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L I am pleased to present the report on the above-mentioned audit.

2. Based on your comments, we are pleased to inform you that we have closed
recommendation 9 in the OIOS database as indicated in Annex L In order for us to close
the remaining recommendations, we request that you provide us with the additional
information as discussed in the text ofthe reDort and also summarized in Annex I.

3 .  Your  response ind icated that  you d id not  accept  recommendat ions 1,2,3,  6 ,7,
11,12, 15 and 16. In OIOS' opinion hou'ever, these recommendations seek to address
significant risk areas. We are therefore reit€rating them and requesting that you
reconsider your initial response based on the additional infonlation provided in the report

4. Please note that OIOS will report on the progress made to implement its
recommendations, particularly those designated as high risk (i.e., recommendatlons l, 3
and 6) in its annual report to the General Assembly and semi-annual report to the
Secretary-General.
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E;XECUTIVE SUilIIf,ARY
Audit of the contract between the United Nations and

American Express Travel Related Gompany lnc.
for the provision of travel management services

OIOS conducted an audit of the contract between the United Nations and
the American Express Travel Related Company lnc. 1a1\49X, for the provision
of travel managernent services (TMS). TMS are the services provided by a
travel agency to arrange for official travel of United Nations officials, at the
lowest fares and rates that are consistent with the United Nations travel policies,
i.e. most direct and economical, AMEX has been the United Nations' TMS
provider since 1993 and during the past l5 years, the Organization has had tkee
contracts with AMEX.

The overall objective of the audit was to assess compliance of the
procurement of TMS with established regulations, rules and procedures, the
adequacy of contract management and the validity of payments made. The audit
was conducted in accordance with the Intemational Standards for the
Professional Practice of Intemal Auditing.

Overall, OIOS could not obtain reasonable assurance that the contract
with AMEX for TMS was in the best interests of the Organization. The
transparency and integrity of the procurement process were seriously
compromised, and there was a lack of adequate control over the contract's
implementation which rendered the contract's provisions for cost containment
ineffective. Moreover, the Department of Management did not take advantage of
opportunities for cost savings by making increased use of online travel
reservations and implementing a contract for travel payment services.

Specifically, OIOS found that:

. The procurement process that led to the award of the TMS contract to
AMEX was not conducted in full compliance with the general
procurement principles stated in Financial Regulation 5.12 namely: (i)
best value for money; (ii) fairness, integrity and transparency; (iii)
effective competition; and (iv) the interest of the United Nations.
Overall, the selection process appeared to favour AMEX.

o Potential savings of hundreds of thousands of dollars could be achieved
by making travel reservations using online reservation tools instead of
using the services of on-site travel counsellors. Despite these potential
savings, the Travel and Transportation Section (TTS) continues to almost
exclusively use the on-site services of AMEX travel counsellors for
TMS.

r TTS expended in 32 months, the five-year "not-to-exceed" (NTE)
amount of 33.6 million for TMS.



. AMEX has been providing favel payment services for the Organization
without a contract for the past four years even though another company
won the award for such services. Consequently, the Organization lost the
opportunity to receive at least $l.6 million in rebates from this company.

o TTS did not adequately monitor the services rendered by AMEX. In
many instances, TTS relied on the representations of AMEX ofFrcials
without performing independent verifi cation.

o The certifying officer in TTS approved payments for invoices without
requiring AMEX to provide supporting documentation,

o OIOS requested, and AMEX declined to provide in full, cost and
personnel information pertaining to services rendered by AMEX under
the TMS contract, in contrayention ofthe relevant contract clauses.

OIOS made a number of recommendations to improve the management
and reduce the cost of the current TMS contract and to determine accountability
for the losses incuned by the Organisation for failing to conclude the contract for
travel payment services. DM however did not accept 9 out of the 16
recommendations made.
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r. |]{TRODUGTIOI|

1. The Offrce of Internal Oversight Services (OIOS) conducted an audit of
the management of the contract (no. PD/CO072/05) between the United Nations
and the American Express Travel Related Company Inc. (AMEX) for the
provision of travel management services (TMS). The audit was conducted in
accordance with the International Standards for the Professional Practice of
Intemal Auditing.

2. TMS are the services provided by a travel agency (in this case, AMEX)
to anange for official travel of United Nations officials, at the lowest fares and
rates that are consist€nt with the United Nations travel policies, i.e., most direct
and economical.

3. AMEX has been the United Nations' TMS provider since 1993 During
the past 15 years, the Organization has had three contracts with AMEX. The
most r€cent contract with AMEX commenced on I December 2005 and expired
on 30 November 2008. This contract was extended to 30 November 2009 with an
option to extend for another year to 30 November 2010.

4. According to the contract, as compensation for the TMS provided, the
United Nations has agreed to reimburse AMEX the total direct operating
expenses incurred plus a margin of 18.87 per cent for management fees. AMEX,
however, is to give back to the United Nations the base commissions and
overrides that it earns from the airlines when making travel reservations on
behalf of the United Nations.

5. Besides sewicing Secretariat departments and offices at United Nations
Headquarters GfNHa), the cuffent contract with AMEX covers TMS for the
United Nations Development Programme (UNDP), the United Nations
Children's Fund (UNICEF), the United Nations Population Fund (UNFPA) and
the United Nations Office for Project Services (UNOPS). Based on invoices
received, UNHQ paid AMEX approximately $4.3 million for TMS during the
period from December 2005 to November 2008,

6. Comments made by the Department of Management (DM) are shown in
ttalics.

II. AUDIT OBJECTIVES

7. The main objectives ofthe audit were to assess:

(a) The compliance of the procurement of TMS with established
regulations, rules and procedures;

(b) The adequacy and effectiveness of contract administration and
management; and



(c) Whether pagnents mad€ to AMEX were adequately supported
and properly certified.

III. AUDIT SGOPE AI{D METHODOLOGY

8. The audit scope included the United Nations Headquarters TMS
transactions performed by AMEX under contract number PD/CO072l05 between
1 December 2005 and 30 November 2008, The audit excluded TMS transactions
by AMEX for I-INDP, UNICEF, UNFPA and UNOPS.

9. The audit methodology included interviews with AMEX's personnel and
staff members of TTS and the Procur€ment Division (PD); analyses of relevant
information and reviews of available documentation on procurement, contract
administration and pa;anents. Sinc€ the contract period under review spanned
from December 2005 through September 2008, OIOS had accordingly used the
four versions of the Procurement Manual dated 2004. 2006,2007 and 2008 as
criteria depending on the date of the procurement actions reviewed,

10. OIOS tried to exercise the audit clauses ofthe contract as well as various
clauses in the contract that provide for the United Nations' right to review
AMEX's compliance with the provisions of the contract. OIOS requested, but
AMEX declined to provide in full, documentation including financial and
personnel records pertaining to the services rendered by AMEX under the TMS
contract. Consequently, this imposed a scope limitation and OIOS could not
obtain assurance on the validity and cost basis of AMEX charges to the UNHQ
for TMS.

