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EXECUTIVE SUMMARY

Audit of the contract between the United Nations and
American Express Travel Related Company Inc.
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 Inc. (AMEX) for the provision
of travel management 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 15 years, the Organization has had three
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 International Standards for the
Professional Practice of Internal 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
meffective. 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:

e 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.

s 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.

» TTS expended in 32 months, the five-year “not-to-exceed” (INTE)
amount of $3.6 million for TMS.




o AMEX has been providing travel 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 $1.6 million in rebates from this company.

¢ TTS did not adequately monitor the services rendered by AMEX. In
many instances, TTS relied on the representations of AMEX officials
without performing independent verification.

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

e OIOS requested, and AMEX declined to provide in full, cost and
personnel information pertaining to services rendered by AMEX under
the TMS contract, in contravention of the 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 incutred 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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I. INTRODUCTION

1. The Office of Internal Oversight Services (OIOS) conducted an audit of
the management of the contract (no. PD/C0072/05) 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
Internal Auditing.

2. TMS are the services provided by a travel agency (in this case, AMEX)
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.

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 recent contract with AMEX commenced on 1 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 servicing Secretariat departments and offices at United Nations
Headquarters (UNHQ), the current 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
italics.

il. AUDIT OBJECTIVES

7. The main objectives of the 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 payments made to AMEX were adequately supported
and properly certified.

ili. AUDIT SCOPE AND METHODOLOGY

3. The audit scope included the United Nations Headquarters TMS
transactions performed by AMEX under contract number PD/CO072/05 between
1 December 2005 and 30 November 2008, The audit excluded TMS transactions
by AMEX for UNDP, UNICEF, UNFPA and UNOPS.

9. The audit methodology included interviews with AMEX’s personnel and
staff members of TTS and the Procurement Division (PD); analyses of relevant
information and reviews of available documentation on procurement, contract
administration and payments. Since 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. QIOS tried to exercise the audit clauses of the 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
RECOMMENDATIONS

A. Modality for travel management services

Cost-effectiveness of the outsourcing of TMS not documented

11. According to General Assembly (GA) resolutions 55/232 and 59/289 and
reports of the Secretary-General (A/55/301, A/57/185 and A/59/227),
outsourcing may not be considered unless it can be adequately demonstrated that
an activity can be done significantly more economically and, at the very 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 efficiency of outsourcing TMS. TTS stated 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 of section 2.3.1.3 of the
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 concerned procurement officer, certifying
officer and the requisitioner (in this case, TTS).

ol




Recommendation 1

(D The Assistant Secretary-General, Office of Central
Support Services should ensure that cost-benefit analyses are
performed to demonstrate whether outsourcing the provision
of all or part of travel management services is significantly
more economical and equally efficient as required by
General Assembly resolutions 55/232 and 59/289.

12. DM did not accept recommendation | and referred to the conclusions in
a 1992 report by an external consultant to justify the decision to outsource travel
management services. TTS conducted a cost comparison exercise in 2008 to
demonstrate the cost-effectiveness of outsourcing TMS and TTS noted that
monthly salaries of internal staff would be 3180494 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 cost-benefit analysis
but it is an incomplete 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 recommendation.

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

13. Although 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 ¢osts 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
incurred by UNHQ) for on-site AMEX services are higher since the Organization
also provides AMEX with office space and office equipment. OIOS estimated
that UNHQ could generate significant savings if TTS reduced the number of on-
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 travel rescrvations 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 UNICEF
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 arrange for off-site TMS in licu of on-site TMS. This is because the
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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 increase the use of
online travel reservation tools and use offsite travel
management services in order to reduce the transaction costs
for travel management services.

15. DM did not accept recommendation 2 and stated that even with the use
of online booking, the travel agency still needs to review the travel itinerary to
ensure that it is the lowest logical fare, in accordance with the United Nations
travel policy. The transaction fee of $5 for using online booking is therefore an
additional cost, making the cost of issuing a ticket reserved using the online
booking tool more expensive. The online booking tool represents a significant
Sinancial risk to the adminisiration of the travel programme at Headquarters.
Without an adequate review of travel arrangements by qualified travel agents,
the Organization is exposed to weakened financial controls made by an
individual using the online booking tool. The complexities and the multi-leg
itineraries of the Organization’s travels are generally not conducive to the
structure of the current online booking tool. The onfine booking foof afso lacks
the financial controls and linkage to the United Nations’ travel authorization,
certification and funding process for official travel. Only one-way tickets and
simple round-trip fares may be applicable. TTS however recognizes that the
online booking technology will continue to improve, resulting in a reduction in
travel agency involvement and fulfillment and lowering the operating costs of the
Organization. Regarding the use of off-site travel management services to reduce
the transaction costs for travel management services, DM will consider the
feasibility of using such a service configuration in the re-bidding for the TMS
contract.

