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L etters of transmittal

7 May 2004

In accordance with financial regulation 11.4 of the United Nations and
financial rule 15.3 of the Fund of the United Nations International Drug Control
Programme, | have the honour to submit the financial statements of the Fund of the
United Nations International Drug Control Programme for the biennium 2002-2003
ended 31 December 2003.

Copies of these financial statements are made available to the Commission on
Narcotic Drugs and the Advisory Committee on Administrative and Budgetary
Questions.

(Signed) Antonio Maria Costa
Executive Director
United Nations Office on Drugs and Crime

The Chairman of the Board of Auditors
United Nations
New York
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9 July 2004

| have the honour to transmit to you the financial statements of the Fund of the
United Nations International Drug Control Programme for the biennium ended
31 December 2003, which were submitted by the Executive Director. These
statements have been examined by the Board of Auditors.

In addition, | have the honour to present the report of the Board of Auditors
with respect to the above accounts, including an audit opinion thereon.

(Signed) Shauket A. Fakie

Auditor-General of the Republic of South Africa
and Chairman

United Nations Board of Auditors

The President of the General Assembly
of the United Nations
New York
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Chapter |

Report of the Executive Director

1. The Executive Director has the honour to submit the financial statements of
the Fund of the United Nations International Drug Control Programme (UNDCP) for
the biennium 2002-2003, in accordance with rule 15.3 of the financial rules of the
Programme and General Assembly resolution 46/185 C of 20 December 1991.

Financial position

2. The biennium 2002-2003 showed an improvement in the financial position of
the Fund, with a marked turnaround in 2003. A summary showing income,
expenditure and fund balances since the inception of the Fund in 1992 is presented
in table 1 below. Income is received under two main categories, namely, general-
purpose or untied funds and special-purpose or tied funds. Table 1 compares income
with expenditure under each funding category and shows the resultant fund balance
by adding to or deducting net income or expenditure from the unspent balance of the
previous year. Increased support from Member States is reflected in the upward
income trend for 2002 and 2003 and, in particular, in increased general-purpose
funding. With general-purpose expenditure brought under control from mid-2002
onwards, the previous depletion of the general-purpose fund was reversed in 2003.
However, special-purpose expenditure did not keep pace with income in 2002,
resulting in an increase in the fund balance of $8.5 million (20 per cent) during the
biennium 2002-2003. The reasons for that increase will be carefully analysed
through a detailed, project-by-project breakdown of the $52.1 million total special-
purpose fund balance at the end of 2003. Based on that analysis and taking into
account the need to maintain adequate project liquidity, measures will be taken to
expedite utilization of unspent funds through improved project delivery and better
redeployment or return to donors of funds found surplus to requirements. The
performance of both fund categories is explained further below.
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Table 1

Fund of the United Nations I nternational Drug Control Programme: income, expenditure and
fund balance, 1992-2003
(Millions of United States dollars)

1992

1993

1994

1995

1996

1997

1998

1999

2000

2001

2002

2003

Income®
General-purpose 202 343 190 183 197 172 171 165 181 132 150 184
Special-purpose 523 358 441 491 313 348 532 551 492 522 591 56.8
Total 725 701 631 674 510 520 703 716 673 654 741 752
Expenditure®
General-purpose 184 187 222 222 200 185 203 241 220 204 163 159
Special-purpose 485 517 510 419 332 326 348 559 578 464 506 56.8
Total 669 704 732 641 532 511 551 800 798 668 669 727
Fund balance
General-purpose 248 404 372 333 330 317 285 209 17.0 9.8 85 110
Special-purpose 441 282 213 285 266 288 472 464 378 436 521 521
Total 689 686 585 618 596 605 757 673 548 534 606 631

& Adjusted for refunds to donors and from 2002 adjusted to a cash basis for all contributions.
® Includes adjustments for prior-year expenditures/obligations and provisions.

Millions of United Satesddlars

1992 1908 194 19%5 1996 1997 1998 199 2000 2001 2002 2003

I | ncoe

Year

I Bgadtue

—o— Fund bdance
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Gener al-purpose funds

3.  General-purpose funds are untied voluntary contributions required to fund the
support budget and to provide programme flexibility by allowing investment in
those priority areas which do not, have not yet or are not likely to attract special-
purpose (tied or earmarked) contributions. A fund balance of around $15 million is
necessary to meet expenditures in the first half of each year, as most contributions
come in during the second half of the year.

4.  As shown in figure |, the general-purpose fund balance, which stood at $17
million at the start of 2001, declined sharply through 2001 and the first two quarters
of 2002 as expenditure exceeded income. By mid-2002 the fund balance had
declined to below $5 million and projections into 2003 showed that the fund was in
danger of bankruptcy.

Figurel
General-purpose fund balance and projection as at 23 September 2002
(Millions of United States dollars)
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5.  With the assistance of Member States who were alerted to this danger in
August 2002, a number of immediate actions were taken to avert a financial crisis.
By December 2002, the general-purpose fund balance had been restored to $8.5
million. As a result of continuing efforts at good governance during the biennium
2002-2003, general-purpose income increased from a low of $13.2 million in 2001
to $15 million in 2002 and to $18.4 million in 2003, representing a 40 per cent
improvement in two years over 2001. Increased general-purpose income, coupled
with cost-saving measures introduced from mid-2002 onwards, resulted in the
further rebuilding of the balance to $11 million by the end of 2003. Figure || depicts
the actual trend of the general-purpose income and fund balance.
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Figurell
General-purpose fund balance as at 31 December 2003
(Millions of United States dollars)
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Special-pur pose funds

6. Specia-purpose funds are funds earmarked to specific projects and/or
activities. The earmarking of funds is either “soft” relative to a region or theme or
“hard” relative to a specific project or even to a budget line. Currently, most donors
give hard and only a few soft earmarked funding, which limits programming
flexibility. This constraint, along with other operational difficulties, can contribute
to a lower delivery rate. To illustrate, programme expenditure, as shown in table 4
below, declined from $61.5 million in 2000 to $48.7 million in 2001 and to $47.5
million in 2002. On the other hand, special-purpose income, with most of it hard-
earmarked, increased from $49.2 million in 2000 to $52.2 million in 2001 and to
$59.1 million in 2002 (see table 1). In 2003, however, programme expenditure rose
to $54.8 million (a 15 per cent increase over 2002), while special-purpose income
dropped to $56.8 million (a 4 per cent decline over 2002).

Overview of budget performance

7. Table 2 below provides a comparison between:

(@) The budget revised in November 2002 and approved by the Commission
on Narcotic Drugsin April 2003;

(b) The final budget based on actual expenditures for 18 months and
estimates for the last 6 months of 2003 (as approved by the Commission in
November 2003);

(c) The actual expenditure as reported in the financial statements.

Further analysis of budget and expenditure variances is provided below in schedules
2 and 4.
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Table 2
Budget perfor mance, 2002-2003
(Millions of United States dollars)

Implementation

Revised budget Final budget Expenditure rate

2002-2003 2002-2003 2002-2003 d=(c/bx100)

Item a b c (percentage)
A. Programme budget

Core programme 10.0 10.3 10.0 97

Technical cooperation programme 122.0 96.0 92.3 96

Total programme budget 132.0 106.3 102.3 96

B. Support budget 324 35.4 33.0 93

C. Agency support costs 2.0 25 2.6 104

Total 166.4 144.2 137.9 96

Overview of operational performance 2002-2003

8. During the biennium 2002-2003, operational activities under the programme
budget recorded expenditure of $102.3 million as compared with $112.1 million in
2000-2001. This 9 per cent biennial decrease is attributable to weak performance
during the year 2002, a year of management transition in which annual delivery fell
below trend to $47.5 million. In 2003, expenditures increased to $54.8 million,
representing a 15 per cent increase over 2002. Improved performance coincided with
extensive management reforms started in mid-2002 and continued in 2003.

