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AUDIT REPORT
Audit of procurement activities in UNFICYP
l. BACKGROUND

1. The Office of Internal Oversight Services (OIOS) conducted an audit of procurement activities in
the United Nations Peacekeeping Force in Cyprus (UNFICYP).

2. In accordance with its mandate, OlIOS provides assurance and advice on the adequacy and
effectiveness of the United Nations internal control system, the primary objectives of which are to ensure
(a) efficient and effective operations; (b) accurate financial and operational reporting; (c) safeguarding of
assets; and (d) compliance with mandates, regulations, and rules.

3. UNFICYP procures goods and services to support its activities. During the period from 1 July
2009 to 31 May 2011, the Mission had 64 contracts valued at $27 million. The Procurement Section is
headed by the Chief Procurement Officer at the P-4 level, assisted by seven staff.

4, Comments provided by UNFICYP are incorporated in italics.

II. OBJECTIVE AND SCOPE

5. The audit of procurement activities was conducted to assess the adequacy and effectiveness of
UNFICYP governance, risk management and control processes in providing reasonable assurance
regarding the effective management of procurement activities.

6. This audit was included in the 2011 OIOS risk-based work plan due to the importance of timely
procurement of goods and services to the Mission, as well as the vulnerability of the process to fraud.

7. The key controls tested for the audit were: (a) delegation of authority; and (b) regulatory
framework. For the purpose of this audit, OlOS defined these key controls as follows:

@) Delegation of authority - controls that provide reasonable assurance that procurement
activities are managed in accordance with the delegated procurement authority.

(b) Regulatory framework - controls that provide reasonable assurance that procurement
policies and procedures are adequate and are being complied with by UNFICYP.

8. The key controls were assessed for the control objectives shown in Table 1.

9. OIOS conducted this audit from May to July 2011. The audit covered the period from 1 July 2009
to 31 May 2011. The audit selected 13 procurement cases valued at $16.8 million, or 65 per cent of the
total contract value.

10. OIlOS conducted an activity-level risk assessment to identify and assess specific risk exposures,
and to confirm the relevance of the selected key controls in mitigating associated risks. Through
interviews, analytical reviews and tests of controls, OIOS assessed the existence and adequacy of internal
controls and conducted necessary tests to assess their effectiveness.



I11.  AUDIT RESULTS

11. In OIOS opinion, UNFICYP’s governance, risk management and control processes examined
were partially satisfactory in providing reasonable assurance regarding the effective management of
procurement activities.

12. The overall rating is based on the assessment of key controls presented in Table 1 below.
Procurement activities were processed within the Mission’s delegation of authority and procurement cases
were reviewed by the relevant procurement committees. There was a need to conduct adequate market
research for the provision of general services, improve controls over contracts management, and ensure
that the composition of evaluation committees is in compliance with the United Nations Procurement
Manual.

Table 1: Assessment of key controls

Business objective | Key controls Control objectives
Efficientand | Accurate Safeguarding | Compliance
effective financial and | of assets with
operations operational mandates,
reporting regulations
and rules
Effective (a) Delegation of
management of authority
procurement (b) Regulatory Partially Partially Partially Partially
activities framework satisfactory satisfactory satisfactory satisfactory

A.  Delegation of authority

Controls relating to delegation of procurement authority were in place and operating effectively

13. OIOS previous audit (AP2008/654/01) identified that UNFICYP had exceeded its delegated
authority of $1 million for core requirements when procuring travel services totaling about $3 million.
The General Services Section had procured the services without a written contract and without the
involvement of the Procurement Section. However, the current audit showed that overall, procurement
activities were undertaken in accordance with the authority delegated to the Chief of Mission Support and
Chief Procurement Officer. Also, procurement cases, where applicable, were presented to the Local
Committee on Contracts (LCC) and the Headquarters Committee on Contracts (HCC).