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 counseliors or
by the Travel Coordination and Analysis Unit (TACUY} 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 multi-leg 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. UNICEEF, 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 immediate actions to explore all options to reduce the TMS costs instead of
waiting for the next bidding exercise.




B. Procurement of travel management services

Irregulanties in the selection of the TMS contractor

17. OI0S 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 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 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 UNHQ, UNDP and
UNICEF, signed the technical evaluation committee’s report endorsing
Caldwell Associates’ assessment that of the five proposals reccived,
three companies, namely AMEX, Company A and Company B, were
found to be technically acceptable.

(b) Caldwell Associates conducted the commercial evaluation of the
financial proposals from the three 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/04/71} of 19 QOctober 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 sufficient number of qualified staff ... in the New York
area.”

(c) According to the minutes, the HCC asked whether Company A’s
financial proposal was unreasonably lower than the competition. TTS
responded that “you get 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 UN as
Company A would not be able to retain AMEX staff at reduced salary
levels.” This statement appeared to indicate TTS’ preference to retain
AMEX staff 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 Company B and AMEX. In November 2004, PD presented
AMEX’s BAFO to the HCC as the lowest offer and the HCC
recommended the award of the TMS contract to AMEX. PD, however,
signed a contract with AMEX using AMEX’s initial offer instead of the
BAFQ. 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 with AMEX.

(e) In the meeting with the HCC in November 2008, PD confirmed
that the reduction of $255,000 between AMEX’s initial proposal and its
BAFO provided in 2004 did not materialize. This meant that there was
an unfair comparison of the 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.

(H) Ol0S also noted that the reasons for selecting AMEX presented
by PD to the HCC in November 2008 were factually incorrect. First,
AMEX’s BAFO was 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 (i1)
a reduced percentage (17.5 per cent instead of 18.87 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 Josses to the Organization. This is discussed further
in Section C of this report.

Recommendations 3

(3) The Under-Secretary-General for Management
should determine accountability for the non-compliance with
Financial Regulation 5.12 (that set forth the four general
principles of procurement) and the 2004 procurement
manual during the procurement processes that led to the
award of the contract to AMEX (PD/COQ72/01).




18. DM did not accept recommendation 3 and stated that the source
selection plan was introduced only in the 2007 version of the procurement
manual, and therefore would not have been applicable for a solicitation  in
2004. OIOS notes that the requirement for a source selection plan was in Section
11.2 of the 2004 Procurement Manual. Recommendation 3 remains open pending
receipt of a report by DM determining the accountability of the PD officials for
nen-compliance with the 2004 Procurement Manual in the award of the contract
to AMEX (PD/CO072/01).

Delay in signing the contract with AMEX

19. The contract was awarded to AMEX in November 2004 but the contract
was signed only 13 months 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 of the 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 confirmed
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 OlIOS’ 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
implemented at the time of the audit.

Recommendation 4

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

21. DM accepted recommendation 4 and stated that the AMEX contract was
signed a year after the approval due to lengthy negotiations between United
Nations and AMEX involving the legal departments of both parties. With regard
to this recommendation, the ASG-OCSS will consider an expiry period of 18
months as a confrol measure to ensure that contracts are signed within a
reasonable time frame after the contract award. However, it should be noted that
the establishment of such a control mechanism also requires & monitoring system
to ensure proper implementation including the tracking of approval and
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signature dates. Recommendation 4 remains open pending notification and
review of the controls established by the ASG-OCSS to ensure contracts are
signed within a reasonable time frame after the contract award.

Annual cost of TMS was significantly higher than the cost proposed by AMEX
n 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. Consequently,
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 millien 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
net cost shown in AMEX s proposal of 2004 was mainly due to the significantly
lower actual revenue 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 commission
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 travel
management service (TMS) contracts, the Assistant
Secretary-General, Office of Central Support Services
should review the appropriateness of including the amount of
revenuc as a measure for the evaluation 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 bidding exercise.

