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EXECUTIVE SUMMARY 
 
Moore Stephens LLP conducted the financial audit of Early Recovery of Social Services and 
Peacebuilding in Donetsk and Lugansk Oblasts (Project ID 84715 and Output 92607) (the project), 
directly implemented by UNDP Ukraine (the Office) for the year ended 31 December 2015. The audit 
was undertaken on behalf of UNDP, Office of Audit and Investigations (OAI).  

We have issued audit opinions as summarised in the table below and as detailed in the next section: 

Statement of Expenditure Qualified 
Statement of Fixed Assets  Unqualified 

Statement of Cash Position Not applicable 
 
As a result of our audit, we have raised two audit findings with a net financial impact totalling 
$139,286.42 as summarised below: 
 
No. Description Priority Net 

financial 
impact 

$ 

1 Recoverable VAT claimed as project expense  High 138,454.12 

2 Transactions recorded at VAT inclusive amount Medium 832.30 

Total 139,286.42 
 

 
 
Mark Henderson 
Partner 
 
Moore Stephens LLP 
150 Aldersgate Street 
London EC1A 4AB 
 
30 June 2016  



Financial Audit report of the UNDP DIM project ‘Early Recovery of Social Services and Peacebuilding in Donetsk 
and Lugansk Oblasts’ 
 
 

4 
 

THE AUDIT ENGAGEMENT 
 
Audit Objectives and Scope 
The objective of the financial audit was to express an opinion on the DIM project’s financial 
statements which include: 
 
x Expressing an opinion on whether the financial expenses incurred by the project between 1 

January and 31 December 2015 and the funds utilization as at 31 December 2015 are fairly 
presented in accordance with UNDP accounting policies and that the expenses incurred were: (i) 
in conformity with the approved project budgets; (ii) for the approved purposes of the project; (iii) 
in compliance with the relevant regulations and rules, policies and procedures of UNDP; and (iv) 
supported by properly approved vouchers and other supporting documents.  
 

x Expressing an opinion on whether the statement of fixed assets presents fairly the balance of 
assets of the UNDP project as at 31 December 2015. This statement must include all assets 
available as at 31 December 2015 and not only those purchased in a given period. Where a DIM 
project does not have any assets or equipment, it will not be necessary to express such an 
opinion. 

 
x Expressing an opinion on whether the statement of cash held by the project presents fairly the 

cash and bank balance of UNDP project as at 31 December 2015.  
 
The scope of the audit relates only to transactions concluded and recorded against the UNDP DIM 
project between 1 January and 31 December 2015. The scope of the audit did not include: 
 
x Activities and expenses incurred or undertaken at the level of “responsible parties”, unless the 

inclusion of these expenses is specifically required in the request for proposal; and 
 

x Expenses processed and approved in locations outside the country such as UNDP Regional 
Centres and UNDP Headquarters and where the supporting documentation is not retained at the 
level of the UNDP country office.  
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AUDIT OPINIONS 

Independent Auditor’s Report to UNDP - Early Recovery of Social 
Services and Peacebuilding in Donetsk and Lugansk Oblasts 

Statement of Expenditure 

Qualified Opinion 

We have audited the accompanying Combined Delivery Report (CDR) and Funds Utilization statement 
totalling $4,316,317.80 (“the statement”) of the UNDP project 84715 ‘Early Recovery of Social 
Services and Peacebuilding in Donetsk and Lugansk Oblasts’ for the period from 1 January to 31 
December 2015. CDR expenditure totalling $14,004.25 not processed or approved by the Office was 
not within the scope of our audit. 

Management is responsible for the preparation of the statement and for such internal control as 
management determines is necessary to enable the preparation of a statement that is free from 
material misstatement, whether due to fraud or error.  

Our responsibility is to express an opinion on the statement based on our audit. We conducted our 
audit in accordance with International Standards on Auditing. Those standards require that we comply 
with ethical requirements and plan and perform the audit to obtain reasonable assurance about 
whether the statement is free from material misstatement.  

