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CHAPTER |
FI NANCI AL REPORT FOR THE YEAR ENDED 31 DECEMBER 2001
A.  Operations

1. Providing international protection to refugees and other persons of
concern, and seeking pernmanent solutions to their problens are the prinary
functions of the Ofice of the United Nations Hi gh Comr ssioner for Refugees
(UNHCR). UNHCR efforts are mandated by the organization’s statute, and gui ded
by the 1951 United Nations Convention relating to the Status of Refugees and
its 1967 Protocol. International refugee |aw provides an essential framework
of principles for the Ofice’s humanitarian activities. The activities of the
O fice, defined as non-political, humanitarian and social, have been further
rei nforced and gui ded by subsequent General Assenbly resolutions, as well as
concl usi ons and deci sions of the Executive Conmmittee of the High

Conmmi ssioner’s Programme. They are carried out within a framework conprising
refugee, human rights and humanitarian | aws, and internationally accepted
standards for the treatnment of refugees and other persons of concern to UNHCR

2. The primary purpose of UNHCR is to safeguard the rights and well-being
of refugees. In its efforts to achieve this objective, UNHCR strives to ensure
that everyone can exercise the right to seek asylumand find safe refuge in
another State, and to return home voluntarily. By assisting refugees to return
to their own country or to settle permanently in another country, UNHCR al so
seeks lasting solutions to their plight. In support of its core activities on
behal f of refugees, the Executive Conmittee of UNHCR and the General Assenbly
have authorized the organization’s involvenent with other groups. These

i nclude forner refugees who have returned to their honeland; internally

di spl aced persons; and people who are statel ess or whose nationality is

di sput ed.

3. In 2000, the fiftieth anniversary of the creation of UNHCR was foll owed
by cel ebrations of 50 years of the 1951 Convention relating to the Status of
Ref ugees. Al though drafted and signed in a very different geopolitica
context, this instrunent, together with its 1967 Protocol, has been and
remai ns the steadfast bedrock of the international refugee protection regine.

4. The d obal Consultations on International Protection, |aunched late in
2000, gave rise in 2001 to a series of events, of which the npst inportant was
the Mnisterial Meeting of States Parties to the 1951 Convention and/or its
1967 Protocol, held in Geneva in Decenmber 2001. The d obal Consultations has
proved to be a unique process that has involved representatives of States from
all regions, intergovernnental and non-governnental organizations, acadenics
and refugees. The process gave UNHCR renewed inpetus to pursue its efforts to
ensure that refugees and asyl um seekers ali ke enjoy the internationa
protection that they deserve. It is scheduled to conclude shortly and will
result in an agenda for protection for the years to cone.

5. Persistent instability and strife have continued to cause popul ation
novenents particularly in countries of Africa and parts of South Anmerica, but
there were no maj or refugee energenci es conparable to the scale of those that
occurred in the 1990s. The energency response capacity of UNHCR was
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neverthel ess prinmed on several occasions in the course of the year, notably in
West Africa early in 2001, South-East Europe in the sunmer, with prospects of
maj or movenents fromthe fornmer Yugoslav Republic of Macedonia, and in
countries bordering Afghanistan in the autum. In nost of these cases,
interventions at a political |evel caused events to take another course and
the threat of large-scale outflows was generally averted

6. In 2001, UNHCR cared for an estimted 19.8 million asylum seekers,
refugees and others of concern to the Office in alnobst 160 countries. The
regi on of Sout h-West Asia hosted the |argest refugee popul ation (40 per cent),
followed by Africa (26 per cent) and Europe (17 per cent). The | argest groups
of prima facie refugee arrivals in 2001 were: Afghans arriving in Pakistan
(200, 000); refugees fromthe fornmer Yugoslav Republic of Macedonia, who
entered the Federal Republic of Yugoslavia; and refugees fromthe Centra
African Republic who sought asylumin the Denocratic Republic of the Congo

7. During the past year, UNHCR recorded a nunber of achi evenents in severa
regions. In Africa, some of these included the repatriation of sone

100, 000 Sierra Leonean refugees from the nei ghbouring countries. UNHCR al one,
cannot take all the credit for this. The successful conpletion of the

di sarmanent process by the United Nations Mssion in Sierra Leone, coupled
with the Government’s official declaration of the end of the war and i npending
presidential elections all contributed to the stability in the country. In
Eritrea, after many years in exile, sone 36,000 refugees returned to their
homes from the Sudan. Another successful repatriation was the return of over
50, 000 refugees from Ethiopia to north-west and north-east Somalia. In the
Great Lakes region of Africa, although many of the conflicts have not yet been
resolved, there were sone positive devel opnents in 2001. Nearly 30, 000
refugees returned to the northern provinces of Burundi, where the security
situation was relatively good. In the Denocratic Republic of the Congo, with
the deploynent of the United Nations Organization Mssion in the Denocratic
Republic of the Congo, this played a crucial role in separating arnmed
conmbatants who fled fromthe Central African Republic to the Denocratic
Republ i c of the Congo, together with over 24,000 refugees. There has al so been
some success in Europe. In the Bal kans, over two nmillion people who were
forced to flee their hones during the last 10 years of war have returned hone.
In southern Serbia, UNHCR played a role in preventing new viol ence by
pronoting nmeasures such as the creation of a nulti-ethnic police force. In the
former Yugoslav Republic of Macedonia, UNHCR in consultation with the European
nonitors and the North Atlantic Treaty Organi zation was instrunmental in
rebui I di ng confidence between comrunities and assisting nore than 80 per cent
of the 170,000 people who were displaced |ast year to return to their hones.
Simlarly, in Bosnia and Herzegovina and Croatia, sone

100, 000 refugees and internally displaced persons have been able to go hone.
However, significant challenges remain. There are still over 800, 000 people
fromthose countries who have not been able to return to their former hones.
UNHCR is continuing in its efforts to ensure that [ocal authorities inplenent
property laws and assist with reconstruction of properties destroyed by the
war. I n Asia, alnpst 193,000 East Tinorese were successfully repatriated from
West Tinmor. On another positive note, and a successful exanple of |oca
integration in 2001, the Government of Mexico naturalized nore than

1, 300 Guatenal an refugees who chose not to repatriate. In addition, the
government of Quintana Roo State donated a substantial amount of |and for
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these former refugees to ensure the sustainability of their | ocal integration
In 2001, UNHCR facilitated the resettlenent of sone

33,400 refugees from 75 first asylumcountries to 23 countries of permanent
resi dence

8. Throughout 2001 and early 2002, both in areas concerning protection and
assi stance activities and in its general managenent of the O fice s resources
and presence across the world, UNHCR paid particular attention to a nunber of

i mportant cross-cutting thenmes. Many of these thenes provided opportunities
for strengthening both internal and external partnerships in order to

coordi nate appropriate, cost-effective and tinely responses. The npst notable
recent example was the launching of the inter-agency response to
reconstruction efforts in Afghani stan, where consideration of environnenta

i ssues and the devel opnent of sustainable solutions for self-reliance in newy
returned communities will be crucial. Across the gl obe, but perhaps nost
acutely in Africa, the urgent need to devel op H V/ AIDS awareness and integrate
proactive nmeasures into its protection and assistance role is of high priority
for UNHCR

B. Budget and expenditure for 2001

9. Severe funding constraints al ready experienced in recent years again
affected UNHCR' s activities in 2001. An initial target of $898.5 nillion was
approved by the Executive Conmittee in October 2000, at its fifty-first
session. During the course of 2001, seven supplenentary progranmes, with a
total value of $117 mllion, were approved, notably for operations in

Af ghani stan, Eritrea, Sierra Leone and for needs resulting fromthe situation
in the former Yugoslav Republic of Macedonia, taking the total to

$1,015.5 million. However, total incone throughout the year fell considerably
short of requirenents. This inevitably led to budget cuts and neasures to
manage the shortfall in the course of the year, which affected nany

operations.

10. Wthin the confining limts of available resources, expenditure for the
year totalled some $801 million. It reveals that expenditure was highest in
Africa (some $307 nmillion), followed by South-East Europe ($112 million) and
Sout h-West Asia, Central Asia and the Mddle East ($105 million). In terns of
types of assistance, the |argest share was for care and nai ntenance pendi ng
durabl e solutions (some 32 per cent of total expenditure), again nmainly in
Africa. Expenditure on voluntary repatriation, |ocal settlenent and
resettlement (the three durable solutions) accounted for 28 per cent of tota
expenditure

11. It was this context of financial shortfalls that pronpted the

i ntroduction of “Actions 1, 2 and 3”. This involved a thorough review of al
operations, based on a careful analysis of what could be considered “core” and
“non-core” activities, leading to budget and staff reductions as field offices
were closed in sone areas. For its part, the Executive Comrittee also held a
series of consultations on budget issues during the year in an attenpt to help
find solutions.

12. As part of these efforts to increase and ensure nore stability of its
i ncome, UNHCR has continued to work towards obtaining a | arger contribution
fromthe United Nations regular budget. Over the years, this contribution has
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dwi ndled to a m nimal percentage of requirenents. Wth the support of the
Advi sory Comrittee on Administrative and Budgetary Questions, a commitnment to
a nodest increase was obtained for the biennium 2002-2003, but the regular
budget contribution still falls far short of the full anpbunt to which the

O fice should be entitled as envisaged under its statute.

13. The year 2001 al so witnessed the beginning of a new strategy to increase
funds raised fromthe private and corporate sector through a network of staff
and national associations at work in 15 countries. Over $20 mllion were

raised in the course of the year, the |argest amunts being in Italy, the
United States of Anmerica and Japan, with Spain and Germany cl ose behind. The
Executive Committee featured a panel discussion on “broadening support to
refugees” at its fifty-second session, to help rai se awareness of the
potential partnership between hunmanitarian work and the corporate world and
civil society. For durable results, however, a consistent effort will be
requi red, which in turn demands an i nvestnent of resources by the Ofice.