9. Between 2002 and 2003, growth in expenditure was registered in all regions
except Central and Eastern Europe (see table 3). Consistent with the priority
assigned by Member States to Africa, that region posted a 59 per cent increase, from
$3.4 million in 2002 to $5.4 million in 2003. Year-on-year delivery increased 19 per
cent in Asia (South and East Asia and the Pacific), owing mainly to the expansion of
alternative development projects in the Lao People’'s Democratic Republic and
Myanmar. Central and West Asia grew by 20 per cent with the launching in 2003 of
large-scale law enforcement projects in Afghanistan and neighbouring countries. In
Centra and Eastern Europe, the 14 per cent decrease was due mainly to the
completion of the $6 million joint UNDCP/Phare programme on counter-narcotics
enforcement in the region between 1999 and 2002, with no new projects of
comparable size starting in 2003. Funding gaps in the stock of ongoing Andean
alternative development projects explain the small (3 per cent) increase in delivery
in Latin America and the Caribbean. Global projects and core programmes posted a
45 per cent increase as a result of mandated activities in the areas of drug research
and supply and demand reduction policy support. Figures IIl and IV show
operational activities by region for 2002 and 2003, respectively.
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Figure Il
Operational activitiesin all regions, 2002
(Millions of United States dollars and percentage share)
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Figure IV
Operational activitiesin all regions, 2003
(Millions of United States dollars and percentage share)
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Table 3
Operational activities expenditure: all regions, 2000-2003
(Millions of United States dollars)

Biennium Year

Percentage Percentage

Region 2000-2001 2002-2003 change 2002 2003 change
Africaand the Middle East 5.4 8.8 63 34 54 59
South and East Asia and the Pacific 171 17.7 4 8.1 9.6 19
West and Central Asia 20.1 14.9 (26) 6.9 8.0 20
Central and Eastern Europe 7.1 3.9 (45) 2.1 1.8 (14)
Latin America and the Caribbean 45.9 44.5 3) 219 22.6 3
Global core projects 16.5% 12.5 (24) 5.1 7.4 45
Total 112.1 102.3 (©)] 47.5 54.8 15

# Increased by $1.8 million for core expenditure previously classified as support.

10. A comparison between 2000-2001 and 2002-2003 shows that expenditure grew
by 63 per cent in Africa as a result of an increased share in the programme budget
requested by the Commission on Narcotic Drugs. In Central and West Asia, delivery
dropped 26 per cent as a result of the completion in 2001 of a large-scale aternative
development project in Pakistan and difficult operational conditions causing project
slippages in 2002 and early 2003. Expenditure in Asia (South and East Asia and the
Pacific) grew 4 per cent owing mainly to increased alternative development delivery
in the Lao People’'s Democratic Republic and Myanmar and to new subregional
activities in States members of the Association of Southeast Asian Nations
(ASEAN) and China under the ASEAN and China Cooperative Operations in
Response to Dangerous Drugs (ACCORD) Plan of Action. In Central and Eastern
Europe, expenditure dropped owing to the completion of the $6 million joint
UNDCP/Phare programme on counter-narcotics enforcement. In Latin America and
the Caribbean, the completion of many alternative development projects and funding
gaps for new ones explain the 3 per cent drop in expenditure.
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FigureV
Programme by thematic areas, 2002 and 2003
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11. The thematic structure of operational activities posted relatively small but
important variations between the years 2002 and 2003 (see figure V). As a
proportion of the overall operational portfolio, activities to suppress drug trafficking
increased from 28 per cent in 2002 to 30 per cent in 2003. Whereas drug law
enforcement activities, which fall under the thematic area of suppression of drug
trafficking, remained stable in most regions between 2002 and 2003, the variance is
attributable for the most part to increases under projects in Brazil to upgrade drug
law enforcement training centres and to expand precursor control. Policy support,
the development of legislation and anti-drug advocacy rose 4 per cent in terms of
volume, owing mainly to the increased provision of such services in Afghanistan,
Africaand Central Asia

12. Table 4 presents a historical summary by sector. Drug demand reduction
activities rose as a share of the overall operational portfolio and also in absolute
terms, from $17 million in 2002 to $20 million in 2003. However, over 50 per cent
of the demand reduction portfolio is made up of a single project in Brazil (drug
abuse and prevention of the human immunodeficiency virus (HIV) and acquired
immunodeficiency syndrome (AIDS)). Allowing for the marked variations that do
exist among both donors and assisted countries, drug demand reduction activities in
general are not assigned high priority. This situation, in turn, seriously restricts the
capacity of the United Nations Office on Drugs and Crime to assist Member States
in the production of reliable drug abuse data and in the development of best practice
advice and model projects for demand reduction.

13. Alternative development expenditures in 2003 fell to $12.8 million from $13.6
million in 2002. A welcome increase in Myanmar in 2003 was offset by below-trend
delivery in the Andean region, owing to funding gaps experienced under ongoing
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pilot projects launched in Bolivia and Peru during the late 1990s. This reduced
capacity to deliver planned alternative development programmes has two negative
consequences. Firstly, it affects the role the United Nations Office on Drugs and
Crime can play under an increasingly accepted division of labour with Governments
and mainstream rural development organizations. Drawing on its experience and
global reach, the Office is best placed to perform a catalytic function through pilot
projects and provision of advice on best practices. The Office does not have the
resources to engage in the geographical expansion and replication of viable models,
which is best performed by entities concerned more broadly with rural development.
Secondly, it coincides with a 22 per cent decline in the surface under illicit coca
cultivation in the Andean region and a 20 per cent decrease in the cultivation of
opium poppy in the Golden Triangle region, to their lowest levels in over a decade.
Maintaining the pace of eradication of illicit crops and preventing a reversal of this
encouraging trend are contingent on the provision of alternative livelihood schemes
to former illicit crop farmers.

Table 4
Programme by thematic areas, 1992-2003
(Millions of United States dollars, net of support costs)

Sector 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002

2003

Policy support, legislation and

advocacy 33 54 56 68 67 72 61 50 66 53 35 62

Prevention and reduction of drug

abuse 10.0 132 122 127 103 104 116 128 16.7 142 17.0 20.0

Alternative devel opment 30.0 261 283 194 103 103 122 218 179 111 136 128

Suppression of drug trafficking 11.3 112 100 99 81 68 81 19.7 203 181 134 158
Total 546 559 56.1 488 354 347 38.0 59.3 615 487 475 548

m Policy support, legislation and advocacy
70

g Prevention and reduction of drug abuse

mAlternative development
m Suppression of drug trafficking

Millions of United States dollars

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

Year

2002

2003
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Regular budget resources

14. In addition to the Fund, the work of the drug programme in the United Nations
Office on Drugs and Crime is financed under the regular programme budget of the
United Nations with a total expenditure of $18 million during the biennium 2002-
2003 as compared with $14.4 million in 2000-2001, representing a 25 per cent
increase (see note 4 below). Whereas the Fund supports technical cooperation
programmes in international drug control, the regular budget mostly funds treaty
implementation and legal affairs. The Fund accounted for approximately 89 per cent
of resources available to the drug programme of the Office in 2002-2003, compared
with approximately 11 per cent covered under the regular budget of the United
Nations.

Statement I. Income, expenditure and changesin fund balances

15. As shown in statement I, total income increased by $19 million (14 per cent)
compared with the biennium 2000-2001. Total expenditure, however, decreased by
$9.1 million (6 per cent) over 2000-2001.Voluntary contributions increased in 2002-
2003 by $20.4 million (22 per cent) compared with 2000-2001. Both special -purpose
(earmarked) and general-purpose (non-earmarked) contributions increased in 2002-
2003, by $15.9 million and $4.5 million respectively, as compared with 2000-2001.
This was offset by a decrease of $4.5 million (47 per cent) in interest income
because of reduced interest rates.

