 1997
advance was given (millions of US dollars) (millions of US dollars)
1994 B 101.5 91.3
1995 182.8 138.3
1996 311.4 213.0
Total . 595.7 442.6

Against advances of $213 million to implementing partners made in 1996 and
recorded as expenditure, UNHCR is not yet able to confirm how the implementing
partners applied the funds.

28. The Board is concerned at the uncertainties arising from these procedures
and recommends that the UNHCR Administration urgently review the present system
of recording of expenditure by implementing partners. The Administration should
also ensure that all outstanding financial reports are received from
implementing partners and are used to clear the amounts recoxrded in the
memorandum suspense account in the Financial Management Information System after
proper verification of those reports.



Refund of pledges

29. The Board noted that UNHCR had to refund $1.57 million to donors in 1996.
For example:

{a) A pledge of $200,000 made by a donor Government in 1394 for
establishing a regional support unit for refugee children had to be refunded to
the donor because of delay in implementation of the project;

(b} Similarly, a contribution of $291,971 from another donor for
recruitment of junior professional officers could not be utilized because of
delays in identification of potential candidates and formulation of budget
estimates. As a result, the full amount of contribution, together with an
earlier unused balance ($300,000), had to be refunded to the donor. The
Administration stated that this occurred because the donor had transferred the
funds well before the candidates’ curriculum vitae had been presented and
screened.

30. The Board recommends that UNHCR should take steps to ensure that such
situations do not recur.

Reallocation of funds

31. The Board noted a few cases in which a total of $7.4 million in
contributions given by donors for specific purposes was reallocated to other
programmes without the prior written approval of the donors. In another case, a
donor withheld an amount of &218,537 of its contribution, following UNHCR's
notification of reallocation of the funds.

32. The Board recommends that UNHCR should always obtain prior approval from
the donocrs before reallocating earmarked funds.

33. The Board noted a difference of $5.9 million in the 1996 income f£from
contributions as recorded by the Treasury and by the Funding and Donor Relaticons
Service Section. The Board therefore recommends that the final reconciliation
of income from contributions should be carried out at the end of the year in
order to ensure that the correct income is recorded in the financial statements.
The Administration stated that, although reconciliation does take place, it is
working on a system that will use the same database so as to eliminate this
source of misinterpretation.

Overstatement of income

34. 1In accordance with UNHCR'’s accounting policy, contributions subject to
further allocations by the donors towards UNHCR's specific programme/project are
treated as "reserve pledge" and recorded as income in the accounts only after
such allocation is approved by the denor. The Board noted cases in which
contributions of $14.9 million meant for future years or for refund were
incorrectly accounted for as income for 1996, thereby overstating the accounts
by the same amount. In addition, amounts totalling $8.4 million intended to
cover programmes extending from 1 October 1996 to 30 September 1999 were
incorrectly treated as income for 1996. In these cases, only the relevant
portion of income attributable to the period 1 October to 31 December 1596
should have been recognized as income in 1996.




Liguidity position

35. The Board noted that the liquidity ratio (total current assets to total
current liabilities) as at 31 December 1996 decreased to 2.29:1, as compared to
a ratio of 2.58:1 as at 31 December 1995. The Board also noted that the quick
ratio, which measures the liquidity position in terms of cash or near cash, had
also decreased from 1.43:1 as at 31 December 1995 to 1.08:1 as at

31 December 1996. The decline in liquidity would have been significantly worse
had UNHCR not been able to cancel an amount of $71.7 million (34 per cent of
prior years’ unliquidated obligations), thereby reducing the level of
liabilities.

Investments

36. As at 31 December 1996, UNHCR had invested $205.4 million in different
currencies as short-term deposits and $0.8 million in 48 hour-call accounts.
The Board noted that the average rate of interest earned during the year
declined from 5.83 per cent in 1995 to 5.21 per cent in 1996. The
Administration attributed the decline to worldwide reductions in interest rates
and the flattening of the yield curves for major currencies. The Board verified
that substantial funds were tied up in current accounts and call accounts, which
attracted lower interest rates compared with term deposits. In addition, the
average funds in current accounts increased substantially (by 37 per cent) from
$30.6 million in 1995 to $41.9 million in 1996 as against the average funds in
term deposite which were lower by 7 per cent in 1996 ($227.5 million against
$244.3 million in 1995).

37. The Board therefore recommends that balances in current accounts and call
accounts should be reviewed regularly and that surplus funds be invested in term
deposits, keeping the balances in current and call accounts to the minimum
necessary.

Unliguidated obligations

38. The Board noted that $71.7 million, or 34 per cent of unliquidated
obligations of $208.6 million as of 1 January 1996, had been cancelled during
1996. The Board’s review further disclosed that nearly 75 per cent of the
cancellation of unliquidated obligations was made in the last quarter of 1996.
The Administration stated that although unliquidated obligations were monitored
throughout the year, the liquidation periods for a great number of projects were
extended into the second, if not third, quarter of the year, resulting in bulk
cancellations of unliquidated obligations in the third and fourth quarters.

39. The Board recommends that UNHCR should focus more attention on timely
review and cancellation of obligations no longer required.

Write-off of losses of cash, receivables and property

40. Cash and receivables amounting to $258,110 were written off during the
vear. The write-off included an amount of $227,967 looted from the Goma
sub-office after emergency evacuation.

41. Details of property and categories of losses of property as reported by
various field offices to the Property Survey Board and written off during the
year are as follows (in United States dollars):



Category Value

Accident 156 094
Hijacking 244 886
Theft 532 460
Looting 36 146
Loss of property 315 783
Damage/destroyed 178 454
Wear and tear 495 248
Others __ 143 570

Total 2 102 681

42. The Board noted an increase of 21 per cent in losses reported during the
year, compared to 1995 ($1,738,978).

43. During the audit of branch ocffice Monrovia, the Board noted that there was
extensive loss of UNHCR properties, estimated at more than $2 million, during
civil disturbances in April 1996. The branch office was in the process of
finalizing the list of lost properties, and the matter had yet to be reported to
the Property Survey Board.

44. A selective review of theft cases indicated that they pertained mostly to
attractive items such as laptop computers, telecommunications equipment attached
to vehicles, and motor vehicles. The Board’'s review disclosed that in many
cases the Headquarters Assets Management Board (HAMB) did not investigate the
details of security lapses leading to loss and possible corrective action.

Ex gratia payments

45. The Administration reported that an ex gratia payment of $23,195 was made
during the year in accordance with UNHCR financial rule 10.5.

C. Management igsgues

1. Programme management

Programme delivery and administrative support costs

46. The costs of programme delivery and administrative support activities
undertaken are charged to general and special programmes. The Board analysed
the programme delivery and administrative support costs against the total budget
for the implementation of assistance programmes for the period 1994-1996. The
Board observed that no norms have been fixed for programme delivery and
administrative support cogts and that consequently there was variation in the
rates charged for programme delivery and administrative support, ranging from
32 per cent to 48 per cent of the total programme budget in 1996 for general
programmes. For general programmes, the percentage of programme delivery {PD)
and administrative support (AS) costs to the total programme budget also shows
an increasing trend over the last three years, as shown in the accompanying
table, increasing from 27.3 per cent in 1994 to 35.7 per cent in 1996.




Percentage of PD/AS (programme delivery/administrative support} costs to total programme budget
(millions of United States dollars)

1994 1995 1996

Percentage Percentage

Amount of PD/AS to of PD/AS to Amount Percentage of
Region/ Total of total Total Amount of total Total of PD/AS to
programme budget PD/AS budget budget PD/AS budget budget PD/AS total budget
General
programmes
Africa 140.4 31.6 22.8 156.2 44.4 28.4 142.3 45.7 32.1
Asia 50.4 13.7 27.1 44.6 14.7 33.0 34.9 14.2 40.6
Europe 30.6 13.5 44.2 39.9 17.6 44.0 51.3 20.6 40.2
Americas 20.7 10.1 48.9 21.4 11.3 52.7 22.9 12.0 48.1
South-West
Asia, North
Africa and
the Middle
Bast 51.2 11.3 22.0 60.7 16.6 27.3 61.6 20.2 32.8
TOTAL 293.3 80.2 27.3 322.8 104.6 32.4 313.0 111.7 35.7
Special
programmes
TOTAL 760.7 125.3 16.5 760.9 123.8 16.2 885.3 142.6 16.1
GRAND TOTAL 1 054.0 205.5 19.8 1 083.7 228.1 21.0 1 198.3 254.3 21.2

z

47. The Board also noted that, for general programmes in 1996, the programme
delivery costs alone were 30.8 per cent while administrative support costs were
4.9 per cent of the total budget.