C. Fi nancial results

14. The UNHCR vol untary funds bal ance (without the United Nations regul ar
budget line of $20.4 nmillion) as at 1 January 2001 was $128.4 nillion. This,

together with the voluntary contributions of $779.2 mllion, interest incone
of $4.7 mllion, mscellaneous incone of $4.8 million, cancellation of prior
years' obligations of $20 mllion, and taking into account the currency
exchange | osses of $14 nmillion and prior years’ adjustments of $8.4 million
resulted in funds available totalling $931.5 nmillion. Expenditures anpunted to
$782.6 mllion. After taking into account the above, the fund bal ance as at 31

Decenber 2001 reflected a net surplus of $148.9 nmillion, which are carried
forward to the year 2002

15. Statenent | shows the incone, expenditure and the changes in reserve and
fund bal ances of the voluntary funds admi nistered by UNHCR. Statenent ||l shows
UNHCR assets, liabilities, reserves and fund bal ances for the voluntary funds.
16. Statenent |1l shows the cash flow for the voluntary funds adm nistered

by UNHCR for the year ended 31 December 2001, and that UNHCR had
$140.5 mllion cash and termdeposits at the end of the year 2001



Al AC. 96/ 963
page 7

CHAPTER |
REPORT OF THE BOARD OF AUDI TORS
Sunmmary

The Board of Auditors has audited the financial statenents of the
vol untary funds admninistered by the United Nations Hi gh Comm ssioner for
Refugees for the period from1l January to 31 Decenber 2001. The Board has
al so reviewed the operations of the voluntary funds adm nistered by the High
Conmi ssi oner at the headquarters of the Office of the United Nations High
Conmi ssi oner for Refugees (UNHCR) in CGeneva and at offices in Bosnia and
Her zegovi na, the Denobcratic Republic of the Congo and the United Republic of
Tanzani a for the sanme peri od.

The Board's main findings are as foll ows:

(a) The unliquidated obligations reported in the financial statenments
($74 mllion) are not recorded in the UNHCR general |edger, but are equal to
the difference between spending authorizations and di sbursenent; as a
consequence, in this regard, the financial statenents present only an
estimation of the UNHCR expenditure for the year, instead of reflecting the
actual expenditure;

(b) From June 2001 to June 2002, UNHCR succeeded in reducing by
$43.9 nillion the expenditure not yet justified by inplenmenting partners
financial reports; as at 21 June 2002 a total expenditure of $4.3 mllion
relating to the years from 1994 to 2000, and $7.5 nmillion relating to 2001,
remai ned wi thout such financial reports;

(c) One country has continued to deny UNHCR access to accounting
records of inplenenting partners with expenditures totalling $4.1 million in
2001;

(d) Wthin the $204.7 million 2000 expenditure covered by audit
certificates received at the end of March 2002, the Board revi ewed
$124 million and found that audit certificates for $106 mllion (86 per cent)
| acked reference to the inplenmenting partner financial report, of which
$91.5 nillion pertained to inplenenting partners not required to present them
under UNHCR rul es. Another $27.6 nmillion had no clear certification that
funds had been used in accordance with the project agreenents;

(e) As an overall result, UNHCR has insufficient assurance that the
funds are properly used, even after enough tine has el apsed for subm ssion of
the certificates;

(f) Contrary to the UNHCR statute, the United Nations regul ar budget
does not fund nmost of UNHCR adninistrative expenditure: in 2001 it funded
only 37 per cent of the nmanagenent and adm ni stration costs, or 8 per cent,
when includi ng programe support costs;

(9) Avai |l abl e reserves at the end of 2001 ($92.4 nillion) were, as in
other United Nations entities, far frombeing sufficient to cover the staff
termnation liabilities estimated at some $228 million
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(h) Pl edges for contributions made in currencies other than the United
States dollar are recorded at the United Nations exchange rate at the tine of
recordi ng the pledge, but UNHCR does not hedge agai nst the rel ated exchange
rate risks; as a consequence, currency exchange | osses on pledges recorded in
the 2001 financial statenments anmounted to $12.4 nmillion

(i) The current UNHCR i nformation system which is different fromthe
United Nations core Integrated Managenent |Information System (IMS), is not an
i ntegrated system The configuration and the nunber of applications |eave it open
to a considerable risk of errors. Because of an expected change to a new system
there have been few upgrades, and the gap between the current system and
functional requirenments has w dened;

(i) The introduction of a new system however, has been delayed. In
June 2001, UNHCR put a new Integrated System Project on hold, considering
rightfully that it failed to conmply with best practices for project
managenent, as highlighted by the Board in its last report. As of May 2002, a
final decision was still pending, but expenditure on the project had already
amounted to some $13 mllion —38 per cent of the initial budget —with no
operational result.

Wi | e acknow edgi ng the val uabl e progress made by UNHCR i n nonitoring
its inplenenting partners, the Board nade reconmendations, principally to
i nprove the accounting for expenditure, the audit certificate procedures, the
cash nmanagenent, and the reliability of the information systens. It has noted
that, in nost respects, UNHCR has actively responded to recommendati ons,
al t hough sone have yet to be inplenented

A list of the Board’s nmmin reconmendations is contained in paragraph
13 of the present report.
A. Introduction

1. I n accordance with paragraph 22 of the statute of the Ofice of the
United Nations Hi gh Commi ssioner for Refugees (UNHCR), the Board of Auditors
has audited the financial statements of the voluntary funds admi nistered by
the High Comni ssioner for the period from1l January to 31 Decenber 2001

2. The audit was conducted in accordance with article Xl I of the Financial
Regul ations of the United Nations and the annex thereto and with the conmon
audi ti ng standards adopted by the Panel of External Auditors of the United
Nations, the specialized agencies and the International Atom c Energy Agency.
Those auditing standards require that the Board plan and performthe audit to
obt ai n reasonabl e assurance that the financial statements are free of materia
m sst at enent .

3. 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 from 1l January to 31?Decenber 2001 had been incurred for the purposes
approved by the Executive Conmittee of UNHCR, whether inconme and expenditures
were properly classified and recorded in accordance with the Fi nancia
Regul ati ons and Rul es; and whether the financial statements of the voluntary
funds adnini stered by the Hi gh Conm ssioner for Refugees presented fairly the
financial position as at 31 Decenber 2001. The audit included a general review
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of financial systenms and internal controls and a test exanination of the
accounting records and other supporting evidence to the extent the Board
consi dered necessary to form an opinion on the financial statenents.

4. The audit was carried out at UNHCR headquarters in Geneva and at its
of fices in Bosnia and Herzegovi na, the Denocratic Republic of the Congo and
the United Republic of Tanzania

5. 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. In 2001, the Board reviewed, in particular, cash
managenent and the financial information systens.

6. The Board continued its practice of reporting the results of specific
audits through managenment |etters containing audit findings and
reconmendations to the Administration. The practice allowed an ongoi ng

di al ogue with the Adm nistration on issues arising fromthe audit.

7. 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 matters contained in the present report were communi cated
to UNHCR. The Admi nistration confirmed the facts on which the Board s
observations and concl usi ons were based and 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.

8. The Board’s main recommendations are reported in paragraph 13 bel ow. The
detailed findings are discussed in paragraphs 18 to 101

1. Previous reconmendations not fully inplenented

9. In accordance with section A, paragraph 7, of General Assenbly
resolution 51/225 of 3 ?April 1997, the Board has highlighted separately bel ow
those reconmendati ons that have not been fully inplenented

10. Two mgj or reconmendati ons nade by the Board between 1995 and 1999 have
yet to be inplenmented. The Board recommended that the Administration

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

(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).

11. On the first recommendation, the Board noted that the production of a
gui de for use of work plans when preparing projects and subprojects has not
been finalized within the initially foreseen tinme frame, as UNHCR has faced
staffing and operational problens. However, a first draft of a mni-guide has
been circul ated for review and comments of staff. Wth regard to the second
reconmmendati on, the Board noted that the value of non-expendabl e property was
still understated in the 2001 financial statements, at $252.4 million for the
acqui sition value and $43.5 mllion for the depreciated value. As highlighted
in January 2002 by the Ofice of Internal Oversight Services (O O0S), sone
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1,500 headquarters itens were not recorded, assets in the custody of

i mpl ementing partners were not fully accounted for and sone 4,000 itens were
recorded at a default value, understating the current value by sone

$4.8 mllion. The | ast physical inventory of headquarters assets was started
in 1999 but never conpleted. UNHCR is conmitted to reducing the default val ues
inits asset managenent systemto its mninumby the end of 2002. The Board
encourages UNHCR to inprove the overall situation

12. In accordance with General Assenbly resolution 48/ 216 B of 23 Decenber
1993, the Board al so reviewed the neasures taken by the Administration to
i rpl ement the recomendati ons made by the Board in its report for the year

ended 31 December 2000.! Details of action taken and the comments of the Board
are outlined in the annex to the present report.

2. Mai n recomendati ons

13. The Board recommends that UNHCR:
United Nations system accounting standards

(a) Modi fy its accounting policy and financial system on expenditure
in order to conply with United Nations system accounting standards through an
accurate accounting of disbursements and valid unliquidated obligations
(para. 38);

| mpl ementi ng partner expenditure

(b) Assess the feasibility and cost-effectiveness of npdifying the
rules on the control of inplenmenting partners expenditure, with a viewto
obtaining audit certificates covering the financial reports submtted by the
i nternati onal non-governnental organizations and governnental partners;
nonitor corrective action taken by field offices in case of audit certificates
with qualification or major findings and docunent the follow up; consider the
establ i shment of a conprehensive database on |ocal audit resources history and
results to facilitate audit nmonitoring and risk assessnent (paras. 63 and 73);

Cash managenent

(c) Manage exchange rate risks by adopting a nore proactive, hedging
stance (para. 78);

(d) Set and regularly update a conprehensive database in respect of
bank services, based on witten agreenents, and |launch a conpetitive bidding
for all headquarters bank accounts, in order to obtain the best condition and
services (para. 80);

I nformati on systens

(e) Address the current functionality deficiencies and define a clear
devel opnent strategy needs for its Financial Managenent |nformation System

' Oficial Records of the General Assenbly, Fifty-sixth Session, Supplement
No. 5E (A 56/5/Add.5).
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(FMS), factoring in the technol ogi cal delays that have built up with FMS
devel opnents over the |ast few years, and the decisions that will be taken to
restart the Integrated System Project or a simlar project and its provisiona
roll-out date. The Board further recommends that, as long as FM S produces the
accounts, a risk-estinmation procedure be inplenented (para. 88);

(f) Consult with the United Nations Secretariat and other rel evant
United Nations entities to ensure that in terns of cost-benefit the present
diversity of information systens approaches is in the best interest of Menber
States and of the beneficiaries of United Nations programes; ascertain that
there are no ready-nmade solutions, even at the cost of alterations in current
UNHCR procedures, preferably within the United Nations system (para. 100).

