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CHAPTER
REPORT OF THE BOARD OF AUDI TORS

Sumary

The Board of Auditors has audited the financial statenments of the
voluntary funds admi nistered by the United Nations H gh Conmi ssioner for
Refugees for the period 1 January to 31 Decenmber 2000. The Board has al so
revi ewed the operations of the voluntary funds admi nistered by the High
Conmi ssi oner at the Headquarters of the Office at Geneva and at offices in
Australia, East Tinor, Indonesia, Liberia, Myanmar, Pakistan and Serbia for
the sane period.

The Board' s nmain findings are as foll ows:

(a)

(b)

(c)

(d)

(e)

(f)

Al t hough UNHCR had succeeded in reducing by $186.5 million the

| evel of current and prior year expenditure for which Sub-Project
Moni toring Reports (SPMR) had not been received, there renmained a
total of $55.5 million outstanding in advances to inplenenting
partners, covering the years 1994 to 2000;

O the $55.5 million outstanding in advances to inplenenting
partners, $8.5 nmillion related to the year 2000. |In addition, the
Board identified serious inadequacies in the verification and

val idation of sone $32 million of expenditure incurred by

i mpl enenting partners and one country deni ed UNHCR access to
accounting records of inplenenting partners with expenditures
totalling $3 nmillion. The Board has over the past years worked
closely with UNHCR to hel p i nprove accountability and the Board
now consi ders that the uncertainty regarding the expenditure

i ncurred by some inplenenting partners needs to be reflected in
the Board' s audit opinion. The Board has therefore qualified its
audit opinion based on a limtation of scope in respect of a total
of $43.5 mllion of inplenenting partner expenditure.

UNHCR had succeeded in securing independent audit certificates to
cover $330 mllion (79 per cent) of expenditures incurred by

i mpl enenting partners during 1999. Sonme $90 million of the 1999
expendi ture remai ned uncertified as at May 2001;

Following the identification by OGS of significant weaknesses in
systens operated by inplementing partners, UNHCR took action to

strengthen controls over 42 major inplenmenting partners;

UNHCR s i ncone has declined by 28 per cent since 1996 and reserves
and fund bal ances have declined by 53 per cent, to $127 million as
at 31 Decenber 2000. UNHCR has taken action to limt expenditure
levels to the |l evel of expected incone;

Inits initial appraisal of the Integrated System Project, UNHCR
had not quantified and ranked the likely benefits to accrue from
the new system nor had it identified the extent of nodification
that woul d be necessary to nake the software neet UNHCR s needs;
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(9) Al t hough UNHCR had negoti ated benefits to offset sone of the
costs, it had incurred $781, 651 expenditure on the purchase of
unnecessary nodul es of its Integrated System Project;

(h) In selecting a contractor to inplenent the Integrated System
Project, UNHCR had rejected a bid of $8.9 million in favour of one
of $17.9 nmillion. The nore expensive bid was judged just three
percentage points better than the | ower bid,

(i) After sone three years and expenditure of $8.7 nillion against a
total budget of $34 million, the Integrated System Project remains
unoperati onal

(i) In sone countries visited by the Board, UNHCR engaged in
activities such as infrastructure devel opnent, including road
bui I di ng and bridge construction, designed to assist the whole
popul ati on rather than focus on specific needs of refugees; and

(k) UNHCR had yet to establish a reliable systemfor establishing
accurate informati on on the size and characteristics of the
ref ugee popul ati on;

The Board nade recomendations to inprove the nonitoring of expenditures
incurred by inplementing partners; strengthen project nanagenment of the
I ntegrated System Project; and focus activities nore directly on the needs of
ref ugees.

Alist of the Board' s main recomendations is included in paragraph 11
of the present report.

A. Introduction

1. I n accordance with paragraph 22 of the Statute of the Ofice of the
United Nations H gh Commi ssioner for Refugees (UNHCR), the Board of Auditors
has audited the financial statenents of the voluntary funds adm ni stered by
the Hi gh Conmi ssioner for the period from1 January to 31 Decenber 2000. The
audit was conducted in accordance with article XII of the Financi al

Regul ations of the United Nations and the annex thereto and with the Common
Audi ting Standards adopted by the Panel of External Auditors of the United
Nations, the specialized agencies and the International Atonm c Energy Agency.
Those auditing standards require that the Board plan and performthe audit to
obtai n reasonabl e assurance that the financial statements are free of naterial
m sst at enent .

2. The audit was conducted primarily to enable the Board to form an opinion
as to whether the expenditures recorded in the financial statenents for the
period from1l January to 31Decenber 2000 had been incurred for the purposes
approved by the Executive Committee of UNHCR whether incone and expenditures
were properly classified and recorded in accordance with the Financia
Regul ati ons and Rul es; and whether the financial statements of the voluntary
funds admini stered by the H gh Conm ssioner for Refugees presented fairly the
financial position as at 31 Decenber 2000. The audit included a general review
of financial systens and internal controls and a test examination of the
accounting records and other supporting evidence to the extent the Board

consi dered necessary to forman opinion on the financial statenents.
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3. The audit was carried out at the UNHCR headquarters at Geneva and at its
offices in Australia, East Tinor, Indonesia, Liberia, Myanmar, Pakistan and
Ser bi a.

4. In addition to the audit of the accounts and financial transactions, the
Board carried out reviews under article 12.5 of the Financial Regul ations of
the United Nations. In 2000, the Board reviewed the status of UNHCR s
Integrated System Project, prioritisation of core mandate activities, the
quality of performance reporting and specific human resource nanagenent

i ssues. The Board additionally reviewed the effectiveness of the interna
audit of UNHCR, which is undertaken by the Office of Internal Oversight
Services. The Board concluded that the internal audit service was generally
satisfactory and the present report recognises those areas where the Board
relied on the work of O CS. The Board has al so revi ewed the adequacy of
internal controls operating at UNHCR headquarters and in the field.

5. The Board continued its practice of reporting the results of specific
audits through audit observations and nanagenent |etters containing audit
findi ngs and reconmmendati ons to the Adm nistration. The practice allowed an
ongoi ng di al ogue with the Adm nistration on issues arising fromthe audit.

6. The present report covers natters which, in the opinion of the Board,
shoul d be brought to the attention of the General Assenbly. The Board's
observations on all nmatters contained in the present report were communi cated
to UNHCR. The Adm nistration confirned the facts on which the Board s
observations and concl usi ons were based and has provi ded expl anati ons and
answers to the Board' s queries. The report is divided into two parts,
covering the audit of financial issues and nanagenent issues, respectively.

7. The Board’s main recommendations are reported in paragraph 11 bel ow.
The detailed findings are discussed in paragraphs 13 to 109

1. Previous recommendations not fully inplenented

8. In accordance with section A paragraph 7, of General Assenbly

resol ution 51/225 of 3April 1997, the Board has highlighted separately bel ow
t hose recommendati ons that have not been fully inplenmented by UNHCR  The
Board has indicated the current stages of inplenentation in the present
report. The years shown in parentheses, starting from 1995, are those in

whi ch the Board recomended that the Admi nistration shoul d:

(a) Make the preparation of work plans an integral part of the
proj ect-pl anni ng and noni toring process (1995, 1996, 1998, and
1999); and,

(b) Ensure conpl ete and accurate disclosure of non-expendabl e property
and conduct physical stock checks on a regular basis (1996, 1997,
1998 and 1999).

9. On recomendation (a), the Board noted that UNHCR programme planning in
the field offices still needed inprovenent. Regardi ng recomrendati on (b), the
Board noted continuing problens with the managenent of non- expendabl e
property. The physical check of non-expendable property at three field

of fices covered only $650,000 of the total property valued at $11.1 nmillion
and information supplied to headquarters had understated the property val ue by
$6.4 nmillion.
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10. In accordance with General Assenbly resolution 48/ 216 B of 23 Decemnber
1993, the Board al so reviewed the neasures taken by the Administration to

i mpl enent the recommendati ons nade by the Board in its report for the year
ended 31 Decenber 1999. Details of actions taken and the coments of the
Board are outlined in the annex to the present report.

2. Miin Recommendati ons

11. Inits present report, the Board reconmends that UNHCR shoul d:

(a) strengthen its oversight of field offices to ensure that they
undertake a thorough verification of Sub-project Mnitoring
Reports, including the verification of supporting docunentation
and bank statenents (para. 30);

(b) ensure that field offices review audit certificates received in
respect of projects and follow up any significant issues arising
(para. 38);

(¢c) establish for the Integrated System Proj ect clearly defined,
ranked benefits that are quantified as far as possible, in order
to establish realistic mlestones against which progress can be
nonitored (para. 64);

(d) establish and maintain a single line of project managenent through
whi ch staff report on all aspects of the Integrated System Project
devel opnent (para. 81);

(e) revi ew the appropriateness of engaging in projects which are not
of direct assistance to refugees, and routinely set clear
m | estones agai nst which to neasure progress and assess when its
m ssion was conplete (para. 97);

(f) establish a suitable systemto ensure that accurate infornation is
mai nt ai ned on the size and characteristics of the refugee
popul ation (para. 100); and

(9) include clearly stated and quantified objectives and outputs in
sub- proj ects agreenents and produce workpl ans incorporating key
nm | estones and target dates (para. 103).