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures 
in the statement. The procedures selected depend on the auditor’s judgment, including the 
assessment of the risks of material misstatement of the statement, whether due to fraud or error. In 
making those risk assessments, the auditor considers internal control relevant to the project’s 
preparation of the statement in order to design audit procedures that are appropriate in the 
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the project’s 
internal control. An audit also includes evaluating the appropriateness of accounting policies used 
and the reasonableness of accounting estimates made by management, as well as evaluating the 
presentation of the statement. 

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis 
for our audit opinion. 

Qualified opinion due to a material misstatement of expenditure 
Basis for Qualified Opinion 
We have made financial findings totalling $139,286.42 as set out in the Management Letter section of 
our report, which represent amounts included in the Combined Delivery Report (CDR) and Funds 
Utilization statement presented to us for audit which, in our opinion, were (i) not in conformity with the 
approved budget; (ii) not for the approved purposes of the project; (iii) not in compliance with the 
relevant regulations and rules, policies and procedures of UNDP; and (iv) not supported by properly 
approved vouchers and other supporting documents. These findings represent 3.2 percent of the total 
expenditure amount reported and are therefore considered material in the context of our audit.  

Qualified Opinion 
In our opinion, the attached Combined Delivery Report (CDR) and Funds Utilization statement, 
except for the matter described in the Basis for Qualified Opinion paragraph above, presents fairly in 
all material respects the expenditure of $4,302,313.55 incurred by the project ‘Early Recovery of 
Social Services and Peacebuilding in Donetsk and Lugansk Oblasts’ for the period 1 January to 31 
December 2015 in accordance with UNDP accounting policies. 
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Mark Henderson 
Partner 
 
Moore Stephens LLP 
150 Aldersgate Street 
London EC1A 4AB 
 
30 June 2016  
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Independent Auditor’s Report to UNDP - Early Recovery of Social 
Services and Peacebuilding in Donetsk and Lugansk Oblasts 

Statement of Assets and Equipment 

Unqualified Opinion 

We have audited the accompanying Statement of Fixed Assets (‘the statement’) of the UNDP project 
84715 ‘Early Recovery of Social Services and Peacebuilding in Donetsk and Lugansk Oblasts’ as at 
31 December 2015. 

Management is responsible for the preparation of the statement’ and for such internal control as 
management determines is necessary to enable the preparation of a statement that is free from 
material misstatement, whether due to fraud or error.  

Our responsibility is to express an opinion on the statement based on our audit. We conducted our 
audit in accordance with International Standards on Auditing. Those standards require that we comply 
with ethical requirements and plan and perform the audit to obtain reasonable assurance about 
whether the statement is free from material misstatement.  

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures 
in the statement. The procedures selected depend on the auditor’s judgment, including the 
assessment of the risks of material misstatement of the statement, whether due to fraud or error. In 
making those risk assessments, the auditor considers internal control relevant to the project’s 
preparation of the schedule in order to design audit procedures that are appropriate in the 
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the project’s 
internal control. An audit also includes evaluating the appropriateness of accounting policies used 
and the reasonableness of accounting estimates made by management, as well as evaluating the 
presentation of the statement. 

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis 
for our audit opinion. 

Unqualified Opinion 
In our opinion, the attached Statement of Assets presents fairly, in all material respects, the balance 
of inventory of the UNDP project ‘Early Recovery of Social Services and Peacebuilding in Donetsk 
and Lugansk Oblasts’ amounting to $3,238.53 as at 31 December 2015 in accordance with UNDP 
accounting policies.  

 

Mark Henderson 
Partner 
 
Moore Stephens LLP 
150 Aldersgate Street 
London EC1A 4AB 
 
30 June 2016  
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Independent Auditor’s Report to UNDP - Early Recovery of Social 
Services and Peacebuilding in Donetsk and Lugansk Oblasts 

Statement of Cash Position 

 
We noted that the UNDP project Early Recovery of Social Services and Peacebuilding in Donetsk 
and Lugansk Oblasts did not have a dedicated bank account for DIM project activities subject to audit 
and accordingly a Statement of Cash Position was not produced.  
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MANAGEMENT LETTER 
 
The findings related to the audit of the financial statements are discussed in our management letter 
below: 

Finding n°: 1 Title: Recoverable VAT claimed as project expense  

Observation:  
In accordance with the Host Agreement between UN and the Government of Ukraine, the United 
Nations Office in Ukraine is exempt from the payment of VAT on goods and services on its 
purchases. Accordingly, the UNDP accounting procedures state that all project expenses should be 
recorded at the VAT exclusive amount.   