14. The Board’s other reconmendati ons are presented in paragraphs 21, 29
31, 41, 53, 56, 66, 68, 71, 82, 84, 90, 94.

3. Followup on special requests fromthe
General Assenbly and the Advisory Conmittee on
Admi ni strative and Budgetary Questions

15. The Ceneral Assenbly, in its resolution 56/233 of 24 Decenber 2001,
reiterated its position that a biennial audit would give UNHCR nore tinme to
i rpl emrent the recomendati ons of the Board and would also facilitate the
tinmely subnission of audit certificates by inplenenting partners. UNHCR has
indicated that it “is not planning to nove to a bienniumcycle, the main
reason for that position being the specific nature of UNHCR s work and its
rel ated pl anni ng and fundi ng aspects”

16. While noting the UNHCR position, the Board has exami ned with UNHCR t he
| egal and technical elenents of the issue, in order to provide further data to
the General Assenbly, and concludes that:

(a) Changes towards a biennial audit would require nminor |ega
nodi fications in the UNHCR statute and Fi nancial Rules. The General Assenbly
woul d have to nodify the timng pattern of its review of the arrangenments for
the Ofice of the H gh Conm ssioner. The General Assenbly determ nes
periodically whether the Ofice should be continued: this has been done thus
far on a five-year basis, and nost recently, for a period extending to
31 Decenber 2003. To ensure consistency between the UNHCR accounts and the
bi enni al reports of the Board, it should be done on the base of a multiple of
two years, beginning on 1 January 2004. The Financial Rules of UNHCR, which
speci fy annual audits, would have to be |ikew se nodifi ed;

(b) More materially, such a change would require prior alterations in
the UNHCR i nformati on system The Board, mindful of the costs and perils of
software custom zation, considers that it mght be costly and inefficient to
request UNHCR to nodify its present data-processing system soon to be
repl aced, but that an estimte of the cost of the adaptation of its next
systemto a biennial audit cycle would be desirable. The Board al so notes
that, if the cost is limted, such an eventuality should be provided for;

(c) A biennial audit would be consistent with the overall United
Nations audit cycle. However, the uniqueness of UNHCR, such as its nanagenent
and reporting cycle, have to be taken into account.
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17. The Board recommends that (a) should the General Assenbly wi sh to pursue
the matter, it should request UNHCR to perform a detailed review and
cost-estinmate of the nodifications inplied by a biennial cycle; and that (b)
regardl ess of the outcone, UNHCR exam ne the cost of taking into account in
its new information systemthe possibility of biennial cycles.

B. Fi nanci al i ssues

1. Financial position

18. The UNHCR financial statenments relate to the voluntary funds
admi ni stered by the Hi gh Conmi ssioner for the period from1 January to

31 Decenber 2001. Apart fromthese voluntary funds, UNHCR receives funding
fromthe United Nations regular budget. The rel ated assessed contributions are
di scl osed for information in schedule 1 to the UNHCR financial statements and

are reported in the United Nations General Fund financial statements (vol. 1).
19. UNHCR relies alnpost entirely on incone fromvoluntary contributions,

whi ch amounted to $779 mllion in 2001 while regul ar budget resources totalled
$20 million (2.5 per cent of voluntary contributions). According to the

statute, the “adnministrative expenditure relating to the functioning of the
O fice of the Hi gh Commi ssioner shall be borne on the budget of the United
Nations”. “Adm nistrative” is commonly understood as opposed to “operational”
It refers to categories of costs as defined in note 5 to the financia
statenments, and covers therefore either (a) in a restrictive nmeaning, the
“managenment and adnministration costs” relating to headquarters, or (b) when
construed in a nore extensive neaning, “programe support costs”, that is, of
a technical, logistical or administrative nature, both at headquarters and in
field offices.

20. Contrary to the UNHCR statute, the United Nations funded in 2001 only

37 per cent of the managenent and administration costs, or 8 per cent when

i ncl udi ng programe support costs. In its resolutions 52/220 and 54/ 249, the
General Assenbly requested the Secretary-Ceneral to review the funding of the
O fice of the Hi gh Conm ssioner for Refugees fromthe regul ar budget above the
current proposed level. UNHCR indicated that the United Nations Secretariat
had agreed in principle to phased increases over the three coning bienniuns,
and that the proposal was being discussed by the conpetent bodies of the
General Assenbly.

21. The Board reconmends that: (a) UNHCR formally state the scope of
“admi ni strative expenditure”; and (b) the UNHCR statute be eventually anmended
shoul d the planned phased i ncreases fromthe United Nations regul ar budget not
be sufficient to fund UNHCR adm ni strative expenditure

Overal |l financial position
22. The following graph and table 1 reflects the financial position over the

past five years and the |evel of reserves conpared to the |onger-term
liabilities disclosed in note 13 to the financial statenents.
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Table 1 Financial position 1997-2001
(inmllions of United States dollars)
1200
1997 1998 1999 2000 2001
12| ncome from all voluntary sources 820 784 927 710 775
EExpenditure 974 842 1022 784 783
 Shortfall of income over expenditure -154 -58 -96 -74 -8
i justments 76 63 45 57 2
Reserve and fund balances,end of 191 196 145 128 149
23. Over the period, income has declined from$820 nmillion to $775 million
(6 per cent), and expenditure from$974 mllion to $783 million

(24 per cent). Although shortfalls of income over expenditure were partly
covered by prior year adjustnents, UNHCR reserves have been drawn upon to neet
shortfalls, and have been reduced from $191 mllion to $149 mllion

(28 per cent) over five years.

24. However, the trend has been reversed in 2001. The shortfall of incone
over expenditure has been reduced. This is partially owing to the restriction
of 2001 expenditure by the new Hi gh Conm ssioner at the |evel of expected

i nconme, notwi thstanding the Board' s finding on unliquidated obligation
accounting as nmentioned below In addition, total reserves increased by

$20 million follow ng an increase of $42 million in the Supplenentary
Progranmme Fund reserves.

25. As regards the liquidity position, UNHCR has maintained its assets to
liabilities ratio at 2.4:1, with assets of $255 million and liabilities of
$106 million (conmpared with $217 million of assets and $89 mllion of
liabilities at the end of 2000.
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Table 2 Liabilities for end-of-service and post retirenent benefits
(inmllions of United States dollars)
1999 2000 2001
After-service
heal th i nsurance 230 260 91
Accrued annua
| eave 25-30 18- 20 19-21
Term nati on
benefits 22-27 105 116
Total range 277-287 383- 385 226- 228
26. Evolution of liabilities for after-service health insurance, accrued

annual |eave and term nation benefits is reflected in table 2, with the spread
as indicated by UNHCR

27. The term nation benefits liabilities have increased fivefold between
1999 and 2000. As mentioned in its |ast report,® the Board exanined the
revised estimates of the liability for term nation benefits and consi dered
themto be reasonabl e

28. The after-service health insurance liabilities have decreased by a
factor of three between 2000 and 2001, after consulting an actuary. The
actuarial study was based on 5,046 active staff and 323 retirees as at

1 January 2000, when figures at the end of 2001 would have been nore accurate
—and woul d have changed the liability amunt (5,208 active staff as at

1 January 2002). There is a significant discrepancy between the nunber of
active staff used for estimating after-service health insurance liabilities
(5,046 staff menmbers) and the nunmber used for annual |eave and term nation
benefits estimtes (5,881), nostly owing to 700 additional staff menbers
recently recruited in Afghani stan and not yet recorded in the UNHCR personne
dat abase

29. The Board recommended t hat UNCHR adopt a consistent policy with regard
to the nunber of staff nenbers to be taken into account for cal cul ation of
termnation liabilities. UNCHR agreed

30. Reserves and fund bal ances held by UNHCR at the end of 2001 anpunted to
$148.9 mllion, out of which $56.5 mllion was earmarked for specific purposes
($12.4 million for the Medical Insurance Plan, $6.1 nmillion for the Junior
Prof essional Oficers Fund and $38 nmillion for the Working Capital and
Guarantee Fund). Avail abl e, non-earmarked reserves ($92.4) are far from being
sufficient to cover the staff termnation liabilities as estimated in note

12 (some $228 nmillion as reported above), which is a matter of great concern
UNHCR i s aware of the unfunded liabilities, which is a United Nations system
wi de problem currently under review.