48. The Administration considered the programme delivery costs to be an
operational expenditure which includes provision of international protection,
promotion of refugee law and public information activities that generally fall
under general programmes rather than under special programmes. The
Administration, however, agreed that the percentage of programme delivery and
administrative support costs was high and has increased over the last few years;
one of the measures it had taken was to limit all general programme posts at the
initial 1998 level.

49. The Board’'s review also disclosed that the level of programme delivery and
administrative support costs was particularly high in the case of special
programmes in Iran (53.5 per cent), Kenya (45.7 per cent) and Somalia

(50.5 per cent) and in the case of an annual programme of care and maintenance
in Senegal (75.4 per cent) and Zaire (77.4 per cent). The Administration stated
that although repatriation programmes in Iran, Kenya and Somalia were slowed
down by political events, UNHCR field offices had to be maintained and hence the
percentage of those costs was high. Also, Senegal and Zaire were regional
offices covering neighbouring countries and therefore required more staff than a
usual country office.

50. The Board recommends that the programme delivery and administrative support
costs should be reviewed and that norms should be established.

51. The Board also noted that trust fund programmes are charged varying
percentages, ranging from 2 to 23 per cent, towards overhead costs for
headquarters administrative expenditure, in addition to programme delivery and
administrative support costs of field offices. The Administration attributed
the variation to the fact that activities at some stations were staff intensive.

-10-



At the Board’'s suggestion, the Administration agreed to look into the
possibility of fixing an upper limit for these expenditures from trust funds.

Proiject planning

Project obijectives

52. In its review of a care and maintenance project in the branch office
Khartoum, the Board noted that although the main objective of the project was
self-sufficiency in refugee settlement and phasing out of direct assistance, the
main focus of the project continued to be the provision of food, supply of
water, health services and sanitation activities. As a result little scope was
left for the beneficiaries in achieving self-sufficiency and phasing out of
direct assistance. The local Administration agreed to review the objective.
Similarly, the liaison office at Tbilisi was to implement programmes for the
benefit of internationally displaced persons in Georgia, including a care and
maintenance programme for 1995. A review of the programmes implemented by three
implementing partners indicated that the project objectives were not specific
and beneficiaries were not clearly identified. The assistance by implementing
partners was of a general nature, namely, rehabilitation of a communal centre,
family level income-generation, agricultural production packages and assistance
to the most vulnerable groups of internationally displaced perscns in the
Mongolia region.

53. The Board recommends that project objectives should be clearly defined and
quantified so that there is no conflict between objectives and inputs and the
executing agency has a clear idea of the targets to be achieved at the end of
the project pericd.

Letters of Instruction

54. Letters of Instruction are the basic instruments for commencement of
project implementation. They authorize the addressees to implement the delivery
of assistance directly or to delegate implementation through the drawing up of
sub-agreements with implementing partners. The Board had previously reported
delays in the issue of Letters of Instruction and the multiplicity of amendments
to them. The Board noted that this situation still prevailed in special
programmes in major operational areas, for example, in Bosnia Herzegovina,
Mexico, Thailand and Liberia. The Board considers that the large number of
amendments to care and maintenance programmes, which at times were made
throughout the year, creates uncertainties in execution. In branch office
Tbilisi, against a requirement of $4.83 million for 1996, funds were allocated
on a piecemeal basis. Consequently, due to uncertainty about the receipt of
subsequent instalments and delayed receipt of funds, most of the project
activities were carried out in the last few months of the year, with a part of
them spilling over to the subsequent year. The Administration stated that the
piecemeal release of funds by the donors was the reason for the large number of
amendments.

55. The Board appreciates that some of these amendments -may have been caused by
non-availability of funds, but at the same time the Board noted that sometimes
revisions in project requirements were far in excess of actual disbursement.
Excesgive estimate of project regquirements and low level of expenditure were
noted in a care and maintenance programme in Liberia for Sierra Leonean refugees
and in a local settlement programme for Guatemalan refugees in Mexico. The
Board recommends that UNHCR exercise greater care in establishing project
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requirements to minimize the mismatch between project requirement and actual
utilization.

Sub-proijects

56. In the branch office Conakry, annual targets were not fixed in a
sub-project aimed at providing primary and secondary education to refugee
children and in another sub-project meant to provide loans for micro projects.
In a sub-project in the branch office Monrovia intended to provide for mobile
medical camps, vaccination campaigns and health education, no measurable
targets, time schedule or location were included.

57. The Board noted instances in which the sub-project descriptions did not
reflect fully the implementing partner’s responsibility and did not incorporate
appropriate performance indicators for purposes of monitoring and evaluation.
For example, in the branch office Monrovia, although a sub-agreement was signed
to cover educational activities, the implementing partner also carried out
additional activities without a formal sub-agreement and budget allocation. A
revised sub-agreement was only signed at the end of the project period in order
to regularize the additional activities. In the only care and maintenance
programme under implementation in Liberia for Sierra Leonean refugees, three
sub-projects’ descriptions did not set any specific parameters. In another
case, concerning an agricultural project designed to motivate the refugees in
farm activities and to develop their expertise in agriculture, the sub-project
description did not indicate the target group or the nature of expertise to be
developed.

58. The Board recommends that sub-project descriptions should be specific, with
clear identification of the nature of assistance and the implementing partners’
responsibilities, and should incorporate appropriate performance indicators for
the purpose of monitoring.

Work plans

59. Work plans serve to provide a schedule of implementation for the projects
and to establish milestones which can be used to monitor progress. 1In its
reports for the years 1994 and 1995, the Board had drawn attention to the Ffact
that the field offices paid inadequate attention to the preparation of work
plans. 1In 1996 also, however, UNHCR had decided to leave the preparation of
work plans in the hands of executing offices.

60. The Board observed that out of 41 projects test checked at headquarters,
work plans were prepared in only 25 cases. Even where they were available,
there was no evidence that these were used for monitoring and evaluation of
work. During audit of field offices, the Board observed that in three of the
seven offices visited there were no work plans at all for any of the projects
under implementation. The work plans prepared in the branch office Mexico did
not contain specific targets or time-frames for achievements.

61. 1In view of the serious shortcomings in work plans noted in four of the
seven branch offices visited, the Board recommends that pending introduction of
the new operations management system, preparation of work plans should be
strengthened and made more programme specific and should include appropriate
performance indicators.
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Project implementation

Sub-agqreements

62. Although the Board of Auditors has previously pointed out delays in signing
of sub-agreements with implementing partners, there has been insufficient
improvement in this regard. 1In three field offices visited, the Board noted
many instances of delay in signing of sub-agreements, sometimes after the
sub-projects were started and the first instalment paid. In the branch office
Conakry, the Board noted that these delays in signing the sub-agreement had
adversely affected effective programme delivery. For example, in one project,
there was an adverse effect on rice production; in another project, the
construction of community centres for refugee activities in Guinea was delayed.
In a care and maintenance project in Kenya, the planned rate of afforestation
could not be achieved, and in a further project there was an adverse effect on
repatriation of refugees which resulted in extra expenditure on care and
maintenance of the refugees for a further eight months.

€3. The Board recommends that UNHCR require field offices to ensure that
gub-agreements are concluded in a timely fashion.

Deficiencies in maintenance of accounts by the implementing partners

64. The Board’s examination of the accounts maintained by the various
implementing partners indicated deficiencies in the maintenance of accounting
records, preparation of cash and bank accounts. The Board also observed that
branch offices did not exercise adequate control over the implementing partners.
For example, the Board found that due to deficient financial monitoring of
implementing partners in the branch office Conakry, instances of financial
irregularities, embezzlement and misappropriation had occurred in the offices of
the implementing partners. In the branch office Khartoum, gix out of eight
implementing partners were not operating the General Ledger Accounting System
but were compiling monthly accounts for the purpose of sub-project monitoring
reports only; in the branch offices Tbilisi and Monrovia, no separate accounts
for UNHCR funds were maintained, and in the Tbilisi office, funds received from
UNHCR were not deposited into bank accounts. The Administration stated that in
1995 and 1996 more than 50 per cent of the banks in Tbilisi went into
bankruptcy. They informed the Board, however, that they plan to take remedial
action to provide training to implementing partners and to ensure that UNHCR
funds and records are maintained separately.

