I

&
!

I

R
mnm:\\\\‘
)
N

Office of Internal Oversight Services

INTERNAL AUDIT DIVISION

AUDIT REPORT 2013/087

Audit of the preparedness of the
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client organizations to comply with the
International Public Sector Accounting
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Overall results relating to the preparedness
to comply with the International Public
Sector Accounting Standards on property,
plant and equipment and inventory were
initially assessed as partially satisfactory.
Implementation of three important
recommendations remains in progress.
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AUDIT REPORT

Audit of the preparedness of the United Nations Office at Vienna and its client
organizationsto comply with the International Public Sector Accounting
Standards on property, plant and equipment and inventory

l. BACKGROUND

1. The Office of Internal Oversight Services (OlOShdocted an audit of the preparedness of the
United Nations Office at Vienna (UNOV) and its clieorganizations to comply with the International
Public Sector Accounting Standards (IPSAS) on pitgpelant and equipment and inventory.

2. In accordance with its mandate, OIOS provides as®gr and advice on the adequacy and
effectiveness of the United Nations internal canggstem, the primary objectives of which are tewep

(a) efficient and effective operations; (b) accertancial and operational reporting; (c) safedusay of
assets; and (d) compliance with mandates, regonkatiad rules.

3. The General Assembly, in its resolution 60/283 éfAugust 2006, approved the adoption of
IPSAS by the United Nations for the preparation gmdsentation of the Organization’s financial
statements. The first set of IPSAS compliant foianstatements for the United Nations Secretasiat
scheduled for the fiscal year 1 January to 31 Déeer2014. The Department of Management has issued
a policy framework for IPSAS that establishes theegories and thresholds for existing assets thhat w
be reportable as property, plant and equipmenframhtory.

4. According to ST/SGB/2004/5 on the Organization 8@V, UNOV is mandated to provide its
client organizations with a wide array of admirasitre services including financial services andoerty
management services. UNOV, jointly with its maliemt organizations, notably the United Nations
Office on Drugs and Crime (UNODC), the United Nasolnterregional Crime and Justice Research
Institute (UNICRI), the United Nations Office foruer Space Affairs (OOSA), and the United Nations
Register of Damage Caused by the Construction ef Whll in the Occupied Palestinian Territory
(UNRaoD), had established a local IPSAS implemeotatteam. However, the responsibility for
producing reliable IPSAS related information resith the Financial Resources Management Service
(FRMS) of UNOV. The General Support Section of UN@ responsible for managing the Vienna-
based property for the client organizations of UN@¥d the client organizations manage the property
their field offices, as applicable, themselves.

5. The implementation of IPSAS at the United Natioeguires the preparation of opening balances
of reportable assets (i.e., real estate, propetant and equipment, inventory and intangiblespiad
January 2014. An important prerequisite to theparation of opening balances is the verification of
existing assets through physical counts. In piegaspening balances of property, plant and equigme
and inventory, UNOV will be able to build upon diig records of items classified under the present
United Nations System Accounting Standards as npesedable property and expendable property.
Table 1 shows the status of real estate and noanelgble property as at 31 December 2012 without any
capitalization rate threshold. For purposes ofogeition under IPSAS, the individual asset value
threshold has since been established at $20,0@MSACand UNRoD asset balances were recorded and
included in the UNOV asset balance.



Table 1
Real estate and non-expendable (reportable) property assetsasat 31 December 2012

Organization Real Estate * Non-expendable property
(without capitalization rate threshold)
Value (US$) Value (US$) Value (US$)
Vienna/Turin Field offices
UNOV** 93,712,488 19,747,819
UNODC 0 2,910,350 22,814,144
UNICRI 0 537,034 89,797

Source: Based on data provided by UNOV FinancesldRrces Management Service as at 31 December 2012.
Note: * Real estate value is based on the UNOVesbthe Vienna International Centre.
Note: ** Includes OOSA and UNRoD.

6. Comments provided by UNOV and UNODC are incorpatandtalics.

II.  OBJECTIVE AND SCOPE

7. The audit was conducted to assess the adequaceffertiveness of the governance, risk
management and control processes of UNOV and i&htcbrganizations in providing reasonable
assurance regarding tipeepar edness to comply with IPSAS on property, plant and equipment and
inventory.