16. General-purpose expenditures were carefully controlled during 2002-2003. In
2000-2001 support budget expenditure was reported at $33.2 million. In order to
compare this with expenditure in 2002-2003, it needs to be reduced by $1.8 million
for core posts now shown under the programme budget. Therefore, on a comparative
basis, support budget expenditure increased from $31.4 million in 2000-2001 to $33
million in 2002-2003 — a 5 per cent increase due mainly to salary increases
authorized by the General Assembly in its resolution 57/285 of 20 December 2002.
Programme expenditure from general-purpose funds was, however, substantially
curtailed. When adjusted by $1.8 million for core posts, programme expenditure
from general-purpose funds fell from $17.3 million in 2000-2001 to only $4.8
million in 2002-2003 as a result of the guidelines on the use of such funds adopted
by the Commission on Narcotic Drugs in its resolution 44/20.

17. Under the special-purpose fund there was a net surplus in 2002-2003 of $11.3
million, as compared with a deficit of $2.1 million in 2000-2001, because of
increased income and lower programme delivery. As noted above, programme
delivery improved in 2003 and further efforts are under way to match income and
expenditure more closely.

Statement |1. Assets, liabilities, reserves and fund balances

18. Statement Il shows the assets, liabilities, reserves and fund balances as at
31 December 2003. As authorized by the Commission on Narcotic Drugs, reserves
have been established at $12 million and consolidated under the general-purpose
fund as one operational reserve to protect the financial viability and integrity of the
Fund. The purpose and nature of the reserve is fully disclosed in note 17 to the
financial statements. Compared with 2000-2001, the total fund balance increased by
$9.7 million, or 18 per cent, as a result of increased income and lower programme
delivery. While the increase in the special-purpose fund balance was checked in
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2003, further reductions through improved delivery and careful fund management
will be attempted in 2004-2005. The continued rebuilding of the general-purpose
fund balance is, however, essential to restoring full financial stability by covering
operating requirements of around $15 million from this fund balance.

Statement |11. Cash flow

19. Cash flow remained positive during 2002-2003 as both operating and investing
activities produced a surplus compared with the huge outflows in 2000-2001. This
resulted from both increased donor support and control over expenditure. Despite
larger refunds to donors and more provisioning for suspense items, there was a net
increase in cash of $4.5 million in 2002-2003 as compared with a $31.5 million
reduction in cash in 2000-2001.

Schedules
20. Thefinancial statements are supported by five schedules.

Schedule 1

21. Schedule 1 shows the status of voluntary and cost-sharing contributions by
donor. Income, which is recognized on a cash basis, is shown alongside the status of
pledges to give a complete view of contributions by donor. Total unpaid voluntary
pledges increased by $16.8 million as new pledges exceeded collections by $13.1
million and because of an exchange rate revaluation of $3.7 million that was due
mainly to the strengthening of the euro in relation to the United States dollar.
Outstanding cost-sharing pledges decreased by $6.3 million as collections exceeded
new pledges in 2002-2003.

Schedule 2

22. Schedule 2 shows the status of the final programme budget as approved by the
Commission on Narcotic Drugs with expenditure broken down between general- and
special-purpose funds. However, in order to further assess budget implementation,
table 5 provides a summary of expected and actual implementation rates by sector
and region.

11
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Table 5

Programme budget and expenditure, 2002-2003
(Millions of United States dollars)

Revised budget ~ Final budget

Expenditure

Implementation
rate

2002-2003 2002-2003 2002-2003 d=(c/bx100)
Item a b c (percentage
By sector
A. Core programme
1. Global challenges
Prevention and reduction of drug
abuse 1.6 18 17 98
Monitoring of illicit crops 0.4 0.6 0.6 100
2. Anti-trafficking
Suppression of drug trafficking 13 0.8 0.7 96
3. Ruleof law
Anti-money-laundering 2.6 25 2.2 86
Other core work (cross-cutting)® 4.1 4.6 4.7 102
Total, core programme 10.0 10.3 10.0 97
B. Technical cooperation programme
1. Global challenges
Prevention and reduction of drug
abuse 40.3 30.6 35.3 116
Monitoring of illicit crops - 0.5 0.5 100
Alternative development 32.9 23.8 26.4 111
2. Anti-trafficking
Suppression of illicit trafficking 48.7 41.1 30.0 73
Total, technical cooperation 122.0 96.0 92.3 96
By region
B. Technical cooperation programme
Global 35 3.1 25 82
Africaand the Middle East 15.3 8.7 8.8 102
Central and Eastern Europe 3.1 4.4 3.9 89
West and Central Asia 23.0 15.3 14.9 98
East Asia and the Pacific 24.3 17.3 16.1 93
South Asia 17 19 15 82
Latin America and the Caribbean 51.0 45.4 44.5 98
Total, technical cooperation 122.0 96.0 92.3 96

& Research and analysis, laboratory and scientific services, legal advisory services, advocacy and

information technology.
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Core programme

23. The core programme covers functions that are legislatively mandated, ongoing
and global in range, covering, for example, legal advisory services, anti-money-
laundering activities and trend analysis. It has a high implementation rate because of
its high salary content as posts are required to implement mandated, ongoing
activities at headquarters. Some of the final budgets, however, were exceeded
because additional and unforeseen funding became available for projects GLO-B79
(Global Programme against Money-Laundering), GLO-G32 (Drug abuse and
HIV/AIDS prevention), GLO-C93 (Programme support for the monitoring of illicit
crops), GLO-B90 (UNDCP image-building) and GLO-E12 (Provision of electronic
information services to Member States).

Technical cooperation programme

24. Implementation rates for technical cooperation projects have historically
averaged over 90 per cent against the final budget and, as table 5 demonstrates, this
was achieved during the period under review. However, regional variations arise
from a mix of different project portfolios, operating conditions and funding and
implementing modalities. Thematically, some of the maor variances in
implementation rates can be explained as follows:

(a) Global challenges: prevention and reduction of drug abuse. Expenditures
were higher than expected by $4.7 million as compared with the final budget.
Significant reasons for this variance are as follows. two new projects, in
Afghanistan (AFG-HO09: Capacity-building for drug demand reduction in
Afghanistan) and Nigeria (NIR-G73: Upgrading of the National Drug Law
Enforcement Agency Academy in Jos to a Regional Training Centre), could be
started earlier than expected because funding became available. For the Brazil
project BRA-EQ2 (Drug abuse and HIV/AIDS prevention project) the cost-sharing
contribution from the Government of Brazil was received late in the year and major
activities could be implemented over and above the estimates established at the time
of the preparation of the budget. The slow start-up for project RAS-H13 (Prevention
of transmission of HIV among drug users in the countries of the South Asian
Association for Regional Cooperation) resulted in a lower implementation than was
expected and mechanisms are being put in place at the United Nations Office on
Drugs and Crime regional office in India to reach maximum implementation during
the biennium 2004-2005. For project IRA-E52 (Drug abuse reduction unified
strategy for the Islamic Republic of Iran), the Government’s absorption capacity
resulted in slight underimplementation as compared with the final 2003 allotment
issued on 4 December 2003;

(b) Global challenges: alternative development. Expenditures were higher by
$2.6 million compared with the final budget. Significant reasons for this variance
are as follows: additional funding — not foreseen at the time of the preparation of
the final budget for 2002-2003 — became available for projects in Bolivia,
Myanmar and Peru. For project COL-F31 (Promotion of cattle-breeding in support
of the alternative development plan in Colombia), which was operationally closed at
the end of 2003, the donor priority changed and remaining funds were redeployed to
three other projectsin Colombig;