65. The Board reiterates that adequate emphasis be given to maintenance of
separate accounts for UNHCR funds by the implementing partners and that adequate
control be exercised by field offices.

Deficiencies in project implementation

66. In its report for 1994 the Board had highlighted the importance of careful
selection of implementing partners and the need to exercise adequate control
over them to ensure efficient and economic implementation of programmes and
projects. The Administration intimated that it had initiated action for
pre-qualification of implementing partners. The Board noted, however, that
there were continued deficiencies in the performance of implementing partners.
For example, in one sub-project for the supply of textbooks and classroom
supplies to primary students of four refugee schools in Monrovia, the Board
observed that textbooks were procured only after the expiry of the project
period and that uniforms were not provided as required. In another sub-project
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in the branch office Tbilisi, concerning afforestation, 900,000 seedlings were
to be distributed in areas where there was forest degradation but the
implementing partner could achieve only 30 per cent distribution. In the branch
offices Nairobi and Tbilisi, the Board found that the implementing partner had
failed to obtain competitive bids for some items and had paid excessive prices.

67. The Board reiterates that the capability of implementing partners to
implement major projects should be assessed in more detail.

Project monitoring

Project monitoring at Headoquarters

68. 1In its report for 1995 the Board had emphasized the need for timely receipt
of project monitoring reports in complete form. The current review indicated
that in all 29 projects test checked the project monitoring reports were either
not received or received very late. In three repatriation projects undertaken
in 1995 in Angola and three care and maintenance projects undertaken in 1995 in
Uganda and Liberia, no project monitoring reports had been submitted by the end
of March 1997. The Board noted that even when project monitoring reports were
submitted, many were incomplete because the narrative text which should be
included in part 2 of the report was missing. As that part of the report should
provide an assessment of the achievements and the reasons for delays, its
absence lessened the value of the monitoring exercise.

69. The Board noted that there were similar deficiencies in the UNHCR branch
offices at Bangkok, Khartoum, Mexico and Nairobi. For example, in the branch
office Khartoum, an implementing partner had not submitted its monitoring
reports under a local settlement project although the liquidation period was
over. In its review of 16 sub-project documents in the same office, the Board
noted that all field sub-project monitoring reports were overdue. In the branch
office Mexico, the Board noticed that sub-project monitoring reports were
received late for the earlier part of the year and not received at all in most
of the cases for the later part of the year although overdue. In the branch
offices Bangkok and Nairobi, the implementing partners were not submitting
part 2 of the sub-project monitoring reports. This narrative portion of the
sub-project monitoring reports was deficient in details, defeating its purpose
as a method of control.

70. The Board recommends that the Administration should intensify its efforts
to obtain the project monitoring reports and to ensure that they are properly

completed. -

Proiject evaluation

71. The Board had recommended in 1995 that appropriate procedures should be

established by field offices to evaluate programme achievements and outputs.

The findings of such evaluations should be utilized in programme planning and
implementation.

72. In the branch office Mexico, there was no structured system for the
evaluation of the projects under implementation. While agreeing with this, the
Administration stated that, at the field level, evaluation of project impact was
built in as a regular practice and regular contact with implementing partners
took place. In the branch office Monrovia, the Board noted that neither
headquarters nor the field offices had conducted evaluation of any of the
projects completed since 1993. Further, in the branch office Conakry, a
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sub-project intended to provide self-sufficiency in food for 10,000
beneficiaries had not been evaluated even after six years of operation.

Quick-impact programmes

73. In the quick-impact programmes implemented in Somalia by the branch office
Naircbi in connection with cross-border operations there were no records
maintained which reflected actual expenditure incurred on individual quick-
impact programmes. The rate of implementation of the quick-impact programmes
was poor, and reporting requirements through periodic reports were inadequate.
The Administration stated that a system of financial monitoring for individual
quick-impact programmes was to be established in 1997. The Administration also
confirmed that efforts to streamline the reporting system would be made.

74. The Board recommends that UNHCR should establish procedures to ensure that
quick-impact programmes generate results within a limited period.

2. Procurement

Annual purchasing plang

75. The Board had recommended in its reports for 1993 and 1994 that annual
purchasing plans should be obtained from all field offices and requisitioning
departments. During the 1996 audit, the Board noted that annual purchasing
plans from 70 countries had been received by the end of the year. Those plans,
according to the Administration, cover the bulk of 1997 procurement. This shows
an improvement over the position obtaining at the end of 1995. While
appreciating this improvement, the Board also noted that the Administration is
trying to redesign the procurement forms to consclidate procurement planning
documents so that the necessary information can be better obtained.

76. The Board recommends that progress already achieved in obtaining annual
purchasing plans from field offices should be continued by covering even more

field offices.

Vendor selection

77. The Board was pleased to note that the Administration had egstablished
procedures for registration of potential suppliers and mode of preparation of
the bidders’ list for gquotation requests, including selection criteria and
approval procedures. The Administration informed the Board that it had recently
carried out a review of the vendor roster and weeded out 516 non-performing
vendors and added 1,281 vendors to bring it up to date. However, UNHCR is still
in the process of refining its vendor performance evaluation to make the
criteria for vendor selection more transparent. UNHCR further clarified that
the Inter-Agency Procurement Services Office (IAPSO) sub-working group on
suppliers’ appraisal and performance rating had adopted a performance rating
system in May 1997 and that its recommendations were under implementation.

78. The Board appreciated the action taken by UNHCR to increase its sourcing of
suppliers from developing countries. The Board noted that during 1996, cut of
705 vendors selected by UNHCR headquarters to submit quotations, 522

(74 per cent) were from 13 developed countries and some 75 per cent of the value
of contracts was awarded to suppliers in developed countries. The
Administration clarified, however, that in response to earlier audit
recommendations, UNHCR had discouraged international procurement of products
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that could be sourced competitively at the local or regional level. Ag a
result, while 23 per cent of purchases made by headquarters were placed with
suppliers in developing countries, this figure increased to 46 per cent when
purchases made by the regional procurement offices were included. In dollar
terms this represented 33 per cent of the total purchases. The Administration
felt, however, that in view of increased emphasis on international bidding, the
percentage of suppliers from developing country suppliers invited to bid for
items that are not manufactured by them would decline.

3. Human resources management
Consgultants and experts

79. Following the Board’s report for 1994, which pointed out certain
deficiencies in the engagement of consultants, UNHCR circulated a detailed
procedure for the guidance of all field offices to re-emphasize the principles
under which consultancy contracts are to be established. For 1996, the Board
randomly selected 55 contracts for engagement of local/international consultants
to verify the procedure being followed for identification, selection and
engagement of consultants at UNHCR headquarters. The sample represented about
24 per cent of the 226 consultants engaged by UNHCR during 1996 at a total cost
of $4.5 million.

Egstablishing the need

80. The Board was concerned to note that in several cases test checked,
consultants were engaged without establishing that adequate and appropriate
expertise was not available within the organization to carry out the tasks
assigned to the consultants and that the asgignments extended beyond the
day-to-day work of the organization. For example, consultants were engaged on
the grounds that "the section was understaffed" or that there was a shortage of
resources. The Board did not find adequate evidence to show that the Division
of Human Resources Management had, in all cases, examined the availability of
internal expertise before engaging consultants, by closely interacting with the
requisitioning departments.

81. The Board therefore recommends that the Division of Human Resources
Management should more actively verify and establish the need for every
consultancy contract and record the justification clearly.

82. The Administration stated that the Division of Human Resources Management
is now screening all new consultancy requests or requests for extension to
determine if a staff member, particularly one awaiting reassignment, has the
required expertise to undertake work for which consultancy support is requested.

Defining the requirement

83. The terms of reference should provide a detailed breakdown of the work the
consultant will be required to undertake, the timetable for delivery, the
expertise and qualifications required for the assignment and other details to
facilitate selection of the consultants and evaluation of their performance. 1In
72 per cent of the 55 samples examined, the terms of reference contained only a
general description of the assignments without providing specific targets and
delivery dates against which the consultant’s prerformance could be measured.
This undermined the organization’s ability to control and monitor the contracts
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and to determine whether consultants had achieved their objectives in terms of
quality and cost.

84. The Administration stated that it will take action for those consultancies
in which the terms of reference stipulate a final product by a certain date.
However, when consultants are appointed as a stopgap measure Or as an emergency
response or to fill a vacant post, terms of reference need to be flexible.

85. The Board recommends that the Administration should issue guidance tc all
field offices and requesting units at headquarters on the need to prepare terms
of reference in a more precise and output-related manner and to include
objectives, targets and delivery dates with deliverable/measurable outputs.

