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NOTE TO THE EXECUTIVE BOARD

This document is submitted for approval by the Executive Board.

The Secretariat invites members of the Board who may have questions of a technical
nature with regard to this document to contact the WFP staff focal point indicated below,
preferably well in advance of the Board's meeting.

Director, Finance Division (FS): Mr S. Sharma tel.: 066513-2700

Should you have any questions regarding matters of dispatch of documentation for the
Executive Board, please contact the Supervisor, Meeting Servicing and Distribution Unit
(tel.: 066513-2328).
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REPORT OF THE EXTERNAL AUDITOR ON THE AUDIT OF THE
ACCOUNTS OF THE WORLD FOOD PROGRAMME FOR THE
FINANCIAL PERIOD 1 JANUARY 2002 TO 31 DECEMBER 2003

Comprising:
Executive Summary (paragraphs 1 to 4)
Scope and approach of the audit (paragraphs 5 to 10)
Detailed findings for 2002—-03 (paragraphs 11 to 27)

Follow up to 2000-01 External Auditor’s Report (paragraphs 28 to 29)

Acknowledgement (paragraph 30)
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EXECUTIVE SUMMARY

Overall Results of the Audit

1. | have audited the accounts of the World Food Programme (WFP) in accordance with
the Financial Regulations and in conformity with the Common Auditing Standards of the
Panel of External Auditors of the United Nations, the Specialized Agencies and the
International Atomic Energy Agency.

2. My audit revealed no weaknesses or errors that | considered material to the accuracy,
completeness and validity of the financial statements as a whole and | have placed an
unqualified opinion on the WFP’s financial statements for the period 2002-03.

3. Under the authority of the Additional Terms of Reference Governing External Audit
appended to the Financial Regulations, my report includes specific observations and
recommendations directed at improving the WFP’s financial management and control. In
addition to this report, and as part of my 2002-03 audit, | am also presenting reports on my
review of WFP’s air operations; vulnerability analysis and mapping work undertaken by
the Secretariat; and corporate governance. In October 2003, | reported to the
Executive Board on my review of WFP’s Human Resources Strategy.

Main Audit Findings and Recommendations

4, This present report sets out the scope and approach of my financial audit for 2002-03;
detailed findings from that work; and comments on follow up to the 2001-02 External
Auditor’s report. The detailed findings presented further below set out the most significant
issues, with recommendations for action, which arise from the work carried out by my staff
at headquarters and in their visits to the seven Regional Bureaux and ten country offices. |
have made a number of specific recommendations directed towards improved financial
management and reporting; better financial monitoring by headquarters and the Regional
Bureaux; and improved use of the WINGS system.

SCOPE AND APPROACH OF THE AUDIT

Audit Scope

5. | have audited the accounts of the World Food Programme (WFP) for the financial
period 1 January 2002 to 31 December 2003 in accordance with Chapter XIV of the
Financial Regulations and the Additional Terms of Reference Governing External Audit
appended thereto.

Audit Objectives

6.  The main purpose of the audit was to enable me to form an opinion as to whether the
expenditure recorded in the financial period had been incurred for the purposes approved
by the Executive Board; whether income and expenditure were properly classified and
recorded in accordance with the Financial Regulations; and whether the financial
statements present fairly the financial position at 31 December 2003.
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Audit Standards

7.

My audit was carried out in conformity with the Common Auditing Standards of the
Panel of External Auditors of the United Nations, the Specialized Agencies and the
International Atomic Energy Agency. These standards require me to plan and carry out the
audit so as to obtain reasonable assurance that the financial statements are free from
material misstatement. The WFP’s management are responsible for preparing these
financial statements and | am responsible for expressing an opinion on them based on
evidence obtained in my audit.

Audit Approach

8.

In accordance with the Common Auditing Standards, my audit included a general review
of the accounting systems and such tests of the accounting records and internal control
procedures as | considered necessary in the circumstances. The audit procedures are
designed primarily for the purpose of forming an opinion on WFP’s financial statements.
Consequently my work did not involve detailed review of all aspects of financial and
budgetary systems and the results should not be regarded as a comprehensive statement on
them. My audit included focused work in which all areas of the financial statements were
subject to direct substantive testing. A final examination was carried out to ensure that the
financial statements accurately reflected WFP’s accounting records and were fairly
presented.