12. The Board s other recomendati ons are presented in paragraphs 53, 70,
87, 90, 105 and 107.

B. Financial issues

1. Financial statenents

Uni ted Nations Accounting Standards

13. The Board assessed the extent to which the UNHCR financial statenents
for the year ended 31 Decenber 2000 conforned to the United Nations Accounting
Standards. The review indicated that the financial statenents were generally
consi stent with the standards.
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2. Mnitoring and control of inplenmenting partners

Advances to inplenenting partners

14. UNHCR rai ses an obligation when it issues a Letter of Instruction to the
Programe Manager confirming the initial funding | evel of project assistance
for the financial period. The anounts obligated are revised during the
financial year as the |evel of donor contributions becones clearer. For
projects with inplenenting partners UNHCR signs a sub-project agreenent
setting out the budget and a plan of cash advances that UNHCR will mnake to the
part ner. Act ual advances depend on the progress achieved and | evel of

expendi tures reported by the partner in quarterly Sub-Project Mnitoring
Reports (SPMR). The submission of the SPMRis a prerequisite to receiving any
further cash advances. UNHCR controls advances to the inplenmenting partners
through a Project Expenditure Control Account (X21) that is cleared once the

i mpl enenting partners subnmt the SPMRs. C earance of the X21 Account enabl es
UNHCR to charge the various sector-activities under which the inplenenting
partners spent the nonies given them |Inplenenting partner expenditure
reported in the accounts therefore represents the total of the anbunts agreed
within Letters of Instruction during the year regardl ess of whether or not the
funds have been advanced or disbursed. At the year end any conmtnents to the
i mpl enenting partners for which no advances have been nade are disclosed as

unl i qui dat ed obligations.

15. Since 1996, the Board has in a nunber of ways encouraged UNHCR to revi ew
the system of recording expenditure incurred by inplenenting partners, to
avoi d overstatenent of expenditure and understatenent of assets. |In 1998,
UNHCR acknow edged that the existing policy of recording obligations at
Headquarters could potentially result in an over-accrual of funds and agreed
to change its policy to record advances as a current asset in order to avoid
over accrual of expenditure. The change woul d be nade during 2002- 2003 as the
I ntegrated System Project was inplenented.

16. The Board | ooks forward to the inplenentation of UNHCR s revised policy
designed to avoid over accrual of expenditure.

17. | npl enenting partner expenditure in the year 2000 totalled $310 mllion,
conpri sing di sbursenents ($271.5 nillion), funds advanced but not yet cleared
($8.5 mllion) and unliquidated obligations ($30 million). This expenditure

i s underpinned by formal project agreenents, signed by UNHCR and i npl ementi ng
partners, which define the ainms and objectives of assistance projects. Such
agreenments provide for close nonitoring of project activities, including both
financial nonitoring and performance nonitoring. UNHCR s Manual provides
staff with guidance on nonitoring procedures to be applied to all projects and
stipulates that nonitoring activities should be carried out by agencies

i mpl ementing sub-projects, the UNHCR field office and UNHCR Headquarters.

18. The Project Expenditure Control Account (X21) records bal ances of
current and prior year project expenditure for which Headquarters has not
recei ved appropriately approved Sub-Project Mnitoring Reports. Since these
reports provide the nmamin evidence that project expenditure confornmed to
agreenents, outstanding X21 bal ances represent prior period expenditures that
have not been subject to full control and verification by UNHCR
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19. Previous reports by the Board of Auditors raised concerns at the del ays
in clearing X21 bal ances, nost recently relating to the financial statenents
in 1999. During 2000, as a result of a considerable, sustained effort, UNHCR
reduced the total X21 bal ances by some $186.5 nillion. Nonethel ess, at the end
of June 2001, the X21 control account recorded uncl eared advances to

i npl ementing partners totalling $55.5 million conprising:

- $21 mllion from 1994-1997;
- $8 mllion from 1998

- $18 million from 1999; and
- $8.5 nillion from 2000.

20. As the status of these advances was uncertain, the Administration agreed
to disclose the advances in Note 4(a) to the financial statenents. The Board
has accordingly linmted the scope of its audit in respect of these outstanding
advances, ampunting to $8.5 mllion, which have been charged to expenditure
but for which no Sub-project Mnitoring Reports have been received.

21. The Board encourages UNHCR to continue its efforts to obtain m ssing
Sub- Proj ect Monitoring Reports, as identified in the X21 control account.

Revi ew of Sub-project Monitoring Reports

22. On receipt of an SPMR, the Progranmme Unit in the relevant field office
is responsible for reviewing the financial information and signing the formto
verify that the expenditure is in accordance with the agreed project

agr eenent . In accordance with the UNHCR Manual, Field Ofices are required

t o:

Ensure that the expenditures reported by inplenenting partners are
consistent with the nost recently approved budget;

Ensure that the financial and perfornmance reports frominpl enmenting
partners reflect the reality of actual assistance provided to the
beneficiaries; and,

If necessary, request further explanations and/or details or revised
reports fromthe inplenmenting partners.

23. Bef ore approval of these reports, Field Progranme and Finance staff are
required to verify the supporting docunentation, inplenmenting partner account
| edger systens and bank statenents. In addition, Programre staff should
physically inspect and visit inplenmenting partner offices in accordance with
t he UNHCR Fi nance Manual .

24, The Board reviewed the extent to which the nonitoring procedures were
applied and found that officers responsible for field nonitoring generally
provi ded no evidence of a regular or systematic check on inplenenting partner
expenditure. In particular, there were significant weaknesses in the
operation of the key field nonitoring controls at three countries out of the
five visited by the Board, where significant anmounts of expenditure were

i ncurred. In these three countries key managenent controls prescribed in the
UNHCR Manual did not operate effectively over some $18 nillion expenditure,
wher e:
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Programme and Finance O ficers either gave no approval or gave
approval ‘subject to verification or further audit’; and

Progranme or Finance Oficers informed the Board that they did not
see approval of expenditure as their responsibility or did not have the
time to carry out inspections.

25. In all five countries visited, there was no programre of nonitoring
visits to inplementing partners and there were no fornmal nmonitoring visits
undert aken covering expenditure in year 2000. As a result, these field

of fices had undertaken limted reviews of the internal controls operated by
the inplenenting partners. The five countries visited by the Board spent
approximately $148 nmillion in 2000, of which inplenenting partners received
proj ect funding anounting to $107 million

26. The Board al so noted that at one Ofice internal controls operated by
sone i nplenenting partners had been assessed as inadequate. The field office
had contracted a consultant to revi ew accounting systens operated by 29

i mpl ementing partners in the absence of available UNHCR staff to nake the
exam nation. The consultant identified significant accounting problems wthin
more than half of the systens exam ned. For exanple, there were cases where
variously, no bank reconciliations were perforned, no general |edger system
was nai ntai ned, or no supporting docunments were avail abl e.

27. As a result of these weaknesses the Board concl uded that UNHCR had no
assurance in respect of sone $18 mllion, representing 17 per cent of the
expendi ture incurred by the inplenenting partners concerned, and limted
assurance as to the remaining expenditure incurred by the inplenenting
partners.

28. In view of the poor |evel of conpliance that the Board had found in
three field offices, where Finance Oficers had not properly checked or
val i dated SPMRs as required, the Board extended its tests of these procedures
to cover other field offices. The Board sel ected, through the headquarters
of fice, 74 high val ue subprojects with expenditure anounting to $42 mllion.
The Board found that Programme Officers had fully checked out approved $28
mllion of the expenditure incurred by inplenmenting partners but had only
provided |imted assurance regarding the remaining $14 mllion. 1In addition,
one country deni ed UNHCR access to the accounting records of inplenenting
partners to verify expenditure totalling $3 mllion in 2000, nor did the
Gover nment concerned provide UNHCR with independent audit certificates for

t hese expenditures.

29. Overall, therefore, the Board' s review of sub-project nmonitoring reports
identified significant weaknesses in the verification and validation of sone
$35 mllion of expenditure incurred by inplenenting partners. In the absence

of any alternative evidence to support this expenditure, the Board has had to
limt the scope of its audit opinion in the amount of $35 million in this
regard.

30. The Board recomends that UNHCR strengthen its oversight of field
offices to ensure that they undertake a thorough check of Sub-Project
Monitoring Reports, including the verification of supporting docunentation and
bank statenents.
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31. In summary, the position regarding Sub-Project Mnitoring Reports (SPMVR)
arose despite concerted efforts by UNHCR to i nprove accountability of

i mpl enenting partners. The Organi zati on succeeded in reduci ng the backl og of
SPMRs from $96 million as at 31 Decenmber 2000 to $8.5 nillion as at end of
June 2001, and al so nade great strides in obtaining audit certificates, as
indicated in the present report. There was, however, a very significant
breakdown at field office level in the verification and validation of SPMRs
and supervision of inplenenting partners. The Board of Auditors has, over the
past years worked closely with UNHCR to hel p i nprove accountability and the
Board now considers that the uncertainty regardi ng expenditure incurred by
sone inplementing partners needs to be reflected in the Board s Audit Opinion.
The Board has therefore qualified its audit opinion in respect of a total of
$43.5 mllion of inplenmenting partner expenditure, conprising $8.5 nmillion for
which there were no SPMRs and $35 million where expenditures reported in SPMRs
had not been properly validated.

