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AUDIT REPORT 

Audit of non-expendable property at Headquarters 

I. BACKGROUND 

1. The Office of Internal Oversight Services (OIOS) conducted an audit of non-expendable property 
(NEP) at Headquarters. 

2. In accordance with its mandate, OIOS 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. ST/AI/2003/5 and the Property Management Manual (PMM) define three categories of NEP:  i) 
property or equipment valued at $1,500 or more at the time of purchase with a service life of at least five 
years; ii) special items considered to be of an attractive nature and easily removable from the premises 
costing $500 or more with a serviceable life of at least three years; and iii) group inventory items with a 
serviceable life of five years or more, irrespective of value. 

4. The total NEP at Headquarters as at 31 December 2010 was $172.9 million.  The responsibility 
for property management is decentralized.  The Facilities Management Service (FMS) in the Facilities 
and Commercial Services Division (FCSD) of the Office of Central Support Services (OCSS) in the 
Department of Management (DM) has overall responsibility within the Secretariat for overseeing the 
central inventory of property at UN Headquarters, including the formulation of policies and procedures 
and the coordination of physical inventories conducted by departments and offices.  Heads of departments 
and offices are responsible and accountable for creating, maintaining and updating property and inventory 
control records for NEP assigned to their departments/offices, monitoring the movement of NEP and 
conducting periodic physical inventories. 

5. Within FMS, the Property Management and Inventory Control Unit (PMICU) is directly 
responsible for NEP.  PMICU staffing comprised seven posts - one professional (P-2), four general 
services (2 G-5 and 2 G-6) and two trades and craft (1 TC-5 and 1-TC-6).   

6. Comments provided by OCSS are incorporated in italics.

II. OBJECTIVE AND SCOPE  

7. The audit of NEP at Headquarters was conducted to assess the adequacy and effectiveness of 
governance, risk management and control processes in providing reasonable assurance regarding the 
effective maintenance of property records and inventory control.

8. The key controls tested for the audit were: (a) regulatory framework; and (b) oversight 
mechanisms.  For the purpose of this audit, OIOS defined these key controls as follows:  

(a) Regulatory framework – controls that provide reasonable assurance that adequate 
policies and procedures for the management of NEP are promulgated.  These include Financial 
Regulations and Rules, administrative instructions, PMM, etc.
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(b) Oversight mechanisms – controls that provide reasonable assurance that the NEP 
records at UN Headquarters (UNHQ) are maintained centrally; training and guidance are 
provided to Property Records Custodians (PRCs); and periodic physical inventories are carried 
out by departments and offices.  They also include the role of the Headquarters Property Survey 
Board (HPSB) in the disposal of assets. 

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

10. OIOS conducted this audit from April to November 2011.  The audit covered the period from 
January 2008 to December 2010.  OIOS considered the relevant systems, records and personnel of FMS 
to satisfy the audit objectives. 

11. OIOS conducted an activity-level risk assessment to identify and evaluate 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 determine their effectiveness. 

III. AUDIT RESULTS 

12. OCSS governance, risk management and control processes examined were assessed as 
unsatisfactory in providing reasonable assurance regarding the effective maintenance of property 
records and inventory control. OIOS made six recommendations to address issues identified in the 
audit.  While the regulatory framework regarding property management was largely in place, heads of 
departments and offices had not established appropriate mechanisms to ensure the accuracy of property 
records.  PRCs were not supervised with regard to their responsibilities for property management, and 
FMS lacked the capacity to provide effective oversight.   

13. The initial overall rating of unsatisfactory was based on the assessment of key controls presented 
in Table 1 below. The final overall rating is unsatisfactory as implementation of six important/critical 
recommendations remains in progress. 

Table 1: Assessment of key controls 

Business objectives Key controls Control objectives 
Efficient and 
effective 
operations 

Accurate 
financial and 
operational 
reporting 

Safeguarding 
of assets 

Compliance 
with 
mandates,
regulations
and rules 

(a) Regulatory 
framework 

Partially
satisfactory 

Unsatisfactory  Partially
satisfactory 

Unsatisfactory Effective maintenance 
of property records 
and inventory control (b) Oversight 

mechanisms 
Unsatisfactory  Unsatisfactory  Unsatisfactory  Unsatisfactory 

FINAL OVERALL RATING:  UNSATISFACTORY 
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A. Regulatory framework 

14. Financial Rule 105.20(a), ST/AI/2003/5 on property management and inventory control at 
UNHQ, ST/AI/2001/4 on disposal of computer equipment at UNHQ, and the Property Management 
Manual (PMM) govern the management of NEP.   