We noted that the majority of construction companies charge VAT, which UNDP has the right to 
reclaim from the Government. In most cases, the VAT was eventually recovered. However, it was 
explained to us that the Office was unable to recover VAT on a number of construction works vendor 
invoices. In these cases, VAT was claimed as a project expense.  

During our audit it was identified that the VAT on one such transaction relating to the vendor ID 16168 
(transaction total $11,837.80) was subsequently reclaimed from the Government and therefore 
should not have been charged to the project. Details of the transaction are as follows:   

Accounting 
date 

Transaction 
ID 

Description Vendor ID Amount 
UAH 

Amount 
$ 

18/12/15 UKR10-
00142402-2-1-
ACCR-DST 

VAT Entries 
Reversal 

16168 262,799.16 11,837.80 

The project transaction listing contains 23 more transactions for which VAT has not yet been 
reclaimed and which have been charged to the project. We noted that the Office sent several letters 
to the Ministry of Foreign Affairs of Ukraine asking to confirm the status of VAT reimbursement and to 
date has not received a conclusive reply.   

Given the fact that VAT is recovered in the majority of cases, and having received no evidence that 
they will not be able to recover VAT on the remaining vendors, we consider the whole amount of VAT 
which has been charged and has either been recovered or which, we believe, is likely to be recovered 
to not be an eligible project cost (total VAT claimed $138,454.12). The details of the transactions are 
as follows: 

Sample 
No. 

Accounting 
date 

Transaction ID Vendor 
ID 

Amount 
UAH 

Amount 
$ 

1 23/12/15 UKR10-00142747-1-1-ACCR-DST 17167 382,868.79 17,246.34 

2 18/12/15 UKR10-00142401-2-1-ACCR-DST 16891 322,297.25 14,517.89 

3 18/12/15 UKR10-00142403-2-1-ACCR-DST 17167 319,266.41 14,381.37 

4 18/12/15 UKR10-00142402-2-1-ACCR-DST 16168 262,799.16 11,837.80 

5 4/12/15 UKR10-00141526-2-1-ACCR-DST 16469 239,784.28 10,801.09 

6 17/12/15 UKR10-00142245-2-1-ACCR-DST 16168 211,348.66 9,520.21 

7 9/12/15 UKR10-00141825-2-1-ACCR-DST 16168 200,914.89 9,050.22 

8 18/12/15 UKR10-00142404-2-1-ACCR-DST 16649 176,877.07 7,967.44 

9 18/12/15 UKR10-00142405-2-1-ACCR-DST 16168 138,627.23 6,244.47 

10 18/12/15 UKR10-00142382-2-1-ACCR-DST 16168 107,315.35 4,834.02 
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11 18/12/15 UKR10-00142397-2-1-ACCR-DST 16292 95,398.72 4,297.24 

12 23/12/15 UKR10-00142745-1-1-ACCR-DST 16469 83,614.82 3,766.43 

13 29/12/15 UKR10-00142852-2-1-ACCR-DST 16719 76,462.30 3,444.25 

14 29/12/15 UKR10-00142851-2-1-ACCR-DST 16648 76,362.23 3,439.74 

15 18/12/15 UKR10-00142381-2-1-ACCR-DST 16251 76,352.50 3,439.30 

16 9/12/15 UKR10-00141824-2-1-ACCR-DST 16648 69,921.16 3,149.60 

17 18/12/15 UKR10-00142388-2-1-ACCR-DST 16292 65,943.51 2,970.43 

18 18/12/15 UKR10-00142390-2-1-ACCR-DST 16168 43,643.81 1,965.94 

19 18/12/15 UKR10-00142386-2-1-ACCR-DST 15940 37,385.40 1,684.03 

20 18/12/15 UKR10-00142398-2-1-ACCR-DST 16292 28,513.26 1,284.38 

21 18/12/15 UKR10-00142391-2-1-ACCR-DST 16168 22,183.79 999.27 

22 29/12/15 UKR10-00142850-2-1-ACCR-DST 16405 21,021.36 946.91 

23 18/12/15 UKR10-00142389-2-1-ACCR-DST 16292 10,518.93 473.83 

24 17/12/15 UKR10-00142251-2-1-ACCR-DST 6422 4,260.69 191.92 

Total 3,073,681.57 138,454.12 
r  

Priority: High 

Recommendation:  
We recommend that the Office does not claim VAT on construction invoices as a project expense 
unless there is a conclusive written response from the Government that it will not refund it. Where the 
Office subsequently recovers VAT, the VAT reinstatement entry previously made should be reversed.  