I ndependent audit certification

32. UNHCR requests independent audit certificates to confirmthat

i mpl ementing partners have applied UNHCR funds for the purposes intended.
These are usually only available after the Board has provi ded an audit opinion
on the UNHCR financial statenents for the relevant year, and the audit
certification of inplenmenting partner expenditure is therefore mainly in
respect of expenditure incurred in prior financial years. Wile this would
not directly relate to the year 2000, the satisfactory certification of prior
years’ expenditure would provide assurance that inplenmenting partners nmaintain
adequat e accounting systens and proper financial records.

33. In response to sonme of the Board's concerns in previous years, UNHCR

i ntroduced a new approach designed to inprove audit coverage, which
concentrated on obtaining audit certificates for subprojects with expenditure
in excess of $100,000. In 1999, inplenenting partner expenditure anpunted to
approximately $420 million (of which only $12 nmillion related to subprojects
with expenditure bel ow $100,000). At the time of the Board' s review in My
2001, UNHCR had received audit certificates covering $330 million (79 per
cent) in respect of 1999. Approximately $90 million (21 per cent) renaining
uncertified, of which $10 mllion related to subprojects bel ow $100, 000.

34. The Board recogni ses that UNHCR has nade very substantial progress in
the extent to which it has secured audit certificates to support prior years
expendi tures by inplenmenting partners. The Board encourages UNHCR to sustain
these efforts with the aimof obtaining audit certificates for all significant
prior year projects.

Quality and results of audit

35. To assess the quality of the certificates provided to UNHCR and the
results of the audit covering expenditure in the year 1999, the Board exam ned
91 certificates covering expenditures of $241 mllion. The Board found that:
Auditors had to qualify their audit opinions in respect of expenditure of $18
mllion (7 per cent by value), on the grounds of insufficient evidence;
Expenditure totalling $17 nmillion (7 per cent) was inappropriately certified
(e.g. by Governnent Accountants) rather than by independent auditors; and,

25 certificates covering $77 million (32 per cent) did not clearly state that
funds provided by UNHCR were used in accordance with agreements.
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36. Two of the qualified audit opinions related to projects in one country
wi th expenditure anounting to $13.4 nillion in 1999, for which the independent
auditors were unable to satisfy thenselves as to the validity of the
expenditure. They were therefore unable to express an opinion as to whether
the project statement was fairly presented. The O fice of Internal Oversight
Servi ces subsequently reviewed this sanme country office, covering expenditure
amounting to $56 mllion in 1999, and concluded that it had nade little
attenpt to conformto UNHCR guidelines, which require close supervision and
oversight of inplenenting partners.

37. The Board therefore concluded that, with significant gaps remaining in
the extent and quality of audit reports received in respect of 1999, linmted
assurance could be deduced as to the mai ntenance of adequate accounting
systens and financial records by inplenenting partners in the year 2000.

38. The Board recommends that UNHCR ensure that field offices review audit
certificates received in respect of projects and follow up any significant
i ssues arising, as required by the UNHCR Manual

Results of OOS reviews of expenditure by inplenenting partners

39. The Board reviewed O CS reports conpl eted in 2000- 2001 covering

i npl enenting partner expenditure anpbunting to $167 mllion, relating to
activities carried out in 1998 and 1999. The reports indicated significant
weakness in inplementing partner systenms. |In particular, 42 per cent of

i npl enenting partners had i nadequate accounting systens; 38 per cent could not
supply O OCS with full docunentation to support expenditures; and 38 per cent
had not conpl eted agreed expenditure reporting procedures, including
subproj ect nonitoring reports.

40. Al though of fices and inplenenting partners nmay have inproved systens in
2001 as a result of A OS recomendati ons, the Board concluded that there was
no evidence that this position had inproved i n 2000.

41. The Board notes that, in response to the concerns raised by the O CS
revi ews, UNHCR has subsequently strengthened controls from January 2001 over
42 major inplenenting partners. In particular, UNHCR requires that the

partners describe their current accounting systens; retain records at field
| ocations; report individual costs of project staff; and, seek pre-approva
from UNHCR of procurenment actions

3. Financial position

42. UNHCR relies alnost entirely on income fromvoluntary contributions
totalling $709 mllion in 2000 and Regul ar Budget resources of $20 nillion.
Inits report on the 1999 financial statenents, the Board drew attention to
the decline in voluntary contributions received by UNHCR and expressed concern
that the decrease of contributions from donor countries posed a serious
liquidity risk for UNHCR which could inmpact on the delivery of assistance or
limt the response to unforeseen energencies. To assess the overall financia
position of UNHCR the Board reviewed the financial position over the past five
years and the |l evel of reserves conpared to the longer termliabilities
disclosed in Note 12 of the financial statements.
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Tabl e 1: Financial position 1996-2000
M llions of US dollars
1996 1997 1998 1999 2000

Income fromall voluntary 993 820 784 927 709
sour ces

Expendi ture 1145 974 842 1023 784
Shortfall of incone over (152) (154) (58) (96) (75)
expendi ture

(bef ore adjustnents)

Prior year adjustnents 75 76 63 45 57
Reserve and fund bal ances 269 191 196 145 127
at end of year
43. Table 1 provides a five-year analysis of key anounts fromthe financia

statenents. Over the period incone has declined from$993 mllion to $709
mllion (28 per cent) despite an increase in 1999, when voluntary
contributions increased in response to major refugee crises in Eastern Europe,
Asia and Western Africa. Expenditure followed a simlar profile reducing from
$1.145 billion to $784 mllion (31 per cent). Al though in-year shortfalls of

i ncome over expenditure were reduced by prior year adjustments, UNHCR had to
use reserves to nmeet the residual shortfalls. This resulted in a fall in
reserves of $142 mllion, from$269 mllion to $127 mllion (53 per cent) over
the five year period. The Board estimated that, based on the decline since
1996, this rate of depletion would reduce reserve levels to $70 mllion within
two years, sufficient to cover only the working capital fund of $50 mllion
and earmarked reserves totalling $18 mllion for Junior Professional Ofices,
Medi cal | nsurance and Trust Funds.

44, As regards UNHCR s liquidity position, the Board noted that UNHCR had
improved its assets to liabilities ratio from1.69:1 at the end of 1999
($355.6 mllion : 210.4 mllion) to 2.43 : 1 at the end of 2000 (%$216.1
mllion : $89.0 mllion). This ratio indicates that UNHCR had assets to cover
alnost two and a half tines its liabilities at the end of 2000.

45, The Board concl uded that, while UNHCR had sufficient current assets to
cover its liabilities, it needed to bring expenditure |levels closer into |ine
with actual incone received each year. The Board therefore endorses the
initiatives taken in February 2001 by UNHCR to set expenditure limts at the
| evel of expected income and to deternine the optinmal size of the

organi sation

Termnation liabilities

46. The Board noted that estimates of term nation benefits for staff
increased by a factor of five, froma figure of $22-27 mllion (Note 9c 1999
financial statenments) to $110-130 million dollars (Note 12c, 2000). UNHCR
inforned the Board that in previous years, these liabilities had been based on
broad estimates, but at the end of 2000 it had conpleted a nore rigorous
assessnment of the benefits. The Board examined the revised estimtes of the
liability for termnation benefits and considers themto be reasonabl e,

al t hough the Board notes that no actuarial valuation was nade of the after
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service nedical benefits, contrary to the suggestion in the United Nations
Accounting Standards. At the suggestion of the Board, UNHCR has provi ded an
expl anation for the significant increase in termination liability in the Notes
to the financial statenents for the year 2000, in conpliance with United

Nati ons Accounting Standards paragraph 57.

47. Until January 2000, many UNHCR staff menbers held fixed termcontracts
whi ch, when conpleted, did not formally entitle themto termnation indemity
paynents. From January 2000, UNHCR i ntroduced indefinite contracts for al
staff, entitling themto term nation benefits which vary in accordance with
the years of conpleted service, with up to 12 nonths salary after 15 years
servi ce.

48. In May 2001, UNHCR drew up an Action Plan designed in part to bring

adm nistration costs in line with expected i ncome for 2001. The plan envi saged
a reduction of 598 staffing posts. The Board is concerned that the costs of
reducing staffing levels nay be increased as a result of the introduction of
indefinite contracts, which involve binding term nation benefits.

49. UNHCR has infornmed the Board that it assumes there will be no
significant financial consequences related to the introduction of indefinite
contracts in view of UNHCR s previous practice of paying mninumtermnation
liabilities even to those whose contracts happened to expire at the tine of
separation

50. As explained in Note 12 to the financial statenents, UNHCR has no
reserves to cover the staff termnation liability of $110 mllion to $130
mllion or the estimated liability of $260 mllion for after-service health

i nsurance. The anmpunt of $127 mllion in reserves held by UNHCR at the end of
2000, would not neet these liabilities, since $75 mllion is earmarked for a
nunmber of potential liabilities: Medical Insurance ($9 mllion); Junior

Prof essional Oficers ($6 mllion) and operational reserves to fund activities
pendi ng donor cash receipt ($60 mllion).

51. The Board understands that UNHCR does not w sh to hold significant funds
for such longer-termliabilities, which are dependent on future events. The
Board is concerned at the extent to which staff termination liabilities renain
unf unded.

4. Wite-off of |osses of cash, receivabl es and property

52. In accordance with United Nations Financial Regulation 10.4, the

Admi nistration wote off cash and account receivable anounting to $330, 714
during the year. The wite-off included receivables of $229,858, representing
val ue added tax refunds due from 1988-1998, the recovery of which was
considered unlikely. The Adninistration also wote off |ong-standing trave
advances arounting to $78,675 from 1991-1994.