(c) Anti-trafficking: suppression of drug trafficking. Expenditures were
lower by $11.1 million as compared with the final budget. Significant reasons for

13
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this variance are as follows: the largest portion of underexpenditure was in Brazil,
where the low implementation rate for law enforcement projects is related to the
strong devaluation of the Brazilian currency, the delay in receiving the cost-sharing
contributions as well as unfavourable institutional conditions. The absorption
capacity of the Government in implementing project LIB-F71 (Strengthening the
national and legal institutional capacity of the Government of the Libyan Arab
Jamahiriya through multisectoral drug control assistance) appeared to be below that
anticipated. With regard to project RAS-F73 (Regional cooperative mechanism to
monitor and execute the ACCORD Plan of Action) the severe acute respiratory
syndrome (SARS) epidemic in the region hampered implementation of some of the
components. For project IRA-E51 (Combined unified interdiction strategy for the
Islamic Republic of Iran) some problems occurred with the specifications for the
purchase of law enforcement equipment, resulting in delayed implementation of the
activities. The security situation in the border area between Afghanistan and
Pakistan had a negative influence on the implementation of some components of
project PAK-D86 (Drug law enforcement programme for Pakistan). On the other
hand, the second phase of the Tajikistan drug control agency project (TAJ-HO3) as
well as project KYR-G64 (Drug control agency in Kyrgyzstan) could be started
earlier than expected because the required funding became available.

Schedule 3

25. Schedule 3 shows programme expenditure and programme support costs by
executing agency and funding source. It is significant to note that, despite a
$9.8 million, or 8.7 per cent, lower programme delivery as compared with
2000-2001 (after adjustment for core posts), the same level of programme support
cost recovery — $7.2 million — was achieved in 2002-2003 as in 2000-2001. This
is because UNDCP implemented 50 per cent of the programme portfolio in
2002-2003 as compared with only 37 per cent in 2000-2001. Since UNDCP recovers
the full 13 per cent in projects under its execution, increases in its share of the
portfolio results in higher recovery. Secondly, recovery from special-purpose funds
increased by $0.8 million in 2002-2003 as compared with 2000-2001 because fewer
general-purpose funds were committed to the programme budget. This resulted in a
corresponding saving of an extra $0.8 million to the general-purpose fund in 2002-
2003.

Schedule 4

26. Schedule 4 covers the support budget, which finances the infrastructure of the
United Nations Office on Drugs and Crime, asis summarized in table 6.
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Table 6
Support budget and expenditure, 2002-2003
(Millions of United States dollars)

Implementation

Revised budget Final budget Expenditure rate

2002-2003 2002-2003 2002-2003 d=(c/bx100)

Item a b c (percentage)
Field office network 17.6 18.1 17.6 97
Programme support, headquarters 5.9 7.0 55 78
Total 235 25.1 23.1 92
Management and administration 8.9 10.3 9.8 95
Grand total 324 35.4 33.0 93

27. Expenditure was $2.4 million below the final budget and close to the figure of
the revised budget. Of this variance, $1.8 million refers to the cost of core posts
previously included in this budget, which should have been removed. This
adjustment has not resulted in any unnecessary or unauthorized expenditure. The
remaining $0.6 million savings result from continued cost control in 2003 despite
adverse exchange rate movements.

28. Total expenditure in 2000-2001 of $33.2 million included the cost of 14 posts,
amounting to $1.8 million, that have been reclassified as core programme posts in
2002-2003. Therefore, taking this adjustment into account, expenditure in 2002-
2003 was $33 million as compared with $31.4 million in 2000-2001 — an increase
of $1.6 million (5 per cent), reflecting mainly inflation and exchange rate changes.

Schedule 5

29. Schedule 5 shows the status of operating funds advanced to executing agencies
as at 31 December 2003. Advances to other implementing partner agencies
increased by $6 million in 2002-2003 because lower programme delivery resulted in
lower dishbursement of funds advanced.

Notesto the financial statements

30. The financial statements include 20 notes. Note 2 describes the accounting
policies applied in the preparation of the statements. Notes 3-20 provide additional
information and clarification of the Programme’s financial activities for which the
Executive Director has administrative responsibility.

15
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Chapter 11

Report of the Board of Auditors

Summary

The Board of Auditors has reviewed the operations of the Fund of the United
Nations International Drug Control Programme (UNDCP) and has also audited its
financial statements for the biennium ended 31 December 2003.

The Board’s main findings are as follows:

(@ The notes to the financial statements disclosed only the net accrued
liabilities for after-service health insurance, without a comprehensive actuarial
valuation;

(b) Contributions in kind were not disclosed in the financial statements;

(c) Reasonsfor the reclassification of some expenditure under the programme
budget were insufficiently documented;

(d) A significant amount in late charges ($1 million) has been charged to the
programme budget and cannot be related to any specific financial period,;

(e) Field unliquidated obligations, estimated at $0.8 million, are still not
disclosed in the statements;

(f) For the second time in three years, a field bank account was unknown to
United Nations Office on Drugs and Crime headquarters and was unaccounted for;

(@ A bank account balance of $760,000 remained unaccounted for by the
bank for several months; no interest was paid to UNDCP on this balance;

(h) Locally appointed external auditors qualified their opinion on a total of
$11,188,434 in nationally executed expenditure, and no recovery action was
envisaged regarding these funds;

(i) Noformal staff rotation policy was in place regarding field offices.

The Board recommends that the United Nations Office on Drugs and Crime
improve the follow-up of programme expenditure, including outstanding obligations;
its procedures to properly account for unliquidated obligations; the implementation
of its policy regarding the management of bank accounts, the planning and
monitoring of its programme delivery; its control over nationally executed projects;
and instructions on field management, including standard accounting practices. By
July 2004, the administration planned to implement a number of appropriate
remedies.

A list of the Board’s main recommendations appears in paragraph 11 of the
present report.

16
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Introduction

1. The Board of Auditors has audited the financial statements and reviewed the
operations of the Fund of the United Nations International Drug Control Programme
(UNDCP) for the biennium 2002-2003 in accordance with General Assembly
resolution 74 (1) of 7 December 1946. The audit was conducted in conformity with
article VII of the Financial Regulations and Rules of the United Nations and the
annex thereto, the common auditing standards of the Panel of External Auditors of
the United Nations, the specialized agencies and the International Atomic Energy
Agency and the International Standards on Auditing. Those standards require that
the Board plan and perform the audit to obtain reasonable assurance as to whether
the financial statements are free of material misstatement.

2. The audit was conducted primarily to enable the Board to form an opinion as
to whether the expenditures recorded in the financial statements for the biennium
ended 31 December 2003 had been incurred for the purposes approved by the
governing bodies, whether income and expenditure had been properly classified and
recorded in accordance with the Financial Regulations and Rules and whether the
financial statements of UNDCP presented fairly its financial position as at
31 December 2003 and the results of the operations for the period then ended. The
audit included a general review of financial systems and internal controls and a test
examination of accounting records and other supporting evidence to the extent that
the Board considered necessary to form an opinion on the financial statements.

3. In addition to the audit of the accounts and financial transactions, the Board
carried out reviews under financial regulation 7.5. The reviews focused primarily on
general controls and procedures in place in the field and on programme and financial
management at headquarters.

4. The audit was carried out at headquarters in Vienna and in field offices in
Brazil, Egypt, Lebanon, Tajikistan, Uzbekistan and Viet Nam for the same period.

5. The Board continued its practice of reporting the results of specific audits in
management letters containing detailed observations and recommendations to the
administration. This practice alowed for an ongoing dialogue with the
administration.