My audit was supported during the biennium by visits undertaken by my staff to all
seven of the WFP Regional Bureaux and ten Country Offices, where they reviewed the
operation of controls during the biennium and undertook substantive testing of transactions
at each location. At the end of each of these audit visits, my staff provided a management
letter to the Executive Director outlining their key findings. A list of the countries and
locations visited is at Annex 1. My staff also provided the Executive Director with
management letters as a result of their audit planning work, their review of the
mid-biennium closure of the financial systems and their review of the Information Systems
environment at Headquarters in Rome. In total, 20 management letters were provided to
the Executive Director, to highlight areas for the improvement of the financial control
environment within WFP.

Audit Conclusion

10.

My report includes a number of observations and recommendations intended to be of
benefit to the Executive Board; and, in accordance with normal practice, my staff record
additional findings in management letters to the Secretariat. None of these matters
materially affected my audit opinion on WFP’s financial statements for the biennium and,
notwithstanding the observations in this report, my examination revealed no weaknesses or
errors that | considered material to the accuracy, completeness and validity of the financial
statements as a whole. Accordingly | have placed an unqualified opinion on WFP’s
financial statements for 2002-03.

DETAILED FINDINGS FOR 2002-03

Changes in Presentation of the Financial Statements and Notes

11.

Deleted: However, the results of our
audit testing showed a significant level of
/| uncertainty regarding the accuracy of this
disclosure due to errors in the recording
/ of transactions against different projects
in WINGS.In

| Deleted: their

incurred on a project within one programme category had been posted to a different project TL[ Deleted: my staff

A
ANV 4
=7

Deleted: large

A J




WFP/EB.A/2004/6-B/1/3

12.

15.

within another programme category. In Angola, for example, more than $2 million of

expenditure on @ special_operation (the Angola Air Operation) had been posted to fhe - Deleted: the Air Operation (Special
country’s PRRO due to funding constraints on the Special Operation. My staff identified . LOorerations)

similar cases in pother field offices; expenditure on an emergency operation posted to a ~. |Deleted:a

special operation_in Southern Africa; expenditure on a development project posted to a\@\ { Deleted: visited

PRRQ,in Mali; expenditure on a PRRO posted to an emergency operation_in Armenia. The \\\if{Deleted: cases

results of audit testing gave rise to a significant level of uncertainty over the accuracy of .\ '\ { Deleted: most of the

disclosures_by programme category, although not in relation to the validity of the \\\\\\{Deleted::

transactions themselves. As a result, the presentation of project expenditure by Programme \\{De,eted: ’

category is not included in the audited 2002-03 financial statements. The information is ( Detetea:

O A

now presented in the Executive Director’s Report on the Financial Administration of the
World Food Programme and is therefore unaudited.

In addition, following the move to financial reporting on an accruals basis, the accounts
reflect a necessary restatement of the prior period figures for comparative purposes.

My staff worked closely with the Secretariat to clarify and simplify the presentation of« - - - | Formatted: Indent: Left: 0",

the financial statements and the Notes to the accounts. This has resulted in improvements Hanging: 0.2", Space Before: 0 pt,

. . . . o Line spacing: single, No bullets or
in the disclosure of expenditures by programme and funding and greater clarity in the notes numbering

describing the results of the WFP for the biennium. The financial statements now report
results and supporting information by the three main activities conducted by the WFP:
programme categories; the General Fund and Special Accounts; and Bilateral Operations
and Trust Funds.

P { Formatted: English (U.K.)

