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EXECUTIVE SUMMARY

Audit of procurement of local contracts

OIOS conducted an audit of procurement of local contracts in the United
Nations Mission in Liberia (UNMIL). The overall objective of the audit was to
assess the adequacy and effectiveness of internal controls over the procurement
of local contracts. The audit was conducted in accordance with the International
Standards for the Professional Practice of Internal Auditing.

Established policies and procedures were not always complied with in
the procurement of local contracts. The major results of the audit are summarized
below:

e The Mission did not comply with the requirements of the United
Nations Procurement Manual regarding the participation of
provisionally registered vendors in biding processes. There was thus
the risk of awarding contracts to vendors who had not been properly
vetted and who may lack the qualifications to provide the required
goods and services.

e The criteria used in evaluating bids were sometimes not established
in advance and, in other instances, the criteria were not clear. This
diminished the integrity, fairness and transparency of the selection of
vendors.

e The relative weights for commercial and technical aspects of
requests for proposals were not established and, in several cases, the
weight for each of the evaluation criterion was not established prior
to the related solicitation. There was thus the risk of irregularities in
the procurement of local contracts.

e The Mission did not always establish technical committees to
evaluate bids in respect of requests for proposals valued at $200,000
and above.

e The financial viability and soundness of prospective vendors were
not assessed. There was thus the risk of interruptions in the delivery
of goods and services resulting from contractors’ inability to support
the cost of their contracts.

e The Mission’s Legal Affairs Office was not consulted during the
preparation of contracts. As a result, there were many cases where
the United Nations was not properly protected against vendors’
inability to perform, as liquidated damages and performance bond
requirements were not always reflected in contracts.

OIOS has made a number of recommendations to address the issues
identified by the audit and to strengthen internal controls over the procurement of
local contracts.
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I. INTRODUCTION

1. The Office of Internal Oversight Services (OlIOS) conducted an audit of
procurement of local contracts in the United Nations Mision in Liberia (UNMIL).
The audit was conducted in accordance with the International Standards for the
Professional Practice of Internal Auditing.

2. Local procurement of goods and services is governed by the United
Nations Financial Regulations and Rules (UNFRR) and the United Nations
Procurement Manual (PM) and is the joint responsibility of the Procurement
Section (PS) and self-accounting units (SAUSs).

3. SAUs are responsible for preparing requisitions for the procurement of
goods and services and the PS is responsible for sourcing of the required goods
and services. The Contracts Unit (CU) of the PS is responsible for the
procurement of local contracts. The duties of the CU include inviting
expressions of interests and soliciting proposals from potential vendors,
conducting financial evaluations of offers received, developing and awarding
contracts to successful bidders.

4. The total expenditure related to local contracts for UNMIL during the
fiscal years 2007/2008 and 2008/2009 was $43,851,839 and $38,002,852
respectively.

5. Comments made by UNMIL are shown in italics.

II. AUDIT OBJECTIVES

6. The main objectives of the audit were to assess the adequacy and
effectiveness of internal controls over the procurement of local contracts in
UNMIL.

1. AUDIT SCOPE AND METHODOLOGY

7. The audit covered the period from 1 June 2008 to 31 March 2010 and
focused on solicitation, sourcing, selection, preparation and awarding of local
contracts. The audit did not cover contract management and administration,
which are performed after the awarding of contracts.

8. The audit methodology included a review of pertinent records and
documents and interviews with relevant staff in the Mission. The audit reviewed
22 contracts with values ranging from $6,000 to $80 million.



IV. AUDIT FINDINGS AND
RECOMMENDATIONS

A. Source Selection Planning

9. Section 11 of the PM provides that a Source Selection Plan (SSP) must be
finalized before the solicitation document is issued. The SSP describes the
critical components of the sourcing process and provides justification for the
sourcing decision in order to achieve best value for money. It provides an
objective approach to the methodology of selecting the best source to fulfill the
established need. The PM is flexible on the type of documentation to be used for
the SSP, but contains a template and states that the SSP be made available to the
Local Committee on Contract (LCC) upon request.

10.  Only one of the 22 sampled contracts reviewed by OIOS had an SSP,
which was not presented to the LCC.

11.  Failure to prepare SSPs diminished the integrity of the selection of local
contractors.

Recommendation 1

@ The UNMIL Office of Mission Support should ensure
that the Procurement Section prepares a Source Selection
Plan prior to each solicitation and, when applicable, present
the Plan to the Local Contract Committee in accordance with
the United Nations Procurement Manual.