Identification of candidates

86. Field offices and requesting units at headquarters undertake the initial
identification of candidates once they have identified the work requirements.
Test examination of 55 consultants’ files disclosed that in 89 per cent of the
cases, only one candidate had been identified, but the Division of Human
Rescurces Management approved those cases without enquiring whether the
requesting units had fully considered alternative candidates. Selection of
consultants was, thus, in most cases, on a single-candidate basis.

87. The Board noted that consultants were identified either from personal
contacts, spontaneous application or recommendations or from having had previous
contractual arrangements with the organization. The Board feels that if a wider
source for selection of consultants is not used, there is increased rigk that
other suitable gqualified candidates may not be considered and poor value for
money will be obtained.

88. The Administration stated that there is a need to review its consultant
contracting policy in order to ensure a wider source of consultants and a more
competitive process. Accordingly, suitable guidelines will be issued,
particularly with respect to more gpecific, measurable and achievable terms of
reference, selection criteria and delivery dates.

Maintenance of rosters

89. The Programme and Technical Support Section is responsible for maintenance
of a roster of consultants with a view to making a wider choice of selection
possible. The Board found that the Programme and Technical Support Sectiocn
roster contained some 659 candidates covering six different skills; but the
roster was little used in 1996 — only 17 per cent of the consultants appointed
were taken from the roster. The Board’'s review disclosed that the large number
of consultants identified in the roster were not used. The Administration
stated in its response that it is impractical for the Division of Human
Resources Management to be the custodian of a comprehensive consultants’ roster;
it does not have the technical expertise or the resources to evaluate the
quality or performance of often highly specialized consultants nor the ability
to track the availability of candidates, which is currently done through an
informal network, and UNHCR is considering decentralizing the contracting
process, including maintenance of the roster, to the line departments so that
they are fully responsible and accountable for the identification, selection and
evaluation of consultants.

90. The Board is concerned that UNHCR is unable to maintain an adequate roster
of consultants and that the decentralization proposed will further weaken the
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maintenance of the roster. The Board recommends that within its
decentralization plans, UNHCR should ensure that a central roster is maintained
with up-to-date information.

Lead time for selection of consultants

91. 1In 29 of the 105 consultancy contracts covering 55 individual consultants
examined by the Board, the period between the request for consultants and the
commencement date of the contracts was 18 days or less; this restricted the
scope for identifying alternative candidates and/or examining the need for
continuance of existing consultants. In some cases, requests were received in
the Division of Human Resources Management after the commencement dates of
contracts, which resulted in ex post facto approval and retroactive appointment
of consultants. Inadequate lead time in the selection process led to signing of
contracts substantially after the starting date of the contracts in a large
number of cases. The Administration stated that staffing of a UNHCR operation
is a complex process and the request for consultants is very often urgent
because of the unpredictable nature of refugee situations. However, UNHCR
recognizes the need for improvement.

92. The Board recommends that the Administration should regularly assess and
estimate future personnel requirements so as to give adequate lead time for

recruitment action.

Repeated engagement of consultants

93. In 44 per cent of the cases examined, consultants were engaged repeatedly
with intermittent breaks but mostly for the same job. In 14 cases, the same
consultant was engaged for long periods, and in one case the engagement of a
consultant exceeded 14 years. The Administration stated that congultants
working for successive periods or under recurrent contracts are not always for
the same purpose; since UNHCR is launching a career management system in 1997,
it would be possible to identify competencies required for specialized posts and
arrange training accordingly. The Administration added that where outgide
expertise is necessary for want of in-house skills, suitable addition to
training will be made.

94. The Board recommends that prolonged engagements of the same consultant
should be avoided by improved personnel planning practices.

Extension of contracts

95. The Board noted several cases in which the original contracts were extended
frequently. Of the 226 consultants engaged during 1996, extensions were granted
in 115 cases (51 per cent). 1In 7 out of 12 cases reviewed, the Board noted that
definitive end products, such as reports, research papers or training modules,
could not be produced within the scheduled time; extensions of time ranging from
50 to 300 per cent were granted over the initial contract period to complete the
tasks. The Administration stated that a working group would look into the
measures required to ensure more realistic time-frames and to ensure that the
need to resort to extensions is diminished.

96. The Board recommends that concrete steps be taken to ensure that avoidable
extensions are not resorted to.
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Evaluation of the performance of consultants

97. In the cases examined, the Board noted that the evaluating officers failed
to specify whether the consultants’ work had conformed to the terms of
reference. When the Administration assessed the consultant’s performance as
excellent, the assessment did not describe the strengths and weaknesses of
individual consultants so as to make it possible to consider them for future
assignments. The Administration stated that there is a need to record
consultants’ performance in a more complete form and that the working group
would examine the process of evaluating consultants’ performance.

98. The BRoard recommends that this be done at the earliest opportunity.
Training

99. The Board noted that UNHCR’'s 1996 training plan was drawn up on the basis
of training budgets submitted by field offices and headquarters’ units. The
plan was based on information from the field which is limited to financial data
and does not provide an analysis of the specific training activities proposed.
The Board considers that a detailed analysis of training needs would provide
UNHCR with a more coordinated and effective training programme.

100. The Administration stated that it is reviewing its process of drawing up
training plans with the aim of obtaining more information on planned activities
and trainees. Needs analyses will be based on competency of development plans

introduced under UNHCR’s new career management system.

101. The Board takes note of UNHCR's proposals in this area.

4. Agset management

Implementation of the MINDER goftware gvstem

102. MINDER is a fully decentralized software/hardware system incorporating the
tracking and management of assets (non-expendable property). Using this
package, each field office should record electronically all its acgquisitions,
disposals and redeployment of property and report every three months to
headquarters, where a consolidated inventory is maintained. The use of bar
codes replaces the old metal tag numbers, and hand-held bar code readers are
being introduced to simplify the yearly stocktaking.

103. In its report for 1994, the Board had recommended that efforts should be
made to implement the new asset management system as early as possible and that,
pending implementation, suitable arrangements should be made to track and record
all acquisitions of property in the existing system. UNHCR should ensure that
all field offices/implementing partners maintain adequate records of properties
and carry out periodic physical verification.

104. In its financial statements for 1996, UNHCR stated that during 1995 the
MINDER asset tracking system was introduced worldwide for recording of all
administrative and project assets, whether used by implementing agencies or by
UNHCR. Although implementation continued throughout 1996, not all field offices
had been able to complete the recording of their assets. The Board verified
implementation of the MINDER system and found that by the end of 1996, 31,000
assets had been recorded in the system with an estimated acquisition value of
$208 million. A total of 6,004 assets were recorded without indication of
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values. The Administration estimated that 44,000 assets were held by
implementing partners in about 75 countries. However, the Board noted that only
4,232 assets with an individual value exceeding $1,500 were recorded for
implementing partners. The Board also noted that out of 131 country databases
to be consolidated at headquarters, only 75 databases had been established and
even those had not been updated regularly. The Administration is yet to make a
beginning in establishing the databases of the remaining 52 countries.

105. The Board reiterates its previous recommendation that efforts be made to
implement the new asset management system as early as possible.

Limitations of the svstem

106. Although MINDER is intended to be an advanced system of asset management,
the Board noted that owing to the lack of compatibility between the procurement
and the asset management systems, it was not possible for MINDER to capture
automatically details of assets procured. As MINDER employs different
classification codes from the ones used in the procurement system, the Board
envisages problems of reconciliation of data.

107. The Board therefore recommends that the MINDER system should be upgraded to
enable electronic transfer of data from the procurement system. The
Administration stated that the issue is being considered within the development
of the whole supply chain system and the introduction of the electronic Supply
Information Management System.

108. UNHCR’s definition of "assets" includes all items with a serviceable life
of three years or more, and UNHCR has given an option to field offices to enter
assets below 5500 into the system on a bulk entry basis or individually. A
multiplicity of small value items may not only limit the overall recording
capability but may also reduce the control on "high" value items. The Board
therefore recommends that the limits established by UNHCR for non-expendable
items ($1,500) and other attractive items ($500) be used as the basis for
inclusion in MINDER.

109. The MINDER system had 11,753 assets with zero value. The Board recommends
that UNHCR review those zero value assets with a view to deleting from the
system those that fall outside the established definition and to assigning
values to those within the definition.

Quality control on data

110. In the branch offices Monrovia, Khartoum and Conakry, purchase order
numbers, dates of purchase and original value of the non-expendable property
items were not recorded in a number of cases.