IV. AUDIT FINDINGS AND
REGOMMENDATIONS

A. Modality for travel management services

Cost-effectiveness ofthe outsourcinq of TMS not documented

I 1. According to General Assembly (GA) resolutions 551232 and 591289 and
reports of the Secretary-General (4"/55/301, N57ll85 and N59/227),
outsourcing may not be considered unless it can be adequately demonstrated that
an activity can be done significantly more economically and, at the v€ry least,
equally efficiently, by an external party. Contrary to the resolutions and the
Secretary-General's reports, TTS and PD did not demonstrate the cost-
effectiveness and efhciency of outsourcing TMS. TTS stat€d that "the guidelines
do not specifically address operational issues that have been outsourced for an
extended period of 50 years". OIOS notes that the GA resolutions did not
provide for such exceptions. This is also in contravention ofsection 2.3.1.3 ofthe
2008 Procurement Manual which states that the responsibility for reviewing the
adequacy or necessity of the requirement being met under the proposed
procurement action rests with the concemed procurement offrcer, certifying
officer and the requisitioner (in this case, TTS).



Recommendation I

(1) The Assistant Secretary-General, Office of C€ntral
Support Servic€s should ensure that cost-b€ne{it analyses are
performed to demonstrate wh€ther outsourcing the provision
of all or part of travel matrag€ment services is significantly
more economical and equally efficient as required by
General Assembly resolutions 551232 nnil 59/289.

12. DM did not accept recommendqlion I and referred to the conclusions in
a 1992 report by an external consultanl to justih the decision to outsource travel
management sewices. TTS conducted q cost comparison exercise in 2008 to
demonstrate the cost-effecliveness of outsourcing TMS and TTS noted thqt
monthly salaries of internal staff would be 5180,494 while AMEX salary costs
were only $125,868 for September 2008. Considering that 17 years had elapsed
since the 1992 report and the significant changes in the travel industry during
these years, it is important that the requisitioning office (in this case, TTS)
conduct a cost-benefit analysis prior to making any decision whether to outsource
the TMS at the conclusion of the AMEX contract on 30 November 2009. The
salary comparison conducted by TTS is a good start for the coslbenefrt analysis
but it is an incompl€te exercise because it did not consider all factors and
scenarios relating to the outsourcing of TMS such as the use of different possible
modalities for TMS. OIOS therefore reiterates recommendation 1 and requests
DM to reconsider its initial response to this r€commendation.

Transaction costs using on-site travel counsellors versus online reservation tool

13. Althougtr the contract with AMEX provides for the option of using
online booking, TTS did not promote the use of this tool. For the past three years,
out of a total of approximately 45,000 air tickets issued, only 14 tickets were
issued using the online reservation tool. Taking the total costs paid to AMEX for
TMS, divided by the number of tickets issued from January 2006 to September
2008, OIOS' calculation showed that the average transaction cost per ticket
issued using on-site AMEX travel counsellors has increased from $81 in 2006, to
$83 in 2007 and $101 in 2008. These amounts are significantly higher than the
$5 transaction fee charged by AMEX for online reservations. Actual costs
incuned by UNHQ for on-site AMEX services are higher since the Organization
also provides AMEX with office space and office equipment. OIOS estimated
that LIIHQ could generate signihcant savings if TTS reduced the number ofon-
site counsellors and promoted the use of the online travel reservation tool.
Potential savings of hundreds of thousands of dollars could be achieved by
making ttavel reservations using the online reservation tool instead of using the
services of on-site travel counsellors, and thereby reducing AMEX's costs of
providing travel management services. OIOS notes in this regard that IINICEF
conducts approximately 70 per cent of its travel using the online travel
reservation tool.

14. In addition, OIOS estimated that the potential savings will be greater if
TTS could arranse for off-site TMS in lieu of on-site TMS. This is because the



need for office space in New York City will be eliminated which, along with the
lower salaries for travel counsellors working outside New York City, would
generate savings for the Organization.

Recommendation 2

(2) The ,Assistant Secretary-General, Office of Central
Support Services should find ways to increas€ the use of
online travel reservation tools and use offsite travel
managem€nt services in order to reduce the tronsaction costs
for travel management services.

15. DM did not accepl recommendation 2 and.ttated thdt even wilh the use
of online booking, the travel agency still needs to review the travel itinerary to
en.ture that it is the lob,est logical fara, in ttccordance with Ihe Uniled Nations
travel policy. The transaction fee of $5 for using online booking is lherefore an
additional cost, making the cost of isstring a ticket reserved using the online
booking tool more expensive. The online booking tool represenls a significant

fnancial risk to the administration of the lravel progrctmme at Headquarters.
Ilithoul q.n ddequate review of travel arrangements by qualifed travel age ts,
the Organizatton is exposed lo weakened financial conlrols made by an
individual using the online booking tool. The complexities and the multiJeg
itineraries of the Organization's travels are generally not conducive to the
structure oJ- the currenl on[ine booking tool. The online ltooking tool also lacks
the financial controls and linkage to the United Nations' travel authorization,
certifcation arul lunding process for olfcial travel. Only one-way tickets and
simple round-trip fares may he applicable. TTS however recognizes that the
online booking technologr will continue lo improve, resulting in a reduction in
travel dgency involvement and fuffillment and lowering the operoting costs of the
Organization. Regarding the use of offsite travel managemenl senices to reduce
lhe transaction costs for travel management services, DM will constder the

feasibility of using such a service confgurotion in the re-bidding for the TMS
contracl.

16. In the opinion of OIOS, TTS could significantly reduce the average
transaction cost per ticket using online booking even while providing for
oversight review. Such reviews can be done by either offsite travel counsellors or
by the Travel Coordination and Analysis Unit (TACU) staff. Furthermore, the
number of AMEX personnel required is likely to be reduced because they will
essentially perform a review function as opposed to processing the entire travel
reservation. Also, contrary to DM's claim that the online booking tool .is unable
to process multiJeg itineraries, the travel section of UNICEF has successfully
used the same online booking tool provided by AMEX to process up to four legs
of international travels. UNICEF, a party to the same TMS contract with AMEX
also requested for offsite travel counsellors to save on office space and salary
costs. OIOS therefore reiterates recommendation 2 and requests DM to
reconsider its initial response to this recommendation. OIOS also urges DM to
take imm€diate actions to explore all options to reduce the TMS costs instead of
waiting lbr the next bidding exercise.



B. Procurement of travel management selvices

Irrezularities in the selection of the TMS contractor

17. OIOS is of the opinion that the procurement process that led to the award
of the TMS contract to AMEX was not conducted in accordance with the four
general procurernent principles stated in Financial Regulation 5.12, namely: (i)
best value for money; (ii) faimess, integrity and transparency; (iii) effective
competition; and (iv) the interest of the United Nations. Overall the selection of
the TMS contractor appeared to favour AMEX. OIOS reached this conclusion
based on the following observations:

(a) In June 2004, Caldwell Associates, the consultant assisting in the
procurement of TMS, completed the technical evaluation and sent the
results to the technical evaluation committee for review. The evaluation
committee, which included representatives from LTNHQ, TINDP and
LTNICEF, signed the technical evaluation committee's report endorsing
Caldwell Associates' assessment that of the five proposals received,
three companies, namely AMEX, Company A and Company B, were
found to be technically acceptable.