12.  The UNMIL Office of Mission Support accepted recommendation 1 and
stated that PS will develop a Ghantt Chart monitoring tool for contracts renewal
and related checklist to ensure that there is a Source Selection Plan for
procurement of goods and services valued at more than $40,000.
Recommendation 1 remains open pending the receipt of evidence that source
selection plans are prepared for procurement of goods and services.

B. Vendor identification and registration

13.  The PM provides that, at the request of a procurement officer, a company
may be provisionally registered in the Vendors’ Database by the Vendors’
Database Officer (VDQ). The VDO shall also direct and encourage the company
to complete the full registration process within three months, after which, if not
fully registered the vendor should be deleted from the Database and provided
with no further solicitation documents. Provisionally registered vendors may
participate in the solicitation process provided that this is formally justified,
stated in writing and approved by the Chief Procurement Officer (CPO). These
requirements were not complied with as follows:

e Provisional registration of vendors was done by procurement officers and
not the VDO. For provisional registration purposes in UNMIL,



procurement officers updated the Database by entering basic particulars
of the vendors such as name, address, and contact number.

e The reasons for inviting provisionally registered vendors to participate in
solicitations were not documented.

e Some 330 provisionally registered vendors participated in 997 bids, and
57 per cent of the 330 vendors participated in more than one bid. Also,
95 per cent of the 330 vendors had been provisionally registered between
three months to five years.

e There were 18 vendors invited to bid after being suspended.

e There were 56 vendors temporarily registered more than once.
Recommendation 2

2 The UNMIL Office of Mission Support should
establish appropriate procedures to ensure that: (a)
provisionally registered vendors are fully registered
promptly or are deleted from the database; (b) vendors’
eligibility status is checked before being included in the bid
invitation list of potential vendors; and (c) the reasons for
allowing provisionally registered vendors to participate in
solicitations are documented and approved by the Chief
Procurement Officer.

14.  The UNMIL Office of Mission Support accepted recommendation 2 and
stated that the Chief Procurement Officer (CPO) will: (a) sign off on the Vendor
Database to ensure no provisionally registered vendors exist in the system, (b)
sign off on all invitations to bid and (c) maintain a list of all approved and
provisionally registered vendors. Recommendation 2 remains open pending
receipt of evidence that the Vendor Database has been cleaned and maintained in
compliance with the Procurement Manual.

C. Bidding process

15.  The PM contains detailed procedures for preparing solicitation documents
and handling and opening of bids. The Mission did not always conform to these
procedures as indicated below:

e The contract (8MIL/CON/298) for vehicle maintenance with an initial
not-to-exceed (NTE) amount of $120,000 was awarded to a vendor
who was requested by the PS to submit a bid after the bid closing date
and after three technically acceptable vendors had already been
identified. Although the PS had convinced the Local Committee on
Contracts (LCC) that the two vendors who were approached to submit
bids after the closing date were the authorized dealers of the vehicles
used by UNMIL, the work was subcontracted to one of the vendors
who had submitted its bid within the specified deadline. Financial

3



16.

Rule 105.16 allows exception to formal solicitation only where there
is no competitive marketplace for the requirement.

The expression of interest for the maintenance of generators with an
initial NTE amount of $713,940 was posted in the local newspapers,
as this was a local procurement. However, the vendor that won the
bid and was awarded the contract (Contract No. 8MIL/CON/292) was
from Ghana. The vendor had been requested by an official of the
Mission to register provisionally and participate in the bidding
process; however, the reasons for inviting the vendor were not
documented in compliance with PM.

Section 10.5.2 of the PM requires that all bids received prior to the
deadline shall be filed and recorded in the Tender Opening
Committee’s log sheet. However, the bids submitted by two vendors
in August 2009 in response to RFP/10-3A/CBP were not opened and
included in the Tender Opening Committee’s log sheet for evaluation.
There was no documentation on file to justify the action taken.

Section 10.4.3 (b) of the PM indicates that the decision to accept late
submission of proposals should be documented. However, the bid
submitted by a vendor in response to RFP/08/11 with a closing date 30
November 2007 was accepted although it was received on 12
December 2007. There was no documentation of the decision to
accept the late submission.

Section 7.9.2 (2) of the PM states that only registered vendors may be
provided with solicitation documents. The potential vendors list for
contract 8MIL/CON/337 included three vendors that had not been
registered.

Noncompliance with the PM regarding the bidding process increases the

risk of goods and services not being purchased at the most competitive prices and
in a fair and transparent manner.

17.

Recommendation 3

3)
that the Chief of the Procurement Section complies with the
United Nations Procurement Manual, ensuring all exceptions
to stated procedures are fully justified and documented.