53. The Board reconmends that UNHCR exert tighter control over the |evel of
out standi ng travel advances to reduce the extent to which such anmounts nmay
have to be witten off in the future.
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54. The details of property and other categories of |osses as reported to
the Asset Managenent Board at headquarters and witten off during 2000 were as
fol |l ows:

Cat egory Val ue (US$)
Acci dent 57,741
Hi j acki ng 27,451
Theft 157, 510
Looti ng 70, 375
Loss of property 8, 848
Damaged/ dest r oyed 3,812
Wear and tear 18, 949
TOTAL $ 344, 686

55. UNHCR provi ded the Board with explanations for all the | osses and
wites-off and the Board is generally satisfied that appropriate action has
been taken in the circunstances.

5. Ex-gratia paynents

56. The Administration informed the Board that it nade ex-gratia paynents
anmounting to approxi mately $11,500 during 2000. The paynents related to a
traffic accident, personal injury and financial |loss incurred by two staff

while on official duty.

C. Managenent issues

1. Integrated informati on system project

Backgr ound

57. UNHCR relies on the International Conmputer Centre for nainfrane support
of its existing core conputer system The United Nations O fice at CGeneva
(UNOG) provides UNHCR with staff payroll and travel services. Wen UNOG

i ntroduced the Integrated Managenent |Information System (IMS) in April 2000,
UNGCG nmi ntai ned the services to UNHCR separately fromIMS, pending

i mpl enentation of UNHCR s new Integrated System Project (I1SP). UNHCR

mai ntai ns a Financial Managenent Informati on System (FMS) that includes a
General Ledger and Project Register based on software originally introduced in
the late 1980s and subsequently upgraded regularly. As part of its policy to
nove responsibility for operational and financial nanagenent closer to field
activities, UNHCR has increasingly decentralised decision nmaking away fromthe
Headquarters in Ceneva

58. UNHCR was concerned that the existing conputerised financial systens in
the field and Headquarters were not fully integrated, could not be easily
reconciled to central records and did not neet nanagenent infornation needs.
To support delivery of field services and the nonitoring and control of
operations by field nanagenment and Headquarters, UNHCR designed the Integrated
System Project (ISP) to replace FMS. |1SP was only one part of a |arger
managenent initiative, the Operational Managenent System intended to provide
a conprehensive, results-orientated and integrated managenent frameworKk.
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59. I SP conbi nes three subprojects establishing an:
(a) Enterprise Resource Pl anning systemto support the separate
sections of Finance, Supply Chain, Human Resources, and Protection
and Programre managenent;

(b) El ectroni ¢ Docunent Managenent System and

(¢) Infrastructure Project to support the first two conponents.

Scope of review

60. Inits report on the 1998 financial statenments of UNHCR, the Board of
Auditors drew attention to aspects of unrealistic planning and inadequate
progress in inplementing the Operational Management System Proj ect
(A/54/5/ Add. 5). The Advisory Conmittee on Administrative and Budgetary
Questions also comented on the lack of full transparency in reporting on the
i npl enent ati on, costs, performance and delivery of UNHCR i nfornmation

technol ogy projects and requested that UNHCR present conprehensive data on al
such projects including relevant costs (A/55/487). Noting these concerns, the
Board reviewed the inplenentation of ISP during 2000. As UNHCR has not yet
installed an operational system the Board confined its exam nation to the
cost, performance and delivery of the planning and system procurenment phases
of the inplenmentation; in particular:

(a) Sel ection of new system

(b) Procurenent, including cost of software and consul tancy contracts;
and,

(c) Proj ect managerent including delivery against targets.

Sel ection of new system

61. UNHCR consi dered usi ng nodul es fromthe Integrated Management
Informati on System (IMS) to provide software for its project. Al t hough
UNHCR rejected the IMS accounting and financial process nmodule as it |acked a
budget facility and woul d not support accounting or financial needs of the
field, country and regional offices, it initially planned to inplenent IMS
nmodul es for personnel adninistration, entitlements and payroll processing.

62. To confirmits detailed requirenents, UNHCR commi ssioned consultants in
1997 to further review the IMS personnel admnistration nodule. The
consultants identified 60 high priority enhancenents required by UNHCR and
estimated it would take 6,500 hours of consulting tine to code and test the
revised system |In June 1998, based on the consultants’ analysis, UNHCR
concluded that IMS was not suitable for its informati on needs and deci ded not
to use any IMS nodul es (A A C/ 96/ 900/ Add. 3) .

| SP Cost / Benefit appraisal

63. UNHCR i nforned the Board that it had undertaken a Project Proposal of
the Integrated System Project (ISP) which described the scope, benefits, cost
and high level scheduling of activities. The Project Proposal listed 25
benefits that ISP should produce but these were not ranked, nor assigned a
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nonetary value. The nore detailed 68 benefits listed in the Project
Managenent Pl an prepared in April 1999 included 33 unquantified potenti al
benefits and productivity inprovenents for which no savings were quantified.
Such quantification could have provi ded managenent with a firm baseline from
which to nmonitor the realisation of benefits and to establish realistic

proj ect mlestones.

64. The Board recommends that UNHCR establish clearly defined, ranked
benefits that are quantified as far as possible, in order to establish
realistic mlestones agai nst which progress can be nonitored. UNHCR agreed to
make realistic estimates of benefits for each further Phase of the Project,
quantified and ranked wherever feasible.

Procurenent of | SP

65. The estimated total cost of the ISP Project is $34 million, conprising
an initial budget of $14 nmillion approved in 1998 followed by a further $20
mllion between 2000 and 2002. The Board reviewed the cost and effectiveness
of the procurenent actions.

Sof tware sel ection

66. In May 1999, UNHCR s Conmittee on Contracts recomended the approval of
the purchase of software at an estimated cost of $5.3 million. The
procurement process began in July 1997 when UNHCR requested nineteen potentia
suppliers to submt a bid for the provision of the software, of whom seven
replied. UNHCR established a nodel for evaluating these software bids, which
was designed to avoid placing undue enphasis on financial aspects at the
expense of functionality. None of the selected products was able to neet the
requi rements of UNHCR conpletely, with the winning supplier scoring 71 out of
100, against 63 for the next highest. UNHCR conpleted the contract in August
1999 at a final cost of $4.9 million, with delivery of the product comencing
in Septenber 2000. Although the eval uation process rai sed concerns that the
two products with the highest markings would require noderate to significant
changes in either the software or the way UNHCR staff worked, UNHCR believed
that the selected product would require | ess custom sation

67. UNHCR i nformed the Board that its npst recent estinates of tota
lifecycle costs confirnmed that the sel ected supplier had the | owest overal
i ndustry ratio of inplenmentation: license cost. As a result, except in the

area of human resources, UNHCR nmintained that it required mniml effort on
progranm ng custom sations with an estinmated cost of |ess than 10 per cent of
overall inplenentation cost. UNHCR, however, expected that an operationa
human resource system woul d take between two to three years to devel op and
meanwhi l e intended to extend current arrangenments with United Nations Ofice
in Geneva for payroll processing until 2004.

Modi fication of software

68. I n Septenber 2000, UNHCR s Informati on Technol ogy Departnent invited the
Committee on Contracts to recommend a contract to identify the nodifications
required to neet UNHCR s specific needs. The Committee recommended that the
contract to undertake the necessary gap analysis be awarded to the ISP
software supplier at a cost of $159,000, w thout conpetitive bidding. UNHCR
informed the Board that it selected the software supplier because of its
product know edge and on the understanding that, to avoid a potential conflict
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of interest, the conpany woul d not tender for the subsequent inplenentation
contract. UNHCR also informed the Board that it had successfully reduced the
initial price indication of $1.4 mllion to $159,000 as the software supplier
of fered preferential rates for the contract. Wile the Board conmends UNHCR
for its action in reducing the contract price, the Board is concerned at the
high level of the initial bid received under this single tender action.

69. UNHCR found that the software required significant nodification to cope
with United Nations' staff entitlements and payroll processing. Since no
other United Nations agency had purchased the Hunman Resource Managenent or
Payr ol | nodul es concerned, UNHCR found it difficult to assess the extent to
whi ch the nodul es required custonisation or configuration. In the absence of
i n-house skills to performfurther gap analysis the Cormmttee on Contracts
agreed to reconmmend wai ver of conpetitive bidding for a consultant at a cost
of $213,660 to detail further nodifications to the software. Subsequently,
the Committee on Contracts al so recommended approval of the waiver of
conpetitive bidding for User Training nodules at a cost of $339, 000 not
foreseen in the original software eval uation.

70. The Board considers that the original evaluation of the software woul d
have benefited froma gap analysis at the outset to identify the |level and
cost of custonmisation prior to, rather than after, the decision to purchase
the system Al though the software supplier offered to develop the m ssing
functionality and share the costs with other organisations that would be
interested in the conponent, there was no evidence that subsequent costs were
reduced. Furthernore, the Board is concerned that UNHCR wai ved conpetition in
the award of contracts with a conbined val ue of $711,660. The Board
recomends that UNHCR nmake future software provision only after a fully costed
assessnment of any nodifications needed.

71. UNHCR i nformed the Board that had it undertaken a custom sation and

eval uation of the top two contenders, this would have caused additional del ays
in a project that had already suffered far too many del ays. UNHCR consi dered
that its extensive assessnment of the selected software had established that
the product had a clear lead over its rivals, and an evaluation woul d not have
af fected the choice of software.