Where possible we recommend using vendors which do not charge VAT. 

Management comments:  
The CO acknowledges the audit recommendation. The unreconciled VAT balances will be rectified 
via the proper account in ATLAS. The response so far from the State Fiscal Services has been 
provided along with informal translation. The CO is continuously negotiating VAT reimbursement 
status with the State Fiscal Services, Ministry of Foreign Affairs and the Cabinet of Ministers. The 
project donor is aware of the situation and takes an active part in negotiations. Unfortunately, there 
are no vendors in the local market who would agree under contractual agreement that initially 
excludes VAT. 
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Finding n°: 2 Title: Transactions recorded at VAT inclusive amount  

Observation:  
Part 1 - Expenditure 
In line with the UNDP accounting procedures, all project expenses are recorded at the VAT 
exclusive amount. Where the Office believes VAT cannot be recovered, a VAT reinstatement entry 
is made (please refer to Finding 1 for details of the process).  

It was noted that on one construction works invoice, the amount recorded in Atlas was VAT 
inclusive, which is not in line with the Office procedures. The details of the transactions are as 
follows:  

Accounting date 30 November 2015 
Transaction ID UKR10-00141216-1-1-ACCR-DST 
Payment ID 2015120081 
Description S) URBAN DEVELOPMENT SERVICES 
Vendor ID 16269 
Invoice value excl. VAT UAH 92,389.00 
VAT UAH 18,477.80 
Invoice value incl. VAT UAH 110,866.80 
Invoice value incl. VAT US$ 4,994.00 
VAT US$ 832.30 

VAT was subsequently recovered on this invoice. Therefore, the VAT amount of $832.30 claimed as 
a project expense does not represent incurred expenditure. 

Part 2 - Commitment 
Additionally, an error was noted on the commitments balance on the Funds Utilization Statement for 
a commitment balance on PO UKR10-0000030383. This was due to the commitment being recorded 
at the VAT inclusive amount. This is not in line with the Office’s procedures, according to which the 
commitments balance is recorded at the VAT exclusive amount. This resulted in the commitments 
balance at 31 December 2015 being $64,900.51 instead of the correct $54,083.74. Therefore there 
is an overstatement on the commitments balance of $10,816.77.  

We verified that the related project expenditure was claimed at the VAT exclusive amount, therefore 
there is no financial impact on the expenditure recorded in the CDR.  

Priority: Medium 

Recommendation:  
Part 1 - Expenditure and Part 2 - Commitment 
We recommend that the Office ensure sufficient training is provided to all relevant staff to ensure 
they are aware of the procedures relating to the recording of VAT in Atlas. If possible, a systems 
control should be introduced to detect instances where transactions have been recorded inclusive of 
VAT. 

Management comments:  
The CO acknowledges the audit observation and will put in place a system to prevent similar human 
errors in the future. The VAT originally charged to the project has been reconciled, thus there is no 
outstanding issue. 
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Mark Henderson 
Partner 
 
Moore Stephens LLP 
150 Aldersgate Street 
London EC1A 4AB 
 
30 June 2016 
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Annexes   
 

Annex 1: Combined Delivery Report 
 
  





Mark HendersonPartnerMoore Stephens LLP30 June 2016
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Annex 2: Statement of Assets and Equipment 
 
 
 
  



Mark HendersonPartnerMoore Stephens LLP30 June 2016
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Annex 3: Audit finding priority ratings 
 
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. 

Low Action is considered desirable and should result in enhanced control or better value for 
money. Low priority recommendations, if any, are dealt with by the Auditors directly with 
the Office management, during the exit meeting and through a separate memo 
subsequent to the fieldwork. Therefore, low priority recommendations are not 
included in the audit report. 

 