C. Provision of travel payment services

Loss of rebates available under unconcluded travel payment 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, UNICEF and UNDP to facilitate the payments
of air tickets. Since the amount of the payments to be charged to this corporate
credit card was expected to be millions of dollars per annum, the United Nations
had expected to receive rebates offered by the provider. Caldwell Associates also
assisled 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
Company C. Instead, UNHQ has used AMEX to provide travel payment services
without a contract. However, unlike Company C, AMEX does not provide any
rebates and as a result, UNHQ lost the opportunity to earn rebates. Based on
travel payments made through AMEX from January 2005 to November 2008,
OIOS estimated that UNHQ has lost at least $1.6 million in rebates. DM stated
that the re-bidding of travel 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 technically acceptable. The financial
evaluation showed that AMEX’s proposal was the most expensive and overall,
AMEX ranked the lowest, after Company C and Company D. OIOS was unable
to establish why the contract with Company C was not concluded during the
audit because the files provided by PD were incomplete.

Recommendation 6

(6) The Under-Secretary-General for Management
should require the Assistant Secretary-General, Office of
Central Support Services to document the reasons why the
travel payment services contract was not concluded, which
resulted in the loss of rehates totaling approximately $1.6
million from January 2005 to November 2008, and take
appropriate action to determine accountability for these
losses.

28. DM did not accept recommendation 6 and stated that the contract with
Company C was noi concluded due to ongoing negotiations related to technical
differences between Company C and the United Nations, including operational,
legal and financial issues and concerns which were exacerbated by systems
issues stemming from the need for the exchange of data between Company C,
AMEX and the United Nations. Consequently, the contracting process became
wnusually protracted. In the meantime, Company C indicated that they could not
maintain the rates offered in the initial proposal. As a result of the change in
conditions, the nature and number of concerns and issues that had not been
resolved, and the anticipated change in in-house IT systems related to the trave!
claims portal and the selection of an ERP vendor, the Accounts Division arrived
at the conclusion that it woudd be beneficidl to issue a new solicitation and re-bid
the requirement. The RFP for the consultant to be wtilized for the new combined
TMS/TPS solicitation exercise went ouf to the market, with proposals due on 13
April 2009. DM referred OIOS to memos from OLA dated 29 August 2005 and 30
Ociober 2006,

29, OIO0S 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
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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 still many unanswered questions, OIOS thercfore reiterates
recommendation 6.

Need for reconciliation of statements of ticket payments

30. Each month, AMEX sends the Accounts Division a detailed monthly
statement of ticket payments that AMEX made on behalf of UNHQ together with
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.

Recommendation 7

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

31, DM did not accept recommendation 8 but did provide a copy of the
November 2008 reconciliation indicating that the amount of $8.6 million due to
AMEX as of November 2008 (statement dated 22 October 2008) consisis of the
amount of $4.9 million for tickets issued prior to 23 September 2008 (which was
paid to AMEX on 28 October 2008 in the amount of $4.2 mitlion) and the amount
of 33.6 million for tickets issued between 23 September and 22 October 2008
(which was paid fo AMEX on 2 December 2008 in the amount of $3.5 million).
OlOS found the November 2008 reconciliation provided by DM to be
incomplete. For the November 2008 reconciliation, DM did not provide details of
the following 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 $131,047 with the description “other debits™ in December 2005,
$157,150 in November 2006 and $172,001 in September 2008. In December
2008, OIOS requested clarification from Accounts Division on the nature of
these amounts. The Accounts Division agreed to revert after investigations but no
response had been received at the time of this report. OIOS is concerned 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
reiterates recommendation 7 and requests DM to reconsider its initial response to
this recommendation.

D. Contract administration and management

33. According to section 15.1.1 of the 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 of the 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 tracking of AMEX expenditures against the approved
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 incorrect. PD incorrectly recorded the consolidated NTE of
$8.3 million, which included the NTE for UNHQ, UNDP and UNICEF, as the
NTE for UNHQ. Furthermore, it erroneously used the purchase order of the
previous AMEX contract (PD/COQ018/01) to obligate expenditures incurred under
the current contract (PD/C0O072/05). Consequently, PD could not accurately
monitor the expenditures charged against the approved NTE for UNHQ and was
apparently not aware that the expenditures charged by AMEX had exceeded the
approved NTE until informed by the OIOS audit.

Recommendation 8

8) The Procurement Division should take corrective
actions to ensure the data integrity of its contract tracking
system relating to contract number P1)/CO072/05.