8. The audit was included in the 2013 internal audtkaplan in view of the significant risk that
UNOV and its client organizations may be unabl@riplement IPSAS if they do not adequately prepare
themselves to generate accurate and reliable apdratances of property, plant and equipment and
inventory by 1 January 2014.

9. The key control tested for the audit was regulafoaymework. For the purpose of this audit,
OIOS defined this as controls that provide reaskenabsurance that policies and procedures: (i} &xis
guide the preparation of IPSAS-compliant openindatees of assets at UNOV and its client
organizations; (ii) are implemented consistentlyd iii) ensure the reliability and integrity ofhfincial
and operational information.

10. The key control was assessed for the control diggcshown in Table 2.

11. OIOS conducted this audit from June to July 20T8e audit covered the period from 1 January
2012 to 31 May 2013.

12. OIOS conducted an activity-level risk assessmendeatify and assess specific risk exposures,
and to confirm the relevance of the selected keptrots in mitigating associated risks. Through
interviews, analytical reviews and tests of costr@IOS assessed the existence and adequacy rokinte
controls and conducted necessary tests to detetheireeffectiveness.

1. AUDIT RESULTS

13. The governance, risk management and control presessamined were assessedbadially
satisfactory in providing reasonable assurance regardingpttepar edness of UNOV and its client
organizations to comply with IPSAS on property, plant and equipment and inventory. OIOS made
four recommendations to address the issues ideshtifi the audit. UNOV and its client organizations
had carried out physical verifications of assatthNOV and UNODC, which were the organizations with



the largest number and value of assets, had edtaliliand followed the procedures for the writeedff
not found, impaired and obsolete assets. Howélvere was a need to perform additional work to ensu
the validity of asset records at UNODC officeshn field. The identification of construction-inggress
assets was also not yet completed. In additianptigoing data cleansing and reconciliation progess
relation to the physical verification of assetshat Vienna International Centre needed to be suggdry

a lessons learned exercise to identify the chadlernigus far encountered in ensuring accurate diathlee
opening balances for property, plant and equipraadtinventory.

14. The initial overall rating was based on the assessmf key controls presented in Table 2 below.
The final overall rating ispartially satisfactory as the implementation of three important
recommendations remains in progress.
Table 2
Assessment of key controls
Control objectives
' . Accurate Compliance
Business Key control Eff'c'en?[ and financial and | Safeguarding with
obj ective effective : mandates,
: operational of assets ;
operations reporting regulations
and rules
Preparednessto Regulatory Partially Partially Partially Partially
comply with framework satisfactory satisfactory satisfactory satisfactory
IPSASon
property, plant
and equipment
and inventory
FINAL OVERALL RATING: PARTIALLY SATISFACTORY

A. Regulatory framework

Need to perform additional work to ensure the wlidf asset records at UNODC field offices

15. UNOV was required to certify the accuracy and catgriess of the financial statements and
records relating to property, plant and equipmentl danventory, including those of its client
organizations. However, UNOV could not directlyif)ethe physical existence and status of assetiseat
client organizations’ field offices due to resoumnstraints and the geographical dispersion o$gho
offices. Therefore, the accuracy and completerdseecords maintained by the field offices was
dependent on the effectiveness of the validatioth @mverification processes of the main UNODC,
OOSA and UNRoD offices in Vienna and the UNICRIicdfin Turin. UNODC, OOSA, UNRoD and
UNICRI had all sent emails to their field officedthvinstructions and/or guidance on the performawfce
physical inventory, data capture and data cleansingPSAS compliance, as well as templates foetass
balance reporting. They also had annual physiedfieations carried out by their field office stafThe
field offices subsequently sent the non-expendphidperty reports through their main offices to UNOV
FRMS in Vienna. OOSA, UNRoD and UNICRI did not dowt any independent spot checks in their
field offices in the last financial year due tokamf human and financial resources. However, aifio
the accuracy of data from their field offices couldt be ensured, the risk of materially inaccurate
financial information on assets in IPSAS compliantounts was low due to the low value of non-
expendable assets in these offices.