111. The Board noted that in this transitional phase of implementation of the
MINDER system, there were a number of omissions in data for several assets. The
Board trusts that as the system becomes fully operational, UNHCR will ensure
that full details of all assets are entered into the system.

Phygical verification

112. Under the established procedure, all assets with a unit value of more than
$500 should be physically checked every vyear and those below $500 once in two
years. However, no physical verification of the assets at UNHCR headquarters
was carried out up to December 1996. No reports on physical check of assets
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were received from the field offices. The Administration stated that it has not
been possible to conduct a full physical inspection of the assets because of a
lack of human resources, logistics constraints and delay in dispatching the bar
code readers as a result of unforeseen technical problems.

113. The Board recommends that physical verification of all assets, including
those not recorded into the system, should be completed expeditiously.

Transfer of assets

114. The Board noted that transfer of assets valued at $10.89 million to a host
Government was approved by the Headquarters Asset Management Board (HAMB) on the
grounds that UNHCR staff had no access to the assets and hence could not bar
code them. The Board noted that while submitting the case to HAMB, the value of
several items to be transferred was not included and therefore the declared
value was understated.

115. The Board considers the transfer premature, as the operations in the
country were still in progress. The Board suggests that the field office should
ascertain the total value of assets under transfer by verifying procurement
details and enter into a transfer agreement with the host Government for the
entire value. The Board recommends that transfer of assets should only be
effected after the completion of operations.

5. Travel

116. In its report for 1994 the Board had pointed out certain deficiencies in
the management of travel claims and delays in settlement of claims. The Board
carried out a survey to determine the status of travel claims. Although the
Board noted some improvement, there were still 450 travel claims outstanding for
over a month. Of these, 144 (32 per cent) were outstanding for more than six
months. Cases were also noted in which claims were pending even after a lapse
of 15 to 35 months. In addition, multiple claims were outstanding against the
same staff member although there was a reasonable time gap between the journeys.
In a few cases, the travel claims were settled only after a lapse of 9 to 17
months. The Board gives importance to timely submission and settlement of
travel claims as this provides not only a basis for prompt liguidation of travel
advances but also serves as evidence that the missions did take place. The
Administration stated that a majority of delinguent claims related to long-term
misgions to hardship areas. Travel procedures for staff members assigned to
posts on Mission status were revised in January 1997 to allow field offices to
administer these claims, and the Administration considers that this anomaly will
accordingly be eliminated. The Administration has further issued instructions
to provide guidance on proper and timely submission of travel claims.

117. The Board recommends that the Administration should, in keeping with

established procedure, deduct the advances from salary in respect of outstanding
travel claims.

6. Internal Audit

Staff strength and audit coverage

118. The Board had pointed out in its report on the accounts of the United
Nations for the biennium ending December 1995 that the audit coverage of UNHCR
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was not adequate and that there was a need for strategic identification and
selection, taking into consideration available resources for better audit
coverage. The present staff strength of the UNHCR audit section of the Office
of Internal Oversight Services is eight professional staff and three general
sexvice staff. One vacant professional post is under recruitment. Considering
the range and widespread activities of UNHCR, the Office of Internal Oversight
Services and UNHCR had agreed that the staff levels need to be significantly
increased in order to provide adequate audit coverage. In a memorandum of
understanding which was signed by the two parties in April 1997, UNHCR and the
Office of Internal Oversight Services estimated that 12 professional-level staff
would be required to ensure adequate audit coverage. These, however, are
subject to the availability of funds.

119. The UNHCR audit section of the Office of Internal Oversight Services draws
up a yearly audit plan after taking into account various parameters of
prioritization, including coverage of ongoing UNHCR country programmes once in
three years on average. However, due to staff constraints at the professional
level, the cycle of coverage tends to be longer.

120. The Board trusts that on implementation of the Memorandum of Understanding
between UNHCR and the Office of Internal Oversight Services, sufficient staff
resources will be provided to the Office’s UNHCR audit section to ensure that
audit cycles are delivered as planned.

121. The Board, in its report for 1994, had stressed the need for quicker
response to Internal Audit observations. The Administration had stated in
response that its objective was to reply to Internal Audit observations within
three months of the issue of the report. The present review by the Board showed
that despite improved procedures introduced by UNHCR in March 1995 for hastening
the response to Internal Audit findings, out of 127 audit comments issued by
Internal Audit between October 1994 and December 1996, responses to 35 comments
were delayed beyond six months and 78 audit ccmments were responded to after -
three months. As at 31 December 1996, 157 recommendations of Internal Audit had
not been implemented. The Administration indicated that as at 31 December 1996,
14 audit comments had not been replied to.

122. The Board recommends that UNHCR ensure that Management provide timely
response to Internal Audit findings.

7. Cases of fraud and presumptive fraud

123. As required under the United Nations Financial Regulations and Rules, the
UNHCR Administration reported one case of fraud during the year. 1In the
Sub-Office Chimoyo, Mozambique, a staff member had misappropriated $39,892, of
which $16,579 had been recovered. The Administration is now taking steps to
bring criminal proceedings against the employee, who has since been dismissed
from service.
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ANNEX

Follow-up on action taken to implement the recommendations of
the Board of Auditors in its report for the period ended
31 December 1996*

I. RECOMMENDATION 10 (a)

1. The accounts of the implementing partners relating to UNHCR funds should be
regularly audited by independent audit authorities. Further, the Administration
should obtain audit certificates submitted by the implementing partners to
verify the correctness and propriety of the expenditures incurred by them.

Measures taken by the Adminigtration

2. UNHCR has undertaken to determine the extent of audit of implementing
partners by a comprehensive analysis of the existing certificates being obtained
by them and the nature and problem of areas lacking audit certificates. By
directly studying the implementing partners both centrally and from field
offices, UNHCR is trying to determine the magnitude of the problem. The
Administration proposes to submit to the Standing Committee in September 1997 an
analysis of the audit certificates received. Simultaneously, the introduction
of a system for partner selection/monitoring is under consideration. The
project will be funded by the Canadian management consultant trust fund for
management systems and quality improvement projects. Through these efforts,
UNHCR proposes to firm up its policy of implementing partner selection and audit
certification. The results will be presented to the Executive Committee at its
forty-eighth session.

Comments of the Board

3. The Board appreciates the steps taken by UNHCR and suggests that it should
ensure that the audit certificates are submitted by the implementing partners in
sufficient time for the Administration to have the necessary assurance about the
regularity, compliance and propriety of the expenditure incurred by the
implementing partners and reflected in the financial statements.

II. RECOMMENDATION 10 (b)

4. The reasons for variations between the initial and revised budgets and the
actual expenditures in respect of programme components should be analysed and
the findings should be submitted to the Executive Committee every year.

Measures taken by the Administration

5. The Administration stated that UNHCR keeps the Executive Committee informed
of variations between initial and revised budgets and subsequent expenditure
rates. This information is presented to each annual session of the Executive

* Official Records of the General Assembly, Fifty-first Session,
Supplement No. 5E (A/51/5/Add.5), sect. I, para. 10.
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Committee in the document and its addenda that gives an overview of UNHCR
activities.

Comments of the Board

6. The Board notes the reply of the Administration.

ITI. RECOMMENDATION 10 (c¢)

7. Inputs for budget estimation should be worked out more reliably in concert
with field offices. For this purpose, the database of caseloads {(number of
beneficiaries) and other required inputs should be updated periodically.

Measureg taken by the Administration

8. The Administration stated that UNHCR is committed to improving its
procedures and systems for beneficiary registration. As previously noted, a
number of recommendations concerning budgetary parameters, including the need to
establish benchmark cost data, were made within the framework of Project Delphi.
The Operations Management System Project Team has stressed the need for
integrated information technology systems which would allow the establishment of
direct links between regularly updated progress reports on planning information
and statistics on beneficiaries.

Commentg of the Board

9. The Board will monitor the progress of these efforts.

IV. RECOMMENDATION 10 ({(d)
10. A factor for inflation multipliers and exchange rate variations should be

included in respect of field office budgets of major expenditure centres. The
method of computing the vacancy factor also needs refinement.

Measureg taken by the Administration
11. UNHCR maintains that the additional human and financial resources required
to analyse and forecast factors in inflation and exchange rate variations with

any degree of reliability would add very little of value to the organization.
However, UNHCR agrees to refine the method of computation of vacancy rates.