35. DM accepted recommendation 8 and stated that PD correctly recorded
the NTE as $8.3 million, which was the only amount recommended by the HCC
and approved by the Controller pertaining to this contract. There was no
separate allocation of NTE between the agencies 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
stated that this recommendation has been fully implemented.
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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 of November 2004, the consolidated five-
year NTE of $8.3 million comprised $3.6 million for UNHQ, $3.3 million for
UNDP and $1.4 million for UNICEF.

37. Although PD corrected the NTE amount to the new NTE of $6 miilion
relating to UNHQ in November 2008, the expenditure amounts for the TMS
contract (PD/CO072/05) remains incorrect in its tracking system.
Recommendation 8 remains open pending receipt of documentation that PIY’s
contract tracking system reflects the correct NTE and expenditure amounts
relating to the TMS contract (PD/CQO072/05).

Inadequate monitoring by TTS

38. According to section 1.1, page 31 of the 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 perferming an
independent verification as demonstrated in the succeeding paragraphs.

39. The review of annual budgets presented by AMEX is very important
because they are indicative of the 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 QOrganization 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 annual 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 submit 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 annual 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 errors 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 of AMEX staff constituted approximately 75 per
cent 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 structure 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 of the contract, there
was no documentation to show that 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 justify 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 certifying 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 OlOS audit, the certifying officer did not
systematically check the mathematical accuracy of the invoices, and was
therefore unaware that AMEX had miscalculated the management fees in 7 of the
33 months tested by OlIOS, 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 Trave) 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 and stated that OPPBA will ensure that
certifying officers in TTS are periodically reminded of their responsibility to
review and ensure that all items on AMEX invoices are duly verified and
supported. Recommendation 9 has been closed based on the assurances provided
by DM that it will 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 million in 2007, and are estimated to be $1.8 million 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 lower 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, which has increased significantly from $81 in 2006 to
approximately $101 in 2008, or a 25 per cent increase.

Recommendation 10

(10) The Assistant Secretary-General, Office of Central
Support Services should safeguard the United Nations’
interest by ensuring that the 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 [0. 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.

Costly 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 UNH(), the Travel
Analysis and Coordination Unit (TACU) of TTS performs a 100 per cent pre-
audit of the 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 party in December 2006 identified 84 cases of exceptions out of 826
records. QOIOS questions the cost-effectiveness of TACU’s 100 per cent pre-audit
since the annual salary costs of TACU 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 more effective to utilize an independent external expert
instead of TACU to assess AMEX’s compliance in ensuring the lowest togical
fare for UNH() ofticial 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
(JIU) 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 concurrent andit was the only way to ensure the lowest price available
at the time of ticketing. OIOS disagrees with this assessment because AMEX 1is
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 1 per cent of the travel
volume it handles, AMEX is contractually obligated to reimburse the
Organization 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 air fares,
and make alternative arrangements for fare auditing using
external experts on at least an annual basis.
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49, DM did not accept recommendation I and stated that the
recommendation is incorrectly based on the assumption that 100 per cent of
TACU's time and resources are dedicated to conducting concurrent fare audits.
Besides the concurrent audit, TACU js responsible for a variety of other
activities. In addition, the presence of TACU represents a system check that
effectively deters attempts of policy deviation by the executive offices, travellers
and AMEX, although not easily quantified. Pursuant to Section 3.2.2 of the
Procurement Manual (June 2008) and in reference to  Financial Rule 105.13,
“only those United Nations officials duly authorized shall enter into
commitments regarding procurement on behalf of the United Nations.” In the
context of the responsibilities discharged by TACU, only TACU's approval of a
travel authorization, subsequent to concurrent audit, can trigger the issuance of
tickets by AMEX. In this respect, the recommendation that the Organization
should use external fare audit experts in lieu of TACU poses the question
whether the same level of financial accountability can be maintained without a
Sull review of reservations on the computer reservation System for policy
compliance and approval of the travel authorization by TACU. Specific concerns
about policy interpretation, preferred carriers, deviation from policy due to
exigencies of duty or flight availability, are inevitably part of the considerations
the Organization has to make before final ticketing. This type of higher
administrative decisions cannot be expected from the contractor or an external
Jfare audit company, Due to their familiarity with the United Nations travel
patterns and complex fare structure, TACU’s expertise is utilized by TIS in
negotiating carrier agreements to the fullest value and aligns with the
Organization’s travel policy. The recommendation also ignores the likelihood of
increased administrative costs as a result of more frequent fare audits and the
related administrative costs for reimbursement from AMEX to the Organization
to settle airfare discrepancies identified by post-facto audits. The function
performed by TACU requires specific expertise and computer skills that cannot
be easily or cost-effectively reassigned to executive or administrative offices.
Finally, we must point out the contradictory approach in raising concerns about
perceived weakness in the contract management by the Secretariat on one hand
and recommending weakening the controls on the other hand.