Unused nodul es

72. Fol | owi ng negotiations by the Supply and Transport Section, the software
provider agreed to a five per cent discount on the initial cost of 17 software
modul es and a 17 per cent discount on the cost of six further nodul es.

Al t hough the cost of the licence increased from$2 million to $2.3 mllion,
the di scounts represented a saving anmounting to $64, 284 on the full purchase
price of 23 nodules. However, the Board found that one year after it had
purchased the software, UNHCR had not used three nodul es costing $195, 000 and
found no requirement for six nmodul es bought at a cost of $549,000. UNHCR
inforned the software provider in June 2000 that it did not need six of the
nmodul es purchased. Since the software provider charged mai ntenance costs of 14
per cent of the licence fee for the second year, UNHCR al so incurred

mai nt enance costs on unused nodul es anpbunting to $37,651. Accordingly, UNHCR
had incurred expenditures totalling sone $781, 651 on nbdul es which it did not
use or need.
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73. UNHCR i nforned the Board that it was unable to get refunds for unused
nodul es, but has negotiated a switch fromthe public sector nodules originally
purchased to those of the commercial sector w thout extra cost, an agreenent
to trade in older nodul es for new ones, and the option to re-activate any
dropped nodul e whenever necessary in the future. In addition, the Supply and
Transport Section negotiated nai ntenance costs of nodul es based on actua

costs rather than the original contract rates tendered. As a result, UNHCR
estimated that, over the eight year lifecycle of the licence, total savings of
$505, 000 were achievable to offset the cost of the unused nodul es.

74. The Board recogni zes that UNHCR s negotiations with the contractor

achi eved overall savings conpared with the original bid, and that attenpts to
secure a recovery of the costs of the unnecessary nodul es resulted in sone
further savings and benefits. The Board is concerned, however, that UNHCR s
original needs assessnent nay have overstated requirenents, or the capacity to
i mpl enent t hem

Sel ection of system i npl enenter

75. In August 2000, UNHCR invited eight suppliers to bid for a contract to
nodi fy, configure and inplenment the software. UNHCR had noted that, on
conclusion of the prelimnary technical and price evaluations of the three

bi ds received, each bidder’s understanding of the requirenents varied

consi derably. To overcome the problem UNHCR held a question and answer
session with the three bidding suppliers. UNHCR agai n devel oped a wei ghted
assessnent totalling 100; 80 for technical and 20 cost, with a score of 50
representing a satisfactory response. The w nning bidder scored 54.71 agai nst
its nearest rival which scored 51.9. Although costing $17.9 nillion, some
$8.7 million nore than the rival bid of $9.2 mllion, UNHCR informed the Board
that it had selected the contractor after taking account of his know edge of
UNHCR requi renents, experience of its staff and the close relationship with

t he devel opnment of I M S Human Resource systens at the United Nations
Secretariat.

76. The Board is concerned at the weighting that UNHCR had assigned to the
techni cal assessnent, at the expense of cost considerations, which resulted in
a bid of $8.7 mllion being rejected in favour of a bid of $17.9 million
particularly as there were I ess than three percentage points of difference

bet ween the two overall assessnents

77. Bef ore appointing the contractor, however, UNHCR requested it to
conplete, a prelimnary “Phase Zero” project at a cost of $639,000 to identify
scope for cost reductions in the inplenentation contract. The contractor
agreed that if it continued with the nmain software inplenentation, the

$639, 000 fee woul d be waived. Phase Zero included a review of the sel ected
software to:

(a) Determ ne further customi sation required to the software delivered
in June 2000;

(b) Prepare a technical inplenentation strategy; and
(c) Use a high-level cost benefit analysis of the custom sation work

to establish nodifications that are essential to UNHCR s
operations.
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78. The contractor started Phase Zero in Septenber 2000, and identified a
nunber of issues particularly concerning project managenent. It advised UNHCR
to undertake a fundanmental review of the project objectives and structure

bef ore proceeding any further. Such a revi ew woul d have been at an increased
cost to UNHCR if undertaken by the contractor. Wile UNHCR was consi dering
this proposal, it suspended Phase Zero until it had reached agreenent with the
contractor to conplete the original Phase Zero contract between February and
March 2001. UNHCR and the contractor subsequently agreed that the latter
shoul d undertake the additional work and to share the extra costs, which
amounted to $480,000 in total. By May 2001 Phase 0 had been conpl eted and
Phase 1 was about to start.

79. The Board is concerned at the slow progress in inplenenting ISP and in
particular that, after three years, and after having incurred expenditure of
$8.9 nillion against a total budget of $34 million, UNHCR has yet to inplement
any part of the ISP system

Proj ect managenent of | SP

80. Until April 2000, the Division of Operations nmanaged the Qperationa
Managenent System while the Division of Resource Managenent managed |SP. Two
separate structures, an Information Technol ogy Steering Conmittee and the
Oper ati onal Managenent System Project Board, oversaw devel opment of ISP. In
April 2000, in order to develop a co-ordi nated nanagenent structure, the High
Conmi ssi oner established a five-person Managenment Board with joint
responsibility for Operational Managenent System and | SP devel opnment. In

Cct ober 2000, UNHCR contracted consultants to establish a conprehensive

pl anni ng franework for effective ISP comunication, nanagenent, delivery and
nmoni t ori ng. The initial findings of the consultants pronpted concerns over
proj ect managenent including a |lack of global vision and goals for the
project; unclear strategic decisions on issues that directly affect the design
and i nplenentation of the system and the integration between the separate
proj ect teans.

81. The Board considers that the effectiveness of the project managenent
suffered fromlack of a consistent direction of operations. Project staff
reported through different divisions or departnents within UNHCR rather than
directly through a Project Manager, in part because sonme staff split their
responsi bilities between the project and other operational demands. In the
Proj ect Proposal UNHCR had enphasi sed the need for a project manager
experienced in projects of simlar size and conplexity. However, at the tine
of the Board' s interimaudit in Decenber 2000, the project had a tenporary
proj ect manager, who was, subsequently replaced by a further tenporary

i ncunbent until March 2001, to oversee the conpletion of the consultancy
contract. The Board recommends that UNHCR establish and maintain a single
Iine of project managenent through which staff report on all aspects of ISP
proj ect devel opnent.

82. UNHCR agreed with the Board that |SP suffered froma |ack of decisive
managenent and an absence of clear accountability or responsibility
structures. UNHCR therefore dishanded the Operational Managenent System
Project Board and intended to appoint a single Project Manager to whom al
Project staff would report, and who in turn would report to a single Project
Sponsor. UNHCR expected this nanagenent structure to guarantee quick

deci si on- maki ng and cl ear accountability.
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83. The Board al so encouraged UNHCR to consi der establishing project status
criteria to facilitate nonitoring of expenditure, delivery against mlestones,
ri sk exposure and staff input. UNHCR inforned the Board that such perfornmance
i ndicators forned part of UNHCR s project nanagenent overview of |SP. The
Board wel comed UNHCR s assurance that, as part of risk mtigation, fully

el aborated indicators for Phase 1 would be in place before the start of the

i mpl ement ati on phase.

Project costs

84. At the tinme of the Board s audit in May 2001, recorded expenditure on
| SP anounted to $8.9 million ($5 million in 1999, $3.4 mllion in 2000 and
$0.5 million in 2001). The Board reviewed the cost and effectiveness of the
procurenent actions.

85. The Board noted that project costs were understated as sonme staff costs
were not charged to the | SP project code. O the nineteen full-tinme staff
wor ki ng on | SP in Novenber 2000, for exanple, eight were charged to non-|SP
project codes within different divisions or sections. The Board estinated that
UNHCR staffing costs for ISP in year 2000 were understated by up to $1.3
mllion.

86. However, even after adjusting for this unrecorded expenditure, the tota
expendi ture was | ower than the budgeted anobunt of $17 mllion, mainly because
the final software inplenmentation contract, valued at a nmaxi mum of $18
mllion, was del ayed.

87. The Board recommends that | SP staff costs be recorded to an | SP project
account code to enable a conprehensive assessnent of project costs. UNHCR
accepted that all project-related cost should be conprehensively reported, in
particular, it plans to establish systens to charge all staff to the project
before the start of the inplenentation phase (Phase 1).

Proj ect delivery

88. At the project proposal stage in 1998, UNHCR had provi ded projections of
target dates, nanely to select the software and inplenenting contractor by
June 1999. As UNHCR s experience of the project increased, it continually
revised both delivery dates and targets. For exanple, in draft 3 of the

Proj ect Managerment Plan dated April 1999, the main finance and budget nodul es
were to be installed into Headquarters before the end of Decenber 2000. In
February 2000, UNHCR advanced the inplenentation target to Cctober 2000 but
revised the objective to ‘configure and devel op software for finance and
budget’. By the end of March 2001, UNHCR had not deci ded who woul d be
contracted to conplete the software inplenentation, and none of the purchased
nodul es had been i npl ement ed.

89. The Infrastructure subproject targets established in February 2000 were
to extend Intranet user access to 60 additional field offices by Cctober 2000
and upgrade el ectronic mail (e-mail) at Headquarters by the end of Decenber
2000. By this date, 40 offices had been connected to the Intranet and the e-
mai | was expected several nonths later.