(b) Caldwell Associates conducted the commercial evaluation ofthe
financial proposals from the tfuee bidders and concluded that the
cheapest offer was from Company A, followed by Company B and then
by AMEX. Taking into account the results of the technical evaluation
and the commercial evaluation, Company A presented the lowest
acceptable bid. However, in their October 2004 presentation to the
Headquarters Committee on Contracts (HCC), PD and TTS requested the
HCC to disregard Company A's offer from further consideration citing
that Company A was not technically acceptable- According to the
approved HCC minutes (HCC/04/7|) of l9 October 2004, PD and TTS
stated it was because "Company A did not have an on-site presence in
New York which was a requirement in the RFP... and Company A's
score was below the technical threshold," Contrary to PD's and TTS'
assertions, an on-site presence in New York was not a requirement in the
RFP. The RFP only requested bidders to explain how they "will identify,
recruit and train suflicient nurnber of qualified staff . .. in the New York
area."

(") According to the minutes, the HCC asked whether Company A's
financial proposal was unreasonably lower than the competition. TTS
responded that "you g€t what you pay for. Usually the incoming vendor
would take over the incumbent staff. However, it was common
knowledge that AMEX staff salaries are on [the] high side. Transitioning
to Company A was likely to impact service delivery to the LrN as
Company A would not be able to retain AMEX staff at reduced salary
levels." This sLatement appeared to indicate TTS' preference to r€tam
AMEX slaff rather than accept the lower bid proposed by Company A.



(d) The HCC then requested PD to obtain a Best and Final Offer
(BAFO) from Cornpany B and AMEX. In November 2004, PD presented

AMEX's BAFO to the HCC as the lowest offer and the HCC
recornmended the award of the TMS contract to AMEX PD, however,
signed a contract with AMEX using AMEX's initial offer instead of the
BAFO. PD asserted that the BAFO was not valid since "AMEX's BAFO
was contingent on its being granted the Travel Payment Services
business which in the end did not transpire" (see Section C below). PD,
however, informed the HCC about this only three years later in
November 2008 when it needed the HCC's recommendation to increase
the NTE for the contract rvith AMEX.

(e) ln the meeting with the HCC in November 2008, PD confirmed
that the reduction of $255,000 between AMEX's initial proposal and its
BAFO nrovided in 2004 did not materialize. This meant that there was
an unfair comparison ofthe financial offers from AMEX and Company
B in 2004 since the evaluation committee was comparing Company B's
BAFO with AMEX's BAFO. Nevertheless. PD asserted that AMEX was
selected over Company B because Company B's proposal in 2004 was

cosmetic in nature and did not offer any competitive advantage over
AMEX. This assertion, however, was not supported by further analysis
of company B's proposal.

(f) OIOS also noted that the reasons for selecting AMEX presented
by PD to the HCC in November 2008 were factually incorrect. First,
AMEX's BAFO \.\'as not contingent on it being selected as the provider
of travel payment services. The BAFO proposed: (i) a reduction of
$255,000 between AMEX's initial offer proposal and its BAFO; and (ii)
a reduced percentage ( 17,5 per cent instead of I 8.87 per cent of the direct
operating expenditures) for the management fee if AMEX obtained the
travel payment services contract. This meant that the BAFO was still
valid even though AMEX did not obtain the travel payment services
contract; however. the United Nations would be paying 18,87 per cent of
the direct operating expenditure as the management fee and would have
received a $255,000 reduction in one-time costs for the TMS contract.
Second, AMEX had been providing travel payment services to the
United Nations during the past four years although there was no formal
contract. OIOS found the decision to allow AMEX to provide travel
payment services without a contract to be irregular and that it had
resulted in financial losses to the Orsanization. This is discussed further
in Section C ofthis report.

R€commendations 3

(3) The Under-Secretary-General for Managernent
should determine accountability for the non-compliance with
Financial Regulation 5.12 (that set forth th€ four general
principles of procurement) and the 2004 procurement
manual during the procurement processes that led to the
award of the contrflct to AMEX (PD/COO7Z/01)'



18. DM did not accept recommendation 3 and slated that lhe source
selection plan was introduced only in the 2007 version of the procurement
manual, end therefore would not haye been applicable lbr a solicitalion in
2004. OIOS notes that the requirement for a source selection plan was in Section
1L2 ofthe 2004 Procurement Manual. Recommendation 3 rernains open pending
receipt of a report by DM determining the accountability of the PD officials for
non-compliance with the 2004 Procurement Manual in the award of the contract
to AMEX (PD/COO7?10|\.

Delay in signing the contract with AMEX

19. The contract was awarded to AMEX in November 2004 but the contract
was signed only 13 rnonths later in December 2005. During this period, it
became apparent that the estimates presented by AMEX in its proposal were no
longer achievable. Despite this, PD did not take any action to reassess the
validity of the proposal and signed the contract with AMEX. Consequently, the
actual net payments to AMEX during the contract period significantly exceeded
the estimates in the proposal even in the first month ofthe contract.

20. There are no controls in place to ensure that contracts are concluded in a
timely manner after the ASG-OCSS approves the award. The ASG confirrned
that his approval for the award of contracts did not have any expiry date, The
risks are that PD may sign a contract at a significantly later date, or may not have
signed a contract after the award as discussed in Section C of the report.
Subsequent to OIOS' inquiry, the office of ASG-OCSS informed OIOS that "the
ASG is considering indicating a limitation of one year for approvals granted by
the ASG following recommendations by the HCC, The approval could then be
renewed following a presentation by the PD indicating a need for the award, the
reasons for the delay and a justification why the approval should be granted."
OIOS acknowledges the ASG's proposal to limit its approval for one year but
notes that this proposal was still under consideration and has yet to be
irnplernented at the time of the audit.

Recommendation 4

(4) The Assistant Secretary-General, Office of Central
Support Services should establish controls to ensure that
contracts are signed within I reasonable time after the
contracl award including establishing an expiry date for his
approval of the award of contracts.

21. DM accepted recommendation 4 end stated that the AMEX conlract was
signed a year after the approval due to lengthy negotiations between United
Nations and AMEX involving the legal departments of both parties. llith regard
to this recommenddtion, the l.tG-OC.9S will consider an expiry period of 18
monlhs as a control measure to ensure that contrdcls are signed within a
reqsonable time.frame after the contract award. However, it should be noted thal
the establishment of .ttrch u control mechanism also requires a monitoring system
to ensure proper implementalion including the tracking of approval and



signature dares. Recommendation 4 remains open pending notification and
review of the controls established by the ASG-OCSS to ensure conttacts are
signed within a reasonable time frame after the contract award.

Annual cost of TMS was siqnificantly hieher than the cost propglcllbf3llEx
in its proposal

22. AMEX won the award for the TMS contract based on its proposal which
showed an annual net cost to UNHQ of $720,000, However, there was no clause
in the contract requiring AMEX to adhere to this annual net cost. Consequentlt
although the contract with AMEX only commenced in December 2005, UNHQ
paid AMEX significantly higher annual net costs of $1.2 million in 2006, and
$1.4 million in 2007. The extrapolated annual net cost for 2008 (based on
invoices from January to November) is estimated to be $ 1.8 million.