31. The Board recommends that UNHCR, in conjunction with United Nations
Headquarters, review the funding mechanism and targets for end-of-service
liabilities in line with other United Nations organi zations.
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2. United Nations system accounting standards

32. The Board assessed the extent to which the UNHCR financial statenents
for the year ended 31 Decenber 2001 conformed to the United Nations system
accounting standards. Further to the Board s audit, UNHCR has made four nmjor
adj ustnents so that they be generally consistent with the standards. Those
adjustnents relate to pledges receivable, a transfer fromthe Juni or

Prof essi onal Fund to the Annual Programme Fund of fees for adm nistrative
managenment ($2.75 mllion), a reduction in income of the Medical |nsurance
Plan (by $1.36 mllion), disclosure of ex gratia paynents (increased by
$838,391). Assets as at 31 Decenber 2001 have accordingly been reduced from an
initial $257 mllion to $255 nmillion and the 2001 Fund bal ance has been
reduced by the sane anpunt. In addition, further to the Board’' s requests,
notes to the financial statenents now provide additional details on the
accounting of in-kind contributions, and the accounti ng change regarding

Medi cal | nsurance Plan prem uns. After these adjustnents, the main outstanding
problemrelates to the accounting for expenditure, as explained bel ow

33. As expenditure, UNHCR charged the anpunt of allocations provided through
“letters of instructions”, which are internal spending authorizations for

admi ni strative and operational projects. At the end of a fiscal year, the

di fference between the letters of instruction amounts and the di sbursenents
made in the year is deened equal to unliquidated obligations and reported as
such in the financial statenents, regardless whether or not such unliquidated
obligations represent actual comitnments. In other words, the expenditure
anount reported in the financial statements represents not only disbursenents
and valid unliquidated obligations (funds commtted through a purchase order
a contract or an agreenent with an inplementing partner), in conpliance with
the United Nations system accounting standards, but also the renaining

bal ance, neither disbursed nor comm tted, under the concept of “unliquidated
bal ances”. In the absence of an audit trail, these are invalid figures.

34. Therefore note 2 (c) to the financial statenents states that: “estinmtes
are used in the context of expenditure recognition ...at the end of the
financial period to deternine the anobunts to be retained in respect of

unl i qui dated obligations”, except that these are not really “estinmtes”, but
sinmply the difference between the budget as reflected in the obligated
anounts, revised if need be at year-end, and the di sbursenents.

35. The actual unliquidated obligations, as opposed to those resulting from
the nere difference between budget authorizations and di sbursements, are
backed by several reports issued fromdifferent systens or sources: those
relating to purchase orders and contracts nanaged by headquarters are recorded
and detailed in a report issued by a specific procurenent information system
(and not in the Financial and Managenent |nformation System (FM S) genera

| edger); unliquidated obligations relating to travel and staff are recorded
and detailed in a FM S report (but again, not in the FMS general |edger). In
addition, $37.8 mllion of field unliquidated obligations are not recorded in
any financial system and are only backed by a manual conpil ation of

i nformati on provided by the country offices. Such information would often not
substantiate obligations in conpliance with the United Nations system
accounti ng standards.
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36. At year-end, there are unavoi dable differences between the unliquidated
obl i gations anmbunt reported in the financial statenments and the ampunt of
actual unliquidated obligations resulting fromthe above-quoted reports.

Overall, in 2001, unliquidated obligations reported in the financia
statements was $74 million while the unliquidated obligations ambunt backed by
“reports” was $71 million, of which, as stated above, $37.8 million in field

unl i qui dat ed obligations were often not properly docunented

37. UNHCR agreed with the Board's anal ysis and concurred that expenditure
shoul d be nore properly accounted for. However, it explained that changing the
current accounting policy and accounting for unliquidated obligations in the
general |edger would inply in-depth nodifications of its current Financial and
Managenent Information System UNHCR is conmitted to achieving conpliance with
normal accounting practices when its new accounting software is inplenented

As at May 2002, a date for such inplenentation was still to be set, and it is
not likely to occur before 2004.

38. The Board, enphasizing the inportance of conpliance with the United

Nati ons system accounting standards, and taking into account the conm tnent of
UNHCR to attain it through a pronpt inplenentation of a new infornmation
system recomends that UNHCR nodify its accounting policy and financia
systemto achi eve an accurate accounting of disbursenents and valid

unl i qui dat ed obligations.

3. Wite-off of |osses of cash, receivables and property

39. UNHCR wrote of f cash and accounts receivable amunting to $67,214 during
the year, in accordance with United Nations financial regulation 10.4. Wth
regard to non-expendabl e property and other categories of |osses, the amounts
written off during 2001 were reported to the Board as follows (in United
States dollars):

Table 3 Wite-off of |osses of property

Reason for |oss $
Acci dent 50 583
Hi j acki ng 31 660
Thef t 399 208
Looti ng 80 164
Loss of property 2 696
Danaged/ destr oyed 14 199
Wear and tear 2 823

Tot al 581 333

40. UNHCR provi ded the Board with explanations for all the | osses and wite-

offs, and the Board is satisfied that appropriate action has been taken in the
ci rcunmst ances. However, refunds due are recognized only when the noney is
received; this does not allow for the best nonitoring of ambunts to be
recovered

41. The Board recommends that, whenever a party is held responsible for
| osses of cash, receivables and property and asked to refund the Organi zation
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UNHCR pronptly record the related ampbunts on an accrual basis to inprove
control and accountability.

4. Ex gratia paynents

42. At the Board's suggestion, UNHCR has disclosed in note 5 (b) to the
financial statenments an ex gratia paynment for the transfer of

$856, 127, coming froma national conmittee, in favour of a private charity.
This charity, recently created under Swiss law with a former Hi gh Conmi ssioner
as founding president, ains to pronote post-primary education for refugee
children. In addition, the Board has noted that the Sw ss foundation benefits
from ot her UNHCR advant ages, estinmated for 2001 at $250,000, for office space
and support staff, as now disclosed in the note nmentioned above. UNHCR has
agreed to sign a service agreenent with the Swi ss foundation, and has
indicated that it plans to term nate such services at the end of 2002

43. The Hi gh Conmi ssi oner approved $1, 344,000 (of which $838, 391 was
di sbursed in 2001 and $500,000 in May 2002) in ex gratia conpensation to the
fam lies of three staff nenmbers who died in service in 2000.

C. Managenent issues

1. Inplenenting partner expenditure

Controls in place

44, United Nations agencies frequently entrust their operational projects to
national entities as “inplenmenting partners” under the “national execution and
i mpl ement ati on arrangenents” gui delines. UNHCR generally relies on non-
governnmental partners to inplenent projects; it undertakes direct

i mpl ementation only “under exceptional circunstances”. UNHCR indicated that
$283.1 million out of $431.4 million (65.6 per cent) of operationa

expenditure was accordingly inplenmented by governnental or non-governnenta
partners, according to data available as of 15 April 2002. The proportion was
69.1 per cent in 2000 ($311.1 million out of $450.4 nillion). The figure of
$551 million in programme expenditure provided in the financial statenents

i ncl udes energency projects of $54 million, care and mai ntenance projects of
$193 million, repatriation projects of $91 mllion, local settlements projects
of $89 million and resettlenent projects of $5 mllion and protection

noni toring and coordi nati on projects of $119 mllion

45, Gui dance to and nonitoring of inplenmenting partners is therefore of
par anount i nportance and is achieved through the foll ow ng procedures:

(a) UNHCR transfers responsibilities such as procurenent, recruitnent,
accounting and reporting to its inplenmenting partners. It controls the
expenditure through their quarterly “Subproject nonitoring reports” submtted
to the concerned field office, which verifies the financial data, supporting
docunentation and nonthly bank statenments of the partner before forwarding the
report to UNHCR headquarters. The reports are therefore the main nonitoring
t ool

(b) As a second step, following a Board of Auditors’ recomendati on
i mpl ementing partners have been requested since 1997 to subnmt external “audit
certificates” obtained fromlocal external auditors;
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(c) Internal audits are carried out by the Office of Interna
Oversight Services in the Field with the objective, inter alia, of determnining
whet her inplenmenting partners’ accounting and internal control systens ensure
conpl eteness and accuracy of financial information submitted to UNHCR

Control of inplenmenting partner expenditure through the subproject nonitoring
reports

46. As nentioned by the Board in its previous reports, UNHCR signs with its
i mpl ementing partners subproject agreenents setting out the budget and a pl an
of cash advances that UNHCR will make to the partner. Actual advances depend
on the progress achieved and the | evel of expenditures reported by the partner
in the subproject nonitoring report. UNHCR controls advances to the

i mpl ementing partners through a project expenditure control (X21) account that
is cleared once the subproject nonitoring report has been verified by the
field office

47. The Board qualified its audit opinion on the 2000 financial statenents?
based on a linmtation of scope in respect of a total of $43.5 million of

i mpl ementing partner expenditure due to absence or deficiencies of subproject
nonitoring reports. The anmbunt was categorized as foll ows:

(a) The sum of $8.5 million represented payments nade to inplenenting
partners in 2000, but for which headquarters had not received by June 2001
appropriately approved subproject nonitoring reports;

(b) The amount of $3 nillion represented inplenmenting partners’
expenditure that UNHCR coul d not check, owing to the fact that the country in
whi ch expenses were incurred deni ed UNHCR access to accounting records of
governnental inplenenting partners;

(c) The sum of $18 million represented subproject nmonitoring reports
for which the Board identified, during its field m ssions, serious
i nadequacies in their verification and validation by UNHCR staff;

(d) The amount of $14 million represented subproject nonitoring
reports reviewed at headquarters and for which the Board found that staff in
charge of verifying the subproject nmonitoring report had provided limted
assurance

48. The situation for the 2001 financial statenents is discussed bel ow
Since the qualified opinion was due to issues relating to the subproject
nonitoring report, the Board has paid special attention in assessing to what
extent UNHCR has inproved its system of accountability in this respect.

49, Regar di ng expenditure not yet justified by the nmonitoring report, inits
| ast report, the Board highlighted the considerable effort which all owed UNHCR
to reduce by sonme $186.5 nmillion the total X21 bal ances invol ved. However, the

Board noted that, at the end of June 2001, the X21 control account recorded
uncl eared advances to inplenenting partners totalling

$55.5 nillion for the years from 1994 to 2000. The Advisory Committee on

Admi nistrative and Budgetary Questions, having noted the progress achi eved by
UNHCR, trusted that further efforts would be made by UNHCR with regard to the
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$55.5 mllion outstandi ng advances to inplenmenting partners (see A/ 56/436
(para. 4)).
50. As a result, in conparison with the above-nentioned $55.5 nmillion

bal ance for 2000, the Board is pleased to note that efforts during 2001 have
led to a further reduction of payments nmade prior to 2001 and not yet
justified by subproject nmonitoring reports. Consequently, as at 21 June 2002,
the outstandi ng paynents nade between 1994 and 2000 anpunted to $4.3 mllion
The Board further encourages UNHCR to continue its efforts to obtain m ssing
subproj ect nmonitoring reports.