90. The Board reconmended, and UNHCR agreed, that project nmanagenent shoul d
set achi evabl e delivery targets based on a realistic appraisal of the
conplexity of the project and the availability of resources.
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Modul ar and i ncrenmental design

91. The Board considers that UNHCR woul d benefit from an increnental and
nmodul ar approach within its inplenentation nethodol ogy. An increnenta
approach to devel opnent begins with a conponent of the overall project that is
deliberately limted in functionality, then builds on that conmponent to
increase its value to the organisation.

92. UNHCR i nformed the Board that it had becone acutely aware of the overly
anbi tious nature of the original systens renewal plan. The organi sati on had
recogni sed the urgent need to nodernise its ageing information systens and

t herefore devel oped a conprehensi ve approach to the problemthat becane
extremely large and difficult to manage. As a result progress was uneven
with sone aspects held back while others becane i mersed in consultations

wi t hout defining requirenments. Follow ng the Board' s review, UNHCR decided to
scal e down the project to establish nore realistic and achi evabl e goals. The
Board wel comes UNHCR s plan to introduce a phased approach to project

i mpl enentation of core administrative areas; and to the roll-out to field
offices, taking into account |essons |earned. The Board also | ooks forward to
further progress in inmplenenting ISP, followi ng the inprovenents in project
managenent and design that were in place at the tinme of the Board' s audit.

2. Prioritisation of core nandate activity

93. UNHCR s core mandate is to provide international protection to refugees
and seek durable solutions to their plight. As part of its review of five
field office operations, the Board exam ned the extent to which the offices
concentrated on core protection activities and the nunbers of the refugees
that the activities supported.

Devel opnent activity

94. The Board found that in sone of the countries it had visited, UNHCR
engaged in infrastructure devel oprent for the whole community and that this
formed a significant sector activity not directly related to UNHCR s core
protecti on nmandate. UNHCR provi ded fundi ng for broader devel opment and

i nfrastructure assistance, for exanple road buil ding and bridge construction
activities which the Board considers other Agencies are better equipped to

provide. In one country, refugees returning under the assistance of UNHCR
conprised only 31 percent of beneficiaries assisted by projects reviewed by
the Board. |In another, UNHCR provided |ong-termshelters for vul nerable

beneficiaries fromthe entire internally displaced popul ation. The Board is
concerned that UNHCR did not have the mandate or resources to maintain

assi stance to whol e popul ations, mainly conprising non-refugees. Furthernore,
inthree field offices where UNHCR had operated for over five years, the Board
found no clear m | estones agai nst which UNHCR coul d neasure progress and
assess when its mssion was conpl ete.

95. UNHCR i nforrmed the Board that its involvenent in devel opment activities
resulted fromits ability to respond rapidly to energency situations and, as a
result, sone CGovernnents and the |ocal population cane to depend on UNHCR for
support. For these reasons UNHCR found di sengagenent to be difficult.

96. The Board wel comed the review initiated by UNHCR i n 2001 to ensure that
priority is given to UNHCR s core mandate objective within the limts of
expected donor contributions. This review included an assessnent of the
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operations in field offices |ocated in 120 countries to identify where savings
wer e possi bl e through concentration on the core activity. Were offices were
generally involved in non-core activity, of interest to specific donors, they
woul d be inplenmented through additional funding not diverted fromcore
activities.

97. The Board recomrends that, as part of its prioritisation of activities,
UNHCR revi ew t he appropri ateness of engaging in projects which are not of
direct assistance to refugees/returnees, and that UNHCR should routinely set
clear nilestones agai nst which to nmeasure progress and assess when its mission
was conpl ete.

Nunbers of refugees

98. The Board considers that UNHCR needs to know the nunber of

beneficiaries, with a relative degree of accuracy, who are expected to benefit
fromits projects in order to realistically plan field staffing |levels and
Headquarters’ support. |In three field offices, the Board found, however, that
UNHCR di d not have access to an up-to-date record of the number of refugees or
internally displaced persons. For exanple, in one |ocation the Board noted
that an international inplenenting partner estimated refugee nunbers at 10, 847
rather than the 15, 267 esti mated by UNHCR

99. The Administration informed the Board that in February 2001, UNHCR had
conpl eted a study of a PROFILE project to address the collection of basic and
reliable population information at the field | evel and enhance recordi ng at
the regional level. The study indicated that the size of the beneficiary
popul ation is the nbst inportant determinant for provision of protection and
assi stance to the population in need. Project profile will enable UNHCR to

i nprove its operations managenent by providing nore accurate and better

i nformati on on the beneficiary popul ations. |f approved by the Hi gh

Conmi ssioner, the project is expected to comrence in July 2001.

100. The Board recomends that UNHCR establish a suitable systemto ensure
that accurate information is maintained on the size and characteristics of the
ref ugee popul ati on.

3. Performance reporting

101. UNHCR introduced a standard format for the setting of neasurable

obj ectives in project agreenments with inplenmenting partners in January 2000.
Sub- proj ect agreenents set out the key features of UNHCR projects and are

si gned by both UNHCR and the inplenmenting partner. Wi |l e the Board
considered that in general, the agreements provided a good overvi ew of
proposed activities, the Board found that target beneficiaries and the precise
obj ectives and out puts of the project were not always expressed in clear,
quantified ternms. As a consequence, it was not always easy to assess the
extent to which the projects had achi eved their objectives. As a mininum the
Board considers that project agreenents should state clearly:

The nunber of beneficiaries who are expected to benefit fromthe
proj ect;

The criteria for selecting or identifying the beneficiaries;
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The quantity and frequency of assistance to be provided to each
beneficiary; and

The | ocation of the beneficiaries.

102. In the projects reviewed by the Board such quantifiable targets were not
routinely set. For exanple, one project objective was to facilitate secondary
distribution services for all Wrld Food Programe and UNHCR combdities as
wel | as approved | nplenenting and Operational Partner food and non-food itens
earmar ked for refugees and/or internally displaced persons. However, the

proj ect docurment did not specify what commodities were expected to be
distributed or who qualified as approved inplenenting partners. Furthernore,
the proposed distribution for the year was reduced by over 50 per cent but no
change was nade to the description of the beneficiary population in the

proj ect docunent.

103. The Board noted that sub-project agreenments were not supported by

wor kpl ans setting out the tinetable to conplete the key activities and tasks
within the project. As a consequence the Board was not in a position to
assess whet her projects were ahead or behind schedule. The Board reconmends
that sub-project agreenents should include clearly stated and quantified

obj ectives and outputs updated as necessary, and that workpl ans incorporating
key m | estones and target dates be produced to enable UNHCR to nmore closely
noni tor project delivery.

104. |In the dobal Appeal 2000 for the five countries reviewed by the Board
UNHCR fornul ated narratival objectives that were not always quantifi ed.

bj ectives were generally activities and not end-results to be attained or
targets to be achieved (e.g. “provide protection” or “facilitate voluntary
repatriation”). For three out of five countries exam ned there were no
nmeasur abl e targets and for the renmaining two countries there were only a few
nmeasurabl e targets. Simlarly, in the Md-Year Progress Report 2000, three
out of the five countries reviewed by the Board did not report on the

achi evenent of objectives and the remaining two countries reported progress
agai nst only one objective.

105. The Board therefore recomends that UNHCR devel op an integrated
framewor k of performance reporting which would clearly show achi evenent

agai nst objectives. The Administration infornmed the Board that it planned to
introduce an integrated performance reporting framework to clearly show

achi evenent agai nst objectives once managenent reporting was inproved through
the Integrated System Project.

4. Human Resource Managenent

106. During the audit of one field office, the Board reviewed a project which
provi ded technical and admi nistrative support for UNHCR s protection and

assi stance activities in the country. The project had 86 staff who were

enpl oyed by the NGO and did not therefore have contracts of enployment with
UNHCR. In the year 2000, the project incurred expenditure of $734,000 on the
provi sion of services to the UNHCR office. The project agreenent specified
that UNHCR nmaeke direct paynents to these project staff who are hired only
after close consultation with, and the fornmal approval of, UNHCR Al t hough
the staff work al ongsi de UNHCR enpl oyees in the UNHCR field office and carry
out simlar functions, they are paid according to a | ower payscal e and do not
recei ve the sane benefits. The arrangenent was | ongstandi ng and nmany of the
project staff had been enployed for a nunber of years in this way.
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107. he Board noted that the project staff concerned were not included in the
approved staffing table for UNHCR posts even though they are effectively used
to maintain core UNHCR activities. At the tine of the Board s audit in Apri
2001 there was consi derabl e uncertainty over the contractual status of the
project staff. |In particular, it was not clear whether UNHCR was liable to
pay term nation benefits if it became necessary to separate sone of these
project staff. The Board recommends that UNHCR establish the nunbers and
status of staff belonging to projects which are fully funded by UNHCR and are
designed to suppl enent |ocal staff nunbers, and assess any consequent
liabilities which nay accrue to the organization

5. Cases of fraud and presunptive fraud

108. UNHCR i nforned the Board that there were no cases of fraud or
presunptive fraud during the year.

109. At the tinme of the Board' s audit in May 2001, UNHCR was investigating
al l egations of bribery in one country. The investigation concerned all eged
payments to individuals in exchange for visas allow ng residency in Menber
States. The Board will review the findings of the investigation once
conpl et ed.

D. Acknow edgenent

110. The Board wishes to express its appreciation for the co-operation and
assi stance extended to the auditors by the H gh Comni ssioner and his staff.