Controls over the accuracy of the NEP database and the NEP balance in the inventory reports were 
inadequate

15. There have been several adjustments to the NEP database since a major reconciliation exercise 
was concluded at the end of the 2006-2007 biennium, when the Under-Secretary-General for 
Management, in consultation with the Controller, granted approval to adjust differences between the 
inventory report and the NEP database.  (The database is maintained in the Procure Plus application.)  
These adjustments are summarized in Table 2 and their causes analyzed below: 

Table 2: NEP adjustments since 2006-2007 biennium 

2008-2009 2010 

Reconciling item No. of 
records

Adjustment to 
acquisition 

values 
$

No. of 
records

Adjustment 
to acquisition 

values 
$

1. Departmental reconciliations 3,412 12,468,374 2,288 17,921,191 
2. FMS reconciliations 2,488  (3,505,016) 2,884 (1,752,265) 
3. Capital Master Plan (CMP) variance - - - (2,096,918) 
4. Category A items (items in database not 

physically verified) 
7,236  (8,781,020) 1,569 (3,425,395) 

5. Category B items (items physically 
verified not in database) 

22,289 45,817,662 1,645 3,578,001 

Total 46,000,000 14,224,614 

a. All acquisitions were not recorded on receipt

16. The bulk of the adjustments were to record acquisitions that had not been reflected in the database 
at the time of receipt, and were only discovered during physical inventories.  This situation occurs in two 
scenarios: (i) when components are received for items to be assembled; and (ii) when items are purchased 
by departments and offices from vendors up to a $4,000 threshold (short purchase orders) and delivered 
directly to requisitioners. There is no mechanism for PRCs to be systematically informed of the 
descriptions and values of assembled items or items received under short POs. When items were found in 
use but not in the database, there was no objective means of determining when they were purchased, 
which would guide towards identifying the related PO.  The valuation of such items was then based on 
system contracts and existing inventory records for similar items.  It was sometimes later discovered that 
the valuations had been “erroneously built” thus necessitating further adjustments. OIOS interviews with 
12 PRCs from departments and offices with the highest value of NEP inventory items at UNHQ indicated 
that only 1 of them actually affixed bar code labels to NEP inventory items for those items received 
directly from vendors, and only 2 of the 12 entered NEP records into the Procure Plus database.  This was 
due to a lack of awareness of PRC responsibilities outlined in ST/AI/2003/5. 

17. OIOS requested supporting documents to substantiate the valuation of three items included in the 
departmental reconciliations individually greater than $1 million and totaling $4.1 million.  Neither FMS 
nor the Office of Information and Communications Technology, the responsible office, was able to 
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produce them.  OIOS was however able to determine that for an item described as power supplies with 
bar code label no. A01330368, the numeric portion of the code had been recorded as the value, i.e. the 
item was valued at $1,330,368.  This indicated that there were also inadequate checks to validate the 
accuracy of data entry. 

(1)   OCSS should assist departments and offices to develop detailed processes e.g. standard 
operating procedures, to enable them to create, maintain and update their property and 
inventory control records.  

OCSS accepted recommendation 1 and stated that the timing of the provision of this assistance was 
subject to dedicated resources being made available. OCSS explained that a consultant 
(PricewaterhouseCoopers [PWC]) it engaged recently to undertake a full study of property 
management at Headquarters also noted the lack of capacity in FMS and recommended that a 
dedicated Property Management Unit (PMU) be established to undertake a number of tasks, 
including the development of policies, procedures, processes, manuals, etc. OCSS has already 
proposed a plan for resources for the recommended new Unit. However the full implementation of 
the plan will depend on the availability of funding and approval by the Member States.  Due to the 
uncertainty of the provision of long term resources, temporary resources (two P-3s) have been 
identified within DM to address immediate needs. Recommendation 1 remains open pending the 
issuance of detailed processes to create, maintain and update NEP records. 

b. Physical inventories did not support NEP balances

18. The balances reported in NEP inventory reports were unlikely to reflect the physical holdings of 
NEP as at the dates of the reports because the timing of the related counts bore no relationship with the 
dates of the inventory reports they were intended to support. The count, whose results were reflected in 
the 2008-2009 NEP Inventory Report, took place between July and December 2008, while the one for 
2010 took place between July 2009 and 31 December 2010, and no adjustments were made for the 
acquisitions and dispositions during the intervening period.  The counts themselves were not well 
organized; while PRCs were sometimes advised of the planning arrangements for the physical 
inventories, they did not in turn sensitize NEP holders to ensure the items were on hand to be counted.  
This resulted in contractors conducting the counts having to take “multiple sweeps” of the campus to find 
thousands of NEP items not previously located.  This was often followed by additional verification 
exercises by departments/offices and FMS.   