16. UNOV FRMS performed sample testing of assets fdecsed UNODC field offices. This
consisted of a review of controls related to assahagement as well as re-verification of assets at
selected field office locations. Spot checks weegormed at 25 locations. Overall, UNOV FRMS did
not receive sufficient documentation from the fielifices for many of the selected samples or ditl no
receive the requested documentation in a timelynaamo complete the testing. As a result, it had
decided to perform a monthly review of the ovedalta and instructed the UNODC field offices to take
the necessary corrective actions. In addition, WNilanned to request another full physical veriiica

to be undertaken in all UNODC field offices, whigrould be followed by comprehensive asset data
reconciliation and cleansing exercise. Instructi@md timelines in this regard were due to be thsue
shortly. There was a need for UNODC senior managerto highlight the critical importance of this
exercise to the field representatives, as it wéngldaking place very close to the deadline for aration

of IPSAS opening balances. Additionally, UNOV FRM&eded to identify systemic areas of risk due to
incomplete and incorrect asset records and perfiditional spot checks in selected UNODC field
locations that were considered to be high risk.

(1) The United Nations Office on Drugs and Crime should ensurethat itsfield representatives
fully comply with the instructions and timelines related to the physical verification and
reconciliation of asset registersin field offices.

UNODC accepted recommendation 1 and stated that all field office representatives have confirmed
their understanding and acknowledged receipt of the guidelines and instructions for the physical
verification and reconciliation for 2013. The exercise is under review and is expected to conclude
by the end of October 2013. Recommendation 1 remains open pending receipvideece of the
completion of the physical verification and recdiation of asset registers in UNODC field offices.

(2) The United Nations Office at Vienna should undertake a risk assessment on the
management of assets in the United Nations Office on Drugs and Crime field offices to
enable it to determine the human and financial resources needed to perform a samplere-
verification of the validity of asset recordsat high risk locations.

UNOV accepted recommendation 2 and stated that the result of the physical verification referred to
under recommendation 1 above is currently under review on a sample basis. The expected date of
completion of the risk assessment is November 2013. Recommendation 2 remains open pending
receipt of evidence of the completion of the samptgerification of assets in UNODC field offices
performed by UNOV on the basis of a risk assessment

The identification of construction-in-progress dsseas not completed

17. UNODC had projects with external parties in thddfie UNOV FRMS had developed a draft
Framework on the Engagement of External Partiesvibald also clarify the recognition and recording
of assets associated with external parties. Taedwork was intended toter alia, define external
parties and their relationship with UNODC, whichtimn would facilitate the proper treatment of a&sse
in each particular case. At the time of the autli, only notable assets related to projects witbraal
parties were constructions-in-progress, which werde transferred to beneficiary entities afterirthe
completion. These assets were not yet includéderasset register but UNOV FRMS was reviewing and
discussing with the Controller’s Office in New Yaitke methodology for recording these assets, based
their stage of completion. UNOV FRMS maintainedaabase of UNODC projects but had not yet
completed the process of reviewing the project dwns to identify all the existing construction-in-
progress assets which should be recorded in tlet Eggster.



(3) The United Nations Office at Vienna should develop and implement an action plan with a
specific timetable to perform the necessary stepsfor the identification and valuation of the
United Nations Office on Drugs and Crime construction-in-progress assetsin thefield.

UNOV accepted recommendation 3 and stated that the process and accounting treatment are
currently under consideration. The action plan is expected to be implemented in November 2013.
Recommendation 3 remains open pending receiptidépue of the completion of the identification
and valuation of the UNODC construction-in-prograssets in the field.

The ongoing data cleansing and reconciliation ede relation to the physical verification of Vien
based assets needed to be supported by a lessomesde&xercise

18. The UNOV General Support Section performed a playsioventory, reconciliation and tagging
exercise at the Vienna International Centre fronvéiober 2012 to January 2013. However, in the
subsequent data cleansing process a large nhumbdisarepancies were identified. This affected the
classification of assets into IPSAS asset categarel delayed the reconciliation of data in thestass
registers against the results of the physical iatibn. As a result, the UNOV General Supportti®ac
prepared an action plan with a timetable to corgpthe reconciliation and to update its database and
scheduled another full-scale physical verificattonbe undertaken prior to 31 October 2013. OIOS
associated the inaccurate and incomplete physieafication with insufficient communication and
coordination during planning and execution of tkereise between UNOV General Support Section and
the different client organizations/departments, piarticular the Information Technology Service of
UNOV. During the physical verification, the UNOVe@eral Support Section staff members were not
able to verify numerous information technology tethassets due to lack of information in the asset
register on their exact location. The challended tvere encountered during the physical verificati
needed to be taken into account as lessons leamesupport the ongoing data cleansing and
reconciliation process.