51. As regards paynents made to inplenenting partners in 2001 and reported
as expenditure in the 2001 financial statements, $7.5 mllion was still not
justified as at 21 June 2002

52. As regards the case of the denial of access to accounts by one Menber
State, noted in reports by the Board of Auditors and the Ofice of Interna
Oversi ght Services, the Advisory Comrittee on Administrative and Budgetary
Questions stated “that the issue of denial of access to the accounting records
of inplenmenting partners, on which the Comrittee had conmented in previous
reports (see, for exanple A/53/513, paras. 95 and 96), continues to be a very
serious problemwith a potential for fraud. The problem should be thoroughly
exam ned by the adm nistration of UNHCR in order to deterni ne whether the
failure to provide access to accounting records is due to the lack of capacity
of inplenmenting partners or rather reflects the lack of will to cooperate with
UNHCR. Should the latter be the case, the Conmittee requests that the issue be
addressed at the highest |level of UNHCR administration and, if necessary, be
brought to the attention of the Secretary-General” (A/56/436, para. 6). UNHCR
insistently tried in 2001 to access the original docunments supporting the use
by the Menber State of the 2001 funds, which anounted to $4.1 million

However, the Admi nistration indicated that, further to a field mssion carried
out in June 2002, the governnental partners have given assurance that their
accounts woul d be open.

53. The Board recommends that UNHCR verify without further delays the
expenditure reported by the governnental partners.

54. As regards the effectiveness of checks performed by the field officers
on the subproject nonitoring reports, the Board is pleased to report on

i mprovenents noted during its field visits: regular financial nonitoring
visits are made to assess the reliability of inplenenting partners
accounting, budgetary and internal control systems, in order to obtain
reasonabl e assurance that the figures reported are conplete and accurate.
Programme officers still report nunerous issues, which they are increasingly
noni toring, such as:

(a) Lack of expertise from non-governnmental organizations —
i nsufficient know edge of or conpliance with UNHCR procedures;

(b) Difficulties in reconciling inplenmenting partners’ accounts and
i nconpatibility between the accounting system of UNHCR and of the non-
government al organi zati ons;
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(c) Difficulties in verifying expenditures for non-governnenta
organi zations’ international staff and overhead costs (difficulty in accessing
supportive docunents), and | ack of supporting docunmentation;

(d) Lat e submi ssion of subproject nmonitoring reports, mistakes in the
contents and attenpts to mani pul ate cost figures;

(e) Non- aut hori zed budget adjustnments. Cancellation of activities
wi t hout consul ting UNHCR

(f) I ncorrectness of currency inplenentation (United States dollars
i nstead of |ocal currency) or inpossibility to track sone di sbursenents, ow ng
to exchange rate vari ations;

(9) No separate bank accounts. Substantial nunber of disbursenents in
cash;

(h) Payrments by the inplenenting partners for services or goods
di shursed i n advance;

(i) Difficulties in getting the unspent bal ances fromthe inplenmenting
partners. Non-refund of m scell aneous incone;

(i) Absence of narrative report; failure to achi eve an objective.

55. For 70 per cent of an expenditure of $48 mllion in a sanple of

24 subproject nmonitoring reports that the Board revi ewed at UNHCR
headquarters, a reasonable assurance was provided by the nonitoring of the
amount revi ewed. The remmining 30 per cent ($14.6 million) was either not
properly signed by the authorized UNHCR staff or the two officers required by
UNHCR regul ations, or the figures were altered and crossed out. In this
respect, the Board wel comed the new format for the reports, issued in Apri
2002, to the extent that it is likely to inprove the accountability of both
the inplenmenting partners and UNHCR. It clearly states the nmeaning of the
certification made by the partner (certifying that the information in the
report is based on its accounts and reflects the financial situation of the
proj ect and that funds have been used in accordance with the project
agreenent) and the extent of the verification carried out by UNHCR
(conpl et eness, accuracy and conpliance with the agreenent).

56. The Board encourages UNHCR to continue its efforts in verifying
subproj ect nmonitoring reports effectively.

Control of inplenenting partner expenditure through audit certificates

57. The Board examined both rules and practices with a view to assessing
whether: (a) the rules were relevant vis-a-vis their purpose as defined in
UNHCR Manual, that is, to ensure that “the funds provided by UNHCR have been
used for the purpose and intent, and in accordance with, the budgetary
provi si ons of the agreenent signed between UNHCR and the inplenmenting
partner”; and (b) the certificates were issued in a tinmely manner and foll owed
up in such a way that action can be taken when necessary.
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58. To carry out its review, the Board focused on audit certificates related
to 2000 expenditure entrusted to international non-governnmental organizations
($148 mllion), Governments ($76.6 mllion) and | ocal non-governmenta

organi zations ($68.7 mllion). The focus is not on the latest, 2001
expenditure, since the deadline for their subm ssion is six nonths after
liquidation date of the project or after the international non-governnenta
organi zations fiscal year, that is, after the present report was to be issued
Qut of the 621 audit certificates received as at 25 March 2002, the Board
reviewed 375 certificates totalling $123.8 mllion (42 per cent of the 2000
operational expenditure executed by non-governmental organizations and

Gover nment s) .

59. Audit certificates are intended to provide UNHCR with the assurance that
expenditure has been incurred for the purpose of the project. Since
expenditure is reported in the subproject nonitoring reports, this financia
report should be the one audited. Yet, this is thus far the case only for

nati onal non-governnental organizations. For this category, auditors have had
to audit the subproject nonitoring report itself since 1998 and to produce a
managenent |etter since fiscal year 2001. However, despite the | atest UNHCR
efforts, conpliance remains quite unsatisfactory, since for 85 per cent of the
expenditure reviewed in the sanple, the nmonitoring report was still not
mentioned in the audit certificates.

60. For international non-governnmental organizations, UNHCR accepts a
“single audit”, carried out by the non-governnental organization's externa
auditor. The only requirenment is that UNHCR funding be clearly identified in
the non-governnental organization's consolidated audited financial statenents,
and that the opinion clearly indicates that UNHCR funds were duly included in
the “audit”. Since the nonitoring report is not included in the scope of the
i ndependent audit, UNHCR receives no assurance fromthe external auditors of

i nternati onal non-governnmental organizations that the figures therein are
accurate. These rules, already deficient, were not even conplied with in a
significant proportion in that audit certificates covering 33 per cent of the
expenditure reviewed by the Board did not clearly state that UNHCR funds were
used in accordance with agreenents.

61. For governmental partners, requirenents call for a “certificate issued
by the appropriate governnent audit authority, together with such coments as
the auditor nmay deem appropriate in respect of project operations generally
and, in particular, the financial situation as reported by the Governnment”.
But 95 per cent of the 56 certificates, for an ampunt of $31.6 nillion that
the Board reviewed, do not nention the subproject nonitoring report data nor
provi de any coment, and therefore give no assurance that the UNHCR

requi renent has been conplied wth.

62. The overall result of both rules and practice for the three categories
of partners is that, out of the $123.8 million covered by certificates
revi ewed by the Board, $106 million | acked subproject nonitoring report audit

(86 per cent). OF the same $123.8 million, $27.6 nillion also had no clear
certification of conmpliance with rules for the use of funds. For |ocal non-
governnment al organi zations, the Board considers that the gap between the
certification rules and their inplenmentation renmains at an unacceptably high
| evel of risk, while non-conpliance with UNHCR rul es regardi ng internationa
non- gover nment al organi zati ons and governnmental partners is such that UNHCR
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has insufficient assurance through audit certificates that funds are properly
used.

63. The Board reconmmends that UNHCR: (a) nobilize nore adequate neans to
ensure tinely and full conpliance with existing rules; (b) assess the
feasibility and cost-effectiveness of adjusting present audit requirenents,
such as expandi ng the procedure for |ocal non-governnental organizations to
cover international non-governnental organizations and governnental partners,
i ncl udi ng i ndependent subproject nonitoring report audit certification and
managenent |etter

Audi tor sel ection

64. Regardi ng the i ndependence and expertise of auditors for governnenta
projects, UNHCR directives are that the Suprene Audit Institution or the

M nistry in charge of Finance should conduct the audit. One tenth of the

2000 UNHCR-rel at ed expenditures by CGovernnment were audited in accordance with
this rule. Over nine tenths of the audit coverage was entrusted by Governnents
to private firnms or ministries other than the ninistry in charge of finance
Timeliness is, of course, of the essence. For instance, in one country, the
audit of the project inplenented by a governnental authority is issued as part
of an overall Auditor-General’s report issued only every two or three years.
UNHCR has, in this case, discussed the possibility of ad hoc arrangenents, but
so far without success.

65. Most non-governnental organi zati ons choose and pay their own auditors.
However, sone UNHCR field offices directly engage qualified external auditors,
after a conpetitive process, in order to ensure that the audits are conducted
in a professional and non-bi ased nmanner

66. The Board reconmmends that UNHCR. (a) with the assistance of the Ofice
of Internal Oversight Services, define the requirenents for governnent audits
and the resulting audit certificates and provi de gui dance, as has been done
for local non-governnmental organizations; (b) when a public audit institution
is not available, invite Governments to engage private audit firns selected to
performthe audit of government-inplenented subprojects; (c) include inits
gui del i nes specific procedures and predeterm ned criteria to ensure that the
| ocal external auditors possess the required i ndependence, integrity and
techni cal conpetence and are appropriately nonitored when they cone fromthe
private sector, and that they are provided with adequate audit terns of

ref erence.