50. QIOS disagrees with the above justifications presented by DM that the
functions performed by TACU are indispensable and that the implementation of
recommendation 11 will weaken the internal controls. TACU has not identified
any cases of exceptions during the past three years while an audit by an external
expert in 2006 identified 84 cases of exceptions. OlOS therefore reiterates
recommendation 11 and requests DM to reconsider its initial response to this
recommendation.

E. Review of AMEX’s compliance with the contract’s
provisions

51 0OIO0S tried to exercise the various clauses in the contract that provide for
the United Nations’ night 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 full
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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;

(©) Statistics of sales volume and amounts;

(d) Supporting documentation for savings that AMEX claimed to
have made on behalf of the UNH{; and

(e) Details of a disclaimer on the monthly invoices regarding
AMEX’s right 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 to payroll records

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 period of at 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
during 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 concerns”, 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 AMEX.

Recommendation 12

{(12) The Assistant Secretary-General, Office of Central
Support Services should request AMEX to comply fully with
the audit access clauses of the contract, and provide the
records necessary for the Travel and Transport Section to
fully account for the payroll costs charged to the
Organization during the contract period. If AMEX refuses to
comply, the Assistant Secretary-General should initiate
sanctions against AMEX for not complying with paragraph
4.4.2 on page 151 of contract no. PD/CO072/05.

53. DM did not accept recommendation [2 and stated that DM is not in a
position to impose sanctions against American Express, and indicated that
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section 4.4.2 (page 151) of the contract states "...The United Nations agrees and
acknowledges that, pursuant to certain agreements with third pariies, TMS
Contractor is restricted from disclosing certain information and that such
information or records shall not be disclosed to the United Nations”.
Considering this clause of the contract, AMEX is acting in conformance with the
provisions of this heavily negotiated agreement,

54. Although section 4.4.2 states 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 Umted
Nations accourtt 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 of third-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.

Questions concerning the validity of annual budgets 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 QOrganizations.” Paragraph 4.1.8, page 45
further states that “the contractor will discuss costs and revenues associated with
the account... discuss opportunities for reducing direct costs and agree upon
appropriate actions to streamline operations without reducing service levels...
Within four business days following each such meeting the TMS contractor will
submit minutes of the meeting specifically identifying all agreed upon actions...”
Despite these contractual clauses, AMEX informed O[OS that minutes are not
required and therefore AMEX could not provide the names of the United Nations
officials who approved the annual budgets as well as the minutes of the 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 the United Nations.

Recommendations 13 and 14

{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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(14) The Assistant Secretary-General, Office of Central
Support Services should ensure that the Travel amnd
Transportation Section properly reviews future AMEX
budget proposals, including: (i) discussing opportunities for
reducing direct costs with AMEX and agreeing upon
appropriate actions to streamline the operations without
reducing service levels; (ii) ensuring that AMEX submits
written minutes for each budget review meeting identifying
all agreed upon actions; (iii) providing written approval of
the budgets after a detailed review of the reasonableness of
the annual budgets; and (iv) mainfaining complete
documentation of the review process and its results.

56. DM accepied recommendation 13 and stated that American Express was
already verbally instructed to submit its annual budget prior to the new budget
cycle in December 2008. American Express complied with this request for the
2009 budget submission. DM explained that it has been the practice since the
inception of the contract that the budgel proposal is presented during the
periodic review meeting between user organizations’ contract managers and the
AMEX management team. The discussion on the proposed budget and other
operational/managerial issues proceed along with the review document, which
contains detailed information for the purpose of discussion. Communication 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 recommendation 14 and stated that TTS will review future
AMEX budget proposals. Recommendation 14 remains open pending receipt of
documentation showing TTS’ review of the 2009 budget presented by AMEX.

Discrepancies in data provided by 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 management 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 B.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
OIQS 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 (1 transaction x 4 travellers).

Recommendation 15

(15) The Assistant Secretary-General, Office of Central
Support Services should request AMEX fo correct the
programming errors in the @work system in compliance
with paragraph 8.1 of amendment 2 of the contract
PD/CO072/05 to ensure that the information generated from
the system is reliable.

