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Executive Summary 
 
From 8 to 12 October 2012, the Office of Audit and Investigations (OAI) of the United Nations Development 
Programme, through KPMG, Slovakia (the audit firm), conducted an audit of European Union Border Assistance 
Mission to Moldova and Ukraine Phase 8, Project ID 76788 (the Project), which is directly implemented and 
managed by the UNDP Country Office in Ukraine (the Office). The audit firm was under the general supervision 
of OAI in conformance with the International Standards for the Professional Practice of Internal Auditing.  

The Project reported expenditure totalling $10.9 million during the period from 1 January to 31 December 2011. 
The Project was funded by the European Union. 
 
Audit scope and objectives 
 
The audit firm conducted a financial audit to express an opinion on whether the financial statements present 
fairly, in all material aspects, the Project’s operations. The audit covered the Project’s Statement of Expenditure 
(Combined Delivery Report) for the period from 1 January to 31 December 2011 and Statement of Assets as of 31 
December 2011. 
 
Audit results  
 
Based on the audit report and corresponding management letter submitted by the audit firm, the results are 
summarized in the table below: 
 

Project Expenditure Project Assets Cash 
Amount 

(in $ ‘000) 
Opinion NFI

(in $ ‘000) 
Amount

(in $’000) 
Opinion

 
Amount 

(in $’000) 
Opinion

 

10,853 Qualified n/a 1,993 Unqualified 0.2 Unqualified 

  NFI = Net Financial Impact 

The audit firm qualified its opinion on project expenditure due to the incorrect recording of expenditure and 
reimbursement of Value-Added Tax (VAT) in the Combined Delivery Report. Expenditure of $186,213 and VAT 
reimbursement of $196,592 (a credit) were recorded under budgetary department 58205 and 58201, 
respectively. These amounts should have been recorded under budgetary department 58216. 
 
Key issues and recommendations  
 
The audit raised three issues and resulted in three recommendations, all were ranked medium (important) 
priority, meaning “Action is required to ensure that UNDP is not exposed to significant risks. Failure to take 
action could result in negative consequences for UNDP.” These recommendations include actions to address late 
submissions to the Regional Advisory Committee on Procurement and improper allocation of Value Added Tax 
reimbursements in the Combined Delivery Report. 
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USA 

 

30 November 2012 

 

Dear  Director, 

We have recently completed our fieldwork for (Ukraine) the final audit for the 

year ending 31 December 2011 of the EUBAM 8 Project, ATLAS project ID 

76788 executed by UNDP Ukraine.  

The purpose of this letter is to bring to your attention certain matters which were 

encountered in the course of our work and to offer our comments and 

recommendations.  These comments, by their nature, are critical as they relate 

solely to weaknesses and do not address the many strong features and controls 

within the companies systems. 

The primary purpose of our examination was expressing an opinion on the 

Statement of Expenditures and Assets position of the project.  

We performed our procedures on the project Combined Delivery Report only to 

the extent as required by International Standards on Auditing. Our evaluation 

with respect to these financial systems was not designed to specifically audit 

internal controls. Such procedures would not necessarily disclose all 

weaknesses in the systems. 

 

To facilitate your review and follow up, detailed information relating to the major 

findings is presented on the following pages. 

The contents of this letter have been discussed with the responsible 

management personnel and apply to the controls and procedures in existence 

during our examination. We have not updated these items since 12 October 

2012.  

We would be pleased to discuss our comments and recommendations with you 

and to assist you with their implementation. 

We would also like to acknowledge the co-operation and assistance extended 

to us by the personnel of the companies during the course of our work. 

 

 

 

 

Very truly yours, 

 
Quentin Crossley 
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CDR Combined Delivery Report  

RACP Regional Advisory Committee on Procurement  

VAT Value Added Tax 



Observation 1 
Late RACP submission  
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Observation 1 

Late RACP submission  

Condition:  

During our testing we identified instances of late RACP submissions which is a departure from UNDP rules.  

We have identified several work service contracts which were approved by RACP after the contract had been concluded, i.e., we identified 14 contracts each of them 

over USD 100 thousand which were concluded before RACP approval was provided. We included the list of work service contracts in the table below. 

 

 

 

 

 

 

 

 

 

 

 

 

Criteria:  

The UNDP considers a transaction over USD 100 thousand as significant, therefore contracts valued more than USD 100 thousand require prior review of the 

Regional Advisory Committee on Procurement.  