Audi t resources

67. There are no guidelines on audit funding. UNHCR is therefore unable to
ensure consistency in the funding and scope of audits, and to nonitor the
cost-effectiveness of the audit function. Governnent partners usually provide
the audits free of charge, while international non-governnental organizations
finance the audits directly or through UNHCR funding for overhead costs (for
whi ch no detail ed breakdown is required). National non-governmental

organi zati ons charge the cost of the external firmof auditors to the project.
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68. The Board reconmends that UNHCR request inplenenting partners to budget
and discl ose the resources allocated for certification in all cases and to
devel op guidelines for an effective nonitoring of audit resources.

Moni toring of deadlines for issuance of audit certificates

69. Conpl eti on deadlines were unified in January 2001 for governnenta
partners and national non-governnental organizations which are now requested
to subnit audit certificates within six nonths after the |iquidation date of
the project. International non-governnental organizations are requested to
produce their audit certificates within six nonths at the end of their fisca
year, which may or may not be a cal endar year. Therefore, the bul k of audit
certificates can realistically be expected nore than six nonths after the
iquidation date.

70. However, this is not the case for the npjority of the funds. Wth regard
to audit certificates on 2000 expenditure, the overall situation as at

25 March 2002 was as follows: out of the total of expenditure executed in 2000
by non-governnental organizations and Governnents ($293.2 million), the audit
certificates received covered $204.7 mllion (70 per cent). This nmeans that 15
nont hs after the end of 2000, 30 per cent of the 2000 expenditure had not been
covered by audit certificates. This lowrate is a matter of concern. At the
same date, no audit certificate had been submitted for about 23 per cent of
the expenditure incurred in 1998 (representing $81 mllion) and for 17 per
cent of the expenditure incurred in 1999 ($70 mllion).

Table 4 Subm ssion of audit certificates

Expendi ture Percent age of expenditure
(mllions of covered by audit
United States certificates received by

Year dol | ars) 30 Novenber, year+1

1998 339 48

1999 401 43

2000 293 47

71. Wi | e acknow edging that in some circunstances audits cannot be

performed, the Board notes with concern the |ack of inprovenent over 1998 and
reconmends that UNHCR enforce deadlines for subm ssion of audit certificates.
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Table 5 Results of audit certificates
Qual i fied opinion Significant finding
(mllions (mllions
of United Percentage of United
St ates of St ates Per cent age of
Fi scal year 2000 dollars) expenditure dollars) expenditure
Gover nnment s - - 0.2 0.7
Nat i onal non-
gover nment a
or gani zati ons 0.5 3 5.1 29
I nt ernati onal non-
gover nment a
or gani zati ons 1.4 2 20 26
Tot al 1.9 1.5 25.3 20
72. In the audit certificates covered by the Board's review, significant

findings were provided for $25.3 million expenditure (table 5). A qualified
opi nion was expressed for 1.5 per cent of the expenditure. UNHCR has acted
upon this situation in sone countries: in one case, the recomendati ons nade
by the auditors led to the cancellation of the sub-agreenent and to the
recovery of funds fromone inplenenting partner. In another case, a plan was
prepared to strengthen the capacity of a non-governnental organization to dea
with urban refugees and to inprove its internal controls; when performance did
not inprove to the required level, a new inplenenting partner was selected to
repl ace that non-governnental organization. Oher field offices did not
provi de proof of audit follow up

73. The Board recommends that UNHCR: (a) nonitor corrective action taken by
field offices in cases of audit certificates with qualifications or mmjor
findi ngs, and document the followup; and (b) consider the establishment of a
conprehensi ve database on |ocal audit resources history and results to
facilitate audit nonitoring and risk assessnent.

74. I'n conclusion, despite valuabl e progress undertaken in the recent
period, the Board is of the opinion that the audit certificates still do not
provi de sufficient assurance of the proper use of funds.

Control of inplenenting partner expenditure through field visits undertaken by
the Ofice of Internal Oversight Services

75. The Board relies heavily on UNHCR internal audit by the Ofice of
Internal Oversight Services. It reviewed the reports of the Ofice of Interna
Oversi ght Services on inplenmenting partners conpleted in 2001, which covered
128 inplenenting partners with expenditure anounting to

$170.7 mllion. The Ofice of Internal Oversight Services indicates whether a
reasonabl e assurance of proper use of funds entrusted to inplementing partners
can be obtai ned, and whether the inplenenting partner accounting system and
internal controls are satisfactory. Qut of $170.7 mllion, the Ofice of
Internal Oversight Services found that it could not have a reasonable
assurance for $53.9 mllion (31.6 per cent), that the accounting systens were
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not satisfactory for $52 mllion (30.5 per cent) and that the interna
controls were inadequate for $44.9 mllion (26.3 per cent). These findings
were confirmed by the few field visits inplenented by the Board

76. The Board notes with grave concern the high |l evel of deficiencies anong
i npl ementing partners, as audited by the Ofice of Internal Oversight
Servi ces

2. Cash nmanagenent

Exchange ri sk managenent

77. Si nce 2000, pledges for contributions made in currencies other than the
United States dollar have been recorded at the United Nations exchange rate at
the tine of recording the pledge. UNHCR runs the risk of obligating pledges at
a dollar val ue which, due to exchange rate fluctuations, will not fully
materialize at the tine of paynent. Such fluctuations may substantially affect
i ncone insofar as UNHCR does not hedge against the related risks. |Indeed, |oss
on exchanges on pl edges recorded in the 2001 financial statenments ampunted to
$12.4 million

78. The Board reconmmends that UNHCR manage exchange rate risks by adopting a
nore proactive stance, as do other United Nations organi zations dealing with
simlar issues.

79. As at 31 Decenber 2001, cash and term deposits anpunted to

$140.5 mllion deposited in some 30 headquarters and 400 field office bank
accounts. There were no available witten contracts for headquarters bank
accounts. UNHCR was therefore unable to provide conpari sons between financia
institutions in terns of costs or earnings. Since the Board’' s review, UNHCR
has requested all banks handling headquarters accounts to provide a copy of
their General Conditions. The Board also noted that all headquarters banks
were retained without conpetitive bidding

80. The Board reconmends that UNHCR: (a) set and regularly update a
conprehensi ve database in respect of bank services, based on witten
agreenents; and (b) launch conpetitive bidding for all headquarters bank
accounts in order to obtain the best condition and services.

81. The Board al so noted that interest obtained on the 400 field office
accounts ampunted to $120, 150, while bank charges for those accounts reached
$684, 727, which may | eave room for nore favourabl e banking conditions. UNHCR
i ndi cated that, out of $684,727 of bank charges, $150,000 was incurred with
two banks that are in a nonopolistic position.

82. The Board recommends that UNHCR continue its efforts to streamine and
optim ze the managenent of its field office banking operations.

Bank signatories

83. UNHCR of ficers act as bank signatories and provide the last interna
control before UNHCR cash is disbursed. The list of bank signatories as
reviewed by the Board at year-end 2001 disclosed that rules were not always
conplied with. Wiile two Professionals (or, when circunstances so warrant, at
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| east one Professional), or higher level staff are required by UNHCR financi a
rule 5.11, one Ceneral Service staff nenber can be one of the two bank
signatories for all headquarters accounts. In 10 field |ocations, Genera
Service staff menbers were acting as single signatories. For 21 bank accounts,
signatories were no | onger UNHCR staff nenbers and sonetinmes could act al one

84. The Board reconmends that UNHCR ensure that all bank signatories are
UNHCR staff, designated in conpliance with its rules.

3. Information systens of the Ofice
of the United Nations Hi gh Conmi ssioner for Refugees

85. As stated in the previous report of the Board, in 1998, UNHCR | aunched
the Integrated System Project to provide the Organization with an “enterprise

resource planning”, integrated nmanagenment tool. In 1999, it purchased a
commerci al software package. A supplier was selected for inplenenting the
project on the basis of a cost proposal of $17.9 mllion to cover all externa

costs for the changeover, to be conpleted by 2002. The entire project

i npl enentation was to be spread over 15 quarters at a global cost of $34
mllion, including internal costs. In June 2001, the new | eadership of UNHCR
put the Integrated System Project on hold, considering, rightfully, that it
failed to conply with best practices for project managenent (such as for
project lifecycle, requirenents, plan, budgeting costs, nonitoring costs

agai nst targets and deliverables), as highlighted by the Board in its | ast
report. As a result, the current UNHCR i nfornmati on system conti nues to be used
until the Integrated System Project is restarted or another solution rolled
out. In this context, the Board assessed the risks of the current Financia
and Managenent Information System (FMS) and reviewed the status of the

I ntegrated System Project, together with the financial inpact of the decision
to put the project on hold.

86. Since the Board's review in January 2002, neasures have been taken by
UNHCR with a view to addressing urgent prelinmnary issues. An Infornation
Resource Council has been established, and so has a |line of command for FM S

Fi nanci al Managenent |nformation System

87. FMS is not an integrated system Each application is “isolated” and
data can only be exchanged via interfaces. This configuration and the
excessi ve nunmber of applications expose UNHCR to a consi derable risk of
errors, notably with regard to the transm ssion of data. Furthernore, while it
is based on a technology first rolled out in the 1980s, FM S has not been
upgraded in line with the sane generation (better interfaces, conpatibility
with recent operating systens, etc.) and the gap between it and its users’
functional requirements is widening. Despite the limted progress nmade with
the Integrated Systenms Project, FM S has not been upgraded and enhanced

88. The Board recommends that, with a view to nmaintaining state-of-the-art
reliability and inproving the cost-efficiency of its financial and accounting
managenent, UNHCR address the current functionality deficiencies and define a
cl ear devel opnent strategy needs for FM S, factoring in: (a) the technol ogica
del ays that have built up with FM S devel opnents over the past few years; (b)
the decisions that will be taken to restart the Integrated Systens Project or
a simlar project and its provisional roll-out date. The Board further
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recommends that as long as FM S produces UNHCR accounts, a risk estimation
procedure be inplenented to provide the managenent with the indicators
required to take decisions effectively.