Comments of the Board

12. The Board has no further comment.
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V. RECOMMENDATION 10 (e)

13. The Financial Management Information System (FMIS) should be modified to
provide common staff cost percentages separately for General Service and for
Professional staff.

Measureg taken by the Administration

14. The Administration stated that the changes in the account code structure
and the consequent modification of the FMIS system which would be required to
implement the Board’s recommendations will be taken into account in the
development of new account code structures within the framework of Project
Delphi.

Comments of the Board

15. The Board has no further comment for the present.

VI. RECOMMENDATION 10 (f)

16. The impact of uneven availability of funds on project formulation and
implementation should be reviewed. The inputs for programme planning should be
assessed more reliably.

Meagures taken by the Administration

17. UNHCR maintains that prioritization of activities within the project
formulation process is the preferred method of dealing with funding shortfalls,
particularly under certain special programmes which may not attract sufficient
donor response.

Comments of the Board

18. The Board appreciates the point regarding prioritization of activities
within the project formulation process but suggests that the impact of the
uneven availability of funds on project formulation and implementation may be
studied.

VII. RECOMMENDATION 10 (g)
19. Appropriate criteria should be established for selection of beneficiaries
for projects, after obtaining adequate data and information. The process of

beneficiary selection should be documented to enable achievements to be
evaluated subsequently.

Measures taken by the Administration

20. UNHCR agrees with the Board’'s recommendations and has continued its efforts
to improve the related mechanisms and procedures.
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Comments of the Board

21. The Board will monitor the progress of these efforts.

VIII. RECOMMENDATION 1C (h)

22. The instructions issued to the field offices regarding preparation of work
plans on a selective basis should be reviewed. The Administration should also
review the format of the work plan provided in the UNHCR Manual to make it more
programme-specific and an effective management tool.

Measures taken by the Administration

23. The Administration stated that inadequate compliance with this requirement ~
led UNHCR tc insist on the submission of work plans only for operations in which
the plans would sexrve as a meaningful and effective management tool, leaving the
judgement on the necessity of preparing such plans to the project managers
concerned. With the introduction of the new Operations Management System,
however, there will be an increased focus on operations’ plans within a
framework of integrated objectives of the operations themselves.

Comments of the Board
24. Pending introduction of the new Operations Management System, the Board
recommends that the work plan requirement should be continued and the format
should be more programme-specific to be an effective management tool.
IX. RECOMMENDATION 10 (i)
25. Precise and well-defined performance indicators should be included in

sub-project agreements.

Measures taken by the Administration

26. The Operations Management System Project Team has made a number of
recommendations in the context of objective setting, needs assessment and
design, which include the definition of both global and specific indicators to
assist in monitoring and self-evaluation.

) Comments of the Board

27. The Board expects early implementation of these objectives.

X. RECOMMENDATION 10 (j)

28. Programme deliveries should be planned and provided in accordance with a
predetermined time schedule to suit the needs of beneficiaries.
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Measures taken by the Administration

29. The Administration stated that UNHCR has finalized the supply chain plan of
action and a budget of $3,115,126 for the biennium 1997-1998 has been approved.

Comments of the Board

30. The Board will examine implementation of this plan of action in future.

XI. RECOMMENDATION 10 (k)

31. The capabilities of implementing partners to implement major projects
should be assessed in more detail. The deficiencies noticed in the
implementation of a project by an implementing partner in the United Republic of
Tanzania should be investigated and appropriate remedial measures taken,
including recovery of overpayments.

Measures taken by the Adminigtration

32. This recommendation will be considered at the September 1997 meeting of the
Standing Committee when the subject of audit observation of implementing
partners is scheduled for discussion.

Comments of the Board

33. The Board expects that a current study for partner selection which has been
taken up by UNHCR, will, when completed, give necessary direction to UNHCR.

XII. RECOMMENDATION 10 (1)

34. TUNHCR should ensure that project monitoring reports (PMRs) are received on
time and used for project monitoring purposes by all programme managers.
Implementing agencies should be advised to submit sub-project monitoring
reports (SPMRs) regularly and with complete details.

Measures taken by the Administration

35. As with the previous recommendation, this recommendation will also be
presented at the September 1997 meeting of the Standing Committee.

Comments of the Board

36. Pending consideration by the Standing Committee, the Board considers that
the existing provisions for monitoring of projects/sub-projects should be
enforced.
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XIII. RECCMMENDATION 10 (m)

37. Appropriate procedures should be established by field offices to evaluate
programme achievements and outputs. The findings of such evaluations should be
utilized in programme planning and implementation.

Measures taken by the Administration

38. The Operations Management System Project Team has emphasized the importance
of this process. Detailed procedures will be elaborated on in the course of
implementation of Project Delphi.

Comments of the Board

39. The Board notes the position.

XIV. RECOMMENDATION 10 (n)

40. Field offices should be required to send receiving reports, giving complete
details, within a set period of time for goods ordered on their behalf by UNHCR
headquarters. Prompt follow-up action should be taken in all cases to call for
outstanding reports, analyse them on receipt and file insurance claims when
goods have been short-delivered or delivered in damaged condition.

Measures taken by the Administration

41. Through more consistent follow-up, UNHCR’s Supply and Transport Section has
achieved significant improvement in this area. However, UNHCR reiterated its
regervations that further substantial improvement is possible using traditional
methods. Through a global freight agreement, UNHCR will assume direct
responsibility for organizing international transport of the bulk of its
purchases.

Comments of the Board

42, The Board will examine improvements in this regard through future audits.

XV. RECCMMENDATION 10 {o)

43. Annual procurement plans should be obtained from all field offices, and
procurement planning should be strengthened further to ensure its economy and
efficiency.

Measuresg taken bv the Administration

44. The Administration stated that through extensive follow-up the position of
receipt of annual purchasing plans has improved considerably. Discussions are
ongoing with the programme coordination section to redesign the procurement
planning documents to capture better the required information on procurement.
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Comments of the Board

45. The Board notes the efforts being made for improvement.

XVI. RECOMMENDATION 10 (p)
46. UNHCR field offices should be instructed to review the procurement

procedures adopted by implementing partners to ensure that they adhere to
competitive bidding procedures.

Measures taken by the Administration
47. UNHCR has approved a budget for two procurement and logistics training

workshops to be specifically targeted at non-governmental organizations.
Planning for these activities is under way.

Commentsg of the Board

48. The Board considers that UNHCR should keep this issue under review.

XVII. RECOMMENDATION 10 (g)

49. The procedures for need agssessment and requisitioning for bulk items should
be reviewed in light of the unplanned procurement of Lysol for a field office
which resulted in wasteful expenditure of $3.04 million.

Measgures taken by the Adminigtration

50. The Administration stated that as part of the review of procedures
undertaken within the framework of the Supply Information Management System
project (SIMS), UNHCR plans to enter into 10 frame agreements for commonly
purchased items in 1997. This will hopefully provide some safeguards against
the recurrence of situations similar to that of Lysol.

Comments of the Board

51. The Board notes the position.

XVIII. RECOMMENDATION 10 (x)

52. Additional training programmes should be conducted in subjects closely
related to the operational requirements of UNHCR. Action should also be taken
to obtain a commitment from the sponsoring agencies that the trained personnel
would work for an appropriate period of time in the areas in which they were
trained.
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Measures taken by the Administration

53. Training is an ongoing activity and an integral part of UNHCR efforts to
improve and ensure constant and consistent implementing partner performance.
Implementing partner staff are incorporated in the regular training courses
conducted. Regular on-the-job training is also provided through regular
monitoring visits undertaken by field staff to the offices of implementing
partners. The commitment of implementing partners to ensure staff stability,
however, will be difficult to obtain.

Commentg of the Board

54. The Board will examine improvements in this regard through future audits.

XIX. RECOMMENDATION 10 (s)

55. TUNHCR should establish a strategy for developing and updating its
information system compatible with the organization’s corporate objectives. The
strategy should include the steps required to customize the Integrated
Management Information System (IMIS) to meet UNHCR's specific requirements and
priorities for implementation. °

Measureg taken by the Administration

56. The Administration stated that the Information System’s strategic plan was
currently being developed by the Information and Communications Systems Section
and would be completed prior to the Standing Committee’s meeting in

September 1997. UNHCR has reviewed its plans in respect of implementation of
IMIS. During the course of 1997-1998, UNHCR plans to implement the IMIS human
resource system modules. Considerable attention will be given to the
integration of the IMIS account coding structure and IMIS technology with other
major systems required by UNHCR. Familiarization with the software will be done
in 1997, followed by customization of the software in 1998 to meet UNHCR's
specific requirements. Release 1 and Release 2 are proposed to be implemented
by the beginning of 1939.