Work sercvice contracts      

Person  RACP approval Contract concluded 

ALBARELLI JEAN-PIERRE 15.2.2011 1.12.2010 

BARTOSZEK PIOTR 15.2.2011 1.12.2010 

DE BLASIO ROSARIO 15.2.2011 1.12.2010 

DUMITRESCU FLORIN 15.2.2011 1.12.2010 

KARAKAS LAJOS ZSOLT 15.2.2011 1.12.2010 

LINDSAAR INGE 15.2.2011 1.12.2010 

NAGY  TAMAS 15.2.2011 1.12.2010 

NENOVA  SNEJANA TZVETANOVA 15.2.2011 1.12.2010 

PELLS  MALCOLM 15.2.2011 1.12.2010 

PISAR  VLADIMIR 15.2.2011 1.12.2010 

TOLS MARTINS 15.2.2011 1.12.2010 

VAN ACKER JEAN 15.2.2011 1.12.2010 

WINTERSBERGER MARTIN 15.2.2011 1.12.2010 

ZGAJNER DAMJA 15.2.2011 1.12.2010 
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Observation 1 

Late RACP submission 

Cause:  

From our discussions with local management, we understand that the EUBAM project usually covers the period from 1st December until 30th November. In 2010, an 

extension of the project was announced by the European Union in late November so management had to take quick action to sign all relevant work service contracts. 

The RACP submissions were prepared afterwards. 

 

Effect, potential impact or risk:  

Late approvals create a post facto commitment which has not received prior approval in accordance with UNDP guidelines. This represents a departure from the 

UNDP‘s procurement policies and procedures.   

  

Priority: 

Medium  

 

Recommendation:  

Management should provide RACP approval before committing to any contractual obligation. In cases where the approval is not possible to obtain due to various 

unexpected reasons, a waiver of the approval from headquarters should be received.   

 

Management comments: 

Based on recommendation of the RACP Secretary, a number of IC contracts were extended within the limit of the delegated procurement authority. This was 

necessary due to a difference in understanding between the RACP and the Country Office which was solved in early 2011, following which all ICs were reviewed and 

extended by RACP. These could be considered as post facto submissions to RACP in 2011 representing contracts’ extensions of those IC holders, who have been 

previously approved by RACP in 2009, when they were initially selected. All new selections have been timely submitted for RACP review.  
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Observation 1 

Late RACP submission 

Management comments: 

In view of the large number of submissions and shortage of time, the CO consulted with the RACP chair prior to signing the contracts and asked for an exceptional 

approach. The agreement reached was that within the RR authority, the CO would commit to a maximum of 20% increase of the previous contracts, which meant 2.5 

months. Therefore, the initial contracts have been issued for 2.5 months and extended for 9.5 months after RACP approval. 



Observation 2 
VAT reimbursement 
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Observation 2 

VAT reimbursement 

Condition: 

During our audit we obtained an understanding of VAT reimbursement. We understand that the Ukraine UNDP office is registered in Kiev with the local tax 

authorities for the purposes of VAT reimbursement. The UNDP office in Kiev collects all VAT claims from all projects and files one VAT return with the tax authority. 

Afterwards VAT is distributed to the respective accounts in the CDR of the particular project. Then the finance team in Odessa reconciles the received amount to the 

claimed amount.  

Before the VAT is reimbursed the finance team in Odessa books disbursements to CDR VAT inclusive. Reimbursed VAT related to EUBAM Odessa is then booked 

by the UNDP Kiev office to EUBAM Odessa CDR on account 72505 - Stationery & other Office Supplies. Afterwards, VAT is distributed by finance team in Odessa to 

accounts in CDR. The weakness in this process is that the VAT is not distributed to correct disbursement lines but only as one bulk amount.  

  

Criteria: 

VAT reimbursements are not correctly matched to appropriate disbursement lines in the CDR. We understand the UNDP office should follow the UNDP Accounting 

Standard Chart of Accounts and place accounting entries to the correct disbursement line in CDR in order to preserve proper presentation.  

  

Cause:  

The local accountants do not allocate the reimbursed VAT to the appropriate disbursement line. They book reimbursed VAT as a lump sum to one disbursement line 

in CDR. 