6. The present report covers matters that, in the opinion of the Board, should be
brought to the attention of the General Assembly. The Board’'s observations and
conclusions were discussed with the administration, whose views have been
appropriately reflected in the report.

7. A summary of the Board’s main recommendations is contained in paragraph
11. The detailed findings and recommendations are reported in paragraphs 15-118.

17
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Previous recommendations not fully implemented

Biennium ended 31 December 19991

8. In accordance with section A, paragraph 7, of General Assembly resolution
51/225 of 3 April 1997, the Board reviewed the measures taken by the
administration to implement the recommendations made in its report for the period
ended 31 December 1999. Contrary to the Board’'s recommendation in paragraph 29
of that report, the United Nations Office on Drugs and Crime took no follow-up
action to clear long-outstanding balances for accounts receivable. Schedule 4 to the
financial statements shows that an advance made to a non-governmental
organization ($175,080) had remained unchanged since 1996-1997.

Biennium ended 31 December 20012

9. In accordance with General Assembly resolution 48/216 B of 23 December
1993, the Board also reviewed the measures taken by the administration to
implement the recommendations made in its report for the biennium ended
31 December 2001. Details of action taken and the comments of the Board are
included in the report and have been summarized in the annex to the present chapter.
Out of atotal of 14 recommendations, 4 (29 per cent) had been implemented, while
8 (57 per cent) were under implementation and 2 (14 per cent) had not been
implemented (including 1 overtaken by events) by 30 April 2004.

10. The Board has reiterated previous recommendations not yet implemented (see
paras. 63 and 99 below). The Board invites the Administration to assign specific
responsibility and establish an achievable time frame for their implementation.

Main recommendations

11. The Board’'s main recommendations are that the United Nations Office on
Drugs and Crime should:

(@ Improve the monitoring of programme expenditure, including
obligations, in the field, with a view to avoiding unbudgeted and late-reported
expenditure (para. 34);

(b) Closely monitor the implementation of its operations with the United
Nations Development Programme (UNDP), so as to detect and address in a
timely manner any impact resulting from the use of the new enterprise resource
planning system of UNDP (para. 36);

(c) Review its procedures in order to properly record all obligations
(para. 47);

(d) Remind its offices of the rules on bank account management and
investigate further the issue of the $760,000 that disappeared for several
months from a bank account (paras. 53 and 58);

18
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2 Seeibid., Fifty-seventh Session, Supplement No. 51 and corrigendum (A/57/5/Add.9 and Corr.1),

chap. II.
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(e) Review the funding mechanism and targets for end-of-service and
post-retirement benefit liabilities (para. 63);

(f) Match accurately the programming of its projects with the collection
of funds on an annual basis (para. 77);

(g) Strengthen its controls on and requirements for nationally executed
projects (para. 96);

(h) Increase efforts to achieve consistency in the substance and form of
audit reports on nationally executed expenditure (para. 99);

(i) Act upon qualified audit reports on reported misuse of funds in
nationally executed projects (para. 104);

(i) Standardizefield office accounting practices (para. 110).

12. The Board’s other recommendations appear in paragraphs 41, 65, 72, 80, 90
and 106.

Background

13. The United Nations International Drug Control Programme was established,
pursuant to General Assembly resolution 45/179 of 21 December 1990, to
coordinate international action in the field of drug abuse control. Effective
1 October 2002, the Office for Drug Control and Crime Prevention became the
United Nations Office on Drugs and Crime.

14. The risk of a cash flow problem in the general purpose fund of the United
Nations Office on Drugs and Crime led the Board of Auditors to recommend in its
report for the biennium 2000-2001 that it review its administrative and
organizational structure to improve its cost-efficiency and effectiveness. The
Secretary-General’s bulletin of 15 March 2004 (ST/SGB/2004/6) details the new
organizational structure of the Office. Its management and administrative services
have been integrated with those of the United Nations Office at Vienna. They also
coordinate the activities of the United Nations Interregional Crime and Justice
Research Institute, as well as implementing the Crime Prevention and Criminal
Justice Programme. The latter three entities are covered under the regular budget, as
reported by the Board in its report on the financial statements of the United
Nations.3

Financial issues

Financial overview

15. The Board performed an analysis of the financial position of the United
Nations International Drug Control Programme as at 31 December 2003. Some key
financial indicators are set out in the table below.

3 |bid., Fifty-ninth Session, Supplement No. 5 (A/59/5), vol. I.
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Table 1
Key financial indicators

Description of ratio 2000-2001 2002-2003
Pledges outstanding/total assets® 1.01 1.02
Cash/liability” 1.29 1.18
Contingent liabilities/operational reserve’ 0.81 0.71
Support expenditure/general purpose income® 0.86 0.77
Administrative and support expenditure/total expenditure® 0.25 0.26
General purpose contributions/total voluntary contributions’ 0.26 0.25

& A low indicator depicts a healthy financial position.

® A high indicator reflects the extent of cash available to settle debts.

¢ A figure below 1 confirms the ability of the organization to cover contingent liabilities with
its operational reserves.

4 Including headquarters expenditure. A low indicator reflects the extent of non-earmarked
funds to cover expenditure of a support nature.

¢ A low indicator depicts a flexible and programme-oriented organization.

" This indicator shows the ratio of non-earmarked contributions to total contributions to the
United Nations Office on Drugs and Crime.

16. Total expenditure for the biennium 2002-2003 amounted to $137.9 million, a
decrease of 6 per cent relative to the biennium 2000-2001. This figure does not
include regular budget expenditure ($18 million, an increase of 25 per cent).

17. Thelower level of total expenditure for the biennium 2002-2003 is due mainly
to the 7 per cent decrease in programme activities delivered, from $110.2 million in
the previous biennium to $102.3 million, whereas support expenditure decreased by
only 0.6 per cent, from $33.2 million to $33 million. Thus, the ratio of support
charges to total expenditure increased slightly, from 25 to 26 per cent.

18. Voluntary contributions to the Fund have, on the contrary, increased
significantly, from $91.9 million to $112.4 million, both for special and general
purposes. The improvement in general-purpose contributions (an increase of 19 per
cent, from $24 million to $28.6 million), combined with reduced programme
activities financed by such funds, helped restore the general -purpose fund balance to
amore manageable level of $11 million.

19. Assets totalling $82.8 million would cover liabilities of $7.7 million, as
disclosed in the notes to the financial statements. However, these liabilities are not
completely disclosed, as shown in section C.5 below.

United Nations system accounting standards

20. The Board assessed the extent to which the financial statements conformed to
the United Nations system accounting standards. The review indicated that the
financial statements were consistent with the standards except in relation to the
issues raised in the present report in connection with paragraph 40 of the accounting
standards, on obligations (see para. 42 below) and paragraph 46 of the accounting
standards, on the netting-off of unliquidated obligations with receivables, as found
to have occurred in one field office (see para. 45 below).
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Presentation and disclosure of the financial statements

21. The General Assembly, under the terms of its resolution 55/220 A of
23 December 2000, requested the Secretary-General and the executive heads of the
funds and programmes of the United Nations, in conjunction with the Board of
Auditors, to continue to evaluate what financial information should be presented in
the financial statements and schedules and what should be presented in the annexes
to the statements. The Board has conducted a preliminary review of the general
presentation and disclosure in the financial statements for the year ended
31 December 2003.

22. The United Nations Office on Drugs and Crime has taken into consideration
the Board's recommendations with regard to late charges (see paras. 31-35 below)
and the impact of the change in accounting policy for contributions. In connection
with the finding stated in paragraph 35 below, the Office made no amendment to the
financial statements and notes.