19. FMS needs to clarify whether it is using a perpetual inventory method to count NEP or whether it 
is using a periodic inventory system.  If a perpetual inventory method is in place, FMS should develop a 
calendar to count groups of NEP, say by department/office, and reconcile the results of the count to the 
relevant records.  If a periodic inventory method is in place, FMS should ensure that NEP are counted 
within a few weeks of the end of the biennium and adequate arrangements are made to record acquisitions 
and dispositions over that period so that appropriate adjustments could be made for any movements.  
Holders of NEP should be notified prior to the count so they can ensure that the items are on the premises 
to be counted.  

(2)  OCSS should clarify the methodology for conducting the physical verification of non-
expendable property (NEP) to ensure that the results of the exercise can be used to 
confirm the existence of NEP reported in the financial statements.  

OCSS accepted recommendation 2 and stated that the timing of its implementation depended on the 
availability of resources.  OCSS further stated that departments needed to be held responsible for 
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their asset records.  Also, PwC has recommended that in addition to the biennial physical inventory 
exercise, annual spot checks on departments should be conducted to ensure accuracy of asset data, 
verification of assets and identification of any discrepancies early on and prior to the Organization-
wide physical inventory.  In addition, the implementation of the International Public Sector 
Accounting Standards (IPSAS) will require annual physical inventory.  A successful physical 
inventory exercise can take place only once existing procedures and policies have been improved 
and expert knowledge and capacity is made available.  Recommendation 2 remains open pending 
clarification of the methodology for conducting physical verification of NEP.

c. Procedures for recording acquisitions under the Capital Master Plan (CMP) project are not yet 
developed

20. Purchase and installation of NEP items acquired under the CMP project are done through the 
construction manager in coordination with Procurement Division.  While procedures were finalized for 
the hand over of various CMP assets to FMS and other end users in February 2011, the procedures for 
preparing the inventory lists for items supplied/installed were still pending. As the completion of the 
renovation of the Secretariat and other campus buildings nears, it is essential that there is a more robust 
handover process between CMP and FMS that would include identification of NEP and their values.  

(3)  OCSS should, in conjunction with the Office of the Capital Master Plan (CMP), finalize 
procedures for the handover of non-expendable property acquired under the CMP 
project.

OCSS accepted recommendation 3 and stated that with the assistance of the independent consultant, 
it was in the process of establishing procedures for the handover of non-expendable property. In 
accordance with IPSAS, this would require the development of a comprehensive componentization 
methodology covering all assets being constructed or delivered by CMP and also would require 
considerable input from the Office of CMP and time dedicated from OCSS resources.  
Recommendation 3 remains open pending finalization of the procedures for the handover of NEP 
acquired under the CMP project and the related componentization methodology.

d. Omission of dismantled group items from NEP

21. In 2009 and 2010, group items valued at $3.2 million and $2.1 million respectively that were 
dismantled and returned to stock were removed from the inventory “administratively” and thus not 
accounted for at all.  FMS explained that this was because it was not possible to record the dismantled 
items individually in Procure Plus, as they were bar-coded and recorded according to their configuration.  
However, this omission resulted in an understatement of the NEP value until the items are reassembled.     

Twenty per cent of items recorded in the Procure Plus database were incorrectly classified as NEP

22. An analysis of the Procure Plus database, indicated that 20 per cent of NEP were incorrectly 
classified, including 6,670 property/equipment items with acquisition value of $73.5 million and 16,046 
special items with acquisition value of $4.1 million.  FMS explained that heads of departments and 
offices, as an interpretation of their responsibility to be accountable for NEP under ST/AI/2003/5, opted 
to record all non-consumable items as NEP irrespective of their values.  Further, misclassification of 
items as NEP sometimes occurred at the requisition stage when the wrong commodity code was used. 
Incorrect classification of items increases the workload for all concerned in maintaining records, 
conducting biennial physical inventories and ultimately processing disposals.  
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Seventy-five per cent of NEP group inventory items recorded in the Procure Plus database were valued at 
$500 or less

23. Further analysis of NEP showed that 51,757 or 75 per cent of group items totaling $12.2 million 
were valued at less than $500 each.  Although ST/AI/2003/5 requires all group inventory items 
irrespective of value to be classified, recorded and managed as NEP, a re-evaluation of this policy could 
result in significantly reduced workload.  Discussions were underway to determine new UN-wide 
capitalization thresholds. 

Only six NEP items were reported to HPSB as lost during the audit period, although records maintained 
by FMS indicated that nearly 15,000 NEP items dating back to 2005 were “not found”

24. During the audit period, HPSB processed six cases of “lost” items, which included five items of 
office equipment and one audio visual equipment with a total value of $15,369. Contrary to the small 
number of items reported to HPSB, approximately 15,000 NEP items with an original value of $13.4 
million were classified as “not found” in the Procure Plus database.  The “not found” classification was 
attributed to NEP items that were not found during physical inventory exercises and that were not 
resolved by PRCs within 60 days of FMS advising them that these items required further action.  FMS 
stated that NEP items remained classified as “not found” until a decision is made to write-off the items.  