23. The increase in the actual payments to AMEX over the estimated annual
n€t cost shown in AMEX's proposal of 2004 was mainly due to the significantly
lower actual r€venue as compared to the estimated revenue. Since the amount of
revenue received (in the form of commissions and overrides) depends on a
number of factors beyond TMS contractors' control (e.g., airlines commisston
policy and agreements between the United Nations and the airlines), OIOS
questions the appropriateness of using the net amount of costs and revenues as a
measurement for the financial evaluation of the TMS contract.

Recommendation 5

(5) When conducting bidding exercises for future trrvel
mansgem€nt service (TMS) contrf,cts, th€ Assistant
Secretary-General, Office of Central Support Services
should review the appropriateness of including the amount of
revenue &s a measure for the evalurtion of the financial
proposal, since revenues are influenced by factors normally
outside the control of the TMS contractor.

24. DM accepted recommendation 5 and stated that this issue will be
reviewed during the upcoming bidding exercise for TMS. Recommendation 5
remains open pending the receipt of a copy of the request for proposal for the
next biddins exercise.

G. Provision of travel payment services

Loss ofrebates available under unconcluded travel pavment services contract

25. In April 2004, PD issued an RFP (RFPS-634) for travel payment
services, i.e., the provision of a centrally billed credit card (in other words a
corporate credit card) for UNHQ, TINICEF and UNDP to facilitate the pa),ments
of air tickets. Since the amount of the paym€nts to be charged to this corporate
credit card was expected to be millions ofdollars per annum, the United Nations
had expected to receive rebates offered by the provider. Caldwell Associates also
assisted in this procurement exercise. 

,{



26. In a meeting in November 2004. the HCC recommended and the ASG-
OCSS approved the award of the contract to Company C, the lowest acceptable
bidder. Although over four years has passed, PD has not signed the contract with
Corr.rpany C. lnstead, LINHQ has used AMEX to provide travel paym€nt services
without a contract. However, unlike Company C, AMEX does not provide any
rebates and as a result. UNHQ lost the opportuniry- to earn rebates. Based on
travel payments made through AMEX from January 2005 to November 2008,
OIOS estimated that UNHQ has lost at least S1.6 million in rebates. DM stated
that the re-bidtllng oJ lravel payment services has been initiated.

27. OIOS noted that AMEX had also competed in the bidding for travel
payment services, but its technical evaluation score was a point below the
minimum 70 point score for technically acceptable bidders. Despite this, the
evaluation committee considered AMEX as technicaliy acceptable. The ltnancial
evaluation shou'ed that AMEX's proposal was the most expensive and overall,
AMEX ranked the los'est, aller Company C and Cornpany D, OIOS was unable
to establish why the contract rvith Company C was not concluded during the
audit because the fi les provided by PD were incomplete,

Recommendation 6

(6) The Under-Secretary-General for Management
should require the Assistant Secretary-G€neral' Office of
Central Support Services to document the reasons why the
travel payment services contrlct was not concluded' which
resulted in the loss of rebates totaling approximately $1'6
million from January 2005 to November 2008' and take
appropriate action to determine accountability for these
losses.

28. DM did nol occepl reconlnendation 6 and sluled th(tl the conlract vith
Compuny C wds rtol conclttded due to otlgoing negoliuliotls related to lechnical
difibrences bahreen (:ompony C and the United Nations, includirtg operalional,
legal and Jinancial issues ond concerns whith were exacerbaled by 'rystems
issues stentming from lhe need for the exchange of dato befireen Company C,
AMEX und lhe United Natiotls. Conse(luently, the conlracting process became
unusually prolracted. In the meantime, Company C indicated thal they could not
maintain the rates oflered in the ittitial proposal. As a resull of the change in
conditions, lhe ndlltre and nuntber of concern.s and issues thctt had not been
resolved, and the anticipated change in in-house IT systems relaled to the lravel
cloirns portal antl the selection tf an ERP vendor, the Accounts Division arrived
ul lhe conclusion that it would be beneJiciul to i.\sue u new solicitation and re-bid
lhe requirement. The R/;P for the consullont to be uilized for lhe new combined
TMS/TPS soltcilcttion exercise wenl oul to the mdrket, with proposols due on I3
April 2009 D)v[ referred OIOS to memos from OLA dated 29 Attgust 2005 and 30
Octoher 2006.

29. OIOS notes that during the audit it had reviewed the memoranda from
OLA to PD dated 29 August 2005 and 30 October 2006 referred to in DM's



response. When OIOS asked PD about the contractual issues raised by OLA in its

memoranda, PD was unable to provide documentation on whether or how it had

addressed them. OIOS wishes to point out that although Company C indicated

that it could not maintain the rates offered in the initial proposal, it provided the

Organization with a revised schedule of rebates in January 2007 that are

significantly more attractive than the current arrangement with AMEX, which

does not offer any rebates, It is therefore unclear why the responsible officials
continued to allow AMEX to provide the travel payment services. Considering
there are stilt many unanswered questions, OIOS therefore reiterates
recommendation 6.

Need for reconciliation of statements ofticket payments

30. Each month, AMEX sends the Accounts Division a detailed monthly
statement of ticket paymenrs that AMEX made on behalf of IJNHQ together w.ith

copies of invoices. The Travel Claims and Payment Section of the Accounts
Division, however, did not perform reconciliations between payments made and
balances shown on the monthly statements from AMEX. Consequently, it could
not fully account for the November 2008 statement balance of $8.6 million due to

AMEX.

Recomrnendation 7

(7\ The Controller should ensure that the Accounts
Division: (i) fully reconcil€s the $8.6 million balance due to
AMEX as of November 2008; and (iD performs
reconciliations of the monthly statements from AMEX in a
tirnely manner and verifies the amounts due to AMEX for
the ticket payments.

3l, DM did not accept recommendation 8 but did provide a copy of the
November 2008 reconciliation indiculing that lhe amount o/ 58.6 millbn due to
AMEX as of November 2008 (statement dated 22 October 2008) consists of the
amount o/ $1.9 nillion for tickets issued prior to 23 September 2008 (which was
paid to AMEX on 28 October 2008 in the amount of 54.2 million) and the amount
of $3.6 million for tickets issued belween 23 September and 22 October 2008
(which was paid to AMEX on 2 December 2008 in the amount of 53.5 nillion).
OIOS found the November 2008 reconciliation provided by DM to be
incomplete. For the November 2008 reconciliation, DM did not provide details of
the follovying reconciling items (including the invoice dates):

(a) Missing invoices of $620,000;

(b) Unpaid invoices of $235,000 due to budget account
classification (BAC) and travel requests (TVRQ) problems; and

(c) Amounts under investigation of $5,400.