Commentg of the Board

57. The Board notes the initiative.

XX. RECOMMENDATION 10 {t)
58. The accounting policies and notes to the accounts should be provided in the

financial statements distinctly and clearly with cross-references to individual
statements.

Measures taken by the Administration

59. The Administration stated that the notes to the accounts of the voluntary
funds administered by the United Nations High Commissioner for Refugees for the
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period ended 31 December 1996 reflect the accounting policies separately in
note 1 and note 2.

Comments of the Board

60. The Board notes that although changes have been brought about in the
presentation, the accounting policies, in many cases, read more like explanatory
notes to various items of accounts.
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II. AUDIT OCPINION

We have examined the appended financial statements comprising statements I
to III, schedules 1 to 10, the appendix and the supporting notes of the
voluntary funds administered by the United Nations High Commissioner for
Refugees for the financial period ended 31 December 1996, in accordance with the
Common Auditing Standards of the Panel of External Auditors of the United
Nations, the specialized agencies and the International Atomic Energy Agency.
Our examination included a general review of the accounting procedures and such
tests of the accounting records and other supporting evidence as we considered
necessary in the circumstances.

As a result of our examination, we are of the opinion that the financial
statements present fairly the financial position of the United Nations High
Commissioner for Refugees as at 31 December 1996 and the results of its
operations and cash flows for the financial period then ended; that they were
prepared in accordance with the stated accounting policies, which were applied
on a basis consistent with that of the preceding financial period; and that the
transactions were in accordance with the Financial Regulations and legislative
authority.

In accordance with our usual practice, we have issued a long form report on
our audit of the financial statements of the voluntary funds administered by the
United Nations High Commissioner for Refugees as provided for in the Financial
Regulations.

{Signed) John BOURN
Comptroller and Auditor-General
of the United Kingdom of Great Britain
and Northern Ireland

{Signed) O©Osei Tutu PREMPEH
Auditor-General of Ghana

(Signed) Vijay Krishna SHUNGLU

Comptroller and Auditor-General of India

16 July 1997
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III. STATEMENT OF THE HIGH COMMISSIONER’S RESPONSIBILITIES
AND APPROVAL OF THE FINANCIAIL STATEMENTS

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

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

In this context, the following appended financial statements, comprising
statements I to III, schedules 1 to 10, the appendix and the supporting notes,
were prepared in accordance with UNHCR Financial Rules (A/AC.96/503/Rev.6) and
the United Nations Common Accounting Standards. In Management’s opinion, the
accompanying financial statements present fairly the financial position of the
Office in total and of the individual programmes, funds and accounts, the
results of their operations and the changes in their financial position.

The Accounts are hereby

Certified: Approved:
(Signed) Jean-Marie FAKHOURI (Signed) sSadako OGATA
Controller and Director United Nations High Commissioner

for Refugees

Geneva
28 February 1997
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IV. FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 1996
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CIs
CPA
DAFI
EC
ESCAP
EU
Habitat
IAEA
IOoOM
IRTO
UNDP
UNEP
UNESCO
UNFPA
UNICEF
UNIDO
WFP
WIPO

ABBREVIATIONS

Commonwealth of Independent States

Comprehensive Plan of Action for Indo-Chinese Refugees

Deutsch Akademishe Fluchtling Initiative

European Community

Economic and Social Commission for Asian and the Pacific

European Union

United Nations

Centre for Human Settlements

International Atomic Energy Agency

International Organization for Migration

International Road Traffic Ofganization

United Nations
United Nations
United Nations

United Nations

‘United Nations

United Nations

Development Programme

Environment Programme

Educational, Scientific and Cultural Organization
Population Fund

Children’s Fund

Industrial Development Organization

World Food Programme

World Intellectual Property Organization

World Meteorological Organization
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NOTES TO THE FINANCIAL STATEMENTS

Note 1. OQOffice of the United Nationsg High Commissioner for
Refugeeg (UNHCR) and its activities

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

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

The High Commissioner reports annually to the General Assembly through the
Economic and Social Council. 2An Executive Committee of the Programme of the
United Nations High Commissioner for Refugees was established pursuant to
General Assembly resolution 1166 {XII) of 26 November 1957 to advise the High
Commissioner in the exercise of his/her functions and to approve the use of
extrabudgetary funds made available to the High Commissioner. The annual cycle
of meetings of the Executive Committee consists of one annual plenary session
and a number of inter-sessional meetings of a Standing Committee of the Whole.
The Executive Committee currently consists of 51 member countries. Reports on
the sessions of the Executive Committee are submitted to the General Assembly as
addenda to the reports of the High Commissioner.

Note 2. Summary of significant acgounting and financial
reporting policies

(a) The UNHCR Voluntary Funds accounts are maintained in accordance with
the Financial Rules for Voluntary Funds administered by the High Commissioner
for Refugees (A/AC.96/503/Rev.6, dated 1 February 1996, approved by the
Executive Committee at its forty-sixth session). The financial statements and
schedules also conform to the United Nations system accounting standards
contained in the report of the Secretary-General (A/48/530), which the General
Assembly took note of in its resolution 48/216 C of 23 December 1993.

(p) The UNHCR accounts are maintained on a "fund accounting" basis.
Separate funds for general and special purposes are established in accordance
with the Financial Rules for Voluntary Funds. General programmes cover
statutory activities and consist of the Annual Programme, the Voluntary
Repatriation Fund and the Emergency Fund. Special programmes describe a series
of activities funded from a range of distinct trust funds; these activities,
while mandated, need not necessarily be strictly statutory. Each fund is
maintained as a distinct financial and accounting entity with separate self-
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balancing double-entry groups of accounts. Separate financial statements are
prepared for each fund or for a group of funds of the same nature.

The funds reported in the accounts are:

(c)

Working Capital and Guarantee Fund: has an established ceiling of

$50 million approved by the Executive Committee and is maintained by
income from interest on invested funds and savings from prior years’
Annual Programme, Emergency Fund and Voluntary Repatriation Fund. The
Fund is utilized to replenish the Emergency Fund and meet essential
payments for projects pending receipt of contributions pledged.

Annual Programme: reflects the financial activities which are
approved annually by the Executive Committee for the programmed
activities for individual country/areas, for another category of
activities called Other Programmes, and for headquarters; it also
includes a programme reserve.

Emergency Fund: is maintained at not less than $8 million and is
replenished from the Working Capital and Guarantee Fund and voluntary
contributions. The High Commissioner may allocate from the Emergency
Fund up to $25 million annually, provided that one single emergency
does not exceed $8 million.

Voluntary Repatriation Fund (previously called "Overall Allocation for
Voluntary Repatriation" within the Annual Programme) : was introduced
in 1996 to provide financial assistance, under general or special
programmes, for voluntary repatriation operations for refugees. The
fund was established with a base level of $20 million and may extend
up to an amount equivalent to 10 per cent of the total budgetary
estimates for voluntary repatriation for the preceding year.

Special programmes (including trust funds): comprise various trust
and special programme funds to account for moneys available for
purposes falling outside the general programmes, and within the scope
of UNHCR activities.

Refugee Education Account: a special account maintained by voluntary
contributions and used to finance refugee university education.

Medical Insurance Plan: is maintained by premiums from field staff
and related contributions from UNHCR: payments reflect claims
processed during the year to cover field medical costs.

Fund for International Field Staff Housing and Basic Amenities: was
established at the thirty-third session of the Executive Committee
(1982) as a special account to assist primarily internationally
recruited staff members serving in most difficult duty stations, where
housing is sub-standard, to obtain suitable housing and basic
amenities.

Income-generating activities: this fund is maintained by revenue from
external sales; expenditure reflects purchase of goods or resale.

The financial period for the accounts is annual and the accounts

reflect financial information for the current calendar year and comparative
figures for the preceding vyear.
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(d) Income, expenditure, assets and liabilities are recognized on the
accrual basis of accounting.

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

(£) The financial statements are prepared on the historical cost basis of
accounting and have not been adjusted to reflect the effects of changing prices
for goods and services.

(g) The results of UNHCR operations presented in statements I, II and III
are shown at a summary level by fund group as well as consolidated totals.
Their presentation does not imply that the various separate funds can be
intermingled in any way, since normally resources may not be utilized between
funds.