(Signed) Guillermo N. CARAGUE
Chai rman, Philippine Conmm ssion on Audit

(Signed) Sir John BOURN

Conptroll er and Auditor Ceneral

of the United Kingdomof Great Britain
and Northern Irel and

(Si gned) Shauket A. Fakie
Audi t or- General of the Republic of South Africa

28 June 2001
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ANNEX

Fol | ow up on actions taken to inplenent the recomendations of
the Board of Auditors In i1ts report tor
the year ended 31 Decenber 1999%

| . RECOVMENDATI ON 13( a)

1. UNHCR shoul d ensure conplete and accurate discl osure of non-expendabl e
property; urge all field offices to submit updated inventory databases;
prepare the conprehensive database for non-expendabl e property based on the
sane cut -of f date; and conduct on a regul ar basis physical stock checks.

Measures taken by the Adm nistration

2. The new Asset Managenent System (Asset Track) was | aunched in May 2000
and has contributed to a marked i nprovenent in the nunber of Field Ofices
that have reported on assets at the end of the year. The software is now
functioning in 135 locations and field offices are perform ng the physica

i nspection of assets under their custody as a priority. Qut of the 135

| ocations 119 subnitted their year-end Asset Track databases for consolidation
UNHCR i nforned the Board that due to technical or other reasons 16 |ocations
were unable to submit their databases at the end of the year. UNHCR had sent
several reminders to Field Ofices enphasising the inportance of proper Asset
Managenent .

3. During the rollout, UNHCR rem nded all responsible parties of the

requi rement to conduct an annual physical check of non-expendabl e property.
However in an organisation as |large as UNHCR, operating in over 180 countries
wor | dwi de, carrying out a conprehensive inventory with a single cut-off date
represents a huge challenge. The Ofice will continue its efforts to urge
Field Ofices to submt updated inventory databases to ensure a conplete

di scl osure of the non-expendabl e property in the accounts for the year 2001
and renind them of the requirenent to conduct an annual physical check of the

property.

Comments of the Board

4, The Board wel coned the installation of the new software, but identified
conti nui ng problenms w th the nanagenent of non- expendabl e property as
indicated in the present report.

1. RECOMMVENDATI ON 13(b)
5. UNHCR shoul d reconcil e the unliqui dated obligations reported at year-end

by field offices to ensure that there is no overstatenent of expenditures in
t he accounts.

aOficial Records of the General Assenbly, Fifty-fifth Session, Supplenent
No. 5E (A/54/5/Add.5), chap. |, para. 12.
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Measures taken by the Adm nistration
6. UNHCR revi sed gui delines for the account closure for the year 2000 to
clearly define the responsibilities of programme managers both in the field
and at headquarters. |In an effort to reconcile unliquidated obligations

during the year, UNHCR i ssued instructions linking the requests for increases
in obligations with the reconciliation of prior year’s unliquidated
obl i gati ons.

7. In UNHCR s opi nion, the ampbunt reported in the Financial Statenents as
unliquidated obligations is a fair reflection of the requirenents as esti nated
as at the end of the year. However there are a nunber of conpelling factors
that UNHCR believed result in a small percentage being cancelled during the
followi ng year. This cancellation is reported in the financial statements and
UNHCR consi dered that the fact that unliquidated obligations nmay be cancelled
shoul d not be interpreted as an “overstatenent of expenditures” in the
accounts for the previous year.

Comments of the Board

8. The Board coments on this issue in the present report.

I11. RECOMVENDATI ON 13(c)

9. UNHCR shoul d urge inplenenting partners with | ong outstandi ng advances
to submit their final sub-project nonitoring reports and facilitate the
cl earance of projects

Measures taken by the Adm nistration

10. UNHCR i nformed the Board that during 2000, UNHCR had nade good progress
inits efforts to obtain final sub-project nonitoring reports fromall of its
partners. In the course of 2000, the unreported bal ance of instal nents paid
to inplementing partners for projects related to the years 1994 t hrough 1998
was reduced from$ 56.1 to $ 29.9 nmillion. At the end of the financial year
2000, the bal ance of advances to inplementing partners under 2000 projects
stood at US $ 96.2 million and the bal ance for which reports were outstandi ng
was further reduced to US $ 46.6 by end May 2001.

Comments of the Board

11. The Board reports on its exam nation of outstanding project balances in
the present report.

V. RECOMMVENDATI ON 13(d)

12. UNHCR shoul d continue exerting efforts to encourage inplenmenting
partners to submt the required audit certificates

Measures taken by the Adm nistration

13. UNHCR i ntroduced a new policy and conceptual approach in 2000

(A AC. 96/ 933/ Add. 1) to inprove conpliance rates for the subm ssion of audit
certificates by inplenenting partners. For projects inplenented during 1999
UNHCR reached an overall conpliance rate of 79 per cent as at end May 2001 as
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compared to 76 per cent for 1998 projects and 78 per cent for 1997 projects.
The conpliance rate for 1999 projects inplenmented by International NGOs stood
at 92.4 per cent, governnent partners 68.6 per cent and | ocal NGOs 60.3 per
cent.

14. UNHCR bel i eves this policy change, the revised guidelines contained in

t he UNHCR Manual and the experience gained over the last three years wll

consi derably inprove the conpliance in the subm ssion of audit certificates by
i npl enenting partners for the year 2000. In 2001 UNHCR plans to introduce
sone review nechani sns of the quality of the reports received and consi der

di squalifying those partners with a qualified audit opinions. However, UNHCR
infornmed the Board that in nany instances UNHCR does not have a choice as the
number of partners operating in certain areas is very limted and UNHCR faces
political constraints.

Comment s of the Board

15. The Board acknow edges the increased coverage of audit certification
resulting fromUNHCR s revised guidelines. It comments further on the
coverage and quality of audit certification in respect of 1999 expenditure in
the present report and will continue to review audit certification coverage
and quality in future audits.

V. RECOWMENDATI ON 13(e)

16. UNHCR shoul d i medi ately address rolling out of the new asset managenent
system for effective managenent and control of assets.

Measures taken by the Adm nistration

17. The new asset nanagenent system “Asset Track” was effectively rolled out
in May 2000

Comments of the Board

18. The Board wel cones the installation of the new software.
VI. RECOMVENDATI ON 13(f)

19. UNHCR should require all field offices to provi de adequate segregation
of inconpatible functions such as accounting, procurenment and cashiering to

ensure strong check and bal ance of responsibility and to strictly adhere to

the United Nations Financial Regulations and Rul es.

Measures Taken by the Admi nistration

20. UNHCR agreed with the Board that this is one of the nost inportant

i nternal control nechani snms and, whenever possible, this principle is
enforced. Recently introduced new policy guidelines enphasise the inportance
of segregation of duties within the delegation of authority. However, in many
of its offices UNHCR could not fully inplenment segregation of functions due
to the size of these offices and the operational realities.
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Comments of the Board

21. The Board will continue to assess the adequacy of segregation controls
in future reviews of the delegation of financial nonitoring controls.

VII. RECOMVENDATI ON 13(g)

22. UNHCR shoul d streanmline project inplenmentation by ensuring that rel ease
of instalnments to inplenmenting partners are on tinme (not delayed nor in
advance), that sub-project nonitoring reports are regularly submtted by the
field offices to all ow headquarters to assess the progress of the ongoing
projects. The Board al so suggests that field offices closely nmonitor the
performance of inplementing partners to provide themw th adequate information
to determ ne whether these inplenenting partners should be considered in
future UNHCR projects.

Measures taken by the Administration

23. UNHCR reassured the Board that systens are in place to control the
timely release of instalments to inplementing partners and that nmonitoring the
performance of inplenmenting partners is an integral part of UNHCR s Progranme
Managenment System The UNHCR Representative or Head of Country Ofice had
responsibility to nonitor inplenmentation of projects entrusted to inplenenting
partners and ensure that project performance is in accordance with the sub-
agreenents signed with the partners. Since the issuance of an updated Section
6.5 of Chapter 4 of the UNHCR Manual in January 1999, which provi ded greater
clarity on “Sub-Project Mnnitoring Reports”, an updated Section 4.4 was issued
i n Novenber 2000 on “Sub-Projects and Sub-Agreenents”. The latter Section
reminds field offices with regard to the payment of instalnents and states:
“Offices in the field should ensure that the anmounts and timng of instal nent
paynments bear a direct relationship to actual disbursenent requirenments, and
that substantial unused bal ances are not left in inplenmenting partner
accounts”. UNHCR has also reminded field offices that conpliance with
reporting requirenments nust be docunented and that the data in the Sub-Project
Monitoring Report entered into the Inplenenting Partner Recordi ng nodul e of
the Field Ofice Accounting System

24, Wth a view to further strengthen the conpliance with the existing

rul es, the Division of Resource Managenent will remnd all Representatives of
their responsibility vis-a-vis the quality of their programmes; reiterate
instructions and rules on the subject, and rem nd Representatives of their
accountability under the various instrunments for nmonitoring and control.

Comments of the Board

25. The Board exami ned the nonitoring and control of inplenenting partner
expendi ture during 2000 and reports its findings in the present report. The
Board will continue to exam ne progress nade in the control of inplenenting
partner expenditure in future audits.