(4)   OCSS should, in coordination with Headquarters Property Records Custodians, resolve 
the 15,000 non-expendable property items classified as “not found” in the Procure Plus 
database.

OCSS accepted recommendation 4 and stated that action on this issue can be undertaken by PMICU 
with current capacity. FMS/PMICU will submit a case to HPSB to remove “not found” assets for 
the past two physical inventories (2005 and 2008) and remove them if approved.  A “not found” 
report will be sent to each office to give them the opportunity to locate the assets before the assets 
are reported. Recommendation 4 remains open pending resolution of the 15,000 NEP items 
classified as “not found” in the Procure Plus database.   

B. Oversight mechanisms 

FMS lacked the capacity to effectively oversee the central inventory of UNHQ NEP 

25. The professional staff capacity in PMICU was inadequate to deal with the responsibilities of 
overseeing the NEP inventory. PMICU had only one professional staff member (P-2).  The P-2 position is 
designated to be filled by a successful candidate from the national competitive examination, which 
implies that the incumbent is relatively inexperienced in UN policies, procedures and systems when s/he 
starts, and can only carry out the required functions for two years, before being transferred or promoted to 
another function in accordance with the Organization’s mobility rules.  The staff member also combines 
his/her responsibilities for NEP with other duties.   

The monthly inventory reports could be a more effective control over the accuracy of the NEP database

26. The monthly inventory reports, which FMS distributed to PRCs to either confirm the accuracy 
and completeness of NEP records or highlight any discrepancies, were too detailed.  The reports 
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contained not only items that were currently in use, but also items that were in stock, not found and 
dispositions.  Discussions with selected PRCs indicated that the majority of them either disregarded the 
reports or filed the reports without taking any action.  FMS indicated that due to inadequate staff 
resources, they are unable to follow up with PRCs who do not respond.   

27. In OIOS’ opinion, the presentation of the report could be improved by providing the full list of 
NEP at longer intervals, say annually or semi-annually.  On a monthly basis, only movements in NEP 
(acquisitions and dispositions) should be reported.  This should make it easier for PRCs to review the 
reports and indicate discrepancies.   

28. In the 2006 audit of inventory management (AH/2006/513/12/02), OIOS recommended that the 
monthly inventory reports should be signed by heads of departments and offices on a six-monthly basis to 
verify the NEP inventory items held by departments and offices and that FMS should undertake spot 
checks to verify the NEP inventory items held by departments and offices.  However, discussions with 
FMS during this audit indicated that actions to implement these recommendations remain in progress. 

(5)  OCSS should strengthen its capacity to enable it to monitor the management of non-
expendable property more effectively. 

OCSS accepted recommendation 5 and stated that the timing of the completion of these activities 
depends on the availability of dedicated resources. Previous requests for funding from Member 
States had not been accepted, thus preventing OCSS from addressing this urgent requirement.
Recommendation 5 remains open pending the enhancement of the capacity in FMS.  

FMS needs to fully delegate responsibility for NEP to departments and offices in line with administrative 
issuances

29. As of November 2011, there were 306 PRCs across UNHQ departments and offices with whom 
FMS interacts with respect to the management of NEP.  In OIOS’ opinion, the direct interaction by FMS 
with so many PRCs indicated that there was little or no supervision of PRCs within their departments and 
offices with regard to their responsibilities for NEP.  In terms of ST/AI/2003/5, “each head of department 
or office shall be responsible and accountable for creating, maintaining and updating its property and 
inventory control records, monitoring the movement of its property, recommending the disposal of 
obsolete and unserviceable property and conducting periodic physical inventories”.  Departments and 
offices should have internal mechanisms to ensure the completeness and accuracy of the NEP records; 
this should include an identified official who would coordinate the activities of individual PRCs and liaise 
with FMS on behalf of the department or office as a whole. 

(6)    OCSS should streamline its relationship with United Nations Headquarters departments 
and offices by interacting directly with one Property Records Custodian per 
department/office. 

OCSS accepted recommendation 6 and stated that once resources are available, it would be able to 
revise the procedures for interacting with PRCs and develop training that concentrates on ‘focal’ 
PRCs first with follow-up training sessions. Additional resources would also need to be identified to 
procure hardware and software to support PRCs take on more responsibility for assets under their 
jurisdiction.  Recommendation 6 remains open pending streamlining of FMS relationship with 
PRCs.
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