The UNMIL Office of Mission Support should ensure

The UNMIL Office of Mission Support accepted recommendation 3 and

stated that the CPO will maintain documents of approved exceptions and related
justifications. Recommendation 3 remains open pending receipt of evidence that
documentation of approved exceptions and related justifications have been
maintained.



D. Evaluation of bids

Evaluation criteria and technical evaluation

18.  OIOS reviewed a sample of 16 local contracts which were solicited
through a Request for Proposal (RFP). The Mission did not comply with Sections
9 and 11 of the PM on the establishment of evaluation criteria and technical
evaluations as follows:

e The relative weights for the commercial and technical aspects of bids
and the minimum weight requirements were not established for all of
the samples reviewed and the relative weight for evaluation criteria
were not established for 14 of the RFPs prior to release of the
solicitation.

e The evaluation criteria were not used properly for eight of the RFPs.

e Two technical evaluation teams recommended vendors for selection
violating their terms of reference to only state the technical
acceptability of bids.

e In three cases, the criteria used in evaluating bids were not specified
in the relevant RFPs.

19. Noncompliance with the PM regarding the establishment and use of
evaluation criteria may result in a lack of transparency and objectivity in the
vendor evaluation process.

Recommendation 4

4) The UNMIL Office of Mission Support should
ensure that the Procurement Section makes available to all
relevant parties detailed and objectively weighted evaluation
criteria prior to the issuance of solicitation documents and
that the procedures for evaluating bids according to the
United Nations Procurement Manual are observed.

20.  The UNMIL Office of Mission Support accepted recommendation 4 and
stated that the CPO will sign off on all evaluation criteria statements of work and
coordinate with the Mission’s training unit to train SAUs on the development of
statement of work. Recommendation 4 remains open pending the receipt of
training records and a sample of evaluation criteria signed off by the CPO.

Evaluation Committee

21.  Section 11.3.2 of the PM provides that an evaluation committee
comprising of at least three members should be constituted for RFPs with an
estimated value of $200,000 or above. No evaluation committee was established
for all nine sample RFPs with initial NTEs amount above $200,000 reviewed
during the audit. Noncompliance with the PM regarding the establishment of
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evaluation committee reduced the integrity, transparency and fairness of the
selection of vendors.

Recommendation 5

() The UNMIL Office of Mission Support should
ensure that the Procurement Section complies with the
United Nations Procurement Manual and establishes
evaluation committees for contracts with an estimated value
of $200,000 and above.

22.  The UNMIL Office of Mission Support accepted recommendation 5 and
stated that the CPO will establish an evaluation committee and maintain records
of the meetings of the meetings of the committees for all purchases above
$200,000. Recommendation 5 remains open pending the receipt of evidence that
an evaluation committee has been established for each RFP with the initial NTE
of $200,000.

Evaluation of vendor’s financial stability

23.  Section 11.9.2 of the PM provides that the PS shall establish whether a
prospective vendor has the capacity to deliver the contract’s requirements, is
financially sound, and has the integrity and proven reliability to ensure good faith
performance. The Mission did not consistently conform to these requirements
with respect to a sample of 12 contracts with NTEs amounts of above $100,000
reviewed by OIOS as indicated below:

e Asrequired, potential vendors provided their financial information in
response to 12 RFPs. However, there was no evidence showing that
the information was analyzed to establish the financial soundness of
the vendors before awarding contracts to them.

e The RFP for the supply of liquid petroleum with an NTE of
$602,240 did not require vendors to submit financial statements.
Similarly, three separate RFPs for vehicle maintenance and repairs
with NTE of $220,000 did not require proof of financial standing.

e Contract 9MIL/CON/341 for $240,000 was awarded to a vendor who
did not provide the required financial statements even though
requested.

e The $539,054 NTE amount for Contract No. 10MIL/CON/385
equaled 65 per cent of the annual turnover of the vendor. This was a
risk indicator to the ability of the vendor to deliver. However, this
had not been noted by UNMIL. Also, the vendor for contract
8MIL/CON/287 for $209,430 failed to deliver on the contract due to
its inability to support the cost of the contract.



24.  Failure by the Mission to consider the financial stability and viability of
potential vendors presents the risk of interruption in the supply of goods and
services impacting the efficiency and effectiveness of Mission’s operations.

Recommendation 6

(6) The UNMIL Office of Mission Support should: (a)
develop a procedure to ensure that the commercial
evaluation includes a documented review of financial
soundness of the vendor and that all requested proof of
financial standing documents are made available by the
vendor; and (b) develop the capacity within the Mission to
perform financial analytical reviews of vendors.