(h) Income:

{i) Voluntary contributions from Member States and other donors are
recorded as income upon receipt or on the basis of a written pledge
from the donor. Unconditional pledges from Governments are fully
recognized as income at the time of receipt of the pledge. In the
interests of prudent financial management, up to half of the value of
conditional pledges from Governments and firm pledges made by
organizations of established repute are recognized as income at the
time the pledge is received. Pledges unpaid are adjusted to their
dollar equivalent calculated at the United Nations operational rate of
exchange prevailing on 31 December of each year;

(ii) Contributions in kind are recorded at the fair market value of the
goods and services to UNHCR at the time the pledge is made. The
related obligation and expenditure are recorded at the time the pledge
is made. At delivery, the obligation is liquidated and the receivable
is correspondingly cancelled. Extrabudgetary in-kind contributions
are not recorded in the accounts but are listed in the appendix;

(iii) Cash received against pledges is recorded at the United States dollar
equivalent calculated at the United Nations operational rate of
exchange prevailing on the date of receipt;

(iv) Interest income includes all interest and related investment income
earned on invested funds and various bank. accounts. Financial
Rule 9.3 specifies the conditions for recording of investment income
which is to be credited to the General Fund;

(v) Miscellaneous income includes income from sale of used or surplus
property, refunds of expenditures charged to prior periods, gettlement
of insurance claims, and other sundry income. The Annual Programme
includes net recoveries relating to the transfer of emergency
stockpile items to operational projects;

-39-




(vi)

(1)

(1)

(ii)

(iii)

(3)

(1)

(ii)

(iid)

(iv)

(k)

(i)

(ii)

(iv)

(v)

Currency exchange adjustments include losses and gains on transgactions
and translation losses and gains from revaluation of year-end asset
and liability balances, based on the United Nations operational rate
of exchange. Exchange differences are charged to the General Fund.

Expenditure:

Project expenditure reflects the amounts obligated according to the
terms and conditions specified in Financial Rule 8;

The High Commissioner may, after full investigation, authorize the
write-off of losses of cash, property, or the book wvalue of accounts
receivable, including conversion of locans into grants, as governed by
Financial Rule 10.6. A statement of all amounts written off is
submitted to the Board of Auditors with the annual accounts;

The granting of ex gratia payments is governed by Financial Rule 10.5.
A statement of ex gratia payments, if any, is submitted to the Board
of Auditors with the annual accounts.

Adjustments:

Adjustments to prior year contributions reflect reductions for
unconfirmed pledges dating more than five years and refunds to donors;

Cancellations of prior periods’ obligations reflect reductions to
prior year expenditure due to funds committed but not utilized;

Transfers to/from other funds reflect transfers between funds within
the earmarking limitations imposed by donors;

Adjustments to prior period expenditure reflect refunds from
implementing partners for funds transferred to them in prior years but
not utilized.

Assgets:

Cash and term deposits comprise invested funds, funds in call accounts
and funds in current accounts; )

Voluntary contributions receivable reflect outstanding pledges due at
the end of the year. Pledges due are normally written off after five
years unless the donor has reconfirmed the commitment in writing not
more than 18 months before the end of the accounting period;

Due from United Nations agencies reflects balances for unrecovered
inter-office vouchers, amounts outstanding from UNDP and the United
Nations Office at Geneva;

Due from implementing partners represents balances owed to UNHCR
relating to instalments paid under sub-agreements which were not fully

utilized by the agency and will be refunded to UNHCR ;

Other assets reflects accruals for interest at year end (as detailed
in schedule 8) and any deferred payments.
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(1) Liabilities and reserves and fund balances:

(i) Commitments relating to prior and current financial periods are shown
as unliquidated obligations. Unliquidated obligations can remain
beyond 12 months provided a firm liability to pay still exists;

(ii) Accounts payable include letters of credit, contributions received in
advance, funds held in trust, and miscellaneous amounts due to
external parties;

(iii) Other liabilities relate to contributions received for future periods.

Note 3. Changes in accounting practice: emergency stockpile

Accounting procedures for the emergency stockpile changed for 1996. Prioxr
to 1596, stockpile items were purchased under the stockpile project funded from
the Emergency Fund and the purchases were reflected as an expenditure to that
project. When the item was transferred to meet the needs of operational
projects, the cost remained in the stockpile project and the cost of eventual
replacement of the item was borne by the operational project.

This practice was changed in 1996 sc that a transfer from the stockpile
project to the operational project is charged immediately at a value equal to
cost plus transport. Recoveries from the transfers are used to make purchases
to replenish the stockpile; if recoveries exceed purchases, there will be no
stockpile purchases reflected against expenditure in the Emergency Ffund at the
end of the period. Any over-recoveries at the end of the period are shown as
miscellanecus income in the Annual Programme.

The accounts of prior years have not been restated to reflect the change in

accounting practice.

Note 4. Statement of income and expenditure and changes in
reserves and fund balances (statement I and annex)

(a) Revenue-producing activities: Prior to 1996, the revenue-producing
category was used to reflect income from private sector fund-raising activities
relating to one contractor. On 31 December 1995, these activities ceased to be
recorded when the contract with the service provider was cancelled. Funds from
other private sector fund-raising activities are recorded as contributions.

{b) Currency-exchange adjustments: The exchange loss of $4.1 million is
due primarily to both realized and unrealized exchange losses on non-United
States dollar contributions.

(c) oOther/Miscellaneous income: Miscellaneous income in the Annual
Programme reflects $6.4 million of recoveries from transfer of stockpile items
to operational projects. This amount was not shown in prior years’ accounts and
is the result of a change in accounting practice applied from 1996 only (see
note 3 for a fuller description of the change in accounting practice).

(d) Annex to statement I: This annex reflects movements by category
during the period. Although the total for the Balance-Beginning of Period
agrees with the ending balance in the 13995 accounts, the individual balances for
the line items are subject to realignment and recategorization during a period.
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Note 5. Statement of assets, liabilities and reserveg and fund
balances (statement IY and annex)

(a) Cash and term deposits: the cash and term deposits figure shown
represents the net total of all cash balances (including funds held in
non-convertible currencies) less any overdrafts. Schedule 9 presents a
breakdown between current and deposit accounts. Schedule 10 pregents details of
the dollar equivalent of non-convertible currencies held at 31 December 1996.

(b) Voluntary contributions receivable: receivable represents

contributions outstanding from all donors, the details of which are reflected in
schedule 1 for the current year and schedule 2 for all prior years. The age of ‘
contributions outstanding is shown below (in United States dollars):

Cash Kind '

Current year 209 894 868 5 924 585
1995 16 554 065 1 344 548
1994 2 623 507 489 000
1993 456 826 -
1992 616 584 -
1991 4 000 000 -

Total 234 145 850 7 _768 133

The 1991 pledge outstanding has been reconfirmed by the donor.

(c) Due from United Nations agencies: this balance represents amounts due

from:

United Nations Office at Geneva 5 267 430
UNDP 1 280 066
Total in United States dollars 6 547 496 ,

(d) Other receivables: included in this balance are amounts due from
other United Nations agencies and from other bodies. The balances in excess of
$10,000 are noted below (in United States dollars) :

UNICEF 10 145
HABITAT 10 360
UNIDO 12 708
IAEA 13 270 ,
ESCAP 14 656
UNDP 17 027 ’
WMO 21 286
UNEP 23 900
IOM 20 128 i
IRTO 288 531
WFP 426 868
United Nations Office

at Vienna 584 962

Total 1 443 841
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The balance also includes loans made to or on behalf of refugees of $1,996,219
{schedule 7 shows changes in this balance) and amounts for staff advances,
travel advances and various other amounts due.

(e) Accounts pavable: include amounts due to United Nations agencies {in
United States dollars):

IOM 355 300
WIPC 80 402
Total 435 702

(f) Non-expendable property: In accordance with United Nations accounting
policies, non-expendable property is not included in the fixed assets on the
balance sheet but is charged as expenditure to the appropriate project in the
year of acquisition.

The value of non-expendable property is maintained in an asset tracking
system. Prior to 1995, only items used and operated by UNHCR were recorded in
the tracking system. During 1995, only items used and operated by UNHCR were
recorded in the tracking system. During 1995, the MINDER Asset Tracking System
was introduced worldwide for recording all administrative and project assets
whether used by implementing agencies or by UNHCR.

Although implementation continued throughout 1996, not all field offices
were able to complete the recording of their assets. The historical cost of
assets recorded in the MINDER Asset Tracking System as at 31 December 1996 was
$207,845,898 and the depreciated value was $101,101,616.
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