Change of accounting policy for voluntary contributions

23. During the biennium, the United Nations Office on Drugs and Crime reverted
to cash-basis accounting for voluntary contribution income. This was adequately
applied to the events and transactions occurring after the date of the change. No
adjustments relating to prior periods were made to the opening balance. The
restatement of income for the biennium 2000-2001 was kept for information
purposes only under note 3 to the financial statements. In accordance with paragraph
19 of the United Nations system accounting standards, the effect of the changes
have been disclosed and quantified under a separate note, as suggested by the Board,
to emphasize the changes, including the effects on statements | and 11.

Contributionsin kind

24. Following an interim audit by the Board in 2003, the United Nations Office on
Drugs and Crime decided to add a note to its financial statements, starting with the
biennium 2004-2005, disclosing the value of contributions in kind received.

Gener al-pur pose balance

25. Administrative and support activities are financed from the general-purpose
fund, whose income is derived from non-earmarked voluntary contributions, support
cost income (at a fixed rate) and interest income.

26. The Office sometimes advances funds from the general-purpose fund to start
projects before earmarked funds are obtained. Significant amounts have been drawn
in the past to pre-finance such projects. This, along with a sharp decline in non-
earmarked contributions, lowered the balance of the fund to $8.5 million as at
31 December 2002.

27. As at 31 December 2003, the general-purpose fund balance had improved
slightly, to $11 million, mainly through reduced programme expenditure and
increased unearmarked contributions.

21
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Table 2
General purpose expenditure for 2000-2001 and 2002-2003
(Millions of United States dollars)

2000-2001 2002-2003
Programme expenditure 16.0 4.8
Support budget® 33.2 32.9

& These figures do not include the support costs paid to implementing agencies, in order to
reflect only the comparison between the administrative structure of the United Nations
Office on Drugs and Crime and its programme activities; table 1 above includes those
support costs.

28. In 2002-2003, the support rate, excluding the support costs for implementing
agencies, increased slightly, to 24 per cent, from 23 per cent in 2000-2001. The
expected impact of the restructuring of the United Nations Office on Drugs and
Crime in terms of savings did not materialize in 2002-2003.

29. After an interim audit in 2003, the Office implemented a monthly report on
general-purpose funds. By June 2004, it was working on “automating” the report.

Latereporting of charges

30. The implementation of an enterprise resource planning system, rolled out in
January 2004, led UNDP to identify field expenditure related to previous periods, in
the amount of $2.2 million, for which it considered that the United Nations Office
on Drugs and Crime was liable, and the Office was accordingly invoiced. The Office
agreed to pay $585,453. After a detailed analysis of the charges, the Office intended
to reject the rest, mostly because they related to closed projects with no remaining
funds.

31. As stated in note 10 to the financial statements, despite previously certified
financial reports from UNDP, project and support budget accounts are being charged
retroactively by UNDP for $976,363 of previously unreported expenditures, and
$669,104 of operating funds previously advanced to Governments by UNDP are
now also being requested. The total of these two figures is $1,645,467.

32. The United Nations Office on Drugs and Crime stated that, as a matter of
prudence, considering the unusual reporting and the paucity of information provided
to it by UNDP on these charges, and as it could not determine the financial period to
which the amount of $976,363 related, it had finally recorded an entry of $1,645,467
under “extraordinary charges’. The effect is that the expenditure for 2002-2003 is
understated by an undetermined share of these charges that partly relates to the
period. However, the Board notes that this did not have an effect on the reserves as
at 31 December 2003. The Office intended to introduce in 2004 an improved system
of financial reporting from the field to headquarters that would track project
expenditure, including outstanding obligations. It was also to actively pursue the
case of rejected charges with UNDP.

33. The Board is of the opinion that a total $976,363 in unreported charges should
have been identified long ago through adequate control over project funds. The
Board also notes that, while the United Nations system accounting standards do not



A/59/5/Add.9

define “extraordinary charges’, the above-mentioned expenditure does not meet the
definition provided by international accounting standard 8.

34. The United Nations Office on Drugs and Crime agreed with the Board’s
recommendation to improve the follow-up of programme expenditure,
including obligations, in the field, with a view to avoiding unbudgeted and late-
reported expenditure, and wasto implement a new ledger system in 2004.

35. UNDP provided accounting and reporting services for field support and project
budgets representing $73.8 million (53 per cent of the total expenditure of the United
Nations Office on Drugs and Crime). The Board is concerned that, regarding the
implementation in 2004 of the new enterprise resource planning system of UNDP,
there have been control deficiencies and, especially, a lack of an independently
validated internal control framework. In the event that the risk highlighted for UNDP
operations were to materialize, this might impact the operations of the Office.

36. The Board recommends that the United Nations Office on Drugs and
Crime closely monitor the implementation of its operations with UNDP, so asto
detect and address in a timely manner any impact resulting from the use of the
new enterprise resource planning system of UNDP.

Reclassification of expenditure

37. Starting in 2002-2003, “the programme budget is divided into a core programme and
atechnical cooperation programme. Under the core programme, those activities that were
mandated by legidative bodies and that are of an ongoing nature are shown. ... Posts
carrying out mainly substantive functions are more accurately classified from support to
programme.” 4 Fourteen posts previously charged on the biennial support budget, covering
programme support as well as management and administration, as stated in financia rule
2.2 (e) of the Fund of UNDCP, have been transferred to the programme budget.

38. Inits review of the final budget for 2002-2003, the Advisory Committee on
Administrative and Budgetary Questions requested that “reasons for the transfer of
posts from the support budget to the core programme budget be adequately
explained in the budget report”.> The Advisory Committee, in its review of the
2002-2003 initial support budget, also cautioned that “arbitrary classification of
costs between programme costs and support costs can inflate programme costs,
while administrative and management expenditure and programme support can be
held artificially low”.6

39. The Board reviewed accordingly the job descriptions and the time management
sheets of the 14 posts concerned to check the reasons for their transfer. Their
reclassification amounted to a transfer to “progranmes” of $1.8 million for staff
costs in what had been classified under support costs for 2002-2003.

40. Out of the 14 posts reclassified from support to core programme budgets in
2003, the Board found that six posts, at an annual gross cost of $738,900, did not
relate directly to programmes and should therefore be reclassified under the support

4 E/CN.7/2003/20, “Consolidated budget for the biennium 2004-2005 for the United Nations
Office on Drugs and Crime”, para. 122.

5 E/CN.7/2003/21, “ Consolidated budget for the biennium 2004-2005 for the United Nations
Office on Drugs and Crime, report of the Advisory Committee on Administrative and Budgetary
Questions”, para. 13.

6 E/CN.7/2001/18, para. 19.
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budget. After the Board's audit, the United Nations Office on Drugs and Crime
decided to classify two posts under the support budget and to properly document the
rationale for the programme classification of the other posts. It still considered that
the Advocacy and Evaluation Unit was more programme-related; however, the
Board is of the view that this position is not compliant with rule 2.2.

41. The Board recommends that the United Nations Office on Drugs and
Crime classify properly all posts between programme and support budget and
document therationale for classifying expenditure under one or the other of its
budgets.

Unrecorded obligations

42. UNDP provides administrative and financial support for field offices’ budgets
and projects. Field representatives of the United Nations Office on Drugs and Crime
act as certifying officers, while UNDP representatives are approving officers. In its
report on the biennium 2000-2001,? the Board raised again an emphasis of matter on
the financial statements of the Office, as unliquidated field obligations had not been
properly reported then disclosed in the accounts. No reporting system was in place
in field offices.