32. There is a risk that AMEX may have charged the Organization late fees
for long outstanding items. OIOS noted that AMEX had charged the
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Organization 9131,047 with the description "other debits" in December 2005,
$157,150 in November 2006 and $172,001 in Septunber 2008. In December
2008, OIOS requested clarification from Accounts Division on the nature of
these amounts. The Accounts Diyision agreed to revert after investigations but no
response had been received at the time of this report. OIOS is concemed that DM
did not accept the recommendation to perform monthly reconciliations of the
statements from AMEX considering the importance of timely reconciliations of
monthly statements to ensure the validity and accuracy of payments made. OIOS
r€iterates recommendation 7 and requests DM to reconsider its initial r€sponse to
this recomrnendation.

D. Contract adminastration and management

33. According to section l5.l.l ofthe 2008 Procurement Manual, "Contract
management is the ongoing monitoring and management of the vendor's
performance and obligations regarding the promised goods, services, or works as
well as all other terms and conditions ofthe contract, such as price and discount..,
Contract management is a shared responsibility between the requisitioner and/or
the end user and the procurement office".

Incorrect basis for PD's trackinq of AMEX exoenditures againsi the aDpleygd
NTE

34. PD has a tracking system to monitor the expenditure under each contract
against the approved NTE amount. However, for the contract with AMEX,
OIOS found that both the NTE amount and the expenditures recorded in PD's
tracking system were incorr€ct- PD incorrectly recorded the consolidated NTE of
$8,3 million, which included the NTE for LTNHQ, UNDP and UNICEF, as the
NTE for tlNHQ. Furthermore, it erroneously used the purchase order of the
previous AMEX contract (PD/COOl8i0l) to obligate €xpenditures incurred under
the current contract (PD/CO072/05). Consequently, PD could not accurately
monitor the expenditures charged against the approved NTE for IINHQ and was
apparently not aware that the expenditures charged by AMEX had exceeded the
approved NTE until informed by the OIOS audit.

Recommendation 8

(E) The Procurement Division should take corr€ctive
actions to ensure the dtrta integrity of its contract tmcking
system relating to contract number PD/CO072/05.

35. DM accepted recommendation 8 and stated that PD correctly recorded
the NTE as $8.3 million, which was the only umount recommended by the HCC
and approvetl by the Controller pertaining lo lhis contracL There was no
separate allocation ofNTE between the qgencies and UNHQ. In November 2008,
PD in conjunction with TTS, requested that HCC recommend an NTE for UNHQ
only. Subsequently, during an HCC meeting (meeting number: HCC/08/104), the
HCC recommended an NTE of 86,040,800 for the duration of the contract. DM
stdted that this recommendation has beenfully implemenled.

1 l



36. OIOS acknowledges DM's acceptance of the recommendation but
would like to point out that consolidated NTE of $8.3 million for UNHQ and
other United Nations agencies should not be used to compare it to expenditure
amounts for only UNHQ in its contract tracking system. Based on the HCC
minutes and the proposal from AMEX ofNovember 2004, the consolidated five-
year NTE of $8.3 million comprised $3.6 million for UNHQ, 53.3 million for
TINDP and $1.4 million for UNICEF.

37 . Although PD corrected the NTE amount to the new NTE of $6 million
relating to UNHQ in November 2008, the expenditure amounts for the TMS
contract (PD/CO072I05) remains incorrect in its tracking system.
Recommendation 8 remains open pending receipt of documentation that PD's
contract tracking system reflects the correct NTE and expenditure amounts
relating to the TMS contract (PD/C0072/05).

Inadeqgalle 4aalitorins bv TTS

38. According to section l l, page 3l ofthe TMS contract, TTS officials are
responsible for monitoring the services rendered by AMEX. OIOS found,
however, that the monitoring conducted by TTS was inadequate. In many
instances, TTS relied on AMEX's representations without performing an
independent verilication as demonstrated in the succeeding paragraphs.

39. The review of amual budgets presented by AMEX is very important
because they are indicative ofthe TMS expenditures for the following year, and
AMEX is contractually obligated to adhere to these budgets. According to
Section C, page 166 of the contract, "the Organization will only reimburse the
TMS Contractor for the Direct Operating expenses budgeted.. . and approved by
the Organization." However, contrary to the contract provisions, OIOS found that
there was no written approval of the an-nual budgets submitted by AMEX and
there was no evidence that TTS made a detailed review of the assumptions and
bases used by AMEX to prepare the budgets. In addition, although paragraph C2,
page 166 of the contract requires the TMS contractor to subm.it budgets for
subsequent years no later than 120 days prior to the end of each year under the
contract, TTS had allowed AMEX to submit its amual budgets with delays of
five months or more.

40. TTS also did not verify the accuracy of the presentations made by
AMEX annually and was therefore not aware of discrepancies in the statistics
presented by AMEX. OIOS found enors in the sales volume as well as the
savings AMEX claimed to have made on behalf of the United Nations. Further
details are discussed in Section E of this report.

41. Even though the payroll ofAMEX staff constituted approximately 75 per
c€nt of the total operating costs charged to UNHQ, TTS did not request AMEX
to provide documentation outlining the remuneration package of AMEX staff as
a check for reasonableness and to ensure that the structurc of the compensation
did not provide an incentive for AMEX staff to increase the travel costs to the
United Nations.
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42. Furthermore, contrary to paragraph 3.4.2, page 148 ofthe contract, there
was no documentation to shorv tltat TTS reviewed and approved the salary
increases of AMEX staff. TTS.also did not require AMEX to provide salary
benchmark information for similar corporate contracts to justifl/ the increases,
although the contract requires AMEX to provide such information.

43. TTS did not ensure that the expenditures charged by AMEX were
adequately supported. The certilying officer approved payments for invoices
without requiring AMEX to provide supporting documentation for salary
adjustments citing "it is AMEX's internal administrative process." The
certifying officer also did not request AMEX to provide supporting
documentation for charges appearing on the monthly invoices with the
description "debit/credit memo" and "professional service fees". In addition,
until brought to his attention by the OIOS audit, the certifi ing officer did not
systematically check the mathematical accuracy of the invoices, and was
therefore unaware that AMEX had miscalculated the mattagement fees in 7 of the
33 months tested by OIOS, resulting in overpayments totaling approximately
$3,000, most of which have since been recovered,

Recommendation 9

(9) The Controller should remind certifying officers in
the Travel and Transportation Section of their responsibility
to review and ensure that all items on AMEX invoices are
duly verified and properly supported.

44- DM accepted recommendation 9 qnd staled tha! OPPBA wiJJ ensure that
certifyitlg officers in TTS are periodically reminded of their responsibility to
review and ensure thql all itents on AI|IEX invoices are duly verifed and
supported. Recommendation t has been closed based on the assurances provided
by DM that it rvill issue periodic reminders to certifying officers.

45. TMS costs have escalated without full documentation of their
justification, or a proper review and approval by TTS. Consequently, TTS
expended in 32 months, the five-year NTE amount of $3.6 million for TMS.
Annual costs for TMS paid to AMEX increased from $1.2 million in 2006 to
$1.4 mi l l ion in  2007,  and are est imated to be $1.8 mi l l ion in  2008,  or  a 50 per
cent increase between 2006 and 2008. When OIOS pointed out the increasing
costs, TTS officials stated that the percentage increase in the TMS costs charged
by AMEX was lou,er than the percentage increase in volume of travel tickets
handled by AMEX. OIOS finds this explanation unsupported by the cost
structure of the contract. A better comparison is the average transaction cost per
ticket issued, rvhich has increased significantly from $81 in 2006 to
approximately $l0l in 2008, or a 25 per cent increase.