Accounting and Disclosure of Project Expenditure - { Formatted: English (U.K.)
14. As noted above, my staff found a significant number of cases where expenditure - {Deleted: 1

incurred on a project within one programme category had been posted to a different project -~ { Deleted: my staff

within another programme category. They found further cases of expenditure posted to \{Deleted: large

: also

——————————————————————————————————————————————— - { Deleted: Mali

********************************************** AN ‘[Deleted: (check!)

A A

making it less useful for decision making and the evaluation and performance ‘' "«
L Deleted: ). This was particularly

measurement_of projects. This also affects the accuracy of the annual standard project . | common where one project replaced

\

reports submitted to donors for those projects where incorrect postings occur. |1, | another pro

\
Y ‘\\{ Deleted: ject in the same country
\

One of the reasons cited by WFP staff for the incidence of inaccurate recording is the :
need to circumvent strong system controls in WINGS where there are funding constraints \f Deleted: there is
on projects. This occurs where there are delays in receiving funding for particular projects ( Deleted: tis

L J

from donors; or where funding has been pledged by donors but the funds have not yet been
made available to field offices in WINGS due to internal delays in the system. As a key
financial control, WINGS does not allow expenditure to be posted against a project where
there is insufficient funding. My staff found that WFP’s response to this in the country
offices they visited had been to charge expenditure to another active project with sufficient
funding available.

Recommendation 1. To ensure accuracy in the_reporting of financial infOfmation,*’**‘{F_ormattt_ad: Indent: First line: 0",
particularly in financial statements and donor reports, | recommend that senior Line spacing: single

management undertake regular reviews of the information recorded in WINGS to confirm

1
Recommendation

- W Deleted: 1

Recommendation 2. | also recommend that management improve the internal processes
for ensuring the prompt programming of funding to field offices in WINGS, to facilitate
the accurate recording and reporting of project expenditure.
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16.

18.

My staff found that another cause of inaccurate recording of project expenditure was the
utilisation_of outstanding balances on_projects where operations were completed. They
noted several examples where spending authorisations had been issued to field offices for
balances on projects which were no longer operational; and where expenditure incurred on
a current project had been posted to an_old project, even though there was no longer any
activity under_the_programme category in the country. For example, in Armenia and
Colombia, expenditure had been posted against the EMOP emergency operations
programme category, although the countries in guestion had no emergency_operations at
the time of audit. In Albania, no direct support costs had been_reported for the first
six months of a protracted relief and recovery operation because the support costs had been
charged to a regional emergency operation_which had finished a year previously.
Misposting within the same programme category occurs particularly when_one project
succeeds another in the same country. In such cases the first project may not be closed in
financial terms_in WINGS until a significant time after the second project has become
operational. During this period the remaining project balances are used up by activities on

the new project.

Recommendation 3. Once operations are_complete | recommend that projects should be<«{--
closed promptly in_financial terms ;_and that any remaining balances identified should only
be redeployed on receipt of further instructions from the donor on their use and
application,

,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,

provision of support for a programme and which would not be incurred should that project \\\\w
cease. Programme Support and Administration costs are those costs which cannot be
directly attributable to any programme category or activity. There is, however, no clear
distinction between the types of expenditure which should be recorded under these
two support cost categories. At present the amount disclosed in the financial statements
under each category depends on budget allocations rather than_on the actual amount or

nature of the support costs incurred. At country level, for example, the Country Director, '\

two national officers, three national staff plus $55,000 per year are allocated as Programme \\
Support and Administration costs. Any administration or support costs in excess of this

- {Deleted: 1
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PROJECTS WITH THE DONOR’S
CONSENT, TO AVOID MISPOSTING
PROJECT EXPENDITURE.
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budget are recorded as Direct Support Costs, regardless of whether or not they can be

directly attributable to a particular programme or activity. .

\

distinction at all between the two cost categories. All costs were initially recorded as dlrect
support costs, with a year end journal for $55,000 to programme support and
administration being raised to use up the budget. In other countries visited during the audit, \\\\
office rent had been classed as programme support in some countries and as direct support '\
costs in others, depending on whether there was sufficient programme support budget to