(4) The United Nations Office at Vienna should use the lessons learned from the first physical
verification of assets conducted at the Vienna International Centreto revise, as necessary,
and implement its action plan for ensuring accurate and reliable opening balances of
property, plant and equipment and inventory.

UNOV accepted recommendation 4 and stated that discussions of lessons learned were held with
key clients, e.g. Safety and Security Services and Information Technology Service. The action plan
has been revised and the physical asset inventory verification exercise for 2013 commenced on 3
October 2013. Based on the action taken by UNOV, recommendatibas been closed.

Procedures were established and followed for thiewff of not found, impaired and obsolete assets

19. UNOV and UNODC, the two entities with the largesmber and value of assets, had common
procedures for the sale and disposal of assetsedBan OIOS’ review, the write-off requests of not
found, impaired and obsolete assets, includingettatsthe field offices, were duly submitted to the
Property Survey Board in Vienna for review, in adamce with established procedures. The average
number of days taken from receiving a request fotevoff to approving the requests by the Property
Survey Board was 28 and 59 days in 2012 and 2@kpectively. The increase in the time taken for
approving the write-offs in 2013 was due to the@ase in the number of submissions as a resulteof t
data cleansing exercise following the physicalfiGaiions undertaken in field offices. At the tirakthe
audit, there were 49 cases pending review by tlopd?ty Survey Board, which OIOS regarded as a
manageable number to be cleared by the end ofetlie y



The definition of inventory was not yet clarifiedtlihis was not considered to be a concern for UNOV

20. UNOYV maintained and recorded its inventory item$ine with the definition of inventory in the
United Nations policy framework for IPSAS. Theynssted only of consumable items, materials or
supplies that were consumed or distributed withiQY and its client organizations and were not
directly associated with items for sale or disttibm. However, the Board of Auditors, which usée t
definition in IPSAS 12, believed that materialssapplies to be consumed or distributed in the nénge

of services should be included for reporting in BREAS-compliant financial statements. Although th
final definition of inventory was still not claréd, it was unlikely to have an impact on UNOV’sligpto
ensure reliable and accurate opening balancesiventory because the relevant information was yeasil
available in its records.

UNOV maintained a database of its heritage assets

21. With regard to the heritage assets at UNOV, a datalfor the management of donated artworks
was established and maintained. The databaseotlidistiose the values of the artworks but the dthit
Nations IPSAS Policy Framework also did not reqtiedisclosure of the value of heritage assets.

UNOQOV had only one real estate asset that met IP@4AGirements

22. UNOV maintained its own database for recordingpadiperty occupied by UNODC in the field.
This included leased property. However, the oabl estate asset to be reported by UNOQV in its [IRSA
compliant financial statements was its share ofMiemna International Centre, which was jointly idth

by the International Atomic Energy Agency (IAEA)het United Nations Industrial Development
Organization (UNIDO), the Comprehensive Nuclear t'Ben Treaty Organization (CTBTO), and
UNOV. UNOV received a memo annually from the Dioecof Financial Services Branch of UNIDO
regarding the cost sharing ratios for business gemant services related to the Vienna International
Centre. The cost sharing ratios were prepareddbasea previously agreed upon methodology. The
ratios were 22.67 per cent and 22.66 per cent 12 20hd 2011, respectively. IAEA, an early adopfer
IPSAS, had performed an external valuation of thenka International Centre, which UNOV was
planning to adopt for its own IPSAS purposes.
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STATUSOF AUDIT RECOMMENDATIONS

Audit of the preparedness of the United Nations Office at Vienna and its client organizationsto comply with the

International Public Sector Accounting Standardson property, plant and equipment and inventory

ANNEX |

REEC: Recommendation e /2 Cé Actions needed to close recommendation I mplemen}atlon
no. I mportant (®) date
1 The United Nations Office on Drugs and Crime Important O | Submission to OIOS of evidence of the 31 October 2013

should ensure that its field representatives fully completion of the physical verification and
comply with the instructions and timelines related reconciliation of asset registers in UNODC fie|d
to the physical verification and reconciliation of offices.
asset registers in field offices.

2 The United Nations Office at Vienna should Important O | Submission to OIOS of evidence of the 30 November 2013
undertake a risk assessment on the management of completion of the sample re-verification of
assets in the United Nations Office on Drugs and assets in UNODC field offices performed by
Crime field offices to enable it to determine the UNQV on the basis of a risk assessment.
human and financial resources needed to perform a
sample re-verification of the validity of asset
records at high risk locations.