Recommendation l0

(10) The Assistant Secretary-General, Oflice of Central
Support Senices should safeguard the Unit€d Nations'
interesf by ensuring that th€ Travel and Transportation
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Section properly performs its contract management role in
monitoring AMEX's performance and compliance with the
provisions of the contract.

46. DM accepted recommendation -10. Recommendation 10 remains open
pending confirmation by the ASG-OCSS of the actions taken to monitor
AMEX's performance and compliance with the provisions of the contract, and
improvements made by TTS in its contract management role,

Costlv and ineffective pre-audits by TACU

47. According to paragraph 2.3.2, page 32 of the TMS contract, AMEX is
required to use the lowest logical fare (most direct and most economical fare) for
travel reservations made on behalf of the United Nations. At UNHQ, the Travel
Analysis and Coordination Unit (TACU) of TTS performs a 100 per cent pre-
audit ofthe air fares determined by AMEX (i.e., a review of every travel request
to establish the authorized airfare before ticketing.), TACU informed OIOS that
it has not found any cases whereby AMEX has not complied with the rule of
lowest logical fare. In comparison, a fare audit (post transaction audit) by an
external pafiy in December 2006 identified 84 cases of exceptions out of 826
records. OIOS questions the cost-effectiveness of TACU's 100 per cent pre-audit
since the annual salary costs ofTACU were at least $250,000 whereas the cost of
fare auditing by an external party was less than $3,000 in 2006. OIOS is of the
opinion that it would be rnore effective to utilize an independent extemal expert
instead of TACU to assess AMEX's compliance in ensuring the lowest logical
fare for IINHQ official travel.

48. The need for pre-auditing by TACU and its cost-effectiveness has been
questioned several times by oversight bodies, e.g., by the Joint Inspection Unit
(Jru) in October 1995, and by OIOS in 1996 and 2001, The previous
recommendations by JIU and by OIOS for TTS to reconsider the arrangement of
mandatory 100 per cent pre-audits had not been accepted. At that time, TTS
questioned the usefulness of post audits as substitutes for pre-audits. TTS also
stated that concurent audit lvas the only way to ensure the lowest price available
at the time of ticketing. OIOS disagrees with this assessment because AMEX is
contractually obligated to use the lowest logical fare for travel reservations made
on behalf of the Organization. Should the results of the post audits reveal that
AMEX is not compliant with this provision in more than I per c€nt of the travel
volume it handles, AMEX is contractually obligated to reimburse the
Oreanization for the difference in the air fares.

Recommendation 11

(11) The Assistant Secretary-General, Office of Central
Support Services should discontinue the Travel and
Transportation Section's 100 per cent pre-audits of tir fares,
and make alternative arrangements for fare auditing using
€xternal experts on at l€ast in annual basis.
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49- DM did not accept recommendation ll and stated that lhe
recommendation is incorrectly based on the qssumption that 100 per cent of
TACU's time and resources are dedicated lo conducting concurrent fare audits.
Besides the concurrent audil, TACU is responsible for a wrriety of other
activities. ln addition, the presence oJ TACU represents a s.yslem check that
effectively deters qttempls of policy deviation by the executive olfices, travellers
and AMEX, although not easily quantified. Pursuant to Section 3.2.2 of the
Procurement Manual (June 2003) and in reference to Financiql Rule 105 13,
"only those United Nations officials duly authr.trized shall enter into
commitments regarding procurement on behalJ of the United Nations." In the
context of the responsibililies discharged by TACU, only TACU's approval ofa
travel authorization, subsequent to concurrent audit, cun trigger the issuance of
lickels by AMEX. In this respect, the recommendation that the Organization
should use external fare audit experls in lieu of TACU poses the question
whether the same level of ./inancial accountability c n be mctintained without a

full review of reservations on the computer reservation system for policy
compliance and approvul of the travel authoriz.ttion by TACU. Specific concerns
about policy interpretation, prefened carriers, deviation from policy tlue to
exigencies of duty or flight availability, are inevitably parl of the consideralions
the Organization has to make bejbre Jinal ticketing. This type of higher
q(lministrative decisions cannot be expected from the contractor or qn exlernal

fare audit company. Due to their familidrity wilh lhe United Nations travel
patterns and complesc fare structure, TACU's expertise is utilized by TTS in
negotiating catier agreements to the fullest value and aligns wilh the
Organization's travel policy. The recommendation also ignores the likelihood of
increased administrative costs as d result of more frequen! fare audits and the
relqted edministrqtive costs for reimbursemenl.from AMEX to the Organization
to settle airfare discrepancies identiJied by posl-faclo audits. The funclion
performed by TACU requires specilic expertise arul compuler skills that cannot
be easily or cost-elfective$' reassigned lo executive or adminislralive ofjces.
Finally, we must point out the contrddictory approach in raising concerns about
perceived weakness in the conlroct management by the Secrelariat on one hand
qnd recommending weakening the controls on the other hand.

50. OIOS disagrees with the above justifications presented by DM that the
functions performed by TACU are indispensable and that the implementation of
recommendalion l1 will weaken the intemal controls. TACU has not identified
any cases of exceptions during the past three years while an audit by an extemal
expert in 2006 identified 84 cases of exceptions. OIOS therefore reiterates
recommendation I I and requests DM lo reconsider its initial response to this
recommendatron.

E. Review of AflEXts compliance with the contractrs
provisions

5l. OIOS tried to exercise the various ciauses in the contract that provide for
the United Nations' right to review AMEX's compliance with the provisions of
the contract. OIOS requested from AMEX 16 items of information relating to the
services provided by AMEX under the contract but AMEX did not provide in tirll
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9 of the 16 items requested. The nine outstanding items can be categorized into
the following :

(a) Payroll and personnel information;

(b) Supporting documentation and approval of the assumptions and
bases of the 2006-2008 annual budgets;

(c) Statistics ofsales volume and amounts;

(d) Supporting docurnentation for savings that AMEX claimed to
have made on behalf ofthe UNHQ; and

(e) Details of a disclairner on the monthly invoices regarding
AMEX's righl to receive commissions as well as the incentives provided
by AMEX's suppliers to its travel agent, which appear to contradict the
provisions of the contract.

Access denied lo pal@lltqqetelq

52. According to paragraph 4.4.2, page 151 of the contract, "... the TMS
contractor [shall] retain all financial documents related to the cost and revenues
of its account for a penod of ar least five (5) calendar years following the
termination of any agreement with the TMS Contractor. The United Nations will
have the right to audit any of these financial records or documents at any time
dunng the TMS contract and for five (5) years beyond its expiration." Despite
this provision, AMEX declined to provide in full the supporting documentation
for payroll costs charged to UNHQ citing "employees' privacy concems". This
included documentation outlining the remuneration package of AMEX staff
(salaries, benefits and emoluments), resumes of AMEX staff working under the
United Nations' account, the bases for the salary increases of AMEX staff, and
the details of monthly salary adjustments noted in AMEX invoices to UNHQ.
OIOS considers this a serious breach of the contract clause, particularly since
payroll expenditures represented approximately 75 per cent of the total
expenditures invoiced by AM EX.