\

Deleted: Programme Support and
Administration

il
(
o
\( Deleted: {
[
(

Deleted: Direct Support Costs

{ Deleted: are

Hanging: 0.2", Space Before: 0 pt,

Line spacing: single, No bullets or

Formatted: Indent: Left: 0",
numbering
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19. During their visit to the Johannesburg_Regional Bureau, my staff found that it had no
programme support and administration_budget available for its first six_months of
operation;_and that all start-up costs for the office had been_posted to the Regional
emergency operation budget. They found that the_Rome _Regional Bureau had been funded
entirely from the direct support costs_of the Balkans Regional emergency operation_and
therefore had recorded no programme support_expenditure at all. These inconsistencies_in
treatment are recorded directly in WINGS. In consequence the system is unable to produce
accurate management information on actual levels_of direct and indirect support costs
incurred by the WFP. Our predecessors, the Cour des Comptes, raised the issue of
accounting for PSA expenditure in their 1998-99 audit report and our audit findings
confirm that this has not yet been satisfactorily addressed.

terms of the type of expenditure each category is to cover, to ensure that administrative and

support costs which cannot be directly attributable to a programme category or activity are (Deteted: Budge
- eleted: budgets

consistently recorded as Programme Support and Administration in the financial systems,

P { Formatted: English (U.K.)

WINGS Reporting Functions o { Formatted: English (U.K.)
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Deleted: We recommend for the future
7777777777777 that WFP takes steps to ensure that

produce expenditure reports by specific country office or business unit. It is impossible to WINGS is fully functional in Country

H H H H : ' Offices and that all staff are fully trained
prod_U(_:e a report to review all the transactions rela_tlng toa pa_rtlcular country office, unlgss " | inits use before going live with the
specific actions are taken by the office at the time of setting up vendors and entering | system.q
payment data. During their audit visits to the field, my staff found that only the Regional N
Bureau in Bangkok was able to produce specific monitoring reports for itself from Sef:;ted= in the way WINGS has been

WINGS. These limitations in the WINGS system render it difficult to hold
Country Directors and managers accountable for the expenditure in their areas of
responsibility.

21.  The Programme’s financial regulations stipulate that WFP maintain accounts on a fund
accounting basis. Separate funds are created in WINGS for individual contributions from
donors which identify, amongst other elements, contributions for commaodities and ocean
transport. However, funds from different donors for associated costs are transferred into
‘cumulative funds’ within the system and the individual contributions lose their identity. It
is therefore not possible to follow an entire contribution through the system from receipt of

Jincome to the disbursement of expenditure, and to verify that all donor conditions on - { Deleted: the

expenditure have been complied with. My staff found that where donors placed conditions - { Deleted: the

on the use of their contributions, WFP staff have to retrospectively allocate expenditure

back to the individual contributions as a manual procedure using an Excel spreadsheet, /{Deleted: Recommendation
since the information is not available in WINGS. //{Demed; is amended

field office and pusiness unit; and to be capable of fracking, individual donations from - { Formatted: English (U.k)
income through to expenditure. " { peleted: to

\\\ { Formatted: English (U.K.)
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22.  During their visits to the seven Regional Bureaux and ten country offices, my staff \\

. . . . . N ‘[Deleted: 1
considered and discussed with management the monitoring and support roles of  » ,
. . . . ‘' | Formatted: Font: Times New
Rome Headquarters and the Regional Bureaux in relation to the country offices. My staff {Roman, 12 pt, English (U.K.)
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23.

24.

25.

accounting treatments_in different offices. Examples included accounting for recoverable
sales taxes and Value Added Tax; accounting for advances and part payments to suppliers;
accounting for the proceeds from the sale of unfit commodities; and issues dealing with the
use of exchange rates,

My staff found that the relevant WFP finance manual, the Country Office Accounting«
Guide, was last updated in 1999, before the introduction of WINGS and the electronic cash
book used for non-WINGS field offices (COAGSAPInt), and before decentralisation.

_{ Deteted: in the fietd

T { Formatted: English (U.K.)

B

Formatted: Indent: Left: 0", Space
Before: O pt, Line spacing: single

version making it difficult for staff in several parts of the world to gain a full understanding
of the requirements.