25.  The UNMIL Office of Mission Support accepted recommendation 6 and
stated that the CPO will include financial reviews of vendors in the Gantt Chart
monitoring checklist and initiate an internal checklist for the review of the
financial soundness of vendors. Recommendation 6 remains open pending the
receipt of a document describing the procedures to ensure formal financial
reviews bids.

E. Contract development and award

Legal review of contractual documents

26.  Section 11.24.2 of the PM provides that prior to entering into a contract,
the PS may submit a draft of the contract to the Legal Affairs Officer (LAO) for
review. This is necessary to provide assurance on issues such as the non-
contravention of the host country’s laws or international legal requirements, and
to ensure the interests of the United Nations were adequately safeguarded.

27.  The Mission did not provide OIOS with the requested evidence of legal
review for a sample of 22 contracts with values ranging from $6,000 to $80
million.

28.  The PS stated that as contract templates are provided by the Headquarters
Procurement Division, only minor customizations are needed. Therefore,
requesting a review by the LAO would delay the process of acquisitions.

29.  While a legal review of all contracts is not mandatory particularly when
using the contract template, the Mission needs to consult with the LAO when
reviewing high value and complex contracts to ensure that the unique
circumstances of the host country were duly considered.

Recommendation 7

@) The UNMIL Office of Mission Support, as a best
practice, should request the Legal Affairs Officer to review
high value and complex contracts in order to ensure that the
interests of the United Nations are adequately safeguarded.



30.  The UNMIL Office of Mission Support accepted recommendation 7 and
stated that the CPO will request LAO’s review of all high value contracts.
Recommendation 7 remains open pending the receipt of evidence that the LAO
has been involved in the review of all new high value contracts.

Performance bond and liquidated damages

31.  Section 9 of the PM states that, at a minimum, the solicitation documents
(RFP and Invitation to Bid) shall include all clauses such as performance bonds,
liquidated damages, insurance, etc that have an impact on price. It is prudent to
require a performance bond to be valid until at least 30 days after the end of a
contract value at $100,000 or more. The Mission did not always conform to this
requirement as indicated below:

e Four of the 12 contracts reviewed did not have the performance bond
clause, even though the respective solicitation documents required
performance bonds.

e Eight of the 12 contracts reviewed did not include a liquidated
damage clause.

e The performance bonds required in four other contracts were not
collected from the vendors.

e The performance bonds for six current contracts had expired. These
contracts have been renewed without new performance bonds being
requested.

e The Mission did not apply liquidated damages for failure of three
contractors to deliver the required goods and services in compliance
with the respective contracts. The aggregate NTE amount of the
contracts was $1.7 million.

32.  The lack of prudent and consistent use of penalty clauses in contracts as
well as their appropriate implementation increases the risk of financial loss.

Recommendations 8 and 9

The UNMIL Office of Mission Support should ensure that
the Procurement Section:

(8) Consistently includes the liquidated damages and
performance bond clauses in contracts; and

9) Verifies that all performance bonds for current
contracts are valid until at least 30 days after the end of the
contract and establishes a mechanism to track the validity of
performance bonds for each contract renewal.



33.  The UNMIL Office of Mission Support accepted recommendation 8 and
stated that the CPO will sign off contracts to ensure that the liquidated damages
and performance bonds clauses are included. Recommendation 8 remains open
pending the receipt of evidence that all new contracts contain clauses for
liquidated damages and performance bonds.

34.  The UNMIL Office of Mission Support accepted recommendation 9 and
stated that the CPO will report on the status of all liquidated damages and
performance bonds for all existing contracts and implement a mechanism for all
current and future contracts to track and flag the possibility of invoking the
liquidated damages clause. Recommendation 9 remains open pending the receipt
of the report on the status of liquidated damage and performance bonds and a
documentation describing the tracking and flagging mechanism for the
assessment of liquidated damages.

Commercial services under memorandum of understanding (MoU)

35. The United Nations Financial Rule 105 requires that all procurement
actions over the established financial threshold value, as established by the
Assistant Secretary-General of the Office of Central Support Services, of $2,500
shall be in writing. UNMIL signed a Memorandum of Understanding (MoU) for
the provision of fixed and cellular telephone services with a local cellular phone
service provider. The MoU is linked to another MoU with the same vendor for
the use by UNMIL of the vendor’s communication sites/towers free of charge.

36.  An MoU is not an approved contract instrument in accordance with the
PM and the United Nations Financial Regulations and Rules.

