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AUDIT REPORT

Audit of UNHCR operations in Serbia

I. BACKGROUND

1. The Office of Internal Oversight Services (OIOS) conducted an audit of the United Nations High
Commissioner for Refugees (UNHCR) operations in Serbia.

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. The UNHCR office in Belgrade was opened in 1981. A Country Office Agreement was entered
into with the Federal Government of the Federal Republic of Yugoslavia in 1996. Following the break-up
of the former Yugoslavia, the UNHCR Representation for Serbia continued to be in Belgrade. Serbia
hosts one of the largest refugee and internally displaced persons (IDP) populations in Europe. Since
1996, the number of refugees in Serbia has decreased from 524,000 to 73,000 refugees as at 31 December
2011. Serbia also hosts approximately 210,000 IDPs from Kosovo, of whom some 97,000 are in need of
assistance. Over the past years, UNHCR programmes and activities in the country focused on assisting
and achieving durable solutions for the most vulnerable groups by, among other interventions, providing
shelter and livelihood solutions.

4, In 2011, the UNHCR Representation in Serbia (the Representation) recorded $11.4 million in
expenditures (budget $12.2 million) for the operations and $0.5 million for administration (budget $0.6
million). In 2010, the expenditures for the operations were $13 million (budget $13.7 million) and $0.7
for administration (budget $0.7 million). The Representation worked with 18 implementing partners (IPs)
in 2011. However, with the scaling down of the operations in 2012 (budget for operations is about $6
million), the number of IPs has decreased to 12. At the time of the audit, the Representation had over 40
staff members in the Branch Office Belgrade and 10 in the Field Office Kraljevo. The Field Office in
Kraljevo will be closed in the later part of 2012.

5. Comments provided by the Representation are incorporated in italics.

II. OBJECTIVE AND SCOPE

6. The audit was conducted to assess the adequacy and effectiveness of the Representation’s
governance, risk management and control processes in providing reasonable assurance regarding the
effective management of UNHCR operations in Serbia.

7. The audit was included in the 2012 OIOS risk-based work plan at the request of the European
Bureau as the last audit was in October 2002 and to assess whether there were any risks presented by the
planned scale-down of operations in 2012.

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



(a) Project management - controls that provide reasonable assurance that there is accurate
and complete monitoring and reporting of project activities and that they are carried out in
compliance with UNHCR policies and procedures; and

(b) Regulatory framework - controls that provide reasonable assurance that policies and
procedures: (i) exist to guide the operations of the activity/programme in budget, finance, and
procurement; (ii) are implemented consistently; and (iii) ensure the reliability and integrity of
financial and operational information.

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

10. OIOS conducted this audit from June to August 2012. The audit covered the period from 1
January 2010 to 31 December 2011.

11. OIOS 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 determine their effectiveness.

III. AUDIT RESULTS

12. The Representation’s governance, risk management and control processes examined were
assessed as partially satisfactory in providing reasonable assurance regarding the effective
management of UNHCR operations in Serbia. OIOS made three recommendations to address the
issues identified in the audit. Project management was partially satisfactory because of errors in the
calculation of IP overhead costs, and the need to strengthen reporting and legal arrangements for micro-
finance. Certain project management elements were found to be satisfactory. IPs involved in shelter
projects published tenders in local newspapers and put in place committees to oversee bid opening and
evaluation. Through an IP, the Representation succeeded in implementing its plan of providing free legal
assistance to refugees and asylum seekers. The Representation also reviewed the IP financial reports and
verified expenditures before releasing subsequent tranches of funding. Project activities were assessed
against agreed performance targets and progress measured against the agreed work plan. Regulatory
framework was assessed as satisfactory. Bank reconciliation was performed on a monthly basis and there
were no long pending or unreconciled items. The Delegation of Authority Plan was in place for
approving spending, approving purchases, confirming deliveries, approving payments and executing
payment. Inventory was recorded in the Managing System for Resources and People (MSRP) enterprise
resource planning software and stocktaking records were in place as required. Assets were physically
verified and values were recorded in MSRP in compliance with International Public Accounting Standard
(IPSAS) No. 17 for property, plant and equipment.