R€commendation 12

(12) The Assistant Secretary-General, Office of Central
Support Services should request AMEX to comply fully with
th€ audit access clauses of the contract, and provide the
records necessary for the Travel and Transport Section to
fully account for the payroll costs charg€d to the
Organization during the contract period. If AMEX refuses lo
comply, the Assistant Secretary-General should initiate
sanctions against AMEX for not complying with ptrragruph
4.4.2 on page 151 ofcontrrct no,PD|COO72|OS.

53. DM did not accept recommendation 12 and stated that DM is not in a
position to impose sdnctions against American Express, and indicated that
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section 4.4-2 (page I5I) of the contract states "...The United Nations agrees and
acknowledges that, pursuant to certein agreemenls with third parlies, TMS
Contractor is restricted from disclosing certain information and thal such
information or records shall not be disclosed to the United Nations't.
Considering this clause of the contrac4 AMEX is dcting in conformance with the
provisions of this heavily negotiated agreement.

54. Atthough section 4.4.2 stat€s that the United Nations agrees that,
pursuant to agreements with third parties, the TMS contractor is restricted from
disclosing certain information, the same section also provides for the United
Nations'right to audit any financial records or documents related to the United
Nations account at any time during the TMS contract and for five (5) years
beyond its expiration. Payroll records form part of the financial records and as
such are subject to United Nations' audits. Furthermore, AMEX did not provide
any evidence ofthird-party agreements that restricted AMEX from furnishing the
United Nations with supporting documentation of the payroll costs charged to the
United Nations. OIOS therefore reiterates recommendation 12 and requests DM
to reconsider its initial response to this recommendation.

Ouestions conceminq the validity of annual budqets submitted by AMEX

55. Paragraph C2, page 166 of the contract states that "Budgets will be
accompanied by proposals for reducing Direct Operating Expenses. Budgets are
subject to review and approval by the Organizations." Paragraph 4.1.8, page 45
further states that "the contractor wi[[ discuss costs and revenues associated with
the account... discuss. opportunities for reducing direct costs and agree upon
apptopriate actions to streamline operations without reducing service levels...
Within four business days following each such meeting the TMS contractor will
submit minutes of rhe meeting specifically identifying all agreed upon actions..."
Despite these contractual clauses, AMEX informed OIOS that minutes are not
required and therefore AMEX could not provide the names ofthe United Nations
offrcials who approved the annual budgets as well as the minutes ofthe meetings
whereby the budgets were discussed and approved. TTS' failure to ensure that
the budget assumptions were valid and duly approved is also discussed in
paragraph 39 of this report. TTS could not show any evidence that it reviewed
and approved the assumptions and bases used by AMEX in preparing the
budgets. Consequently, there is no assurance that the budget assumptions
presented by AMEX were reviewed by th€ United Nations.

Recommendations 13 strd l4

(13) The Under-Secretary-General for Management
should require the Assistant Secretary-General, Office of
Central Support Services to document the reasons why there
was no management trail of the Travel and Transport
Section's reviews of the annual budgets presented by AMEX,
and take appropriate action to determine accountability for
these lapses.
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(f4) Th€ Assistant Secretary-General, Office of Central
Support Services should ensure that the Travel and
Transportation Section properly reviews future AMEX
budg€t proposals, including: (i) discussing opportunities for
reducing direct costs with AMEX and agreeing upon
appropriate actions to streamline th€ operations without
reducing service levelsl (ii) ensuring that AMEX submits
written minut€s for each budget review m€eting identifying
all agreed upon actionsl (iii) providing written approval of
the budgets after a detailed review of the rersonableness of
the annual budgets; and (iv) maintaining complete
documentation of the review process and its results.

56. DM accepted recommendation 13 and stated thqt America Express was
already verbally instrucled to submit its annual budget prior to the new budget
cycle in December 2008. American Express complied with lhis request lor the
2009 budget submission- DM explained thal it has been the practice since the
inceplion of the conlract that the buclgel proposal is presented during the
periorlic review meeling between user organizations' contract managers and the
AMEX managemenl team. The discussion on the proposed budget and other
operational/managerial issues proceed along with the review document, which
contains detailed information Ji:r the purpose of discussion. Communicction in
writing between TTS and American Express will continue to take place as
necessary, depending on the priority and exigency of the subject matter.
Recommendation 13 remains open notification of the reasons why there was no
management trail of the Travel and Transport Section's reviews of the annual
budgets presented by AMEX, and the action taken to determine accountability
for these lapses.

57. DM accepted recommendalion 14 and stated that 7"lS wilt review lulltre
AMEX buclget proposals. Recommendation 14 remains open pending receipt of
documentation showing TTS' review of the 2009 budget present€d by AI,IEX.

Discrepancies in data orovided bv AMEX

58. In accordance with paragraph 2.7 on page 39 of the contract, AMEX
provided the Organization with a reporting tool (known as the @work system)
capable of producing rnanagement reports including statistics of travel volume
and costs handled by AMEX. However, for invoicing the United Nations, AMEX
uses another system known as the billing system. There were discrepancies
between the statistics of travel volume and costs generated using the @work
system and those generated by the billing system in the monthly invoices.
AMEX attempted but was unable to reconcile the differences between the
statistics reported by the two systems.

59. Paragraph 8.1 of Amendment No. 2 of the contract requires AMEX to
ensure that the @work system provided to the United Nations is free from
significant programming errors and conforms to its functional and performance
specifications. Based on information provided by AMEX, OIOS concluded that
there were programming errors in the @work system that rendered the
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information generated from the system unreliable. For example, AMEX informed
OIOS that for a group of travellers (e.g., four persons) with the same itinerary,
only one work order (known as PNR) will be created. The travel agent working
on this PNR generates four invoices using the billing system. Each time the travel
agent works on the PNR, the @work system records four transactions because
there are four travellers on the PNR. Consequently, for a PNR with 4 travellers,
the @work system counted 16 transactions (4 transactions x 4 travellers) instead
of 4 transactions that it should have counted (l transaction x 4 travellers).

Recommendation 15

(15) The Assistant Secretary-General, Oftice of Central
Support Services should request AMEX to corr€ct th€
programming errors in the @work system in compliance
with pnragraph 8.1 of amendment 2 of th€ contract
PD{COO7Z105 to €nsure that the information generated from
the system is reliable.

60. DM rlid nol accept recommendalion I5 and stated that il does not concur
with the OIOS' conclusion that there are programming errors in the @work
reporting toot. The email from AMEX lo OIOS of 8 November 2008 states that
the transaction count dnd sales amount between @work and the settlements are
not mea t lo mqtch. OCSS it not avare ofany response from OIOS to this email.

61. In the opinion of OIOS, the description of the example noted in
paragraph 59 clearly demonstrates the discrepalcies of the @work system, which
inflates the transactions handled by AMEX. The inflated statistics may be used
by AMEX for increasing TMS costs. OIOS therefore reiterates recommendation
15 and requests DM to reconsider its illitial r€sponse to this recommendation.