60. DM did not accept recommendation 15 and stated that it does not concur
with the QIOS' conclusion that there are programuming errovs in the @work
reporting tool. The email from AMEX to OIOS of 8 November 2008 states that
the transaction count and sales amount between @work and the settlements are
not meant to maich. OCSS iy not aware of any response from OIOS to this email.

61. In the opinion of OIOS, the description of the example noted in
paragraph 59 clearly demonstrates the discrepancies 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 initial response to this recommendation.

62. For the past two years, in its annual presentation to the United Nations,
AMEX claimed to have made millions of dollars in savings by oblaining cheaper
air fares for UNHQ ($11.8 million in 2006, $13.9 million in 2007). In November
2008, AMEX informed OTOS that the savings amount from 1 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 of 43,907
cases, O10S 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, AMEX
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 overpaid $570,000 in ticket fares. OlOS has forwarded the list of 1,051
cases to TTS for further review to ascertain the validity of these cases.
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63. DM stated that the savings calculations 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. It is understood that these
perceived discrepancies had been explained fully. TTS reviewed the Excel table
provided by GIOS and reconfirmed that in all cases, TTS was able to research
(technologically limited by the “last thirteen months in Sabre”) that the UN
travel policy had been correctly applied o the ticketed fares. T1S said that the
report is produced by American Express upon the United Nations ' request for the
purpose of projecting indicative savings by the United Nations’ airline fare
agreements and/or American Express's rate desk intervention. Due to the high
volume of transactions, travel counsellors have occasionally omitted full fare
entries oy entered incorrect or not updated amounts. However, it should also be
noted that the auditors were made aware of the external fare audit done in 2006
indicating nearly 100 per cent compliance with the United Nations travel policy
and requivements of the contract. OIOS acknowledges actions taken by DM to
clarify the discrepancies and is not issuing a recommendation.

Disclaimer by AMEX regarding commissions and incentives

64. According to paragraph 2.3, page 160 of the 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 certain 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 concerned that this disclaimer 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 UNHQ, OIOS is concerned 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 QIOS that all revenue relevant to the contract was
given back to UNHQ, but declined to provide further details about the meaning
of the disclaimer, on the grounds of protection of confidentiality agreements with
third parties.

Recommendation 16

(16) The Assistant Secretary-General, Office of Central
Support Services, in consultation with the Office of Legal
Affairs, should follow up with AMEX on the meaning of the
disclaimer in the monthly invoices. This disclaimer appears
to be contrary to the United Nations’ entitlement to receive
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commission revenues, and in the absence of a full disclosure,
AMEX may be compensating its travel counsellors in a
manner that would encourage 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 stated that
the disclaimer in American Express invoices is a standard industry practice
related to corporate travel accounts including those of American Express. As the
United Nations contract with American Fxpress is on a cost plus basis, the
United Nations is entitled to receive shared revenue from the Global Agreements
that corporate American Express has with suppliers (airlines, hotels, eic.). It
should be noted that these are global third party arrangements between
(corporate) American Express and the (corporate} suppliers and are set (o
(corporate) specific incentive thresholds. When those targets are reached, the
supplier pays revenue to American Express. TTS has transmitted (11 December
2008} an independent audit (February 2004) by Ernst and Young on the override
practices of American Express to the Audit team. TTS expects that the Ernst &
Young audit satisfies O[OS’ concerns that sufficient 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 current TMS
contract between the United Nations and AMEX in November 2005 and
therefore did not cover the modalities under the contract. OIOS therefore
reiterates recommendation 16 and requests DM to reconsider its response to this
recommendation.

F. Contracts with transportation carriers

67. At the time of the audit in December 2008, TTS had entered into
agreements with 35 transportation carriers (34 airline carriers and one tail
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 agreements 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 stated that the carrier agreements are non-binding, non-compeltitive,
non-exclusionary and do not involve traditional contractual exchange and as
such, they do not require involvement by PD. These non-binding agreements do
not result from a solicitation exercise; and do not impose any legal or financial
commitment upon the United Nations. Furthermore, the use of negotiated airline
agreements was recommended by the Joint Inspection Unit (JIU) and endorsed
by the General Assembly in 1983 to expand the number of airline agreements
(Ref. GA/RES/37/241). Hence, TTS has brokered airline agreements on a regular
basis since the mid-1980s. It should be noted that the current arrangemenis 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.
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ANNEX 2

Use this page if the orientation of Annex 2 is portrait. If the orientation is landscape, insert a section
break at the end of Annex | and continue on the new page. (On the Insert menu, point to Break, select

Next page under Section break types.) Leave the page blank if not required, do not delete it.