VI11. RECOMMENDATI ON paragraph 27
26. UNHCR shoul d establish a provision for uncollected Voluntary

Contri buti ons Receivable to show the net realisable value of the Voluntary
Contri buti ons Receivabl e.
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Measures taken by the Adm nistration

27. UNHCR i nforned the Board that it does not feel that the current
situation warrants a provision for uncollectible contributions since UNHCR s
experience with donors has not given rise to substantial concern. It believed
cancel l ations of contributions are a low level of the total contributions
(less than 1 per cent), with the exception of 1995 when cancel |l ati ons anounted
to $29.3 mllion. UNHCR considered the 1995 figures to be untypical and not
representative. It enphasised that many of the cancellations related to
projects not inplenented for which there was no expenditure, and therefore
there was no financial risk for UNHCR UNHCR is conmitted to nonitor future
devel opnents and will consider the setting up of a provision for uncoll ected
voluntary contributions receivabl e when required by financial prudence. This
is in keeping with the spirit of the UN Accounting Standard No 33, which
required a provision when collection was deened doubt ful

Comments of the Board

28. The Board will continue to nonitor the necessity for a provision for
uncol  ected Vol untary Contri butions.

| X. RECOMMENDATI ON par agr aph 62

29. UNHCR shoul d urge the field offices to comply with the existing policy
on assets disposal to strengthen controls over them

Measures taken by the Adm nistration

30. Field offices have been regularly rem nded of existing policy on asset
di sposal

Comments of the Board

31. The Board notes the action taken and will nonitor devel oprments.
X. RECOMMVENDATI ON par agraph 64

32. UNHCR shoul d urge the field offices to closely nonitor their
expenditures to avoid exceeding the Iimts of allotnents.

Measures taken by the Admi nistration

33. Whi | e “budget overruns” occurred, these were against specific budget
headi ngs using the savings under other headi ngs, as allowed under the current
UNHCR procedures in line with UNHCR s Fi nanci al Managenment decentralisation
policy. Wthin the total anmount allocated under the Adm nistrative Budget,
field offices are authorised to effect transfers fromone budget heading to
another. The “linmts of the allocations” were not exceeded, except in one
case where the situati on was beyond UNHCR s contr ol

Comments of the Board

34. The Board notes UNHCR s expl anati on
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XI. RECOMVENDATI ON par agraph 70

35. UNHCR shoul d nonitor Personnel Actions to reduce the risk of
over paynents to personnel

Measures taken by the Adm nistration

36. UNHCR i ndi cated that, as Payroll is outsourced to United Nations Ofice
at Geneva, UNHCR does not have the capacity to check the inplenentation of
entitlenents as registered in our Personnel Actions. Regrettably, UNHCR had
no solution until the inplenentation of a new Integrated System including a
Payrol | function, which is under devel opnent. Pending the inplenmentation of
the new Integrated System including a Payroll function, the Ofice of
Internal Oversight Services (O CS) conducted an audit of UNHCR payroll. This
revi ew provi ded an opportunity to determne the risk of over payments to staff
and to assess the procedures in place for their recovery. UNHCR is of the
opinion that the risk is |ow.

Comment s of the Board

37. The Board reports the outcone of the O GOS review of payroll in the
present report. The Board considers that there is a risk of materia
m sstatenent arising and will continue to nonitor devel opnents in this

i mportant area.
XI'l. RECOMVENDATI ON par agraph 72
38. UNHCR field offices should be urged to subnmit tinely reports on
unl i qui dated obligati ons which should be used by headquarters to make proper
adj ustnents to the records.

Measures taken by the Adm nistration

39. Thi s recomendati on has been inplenented and instructions were issued to
field offices in the first quarter of 2001 to submit reports and confirmthe
validity of unliquidated obligations.

Comments of the Board

40. The Board notes the action taken and will continue to nonitor
devel opnent s

XI11. RECOMVENDATI ON par agraph 74

41. UNHCR field offices should strengthen their programe planning through
the preparation of appropriate planning docunents which could include
performance i ndi cators and mi | estones.

Measures taken by the Admi nistration

42. UNHCR had strengthened programe planni ng through the issuance of
clearer and nore detailed instructions issued in Decenber 2000. These
provided field offices with conprehensive gui dance on the preparati on of
appropriate planning docunentation, enphasising the inportance of setting
goal s, objectives and outputs. UNHCR al so conducted a series of training
wor kshops, for field staff, on the preparation of Project Descriptions, Sub-
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Project Descriptions and Strategic Planning, leading to the preparation of the
Country Qperations Pl an.

Comment s of the Board

43. The Board’s comments on the progress nade in the setting of performance
i ndicators are included in the present report. The Board will assess the

i npact of the strengthened programe planni ng gui delines and the training of
field staff in future audits.

XI'V.  RECOMVENDATI ON par agraph 79

44, UNHCR shoul d record all UNFIP contributions as Trust Funds to ensure
proper nonitoring and accounting of the contributions.

Measures taken by the Adm nistration

45, Thi s recomendati on has been inplenmented and the UNFIP funding in the
year 2000 has been recorded in the UNHCR accounts as Trust Funds.

Comments of the Board

46. The Board notes the action taken.
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CHAPTER 1 |

AUDI T OPI NI ON

W have audited the acconpanying financial statenments, conprising
statements | to Ill, schedules 1 to 5, the appendi x and the supporting notes
to the accounts of the voluntary funds adm nistered by the United Nations High
Conmi ssi oner for Refugees for the period from 1l January to 31Decenber 2000.
These financial statements are the responsibility of the Hi gh Comm ssioner.

Qur responsibility is to express an opinion on these financial statenents
based on our audit.

An audit includes exam ning, on a test basis and as considered by the
Board of Auditors to be necessary in the circunstances, evidence supporting
the anounts and disclosures in the financial statenments. An audit also
i ncl udes assessing the accounting principles used and significant estinmates
made by the H gh Commissioner, as well as evaluating the overall financia
statenent presentation. W believe that our audit provides a reasonabl e basis
for the audit opinion.

W conducted our audit in accordance with the common auditing standards
of the Panel of External Auditors of the United Nations, the specialized
agencies and the International Atom c Energy Agency. Those standards require
that we plan and performthe audit to obtain reasonabl e assurance about
whet her the financial statements are free of material nisstatenent. However,
the evidence available to us in respect of $43.5 mllion of expenditures by
i mpl ementing partners was inadequate for the reasons stated in the Board's
long formreport (paras. 14-41). |In the absence of alternative audit
procedures that we could adopt to confirmthat inplenenting partner
expenditure was properly validated and recorded, there was uncertainty about
expendi tures anobunting to $43.5 mllion.

Except for the effect of any possible adjustnents that m ght have been
found to be necessary had we been able to obtain sufficient evidence
concerning inplenenting partner expenditure, in our opinion:

= the financial statenents present fairly the financial position as at
31 Decenber 2000 and the results of operations and cash flows for
the period then ended in accordance with UNHCR stated accounting
policies set out in note 2 to the financial statenents which were
applied on a basis consistent with that of the preceding financia
peri od; and

= the transactions that we have tested as part of our audit have in

all significant respects been in accordance with the Financial
Regul ations and | egislative authority.
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of the Financial Regulations, we have

al so issued a long-formreport on our audit of the financial statenents of the
voluntary funds adm ni stered by the United Nations H gh Conmi ssioner for

Ref ugees.

28 June 2001

(Signed) Guillermo N. CARAGUE
Chai rman, Philippine Conmi ssion
on Audit

(Signed) Sir John BOURN

Conptrol |l er and Auditor GCeneral

of the United Kingdomof Geat Britain
and Northern Irel and

(Si gned) Shauket A. FAKIE
Audi t or- General of the Republic
of South Africa
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STATEMENT OF THE H GH COMM SSI ONER' S RESPONSI BI LI TI ES
AND

APPROVAL OF THE FI NANCI AL STATEMENTS

The United Nations H gh Conmissioner for Refugees is ultimtely
responsible for the content and integrity of +the financial statements
contained in the Accounts of the Voluntary Funds Administered by the United
Nations H gh Comm ssioner for Refugees which are submitted to the Executive
Conmittee of the Hi gh Comnissioner’s Programme and to the General Assenbly of
the United Nations.

To fulfil its responsibility, UNHCR operates within prescribed
accounting policies and standards and nai ntai ns systenms of internal accounting
controls and procedures to ensure the reliability of financial information and
the saf eguarding of assets. The internal control systens and financia
records are subject to reviews by the Ofice of Internal Oversight Services
and the United Nations Board of Auditors, during their respective audits.

In this context, the follow ng appended financial statenents, conprising

Statenents | to Ill, Schedules 1 to 5, Appendix | and Supporting Notes, were
prepared in accordance with UNHCR Fi nanci al Rules (A/ AC 96/503/Rev.7) and the
Uni ted Nations Conmon Accounting Standards. |n Managenent’s opinion, the

acconpanying financial statements present fairly the financial position of the
O fice as of 31 Decenber 2000, and the results of its operations and its cash
flows of individual Programmres, Funds and Accounts for the year then ended.

The Accounts are hereby

Approved :
(Signed) Ruud Lubbers

United Nations H gh Conmi ssioner for Refugees

Certified :
(Si gned) Jean- Marie Fakhouri
Controller & Director

Ceneva, Switzerl and
01 June 2001
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CHAPTER 1V

FI NANCI AL STATEMENTS FOR THE YEAR ENDED 31 DECHVBER 2000
NOTES TO THE FI NANCI AL STATEMENTS

(See docunment A/ AC. 96/948, Voluntary Funds Administered by the United Nations
H gh Conmi ssi oner for Refugees — Accounts for the year 2000).