62. For the past two years, in its annual presentation to th€ United Nations,
AMEX claimed to have made millions of dollars in savings by obtaining cheaper
air fares for UNHQ (Sl 1.8 million in 2006, $13.9 million in 2007). In November
2008, AMEX informed OIOS that the savings amount from I January 2008 to 20
November 2008 was $16.7 million, OIOS then requested AMEX to provide
detailed listing of the savings but AMEX could only provide OIOS with the
information starting from August 2006. Based on a computer analysis of43,907
cases, OIOS noted 66 cases with names of carriers shown as "undefined". These
cases showed the air fares as zero and therefore included the full fare amounts as
savings. In addition, contrary to paragraph 2.2.3, page 4 of the contract, which
stipulates AMEX's contractual responsibility to "book all reservations for official
travel at the lowest fares and rates that are consistent with the applicable travel
policy. . .", OIOS found 1,051 cases from AMEX's records where the airfares
paid were reported to be higher than the full fare. Upon OIOS' inquiry, dlvl!{
stated that these cases resulted from data entry errors, but could not provide
documents to support its assertion. If the 1,051 cases are valid, the Organization
may have overyaid $570,000 in ticket fares. OIOS has forwarded the list of 1,051
cases to TTS for funher review to ascerlain the validity ofthese cases.
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63. DM staled thal the savings calculalions are based upon comparative
information entered by the travel counsellors and are not vetted through the
expertise of the AMEX rate desk -for accuracy. To insist upon this detailed
vetting for statistical purposes only, the UN would require additional resources
and incur additional cost from American Express. Il is understood lhat these
perceived discrepancies had been explained fully. TTS reviewed the Excel table
provided by OIOS and reconfit'med that in all cascs, TTS tas able lo research
(technologically limited by the "last thirteen months in Sabre'') thal the UN
travel policy had been correclly apptied to the ticketed fures. TTS said lhat the
report is produced by American Express upon the Uniled Nations' request for the
purpose of projecting indicalive savings by the United Nations' airline fare
agreements and/or American Express's rate tlesk inle^)ention. Due to the high
volume of lransqctions, travel counsellors have occasionally omitted full fare
entries or enlered incorrect or not updated amounts- However, it should also be
noled that the auditors were made a,,vare of lhe efiernal fare audit done in 2006
indicating nearly 100 per cent compliance with lhe United Nationt travel policy
and requirements of the conlract. OIOS acknowledges actions taken by DM to
clarify the discrepancies and is not issuing a recomnlendation.

Disclaimer by AMEX regarding commissions and incentives

64. According to paragraph 2.3, page 160 ofthe contract, the United Nations
is entitled to base commission revenue and override revenue, Base commission
revenue is defined, as 100 per cent of net base commission received by the TMS
contractor and directly attributable to the United Nations'account for issuing a
ticket or making a reservation. An override is the commission paid by an airline
to a travel agency for achieving mutually agreed sales goals. Despite these
provisions in the contract, AMEX had included the following disclaimer on its
monthly invoices: "We want you to be aware that cedain suppliers pay us
commissions as well as incentives for reaching sales targets or other goals, and
from time to time also provide incentive to our travel agent... The relationship
we have with suppliers may influence the suppliers we identify and the itineraries
we recommend." OIOS is concemed that this disclairner is contrary to UNHQ's
entitlement to receive commission revenues. In addition. since the disclaimer also
provided for AMEX suppliers to give incentives to AMEX travel counsellors
working at LINHQ, OIOS is concemed that AMEX may be compensating its
travel counsellors in a manner that would encourage them to increase the cost of
travel or would,otherwise be inconsistent with United Nations policies and
objectives. AMEX informed OIOS that all revenue relevant to the contract was
given back to LINHQ, but declined to provide further details about the meaning
of the disclaimer, on the grounds ofprotection of confidentiality agreements with
third oarties.

Recommendation 16

(16) The Assistant Secretary-General, Office of Centrsl
Support Services, in consultation with the Office of Legal
Affairs, should follow up with AMEX on the meaning of lh€
disclaimer in the monthly invoices. This dischimer appeats
to be contrary to the United Nations' entitlement to receive
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commission revenues, and in th€ absence of a full disclosure,
AMEX may be compensating its travel counsellors in a
mann€r that would encourag€ them to increase the cost of
travel.

65. DM did not accept recommendation 16 and stated that in the TTS/PD
joint reply of 28 October 2008 to the OIOS preliminary .findings, TTS stdted that
the disclaimer in American Express invoices is a stanclard induslry practice
relaled to corporate travel accounts including lhose of American Express. As the
United Nations contract wilh American Express is on a cost plus basis, lhe
United Nations is entitled to receiye shared revenue from the Global Agreements
lhat corporate Amertcan Express has with suppliers (airlines, hotels, etc.). L
should be noted that these are global third party arrangements between
(torporate) American Express and the (corporale) suppliers dnd crre set to
(corporate) speci,fic incentive thresholds. ll/hen those targets are reached, the
supplier pays revenue to American Express. TTS has transmitted (I I December
2008) an independent audit (February 2004) by Emst and Young on the override
practices of American Express to the Audit team. TTS expects that the Ernst &
Young audit satisJies OIOS' concerns that su|ficient controls are maintained by
American Express.

66. OIOS found the relevance of the Emst & Young audit report to be
limited because it was conducted prior to the commencement of the cunent TMS
contract between the United Nations and AMEX in November 2005 and
therefore did not cover the modalities under the contract. OIOS lherefore
reiterates recommendation 16 and requests DM to reconsider its response to this
recomm€ndation.

F. Gontracts with transportat:on carriers

67. At the time of th€ audit in December 2008, TTS had entered into
agreements with 35 transportation cariers (34 airline carriers and one rail
company), on behalf of the United Nations for discounted airfares and rail fares.
TTS confirmed that it negotiated agreements with these companies without
seeking the involvement of PD or the Office of Legal Affairs, citing that it was
not necessary because "the agr€ements were non-committal in nature". OIOS
disagrees with this rationale because PD is also responsible for system contracts
that are non-committal in terms of volume of transactions. OIOS requested TTS
to provide the delegation of authority to enter into contracts on behalf of the
United Nations, but did not receive a response,

68. DM stqted that the carrier agreements are non-binding, non-competitive,
non-exclusionary and do not involve traditional contractual exchange and as
such, they do not reqtrire involvement by PD. These non-binding agreements do
not result from a .solicitation exercise; and do not impose any legal or Jinancial
commitment upon the United Nations. Furthermore, the use of negotiated airline
agreemenls was recommcnded by the Joint Inspeclion Unil (JIU) and endorsed
by the General Assembly in 1983 to expand the number of airline agreemenls
(Ref. GA,|RES/37/241). Hence, TTS has brokered airline agreements on a regular
basis since the mid-1980s. It should be noled that the current arranqemenls must
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be maintained in order to ensure that the UN travel programme remains viable
and cost-effective. OIOS has noted DM's comments.

V. ACKNOWLEDGEMEI{T
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