As a result of the decentralisation process, the responsibilities for financial monitoring
and oversight were devolved from Rome Headquarters to the respective Regional Bureaux.
During their visits to the seven Bureaux, my staff found that a very limited level of

financial returns to their Regional Bureau and to Headquarters, including expenditure
reports, bank reconciliations and information on the status of advances. My staff found

responsibility to oversee and monitor the financial performance of the country and project -

offices in their region, to be in a position to ensure the integrity of the Programme’s
systems for budgetary and financial control.

financial support and information. However, my staff noted a number of issues relating to
the way in which WINGS was being utilised. The most common of these issues related to
the automated bank reconciliation process, where relevant WFP staff demonstrated limited
knowledge and understanding of how the process should be performed in WINGS. This
affected the internal controls operating in a number of offices during the period. My staff
one Regional Bureau, which had led to the recording of purchase orders at the same time
as the recording of expenditure transactions after the goods and services had been received.

field staff, to ensure the full and proper use of the system’s functionality and adequate

levels of internal control.

Cargo Preference Premium

26.
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During the biennium, my staff raised with the Secretariat two major concerns on_the«
treatment of specific contributions from the Programme’s major donor. Firstly, the WFP
was not disclosing fully the value of cash received from the donor and the corresponding
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amounts paid_to suppliers for shipping services. This had the effect of understating both
income and expenditure by $200 million in the biennium. Secondly, by not charging
indirect support costs_on these contributions, WFP was failing to comply with its_full cost
recovery principle; and the Executive Director is unable to authorise waiver of indirect
support costs in these circumstances. My staff recommended to the Secretariat_that
contributions and expenditure should be disclosed in the financial statements gross of the
cargo preference premium and that the issue should be brought before the Executive Board
for approval. In February 2004 the Board considered the issue of recovery of indirect
support costs from these contributions and provided a waiver for the 2002-03 biennium.

Frauds, Ex-gratia Payments, Amounts Written Off and Contingent
Liabilities

217.

The Secretariat informed my staff that during the biennium WFP had identified 33 cases
of fraud and presumptive fraud amounting to an estimated value of $2.8 million. Amounts
of $232,775 were written off during the period as irrecoverable losses under Financial
Regulation 12.4. Ex-gratia payments totaling $158,000 were made during the period under
Financial Regulation 12.5. Management informed my staff of contingent liabilities
amounting to $2 million.

FOLLOW-UP TO THE 2000-01 EXTERNAL AUDITOR’S REPORT

28.

29.

As a matter of good practice | have reviewed the progress made by the Secretariat in
response to my predecessors’ recommendations. Their final report for 2000-01 covered
financial issues, treasury management, decentralisation and their follow up to Financial
Management Improvement Programme (FMIP). My staff have reviewed the two papers
produced by the Secretariat in response to the recommendations made
(WFP/EB.3/2002/5-A/1/4 and 5).

They found that the Secretariat had implemented some of the major recommendations,
such as the move to accruals accounting, the recommendations relating to treasury
management and the FMIP. However other recommendations in respect of guidance
manuals and other technical accounting issues remain to be implemented and are currently
being addressed by the Secretariat. Some of these recommendations date back to my
predecessors’ 1998-99 report to the Executive Board. My staff have been informed that the
Secretariat will produce a full response, detailing the WFP response to each
recommendation for the Executive Board in October 2004.

Acknowledgement
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ANNEX |

WFP BUREAUX AND COUNTRY OFFICES VISITED BY THE
EXTERNAL AUDITOR IN THE 2002-03 BIENNIUM

Regional Bureau
Asia

Mediterranean, Middle East and
Central Asia

West Africa
Southern Africa

East and Central Africa

Latin America and the Caribbean

Eastern Europe

FC-PEBA2004-5043E

Bureau location
Bangkok, Thailand

Cairo, Egypt

Dakar, Senegal
Johannesburg, South Africa

Kampala, Uganda

Panama City, Panama

Rome, Italy
NN
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Countries visited
Phnom Penh, Cambodia

Islamabad, Pakistan
Kabul, Afghanistan
Mazar-e-Sharif, Afghanistan

Termez, Uzbekistan
Bamako, Mali
Luanda, Angola

Lokichoggio, Kenya
Nairobi, Kenya
Kigali, Rwanda

Dar Es Salaam, Tanzania
Bogoté4, Colombia

Yerevan, Armenia