89. UNHCR does not have the staff needed to nmintain the quality of service
required for its applications. A know edge transfer and training process is
under way in the light of forthcom ng retirenments, but expert know edge of the
tools and functionality is still restricted to too few people. Furthernore,
the concentration of know edge hei ghtens the risk of one or nore nenbers of
the team becom ng i ndi spensabl e and the organi zati on havi ng no backup

sol ution. Wile recognizing that a separation of devel opnent, nmintenance,
support and production functions is a valid approach in addressi ng many
software system shortfalls, UNHCR considers the issue of data reliability to
be a technical issue and not a structural one

90. The Board reconmends that UNHCR: (a) allocate the human and budgetary
resources required to maintain the current system and (b) separate the
support, mai ntenance, devel opnent and production tracking functions to ensure
the reliability of accounting and financial data.

I nt egrated System Project

91. Managenent tasked a working group to draw up an effective strategic plan
(Corporate Operating Moddel) redefining the project goals and objectives.
However, no work was undertaken in 2001. Followi ng the Board s review, UNHCR

i ssued, in April 2002, a report on “Readi ness assessnent and i medi ate action
plan for enterprise resource planning inplenentation in the Finance and Supply
Chain Divisions”. As at 8 May 2002, a final decision regarding the restart of
the Integrated System Project had not been taken

92. The cost of the project, as estimated in the project charter rel eased by
the selected supplier in March 2001, has increased from $34 mllion to over
$42 mllion, owing to external costs having increased from$17.9 mllion to
$27 million

93. At the end of 2001, Integrated System Project expenditure amunted to
$12.9 million —38 per cent of the initial budget —with no operationa
result. The costs resulting fromthe suspension of the project in June 2001
have been estinmated by the Board at about one tenth of that anobunt. The main
items of expenditure between June and Decenber 2001 are presented bel ow

(a) The hardware and software purchased for the project are not being
used. Al though UNHCR does not depreciate its assets, such investnments would
generally be anortized over five years (linear), representing the average
lifetime of investnents. The longer it takes for the project to restart, the
shorter the renmaining useful life of the assets. It is not even certain that
the hardware will still be suitable for future use

(b) Mai nt enance costs continue to accrue each nonth, despite the fact
that the project has been put on hold. They represent a significant percentage
of the project’s recurrent costs. Hardware and software mai ntenance are billed
at the sane rate as if the tool were operational. Contrary to best practices,
scal ed-down nmi ntenance services until final project delivery were not
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negoti ated at the inception stage. The cost of the freeze for maintenance over
the past six nmonths may be estinated at around
50 per cent of the annual bill, that is, $160, 770;

(c) A total of 412 training nmodules were initially purchased fromthe
software supplier in June 1999, and had been utilized at the beginning of
2001. A further 150 units were purchased in March 2001. Approxi mately 50 of
these 150 training units have been used to date. As stipulated in the
contract, the remaining units should have been used before 28 February 2002
As they were not, the related | osses ampbunted to $43,400. Sone trainees have
left the project and their departure represents a loss in terns of know how.
Since the first training courses held in 1999, trainees have probably | ost
nost of the know edge acquired, as they have not used the software. |f the
proj ect resunmes, a number of courses that were already provided will have to
be repeated

94. The Board reconmmends that UNHCR negotiate a di scount on hardware and
mai nt enance services until the project has resunmed; and update the inventory
of the skills acquired through the training courses, in order to optimize in
due tinme any resunption of such trainings.

95. If and when the project is restarted, new costs will have to be
budget ed, or |osses accounted for, ranging fromsone tens of thousands of
dollars up to several mllions if the current solution is disnm ssed and
anot her package and supplier for inplenentation selected. These potentia

| osses and costs are to be conpared to the $42 nmillion quoted above, which
were the updated Integrated System Project estinmate as provided by the
suppl i er before the project was put on hold

96. The United Nations Secretariat has developed its IMS at a cost of over
$80 million over the past decade, with a view to answering the needs of npst
United Nations entities. Amobng several such other recent devel opnents, another
United Nations agency has sinmultaneously prepared, in 2002, a new plan to
spend sonme $100 million on a simlar system

97. As al ready noted by the Board in its previous report, UNHCR had
initially | ooked into the possibility of using IMS. Follow ng an anal ysis of
its functional requirenments and a gap anal ysis, UNHCR di scounted this
possibility, as it estimated that IMS would require too nany managenent

devel opnents to bring it into line with its specific needs. In hindsight, the
guestion renmai ns open as to whether the failure to provide a tinmely solution
and the travails before inplenenting one, have not been nuch nore expensive
than opting for IMS

98. Regarding intra-United Nations information and comuni cati on technol ogy
coherence, the distinction is nade by UNHCR between an “information and
communi cation technol ogy approach” —the information and conmuni cati on

technol ogy managenent strategy —and an “enterprise resource planning
approach”, the narrower enterprise resource planning, “business support”
solution. In terns of the informtion and comuni cati on technol ogy approach
UNHCR is in contact with the rest of the United Nations systemthrough inter-
agency groups and the International Computing Centre. In terns of the
enterprise resource planning approach, progress at other agencies is being
followed by UNHCR with the Food and Agriculture Organization of the United
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Nations, the International Civil Aviation Organization, the International Fund
for Agricultural Devel opnent, the International Labour Organization, the

I nternational Tel ecommuni cati on Union, the International Mnetary Fund, the
United Nations International Drug Control Progranme, the United Nations
Educational, Scientific and Cultural Organization, the United Nations
Children’s Fund, the United Nations Devel opnent Programme, the Universa
Postal Union, the Wrld Health Organi zation, the Wirld Food Programme, the
Wrld Intellectual Property Organization, the Wrld Bank, the Wrld

Met eor ol ogi cal Organi zation, the World Trade Organi zati on —a nunber of which
are known to consider or develop their own enterprise resource planning

sol utions.

99. The Board expresses grave concern and reservations about this
concurrence of a number of very costly information and conmuni cati on
technol ogy systenms within the same United Nations system at the expense of
the sane stakehol ders, the Menber States, covering the same geographica
areas, under simlar rules and regul ations, towards the same gl obal ends.

100. The Board recomrends that UNHCR (a) consult with the United Nations
Secretariat and other relevant United Nations entities to ensure that, in
terms of cost-benefit, the present diversity of information systens approaches
is in the best interest of Menber States and of the beneficiaries of United
Nati ons programmes; and (b) ascertain that there are no ready-nmade sol utions,
even at the cost of alterations in current UNHCR procedures, preferably within
the United Nations system

4. Cases of fraud and presunptive fraud

101. UNHCR has reported no cases of fraud in 2001. The findings of the
i nvestigation nmentioned in paragraph 109 of the Board’' s report for 2000
(A/ 56/ 5/ Add.5) were reported to the General Assenbly on 21 Decenber 2001
(A 56/773).
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ANNEX

Fol |l ow-up on action taken by the Ofice of the
Uni ted Nations Hi gh Commi ssioner for Refugees to inplenent the reconmendations
of the Board of Auditors in its report
for the year ended 31 Decenber 2000?

The Board has followed up on the actions taken by UNHCR to inplenent the
Board’ s recommendati ons made in the context of its report for the year ended
31 Decenber 2000. Table A 1 sunmarizes the status of inplenentation of all the
previ ous reconmmendations while table A 2 details specifically those
reconmendati ons not inplenented and those reconmendati ons under inplenentation
which require further comment.

A total of 13 recommendations were nade in the audit for the year 2000.
Of those, six (46 per cent) were inplenmented and seven (54 per cent) were
under inplenentation

Table A 1 Summary of status of inplenentation of recomendations for the
year ended 31 Decenber 2000

Topi c | mpl enent ed Under Not Tot al
I npl ementation [ I npl enment ed

COVPONENT A

Fi nanci al |ssues

Progranmme managenent Para. 11 (a)

Accts and financ. Para. 53 Para. 11 (b)

reporting

Sub - Total no. 1 2 0 3

Sub — Total % 33.3% 66. 7% 0% 100%
COVPONENT B

Managenent | ssues

I CT Para. 70, Para. 11 (c)
87, 90 Para. 11 (d)
Programme managenent Para. 105 Para. 11 (e)
Para. 107 Para. 11 (f)
Para. 11 (qg)
5 5 0 10
Sub - Total no.
Sub — Total % 50% 50% 0% 100%
TOTAL - No. 6 7 0 13
TOTAL % 46% 54% 0% 100%

axficial Records of the General Assenbly, Fifty-sixth Session, Supplenent No. 5E
(A 56/ 5/ Add. 5) .



Al AC. 96/ 963
page 31

Table A.2 Details on previous recomrendati ons under inplenmentation
or not inplenmented for the year ended 31 Decenber 2000
Managenment
As at 30 April 2002
Conponent/ area Speci fi c managenent Comments of the
of concern Recommendat i on acti on/ comment s Boar d
1. Proj ect Strengthen its I n Decenmber 2001, UNHCR Under
fi nanci al over si ght of i ssued revised instructions | nplenmentation.
oversight, para. ffield offices to [and gui dance on subproj ect The Board, in view
30 ensure that they |npbnitoring reports. The of conti nui ng

undertake a

t hor ough
verification of
subpr oj ect
noni t ori ng
reports,

i ncl udi ng the
verification of
supporting
docunent ati on and
bank statenents.

conpr ehensi ve revi sion of
section 6.5 of chapter 4 of

t he UNHCR Manual forned part
of the ongoi ng update of the
Manual and was sent to al
UNHCR of fices. This revision
provi ded nore extensive
procedural guidance for field
of fi ces on how to process,
verify and accept the
reports. The notion of fornal
annual nonitoring and
reporting plan with

i npl enenti ng partners was

i ntroduced in order to ensure
a systematic nonitoring,

i ncl udi ng expenditure
verification. The revision

al so enphasi zes the

i nportance of verification
and acceptance of the reports
and defines (..).