13. The initial overall rating was based on the assessment of key controls presented in Table 1 below.
The final overall rating is partially satisfactory as the implementation of the three recommendations
issued remains in progress.



Table 1: Assessment of key controls

Control objectives
Compliance
Business Efficient and Accqrate . with
s Key controls . financial and | Safeguarding
Objective effective . mandates,
. operational of assets .
operations reportin regulations
p g and rules
Effective (a) Project Partially Partially Satisfactory Partially
management of management satisfactory satisfactory satisfactory
UNHCR 5 ] F F <F <F
operations in (b) Regulatory Satisfactory Satisfactory Satisfactory Satisfactory
Serbia framework
FINAL OVERALL RATING: PARTIALLY SATISFACTORY
A. Project management
Shelter project procurement was carried out in compliance with UNHCR rules
14. The provision of shelter solutions to refugees and IDPs was the key project on which $10 million

was spent in 2010 and 2011 representing around half of the total expenditures for each year. The project
was executed using five IPs who were responsible for purchasing village houses for allocation to the
vulnerable population of concern and also purchasing shelter materials or building construction services.
The procurement carried out by the IPs was done in compliance with UNHCR rules. The delegation of
procurement authority to the IPs was approved by the Local Committee on Contracts (LCC). The IPs
were found to have complied with IP procurement guidelines, based on a review of around 40 per cent of
procurement undertaken ($4 million). This included competitive tendering arrangements involving:

a. Publishing in local newspapers, and giving the respondents an average of 30 days to
respond.

b. Sealed bids received by staff not involved in procurement;

c. Committees were in place to oversee the opening of bids, all of which were opened in the
presence of the bidding vendors;

d. Bids were tabulated and evaluated, and the basis of selection clearly explained.

Performance and financial monitoring were undertaken in compliance with rules

15. An annual monitoring plan was in place. The Representation reviewed the IP financial reports
and verified expenditures before releasing subsequent tranches of funding to them. For performance
monitoring of IPs, project activities were assessed against agreed performance targets and progress
measured against the agreed work plan. There was documentation that the IP financial and performance
monitoring reports were followed up with IPs.

Incorrect calculations of Headquarters support costs to international IPs

16. International IPs are entitled to a 7 per cent Headquarters overhead support provided the IP makes
a documented, significant and quantifiable contribution to the project. However, the amount due to the
international IP gets reduced by a condition set in Chapter 4 of the UNHCR Manual, whereby if the total
budget for local procurement to be undertaken by the IP exceeds 30 per cent of the total project value,
then the whole amount budgeted for local procurement should be taken out of the calculation of overhead
support. The Representation correctly calculated the 7 per cent due to two international IPs, except in



2010, when the Representation overpaid the 7 per cent overhead support cost to an IP by $29,335 because
it overlooked deducting the procurement component that exceeded 30 per cent of the total project value.

(1) The UNHCR Representation in Serbia should recover $29,335 that was overpaid to one
international implementing partner.

The UNHCR Representation in Serbia accepted recommendation 1 and stated that a request would
be sent to the IP immediately. Recommendation 1 remains open pending receipt of evidence of the
recovery of $29,335 from the international IP.

Micro-finance projects

17. Since 1997, UNHCR has implemented micro-finance projects (revolving funds) in Serbia through
IPs to enhance the social and economic welfare of the persons of concern. The establishment of these
funds was done in accordance with rules requiring that micro-finance programs should not be
implemented by UNHCR offices themselves but entrusted to IPs with a successful record of
accomplishment to plan and implement such schemes. Accordingly, two IPs with proven micro-finance
track records implemented the micro-finance projects on behalf of the Representation. There were,
however, two issues relating to reporting and legal requirements that needed to be addressed as discussed
below.