B.  Regulatory framework

Need to establish an appropriate strategy at the outset of the procurement process

14. UNFICYP consolidated camp services including catering, cleaning, grounds maintenance, road
sweeping and provision of unskilled labour, into one contract. The bidding process for this contract was
done in accordance with the procedures established in the Procurement Manual. The Mission requested
best and final offers from technically qualified vendors and awarded the contract to the lowest bidder.

15. The total cost of the new contract for a period of three years from April 2011 to 2014 is $10.5
million, representing 40 per cent more than the aggregate value of $7.4 million for the previous nine
contracts. In addition to adjustment for inflation, the increase was mainly attributed to overhead cost of
the new contractor for administering and coordinating the required services. The LCC had questioned the



appropriateness of the grouping of different services; however, the LCC and HCC endorsed the
recommendation to select the vendor due to the urgency to replace the expiring contracts. UNIFCYP
commented that the consolidated efforts of camp services were reviewed thoroughly. In the absence of
any concern, UNFICYP had used its best efforts, and based on information available at the time had
proceeded with the consolidated strategy. A camp services contract was established for the first time in
the Mission.

16. The additional cost may have been avoided had the requisitioner and the Procurement Section
reviewed the appropriateness of the grouping of services and compared the various options available and
associated cost at the outset of the procurement process. While the contract has just been entered into, and
penalties for terminating the contract may be imposed, UNFICYP needs to start developing options to
determine the most cost effective approach of procuring the services under the current camp services
contract.

(1) UNFICYP should ensure that camp services are procured cost effectively, and where
possible avoid significant management fees for delivering such services. Market surveys
and appropriate research should be conducted to increase competitiveness and identify
various options available and associated costs to leverage economies of scale and value for
money.

UNFICYP accepted recommendation 1 and stated that subject to Local Procurement Authority
from the Procurement Division, it will initiate another bidding exercise and conduct a market
survey to determine whether camp services should be awarded to a different set of vendors or to
extend the existing contract for another year. Recommendation 1 remains open pending receipt
of the results of the market survey and confirmation that appropriate procurement action for the
provision of camp services has been initiated.

Need to follow-up with vendors for confirmation of receipt of solicitation documents

17. In the seven contracts presented in Table 2 below, the vendor response was low. Although the
Mission had identified a list of vendors that should receive the solicitation documents, not all vendors
confirmed receipt of the documents, and UNFICYP did not systematically follow-up to ensure they were
received. Moreover, in the sample reviewed, 12 to 20 days were given for vendors to submit offers
whereas the timeframe recommended by the United Nations Procurement Manual was a minimum of 30
working days. This may have contributed to the low response rate, as four vendors from the sample
selected informed the Mission that they did not have sufficient time to respond.

Table 2 — Results of bidding exercise for contracts sampled by O10S

Contract number Number of Recommended | Number of vendors

Value vendors number per acknowledging Number of

Usb* invited Manual receipt bids received
CON/CYP/10-008 $649,584 15 15 8 1
CON/CYP/10-006 $79,957 18 5 5 1
CON/CYP/09-052 $65,085 14 5 7 1
CON/CYP/10-014 $3,553,071 20 20 6 6
CON/CYP/10-025 $702,918 13 15 8 2
CYP/CON/10-020 $9,793,159 41 25 21 7
CON/CYP/09-025 $384,242 12 10 6 2

* 1€ = $1.301 as at 31 December 2011




(2) UNFICYP should ensure that sufficient time, as recommended in the United Nations
Procurement Manual, is given to vendors to respond to solicitations.

UNFICYP accepted recommendation 2 and stated that it will provide invitees with sufficient time
to respond to solicitation documents, in line with guidelines prescribed in the Procurement
Manual. Reasons for exceptions to typical timelines, if any, will be noted in the procurement file.
Since management’s action is of an on-going nature, OIOS has closed recommendation 2, but
will include a review of procurement timeframes in future audits, as appropriate.