In parallel, the financial
part of the format of the
report has been anended to

i ncorporate additional fields
whereby partners are to

di scl ose separately any

i ncone received (e.qg.

i nterest earned). The new
format al so includes
addi ti onal |ines that provide
nor e extensive expl anations
on the certification by the

i npl enenting partner and the
extent of the verification
made by UNHCR (conpl et eness,
conpl i ance and accuracy with

t he sub-agreenent).

problens in the
verification of
subpr oj ect

noni toring
reports, as

i ndicated in the
present report,
wel conmes t he
recent

i mprovenments in
st rengt heni ng
controls carried
out by field

of fices. It notes
t hat the revised
i nstructions

i ssued i n Decenber
2001 by UNHCR are
a step towards a
st rengt hened
verification of

t he financial data
subnitted by the
i mpl ementing
partners.
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Managenment

Component / ar ea

As at 30 April 2002

Speci fi ¢ managenent

Comments of the

received in
respect of
proj ects and
foll ow up any
si gni ficant

i ssues that
ari se.

UNHCR Manual , chapter 4,
section 5.1 and appendi x
8(c), contains guidelines to
field offices for the review
of audit certificates in
respect of projects

i npl enented by inpl ementing
partners. (..) UNHCR, through
its Internal Audit Service,

i s devel opi ng a dat abase of
its mpj or partners

i npl enenting projects with an
aggr egat e val ue ampunting to
over $1 mllion.

of concern Recomrendat i on action/ coments Boar d

Audi t Ensure that fieldlAs previously nentioned to Under

certificates, of fi ces review t he Board of Auditors, UNHCR i npl ementation.

para. 38 audi t has al ready inplenented this [The Board, in view
certificates recommendati on. The revised |Jof its continuing

comments on audit
certificates in

t he present
report, wel cones
t he recent

devel opnent s

I nformation and
Conmruni cati on
Technol ogy:

I nt egrated

Syst em Proj ect,
para. 64

| CT project,
para. 81

Est abli sh for the
| nt egrated System
Project clearly
defined, ranked
benefits that are
quantified as far
as possible, in
order to
establish
realistic

nm | est ones

agai nst which
progress can be
noni t or ed

Est abl i sh and

mai ntain a single
| i ne of project
management

Fol | owi ng suspensi on of the

I ntegrated System Project in
June 2001, work was
undertaken to define the
framework for a Corporate
Operating Mddel. (.) One of
the initial tasks will be to
cl early define the

i ntegration points between
the priority areas (Finance
and Supply Chain) and the
rest of the house (Operations
and Human Resources). This
work will formthe basis for
t he Corporate Operating
Model , the remaining
components of which will be
addr essed at a future point.
(..) Before a decisionis
taken to restart the project,
benefits will be re-exani ned
in the light of the (initial)
reduced scope and will take

i nto consideration the

i nt egration between Finance,
Suppl y Chain, Human Resources
and Operations.

UNHCR al r eady acknow edged

t hat the frequent changes in
t he project governance

st ructure have been a nmjor

Under

i mpl ement ati on.
The Board notes in
t he present report
t hat severa

nont hs el apsed

bef ore any action
was taken after
its previous
report, and that

t he existing

fi nanci a

i nformati on system
i's not properly
mai nt ai ned

Under

i mpl ement ati on.
The Board wel cones
t he intentions of
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Managenment

Component / ar ea

As at 30 April 2002

Speci fi ¢ managenent

Comments of the

of concern Recommendat i on acti on/ comment s Boar d
t hrough whi ch probl em Once the project UNHCR
staff report on |resunes, the position of the
al | aspects of Proj ect Manager will be re-
the Integrated advertised and all project
System Project. |staff will report to this
Manager (...).
Appropri ateness |Review the (.) the Hi gh Conm ssioner (..)[Under

of assistance
proj ects, para
97

appropri at eness
of engaging in
proj ects which
are not of direct
assi stance to
refugees, and
routinely set

cl ear m | estones
agai nst which to
measur e progress
and assess when
its mssion was
conpl et e.

is presently inclined to nove
away from the concept of
Speci al Operations. In doing
so, he has taken into account
t he position of sonme key
donors, and the comments of

t he Advisory Committee on

Adm ni strative and Budgetary
Questions in its report

( A/ AC. 96/ 950/ Add. 1) .

Based upon a 2002 review, a
deci sion will be taken on
whet her the procedures
suggested for the 2003
programme revi ew need

adj ust ment/correction before
st andar di zati on and i ncl usion
in chapter IV and in specific
i nstructions (.). last action
pl anned by UNHCR i n response
to this recommendati on —t he
i ncorporation of guidance on
setting mlestones into the
gui de for the use of work

pl ans —is devel oped below in
t he update on the sane
proposed course of action,
under the response to
recommendation 8 (a).

i mpl ement ati on

Statistics on
ref ugees, para
100

Establish a

sui tabl e system
to ensure that
accur at e
information is
mai nt ai ned on the
si ze and
characteristics
of the refugee
popul ati on.

Inline with the interim

f ocus on the non-infornmation
t echnol ogy conponents and
initiatives of PROFILE
support continued to be
provi ded, both by
Headquarters and by fiel d-
based regional support-staff,
to a significant nunber of
ongoi ng regi stration
operations in the field (.)
Managenment decided in

February 2002 that (.) a

Under

i mpl enent ati on
The Board notes
the forthcom ng
devel opnent s
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Managenment

Component / ar ea
of concern

Recommendat i on

As at 30 April 2002

Speci fi ¢ managenent
action/ conments

Comments of the
Boar d

busi ness case shoul d be
prepared in order to set the
rational e for any deci sion on
i nformation technol ogy

syst ens devel opnent nore
clearly in the context of the
st rengt hened registration and
popul ati on data managenent
policies and practices (.) A
busi ness case for PROFILE (..)
i s expected to be considered
by seni or managenent in md-
May 2002.

Pr oj ect

obj ective and
i ndi cati ons,
para. 103

I nclude clearly
stated and
quantified

obj ectives and
out puts in
subpr oj ects
agreenents and
produce work

pl ans

i ncor porating key
ni | est ones and
target dates.

The (...) “Project Planning
in UNHCR: A practical guide
on the use of objectives,
out puts, and indicators”
sent to the field during
March 2002, and field offices
are sharing the guide with

i npl enenting partners (...).

was

Under

i mpl ement ati on

The Board wel cones
t he guide and wil |
noni t or

devel opnent s
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CHAPTER | Il

AUDI T OPI NI ON

We have audited the acconpanying financial statenents, conprising
statements | to Ill, schedules 1 to 5, and the supporting notes to the
accounts of the voluntary funds adninistered by the United Nations High
Conmmi ssi oner for Refugees for the period from 1l January to 31 Decenber 2001
These financial statenments are the responsibility of the H gh Conm ssioner
Qur responsibility is to express an opinion on these financial statenents
based on our audit.

We conducted our audit in accordance with the conmon 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 misstatenent. An audit
i ncl udes examining, on a test basis, and as considered by the auditor to be
necessary in the circunstances, evidence supporting the anopunts and
di sclosures in the financial statenents. An audit al so includes assessing the
accounting principles used and significant estinates nade by the High
Conmi ssioner, as well as evaluating the overall financial statenent
presentation. We believe that our audit provides a reasonable basis for the
audi t opinion.

In our opinion, the financial statenments present fairly, in all material
respects, the financial position at 31 Decenber 2001 and the results of
operations and cash flows for the period then ended in accordance with the
United Nations Hi gh Commi ssioner for Refugees’ stated accounting policies, set
out in note 2 to the financial statenments, which were applied on a basis
consistent with that of the preceding financial period

W t hout qualifying our opinion above, we draw attention to our findings
on inplenmenting partner expenditure. Although we noted significant
i mprovenents, we were concerned about the effectiveness of internal controls
and procedures as well as the adequacy of assurance obtained by UNHCR t hat
funds had been properly used for the purpose intended

Further, in our opinion, the transactions of the United Nations High
Conmmi ssi oner for Refugees that we have tested as part of our audit have, in
all significant respects, been in accordance with the Financial Regul ations
and legislative authority.



Al AC. 96/ 963
page 36

In accordance with article Xl of the Financial Regul ations, we have
al so issued a long-formreport on our audit of the financial statenents of the
voluntary funds administered by the United Nations Hi gh Comm ssioner for
Ref ugees.

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

(Signed) Guillerm N. Carague
Chai rman, Philippine Comm ssion on Audit

(Si gned) Francois Logerot
First President of the Court of Accounts of France

27 June 2002
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CHAPTER |V

STATEMENT OF THE HI GH COVM SSI ONER' S RESPONSI BI LI Tl ES
AND
APPROVAL OF THE FI NANCI AL STATEMENTS

The United Nations Hi gh Conm ssioner for Refugees is ultimately
responsi ble for the content and integrity of the financial statenents
contained in the accounts of the voluntary funds adm nistered by the United
Nati ons Hi gh Conmi ssioner for Refugees which are subnmitted to the Executive
Committee of the H gh Conm ssioner’s Programre and to the CGeneral Assenbly.

To fulfil its responsibility, UNHCR operates within prescribed
accounting policies and standards and mai ntai ns systens of internal accounting
controls and procedures to ensure the reliability of financial information and
the safeguarding of assets. The internal control systens and financial 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 followi ng financial statenents, conprising
statements | to Ill, schedules 1 to 5, annexes | and Il, an appendi x and
supporting notes, were prepared in accordance with UNHCR financial rules
(A AC. 96/ 503/ Rev. 7) and the United Nations conmmon accounting standards. In the
opi ni on of managenent, the acconpanying financial statenents present fairly
the financial position of the Office as at 31 Decenber 2001, as well as the
results of its operations and its cash flows of individual progranmes, funds
and accounts for the year then ended

The accounts are hereby

Appr oved
(Signed) Ruud Lubbers
United Nations Hi gh Comn ssioner for Refugees

Certified
(Signed) Wl fgang M1 zow
Controller and Director, a.i
Di vi si on of Resource Managenent

2 May 2002
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CHAPTER V

FI NANCI AL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2001
NOTES TO THE FI NANCI AL STATEMENTS

(see docunent A/ AC. 96/962, Voluntary Funds Adm nistered by the United Nations
Hi gh Comm ssi oner for Refugees)