(a) IP reporting of housing micro-finance needed to include a clear list of beneficiaries and their status

18. To ensure that UNHCR is able to determine whether an IP has provided services to the intended
beneficiaries, UNHCR requires reporting every two months in the first two years and every three months
in the subsequent two years. Rules require that reports specifically disclose information on beneficiaries
and other aspects such as institutional development and financial indicators.

19. The Representation disbursed $0.2 million to two local partners in the period covered by the audit
for the creation of a housing micro-finance revolving fund. The IPs maintained satisfactory records to
support the loans provided but they did not provide UNHCR with detailed information on beneficiaries.
In addition, UNHCR was not provided with a breakdown of amounts of housing micro-credit obtained
and the status of the beneficiaries, i.e., whether they were refugees or IDPs. This happened because while
the reporting requirement had been shared with the IPs, the Representation had not taken steps to ensure
that the information was provided. The IPs had complied with the requirement and records were
available supporting who the money was given to and how much was given. However this was not
shared with UNHCR.

(2) The UNHCR Representation in Serbia should coordinate with implementing partners to
ensure that UNHCR is provided with comprehensive reports including lists of beneficiaries
with clear identification of the persons of concern.

The UNHCR Representation in Serbia accepted recommendation 2 and stated that it was already set
as an IP requirement and that detailed information would be available by year-end 2012.
Recommendation 2 remains open pending receipt of documentation showing compliance with
reporting requirements covering beneficiaries and persons of concern.




(b) Legal arrangements with IPs should be reviewed to address funds transfer after company dissolution

20. In 2009, the laws of Serbia changed and non-governmental organizations were no longer allowed
to operate micro-finance projects. To ensure sustainability of the micro-finance projects while adhering
to the laws of Serbia, the IPs, in consultation with UNHCR, created private limited liability companies to
which the micro-finance funds were transferred. Since the newly set up companies were separate legal
entities, the Representation needed to ensure that the statutes of the companies clearly addressed the
process of funds handover in the event of dissolution as required by the rules, which state that funds must
be transferred to an institution with similar objectives upon winding up or dissolution of the fund
management agency. The Representation did not do so, which could lead to a loss of micro-finance funds
to entities whose objectives differ with UNHCR’s in the event of the companies’ dissolution.

(3) The UNHCR Representation in Serbia should request private companies entrusted with
micro-finance funds to address fund management handover after dissolution.

The UNHCR Representation in Serbia accepted recommendation 3 and stated that the
Representation was following up the issue immediately. Recommendation 3 remains open pending
receipt of documentation showing that funds transfer after company dissolution has been adequately
addressed.

B. Regulatory framework

Asset management was satisfactory

21. The Representation had 57 assets with the procurement value of $1.4 million and a book value of
$0.2 million; 48 of these assets were with IPs. The Representation also had 431 serially-tracked items
with the purchase value of $459,866 and book value of $52,323. Controls were in place to provide
reasonable assurance that assets were adequately safeguarded and accounted for in compliance with
IPSAS and UNHCR rules. Assets were physically verified and values were recorded in MSRP in
compliance with IPSAS 17 for property, plant and equipment. Assets transferred to IPs were duly
supported by right of use agreements. The Representation reviewed its assets at year-end for evidence of
impairment.

Financial management was conducted in compliance with rules

22. There were no delays in reconciling bank accounts and there were no long outstanding items.
The open items report, which shows outstanding receivables or payables, did not show long pending
items as the Representation followed up on outstanding transactions. The Delegation of Authority Plan
was in place for approving spending, approving purchases, confirming deliveries, approving payments
and executing payments. Financial reports were prepared within the mandated deadlines.

Inventory management was conducted in compliance with rules

23. The warehouse had $150,000 worth of non-food items. Inventory was recorded in MSRP and
stocktaking records were in place as required. The physical count agreed with the MSRP records.
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