Need to establish a contract for the rotation of the military personnel in accordance with the Procurement
Manual

18. The Request for Proposal (RFP) for the provision of travel services for the rotation of military
contingents was not sufficiently generic to encourage greater participation of vendors. For example, the
RFP included a requirement for mandatory stop-over in Europe at a category “A” hotel and a half day
tour accompanied by a Spanish speaking guide for each troop rotation. The Mission stated that the
stopover in Europe and its related expenses are necessary to avoid the possible logistical complications
should the military personnel miss their flight connections. This requirement however was not part of the
approved entitlements as per the Department of Peacekeeping Operations (DPKO) guidelines for troop
contributing countries deploying military units to the United Nations. As a result, there was an increase
cost of $114,000 per deployment. As two deployments have taken place, this resulted in additional costs
of $228,000.

19. The Department of Field Support (DFS) Logistics Support Division indicated that 800 kilograms
of cargo for rotating military should not be at the expense of the United Nations. Nevertheless, the RFP
included a requirement for bidders to provide 800 kilograms of cargo entitlements on a complimentary
basis. Considering the profit orientation of a commercial vendor, the cost of the 800 kilograms of
complimentary cargo was likely to have been factored into the total cost of the contract.

20. UNFICYP stated that it has taken OlOS’ concerns into consideration in the solicitation recently
conducted for the March 2012 rotation. A panel of internal experts on rotation of military troops
reviewed the requirements by stringently applying the entitlements as pointed out by OIOS. The
solicitation documents are now in line with DPKO guidelines, and a written contract for the March 2012
rotation has been established.

Composition of the Evaluation Committees was not in compliance with the Procurement Manual

21. The Procurement Manual provides that for the evaluation of submissions with an estimated value
of goods or services of $200,000 or more, the Source Selection Committee shall establish two evaluation
committees, each consisting of at least two members i.e., at least one of whom shall be from the
requisitioner's office, and another shall be a qualified United Nations staff member or a consultant. Also,
a supervisor and his/her subordinate may not serve together on the Evaluation Committee.

22. For the provision of travel services and fuel valued at $760,564 and $3.9 million respectively, the
evaluation committees included both supervisors and subordinates. The Mission explained that other than
the staff members in the requisitioner’s office, there were very few subject matter experts in the Mission
to evaluate the submissions. While the evaluation process for the contract of fuel supply was otherwise in
compliance with the Procurement Manual, the evaluation committee for the travel services contract did
not question the appropriateness of the specifications in the RFP which were not sufficiently generic to
ensure competition.



(3) UNFICYP should use its existing resources or seek assistance from other missions in the
region through video conferences or WebEx to form the evaluation committees according to
the Procurement Manual.

UNFICYP accepted recommendation 3 and stated that it has issued in February 2012 a circular
to all personnel responsible for acquisition activities, to comply with the requirements of the
Procurement Manual for the composition of evaluation committees. Based on the action taken,
recommendation 3 has been closed.

Controls over contracts management needed improvement

23: Since December 2010, the Mission had implemented measures to strengthen controls over
contracts management. A checklist has been used to assign responsibilities for monitoring vendors’
performance based on contract provisions. However, from the sample of seven contracts reviewed, the
following was noted:

(a) Six contractors did not have standard insurance coverage as required in the contract terms.

(b) One contractor had not provided a performance bond as required by the contract. This was a
recurrent issue as it was reported in the previous OIOS audit (AP2010/654/01).

24. The Mission stated that it had no expertise in reviewing the insurance policies; therefore, it had
only insisted on insurance coverage for major contracts which were sent to Headquarters for review.

(4) UNFICYP should improve contract monitoring to identify instances of non-compliance
with contract provisions, and to ensure that insurance coverage and performance bonds
are obtained from contractors in accordance with the terms and conditions of contracts.

UNFICYP accepted recommendation 4 and stated that it will periodically review and follow up
with contractors to ascertain that insurance documents are provided. Also, the Mission has
enhanced its contract register to facilitate monitoring of vendors’ compliance with performance
bonds and insurance coverage provisions. Based on the action taken, recommendation 4 has
been closed.

IV. ACKNOWLEDGEMENT

25. OIOS wishes to express its appreciation to the Management and staff of UNFICYP for the
assistance and cooperation extended to the auditors during this assignment.
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