3 The United Nations Office at Vienna should Important O | Submission to OIOS of evidence of the 30 November 2013
develop and implement an action plan with a completion of the identification and valuation of
specific timetable to perform the necessary steps the UNODC construction-in-progress assets in
for the identification and valuation of the United the field.
Nations Office on Drugs and Crime construction
in-progress assets in the field.

4 The United Nations Office at Vienna should use|th Important C | Action completed. Implemented

lessons learned from the first physical verificatio
of assets conducted at the Vienna International
Centre to revise, as necessary, and implement it
action plan for ensuring accurate and reliable
opening balances of property, plant and equipmé

[72)

ent

and inventory.

! Critical recommendations address significant angéovasive deficiencies or weaknesses in govemaigk management or internal control processes) s
that reasonable assurance cannot be provided megdhe achievement of control and/or businessativjes under review.
% Important recommendations address important @efioes or weaknesses in governance, risk managememeérnal control processes, such that reasenabl
assurance may be at risk regarding the achieveofienintrol and/or business objectives under review.
3 C =closed, O = open
* Date provided by UNOV/UNODC in response to recomdagions.
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M anagement Response



MANAGEMENT RESPONSE

APPENDIX |

Audit of the preparedness of the United Nations Office at Vienna and its client or ganizations to comply with the I nternational Public
Sector Accounting Standar ds on property, plant and equipment and inventory

o Title of .
RER Recommendation Cili ezl /2 FizEzpiEel? responsible [ EmE L e Client comments
no. I mportant (Yes/No) individual date

1 The United Nations Office on Drugs and I mportant Yes Chief, October 2013 All FO representatives have
Crime should ensure that its field Financial confirmed their understanding and
representatives fully comply with the Resources acknowledged receipt of the
instructions and timelines related to the M anagement guidelines and instruction for the
physical verification and reconciliation of Service physical verification and
asset registersin field offices. reconciliation for 2013. The exercise

is under review and the completion of
the exercise is expected to conclude
by the end of October 2013.

2 The United Nations Office at Vienna I mportant Yes Chief, November 2013 Theresult of the physical verification
should undertake a risk assessment on the Financial referred on recommendation 1 above
management of assets in the United Resources is currently under review on asample
Nations Office on Drugs and Crime field M anagement basis. The expected date of
officesto enable it to determine the human Service completion of the risk assessment is
and financial resources needed to perform November 2013.
asample re-verification of the validity of
asset records at high risk locations.

3 The United Nations Office at Vienna I mportant Yes Chief, November 2013 The process and accounting treatment
should develop and implement an action Financial is currently under consideration. The
plan with a specific timetable to perform Resources action plan is expected to be
the necessary steps for the identification M anagement implemented in November 2013.
and valuation of the United Nations Office Service
on Drugs and Crime construction-in-
progress assets in the field.

4 The United Nations Office at Vienna I mportant Yes Chief, General | September 2013 The recommendation has been
should use the lessons learned from the Support implemented. Discussion of lessons

! Critical recommendations address significant and/or pervasive deficiencies or weaknesses in governance, risk management or internal control processes, such
that reasonable assurance cannot be provided regarding the achievement of control and/or business objectives under review.

2 |mportant recommendations address important deficiencies or weaknesses in governance, risk management or internal control processes, such that reasonable
assurance may be at risk regarding the achievement of control and/or business objectives under review.




MANAGEMENT RESPONSE

APPENDIX |

Audit of the preparedness of the United Nations Office at Vienna and its client or ganizations to comply with the I nternational Public
Sector Accounting Standar ds on property, plant and equipment and inventory

- Title of g
Rec. . Critical’/ | Accepted? : I mplementation .
- Recommendation Important? | (Yes/No) rieﬁpndi?/?;ul;:;a e Client comments
first physical verification of assets Section learned were held with key clients,

conducted at the Vienna I nternational
Centre to revise, as necessary, and
implement its action plan for ensuring
accurate and reliable opening balances of
property, plant and equipment and
inventory.

e.g. Safety and Security Servicesand
Information Technology Service.
The action plan has been revised and
the physical asset inventory
verification exercise for 2013
commenced on 3 October 2013.