Recommendation 10

(10) The UNMIL Office of Mission Support should ensure
that the services for cellular phone and telecommunication
towers for microwave links are under a commercial contract,
in accordance with the requirement of the United Nations
Financial Regulations and Rules and the Procurement
Manual.

37.  The UNMIL Office of Mission Support accepted recommendation 10 and
stated that the CPO will initiate a process to issue separate contracts for towers
and services. Recommendation 10 remains open pending the receipt of the new
contracts for telephone and use of towers.
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STATUS OF AUDIT RECOMMENDATIONS

ANNEX 1

Recom.
no.

Recommendation

Risk category

Risk
rating

C/

Actions needed to close recommendation

Implementation
date?

The UNMIL Office of Mission Support
should ensure that the Procurement Section
prepares a Source Selection Plan prior to
each solicitation and, when applicable,
present the Plan to the Local Contract
Committee in accordance with the United
Nations Procurement Manual.

Compliance

Moderate

Pending the receipt of evidence that source
selection plans are  prepared for
procurement of goods and services.

30 October 2010

The UNMIL Office of Mission Support
should establish appropriate procedures to
ensure that: (a) provisionally registered
vendors are fully registered promptly or are
deleted from the database; (b) vendors’
eligibility status is checked before being
included in the bid invitation list of
potential vendors; and (c) the reasons for
allowing provisionally registered vendors
to participate in  solicitations are
documented and approved by the Chief
Procurement Officer.

Compliance

Moderate

Pending receipt of evidence that the
Vendor Database has been clean and
maintained in compliance with the
Procurement Manual.

December 2010

The UNMIL Office of Mission Support
should ensure that the Chief of the
Procurement Section complies with the
United Nations Procurement Manual,
ensuring all exceptions to stated
procedures are fully justified and
documented.

Compliance

Moderate

Pending receipt of evidence that
documentation of approved exceptions and
related justifications have been maintained.

31 October 2010

The UNMIL Office of Mission Support
should ensure that the Procurement Section
makes available detailed and objectively
weighted evaluation criteria prior to the
issue of solicitation documents.

Compliance

High

Receipt of training records and a sample of
evaluation criteria signed off by the CPO.

30 November
2010

The UNMIL Office of Mission Support

Compliance

Moderate

Pending the receipt of evidence that an

30 November




REETL Recommendation Risk category R'.Sk C{ Actions needed to close recommendation Implemenztatlon
no. rating 0 date
should ensure that the Procurement Section evaluation committee has been established | 2010
complies with the United Nations for each RFP with the initial NTE of
Procurement Manual and establishes $200,000.
evaluation committees for contracts with
an estimated value of $200,000 and above.
6 The UNMIL Office of Mission Support | Compliance Moderate | O | Pending the receipt of a document | 31 October 2010
should: (a) develop a procedure to ensure describing the procedures to ensure formal
that the commercial evaluation includes a financial reviews bids.
documented review of financial soundness
of the vendor and that all requested proof
of financial standing documents are made
available by the vendor; and (b) develop
the capacity within the Mission to perform
financial analytical reviews of vendors.
7 The UNMIL Office of Mission Support, as | Operational Moderate | O | Pending the receipt of evidence that the | 31 October 2010
a best practice, should request the Legal LAO has been involved in the review of all
Affairs Officer to review high value and new high value contracts.
complex contracts in order to ensure the
interests of the United Nations are
adequately safeguarded.
8 The UNMIL Office of Mission Support | Compliance Moderate | O | Pending the receipt of evidence that all | 31 Oct 2010
should ensure the Procurement Section new contracts contain clauses for
consistently  includes the liquidated liguidated damages and performance
damages and performance bonds clauses in bonds.
contracts.
9 The UNMIL Office of Mission Support | Compliance High O | Pending the receipt of the report on the | 30 Dec 2010
should ensure the Procurement Section status of liquidated damage and
verifies that all performance bonds for performance bonds and a documentation
current contracts are valid until at least 30 describing the tracking and flagging
days after the end of the contract and mechanism for the assessment of liquidated
establishes a mechanism to track the damage.
validity of performance bonds for each
contract renewal.
10 The UNMIL Office of Mission Support | Compliance Moderate | O | The receipt of the new contracts for | 30 Nov 2010

should ensure that the services for cellular
phone and telecommunication towers for
microwave links are under a commercial

telephone and use of towers.




Recom.
no.

Recommendation

Risk category

Risk
rating

C/

Actions needed to close recommendation

Implementation
date?

contract, in accordance with the
requirement of the United Nations
Financial Regulations and Rules and the
Procurement Manual.

1. C =closed, O = open
2. Date provided by UNMIL in response to recommendations.