43. The Office had included thisissue in a draft working arrangement between itself and
UNDP that was to be signed in 2002. By April 2004, the draft had till not been finalized.
The Board recommended that the Office develop procedures for processing and
monitoring obligations in compliance with paragraph 4 (iii) of the United Nations system
accounting standards; finalize with UNDP an updated working arrangement with the aim
of securing reliable reporting of all obligationsin atimely fashion; and promptly terminate
the present situation whereby costs are recognized only when payments are made.” The
Office could not reach an agreement with UNDP in the course of 2002-2003 on the
reporting of field obligations.

44. Following a new audit by the Board, and faced with the lack of agreement on
the matter of unliquidated obligations, the Office, in March 2004, sent an instruction
to its field offices to try to assess the value of undisclosed liabilities. The result of
this data-gathering was that, for expenditure charged on support lines, the field
offices reported unrecorded obligations amounting to $100,654. As regards
obligations related to projects, the amount reported was $661,110, the two figures
thus totalling $761,764. Although all information on unrecorded obligations was
received, most field offices sent their figures without any detail, which prevented
the Office from validating or explaining them. There is therefore no assurance that
these amounts, as reported in paragraph 47 of note 15 to the financial statements, are
fairly stated.

45. The Board requested and obtained documentation on a sample of unrecorded
field obligations. The Board also found that one field office had offset unrecorded
obligations against accounts receivable, contrary to paragraph 46 of the United
Nations system accounting standards.

46. The Board is of the opinion that the obligations reported in the financial
statements for the biennium 2002-2003 have been misstated by an amount that
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was not determined exactly, although not sufficiently material for the Board to
qualify its opinion.

47. The United Nations Office on Drugs and Crime agreed with the Board’s
recommendation to review its procedures in order to account properly for
obligations, and therefore to comply with accrual accounting as provided for by
the United Nations system accounting standards, by UNDCP financial rule 15.6
of and by the accounting policiesreflected in note 2 to the financial statements.

Bank accounts

Control over field bank accounts

48. The United Nations Office on Drugs and Crime closed its Brussels liaison
office at the end of 2001. The proceeds from the sale of equipment were deposited
in a bank account that was in the name of the liaison office and unknown to
headquarters. The field office transferred $9,925 from that bank account to UNDP as
a credit in favour of the United Nations Office on Drugs and Crime. Only when
UNDP transmitted documentation on this credit and on the liquidation of the office
was United Nations Office on Drugs and Crime headquarters informed of the
existence of the Belgian bank account, opened in 1999.

49. The actual sales price of the equipment (total purchase value was $76,606) has
not been documented. The United Nations Office on Drugs and Crime could not
confirm that the amount transferred represented the actual proceeds from the sale of
the liaison office’'s equipment. Information on the date of the opening of the
account, the person who requested it and details of transactions were requested by
the United Nations Office on Drugs and Crime from the bank only at the time of the
Board's audit.

50. The Board mentioned in its previous report the case of the Brazilian bank
account included in the financial statements for 2000-2001 at the Board’s request.
The Office stressed that thereafter it repeatedly sought and received assurances from
the field office representatives that they had not established any local bank accounts.
This second episode of unreported field bank accounts leads to the conclusion that
the control over bank accounts in the field remained insufficient, thus increasing the
risk of fraud and/or misuse of the Office’s monies.

51. The Board noted in its report for the biennium 2000-2001 that the Office had
only ascertained that the United Nations Treasurer had authorized no other field
bank account, as required by standard procedures.8 Such a follow-up fell short of
due diligence, as confirmed by the second incident, which should have included a
direct survey of all field offices.

52. The Board is concerned by the breakdown in internal controls at the Office
with regard to the two instances of unauthorized and unreported use of field office
bank accounts.

53. The United Nations Office on Drugs and Crime agreed with the Board’s
recommendation: (a) to take appropriate steps to identify and close any
unauthorized bank account; (b) to remind all staff concerned of rules on the

8 |bid., para. 47.
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management of bank accounts; and (c) to provide UNDP with a list of the bank
accounts duly authorized by the United Nations Treasurer.

Change of bank accounts

54. The United Nations Office on Drugs and Crime changed its main bank account
for security reasons, closing the previous account in early 2002. It duly requested
the transfer of balances from the old to the new account.

55. The web site printout for the New York bank account for March 2002 showed
two credits in favour of the Office ($480,000 and $280,000) and a balance of
$760,000 on the old account as at 28 February 2002 (it was supposed to have been
closed on 11 February 2002). The bank’s hard-copy statement reported a nil closing
balance as at the same date. Over six months later, on 18 September 2002, and with
no audit trail in between, the bank transferred the $760,000 into the new account.
Neither the Office nor the bank has been able to explain the six-month delay, or why
and how the old account was still operating.

56. The Board enquired in April 2004 as to why this was not detected before; the
Office explained that bank reconciliation is performed on the basis of hard-copy
statements. The bank concurred that the hard-copy statement is the only legal bank
statement. By the end of the audit by the Board, the bank had yet to provide an
explanation and to pay interest to the Office on the balance unduly kept for over six
months.

57. The United Nations Office at Vienna Treasury did not request a formal
statement for the closure of each bank account, as it does at the end of the year for
bank reconciliation in accordance with United Nations financial rule 104.11.

58. The United Nations Office on Drugs and Crime agreed with the Board’s
recommendation: (a) to investigate further the issue of the $760,000 bank
balance that disappeared for six monthsin 2002 so asto prevent the recurrence
of such a problem during a transfer between two accounts; and (b) to request
that the bank pay compounded interest for the period.

Liabilities for end-of-service and post-retirement benefits

59. Contingent liabilities for end-of-service and post-retirement benefits amount to
$9.8 million as at 31 December 2003, as reflected in the second paragraph of note 17
to the financial statements.

Table 3
Liabilities for end-of-service and post-retirement benefits
(Millions of United States dollars)

2000-2001 2002-2003

After-service health insurance® 1.3
Staff separation costs” 8.5 8.5
Total 8.5 9.8

@ Net accrued liability.
® Does not include repatriation grants of $1.1 million already provided for, as reflected in note
16 to the financial statements.
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10.

11.

60. After-service health insurance coverage is provided to retired staff members
and their dependants. Retired staff members in Vienna opt for either a group medical
insurance plan or the Austrian Social Security programme. The monthly
contribution is determined every year and recovered from the monthly pension,
25 per cent being charged to the beneficiary and 75 per cent to the employer. The
corresponding expenses, which are provided for in the support budget, or under the
project budgets for project staff, are reported as current-year expenditure once staff
members separate from service.

61. The United Nations system accounting standards, in paragraph 57, provide that
“appropriate disclosure should be made in the notes to the financial statements and
estimated liabilities quantified where possible, showing the basis of valuation. As
far as after-service medical benefits are concerned, such liability should normally be
determined by actuarial evaluation.” In paragraph 19 of its report for the biennium
2000-2001,% the Board noted that UNDCP had not yet complied with the full
requirements of the accounting standards for after-service medical costs and that
there was no provision to cover the liability.

62. For 2002-2003, the amounts disclosed under note 17 to the financial
statements still reflect only the net accrued liability. The United Nations Office on
Drugs and Crime (a) did not determine the total gross liability, that is, the total
amount of future benefits for active staff and retirees, (b) did not offset this amount
from retiree contribution to determine net liability and (c) did not value these
liabilities at a discounted rate because it did not commission an actuarial valuation.

63. The United Nations Office on Drugs and Crime agreed with the Board’s
reiterated recommendation that it review the funding mechanism and target
for end-of-service and post-retirement benefit liabilities, in conjunction with
the administration of the United Nations and other funds and programmes.

Non-expendable equipment

64. The value of non-expendable property amounted to $14.4 million as at
31 December 2003, compared with $4.8 million at the end of the previous biennium.
The significant increase in the value of the inventory is linked to the new disclosure
of field project inventory, as recommended by the Board during an interim audit in
September 2003. Note 19 to the financial statements, on non-expendable property, is
compliant with United Nations system accounting standards; however, the standards
also provide, in paragraph 49, that “where possible and to the extent required by the
financial policies of the organization, additions and disposals made during the
financial period should also be disclosed”.