  

Effect, potential impact or risk:  

Improper allocation of  VAT  reimbursements causes an incorrect presentation of disbursements in the DCR.  

  

Priority: 

Medium 
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Observation 2 

VAT reimbursement 

Recommendation:  

In order to mitigate the risk of an incorrect presentation of disbursements in the CDR, we recommend the accountants keep a detailed track of reimbursed VAT, and 

allocate it to the appropriate disbursement line. 

 

Management comments: 

It is correct that up to Jan 2012, VAT reimbursement related to payments to travel companies for air tickets was credited to two budget accounts:71605 for 

international travel expenses and 71610 for travel within Mission area expenses. As VAT on air fare is only charged for local travel and VAT on travel agency’s fee is 

negligent comparing to the amount of single payment to the Vendor, VAT amount was charged to the account 71610 (local travel expenses).  

Upon  introducing IPSAS since 01 January 2012, the procedure of accounting for VAT reimbursement has changed. Under the new procedure, all invoices 

containing VAT are being processed in the following way: 

The amount excluding VAT is charged directly to project expenses and VAT is charged to the account 14056 which is used by UNDP to trace VAT reimbursement. In 

case the VAT on particular expense is not reimbursed by Tax Authorities, the finance team makes appropriate accounting entry (AP Journal  Voucher) for the 

amount of VAT which was not reimbursed. 

The new procedure has significantly  facilitated the process of VAT reimbursement’s maintenance in accounting books, and mitigated the risk of human mistakes 

when making  Journal Voucher entries in ATLAS (under the previous procedure, one Journal Voucher consisted of average 50-60 entries which were made 

manually). 

 



Observation 3 
Presentation of expenditures  
in CDR 
 
 



12 © 2012 KPMG Slovensko spol. s r.o., the Slovak member firm of KPMG International Cooperative ("KPMG International"), a Swiss entity. All rights reserved. 

Observation 3 

Presentation of expenditures in CDR 
 

Condition:  

During our testing we identified VAT reimbursements which had been booked to improper department numbers. Department numbers represent identification 

numbers, similar to cost centers, for projects in UNDP offices. The EUBAM project in Odessa has the department number 58216, while the VAT reimbursement was 

booked to department number 58201. In general, the EUBAM project management in Odessa distributes VAT reimbursements through account 72505 - Stationery & 

other Office Supply, however accountants can only distribute it through the project´s department number which is 58216. This setting caused department number 

58201, account 72505 - Stationery & other Office Supply to show a negative amount, while the EUBAM correct department number 58216 is overstated for the same 

amount. Both department numbers are presented in the CDR.   

  

Criteria:  

Each office has its own department number which is stated on the CDR. Expenditures should  be booked only to this department number.  

  

Cause:  

The VAT reimbursement from the tax authorities is collected by the UNDP Kiev office. The Kiev office booked the reimbursement to the incorrect department number 

which caused this department to show a negative amount in the CDR. The EUBAM accountants in Odessa cannot distribute VAT reimbursement from anywhere 

other than their department thus causing an improper presentation of account 72505 - Stationery & other Office Supply in CDR.  

  

Effect, potential impact or risk:  

There is an increased risk of incorrect presentation of disbursements in CDR.  

  

Priority: 

Medium  
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Observation 3 

Presentation of expenditures in CDR 
 

Recommendation:  

In order to mitigate the risk of an incorrect presentation of disbursements in CDR, we recommend the accountants review amounts of reimbursement VAT during the 

financial year on a periodic basis as well as all the year end/close of the project. 

 

Management comments: 

Use of different departments does not affect the overall presentation of expenditures in the CDR. Furthermore, with IPSAS and change in the VAT procedure this has 

already been addressed. 



 
 
 
Appendix 1 
Definitions of Priorities of Audit 
Recommendations 
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Appendix 1 

Definitions of Priorities of Audit Recommendations   

The audit observations are categorized according to the priority of the audit recommendations and the possible causes of the issues  The categorized audit 

observation provide a basis by which the UNDP country office management is to address the issues. 

The following categories of priorities are used: 

 

High (Critical) 

Action is considered imperative to ensure that UNDP is not exposed to high risks.   Failure to take action could result in major consequences and issues. 

Medium (Important)   

Action is considered necessary to avoid exposure to significant risks.  Failure to take action could result in significant consequences. 
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