65. The United Nations Office on Drugs and Crime agreed with the Board’s
recommendation to disclose additions and disposals of non-expendable
equipment in the financial statements for the biennium 2004-2005 to the extent
possible.

Write-off of losses of cash, receivables and property

66. The administration provided the Board with details of $665,502 in losses of
cash and other non-expendable property (excluding items with values of less than
$1,500) written off during the biennium 2002-2003. Non-expendable equipment was
written off on the basis of original cost, under the terms of financial rule 106.9. An
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12.

amount of $3,227 was due to theft and losses, $19,076 to damaged and destroyed
property and $213,617 to normal wear and tear. The United Nations Office on Drugs
and Crime did not disclose the reason for the write-off of the remaining $429,582
(64.6 per cent).

Ex gratia payments

67. The Office informed the Board that no ex gratia payment was made during the
biennium ended 31 December 2003.

M anagement issues
Programme delivery

Calculation of the financial delivery rate

68. Programme expenditure for the biennium 2002-2003 amounted to $102.3
million. The report of the Executive Director, in its overview of budget
performance, showed a rather satisfactory budget implementation rate of 96 per
cent.

69. This rate, however, is based on final budget figures revised late in the
biennium. Compared with the initial budget or with the revised budget, the overview
would give different results and lead to different conclusions. The rate of
programme budget implementation would be lower, at 78.6 (initial) or 77.5 (revised)
per cent, similar to the implementation rate of the previous biennium. On the other
hand, the support budget was satisfactorily executed, at the rate of 93.2 per cent
(initial), or in overexpenditure (revised), with a 101.8 per cent rate of expenditure.

70. Thisillustrated a persistent difficulty for the United Nations Office on Drugs
and Crime in executing correctly its programme expenditure and in controlling its
support expenditure.

71. The Office explained that its programme budget was an indicative financial
plan projecting programme priorities subject to unforeseen changes in earmarked
voluntary funding, political shifts and operating problems. It projected average
implementation rates of 80 per cent for the programme budget and 100 per cent for
the support budget. The Office further explained that, on the other hand, the support
budget was a constrained framework and that the overexpenditure on support was
related to the salary increase approved by the General Assembly. The Office was of
the opinion that overall budgetary control was being achieved but concurred that it
could be further improved.

72. The Board recommends that the United Nations Office on Drugs and
Crime pursue its efforts to prepare its programme budget on the basis of
realistic assessments of deliverable outputs and resour ces.

Ongoing projects

73. Thefinancial risk attached to the funding of ongoing projects was significantly
reduced during the biennium. As at 20 April 2004, the total provisional budgeted
amount of ongoing projects — that is, projects with current-year allotments and
those not financially closed — amounted to $372,610,057. In April 2004, the rate of
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funding, general -purpose advances not included, reached 87 per cent, compared with
76 per cent in January 2002.

74. Fully funded multi-year projects represented 40 per cent of the total, the
remaining 60 per cent being for partially funded multi-year projects. The funding
shortfall for all ongoing projects amounted to $36.6 million. The United Nations
Office on Drugs and Crime indicated that this related to budgets for future years. In
case of funding shortfalls, there is a risk that projects may not be completed, while
some of the funding may already have been spent, with less than fully effective
delivery.

75. Most of the Board's field audits highlighted poor budget programming
procedures in use at field offices and the crucial lack of a framework for the follow-
up of projects. In these matters, field offices generally relied on their implementing
partners.

76. The Office confirmed that it is not currently possible to match accurately
programming with collections on an annual basis. This is because, while collections
are attributed to pledges for each pledge year in order to determine the amount of
pledged funds outstanding, collections are not attributed to projects in the year in
which they are actually received. Thus, for each project, inflows in terms of
collections and outflows in terms of expenditure or budgets cannot be accurately
matched on an annual basis.

77. The United Nations Office on Drugs and Crime agreed with the Board’s
recommendation to match accurately programming with collections on an
annual basis, in order to allow for adequate monitoring of resources and
outputs on an annual basis.

78. By April 2004, 10 per cent of the total portfolio of $372.6 million in projects
remained unfunded, but this concerned the years 2005 and 2006.

79. For al programmes initiated since 2000, whether fully funded or unfunded,
authorized expenditure exceeded funds collected by about $9.2 million, consistent
with the figure disclosed for negative special purpose project balances in note 18 to
the financial statements. The Board recommended, in paragraph 52 of its report for
2000-2001,2 that the Office take drastic measures to bring unfunded projects to a
manageable level.

80. The United Nations Office on Drugs and Crime agreed with the Board’s
recommendation: (a) to review again its portfolio of projects by closing those
that are oldest and have poor funding prospects and (b) to set closing
procedures with field offices for all projects.

81. Delaysin starting the implementation of projects were not duly announced by
field offices, nor were delays precisely monitored by the Office. The Board is of the
view that no project should be scheduled over more than a reasonable period in
terms of medium-term planning. The Office agreed on the need to tighten closure
procedures and to monitor implementation more closely to avoid unnecessary
delays.

82. The Office confirmed its policy of launching projects with at least 50 per cent
funding in terms of pledges covering the total approved budget, and with 100 per
cent pledge coverage where possible. In addition, it planned to achieve 100 per cent
cash coverage of 2004 allotments by the fourth quarter of 2004. New allotments in
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2004 and initial allotments for 2005 would be issued against 100 per cent cash
coverage only.

Consequences observed in the field dueto lack or delayed allotment of funds

83. The Board observed in the field several examples of budget “arrangements’
linked to delays in the administration of funds (lack of funding or delays between
project phases).

84. In one instance, the Office charged the cost of a programme manager in
connection with a project he was not working on in order to retain his services.
Another field office “cost-shared” salaries of project staff among other available
allotments to ensure continuity of the activity until a new allotment was issued. In
this case, the Office committed funds without a proper allotment. Another project’s
evaluation report noted positive outputs, athough the training and equipment
components envisaged in the project document and not implemented due to funding
constraints were covered through other channels.

85. While the project document represents the contractual basis upon which donors
contribute to a project, in one case it was never updated following the downgrading
of the project’s outputs. The shortage of funds for yet another project resulted in a
reduction in most budget lines and a change in the distribution of funds (personnel
and travel expenditure increasing from 7 per cent to 33 per cent of the total budget).

86. These examples of arrangements in the field to ensure continuous
implementation of ongoing projects confirm the need to assess funding and cash
available for the overall project rather than by financial and accounting periods.

Programme expenditure

87. In 2002-2003, the United Nations Office on Drugs and Crime implemented
30 per cent, or $31.7 million, of its programme expenditure through Governments,
commonly referred to as nationally executed expenditure. Projects executed
nationally by Governments are subject to independent external reviews on an annual
basis, to provide the Office with assurances of the proper use of funds.

Audit coverage

88. The Board recommended in paragraphs 59-76 of its report for 2000-2001? that
the Office improve the coverage and quality of audit reports, the timeliness of their
submission, the follow-up of the qualified opinions and the implementation of
auditors' recommendations.

89. Asat 31 December 2003, the Office had improved the local audit coverage of
nationally executed expenditure. The Board had noted in its report on the Office's
financial statements for the biennium 1998-1999 that the audit coverage of
nationally executed expenditure was insufficient (expenditure of $14.2 million out
of $18.3 million incurred through UNDP on nationally executed projects was not
supported by audit reports as at the date of the statements). The amount of 2000-
2001 expenditure supported by audit reports added up to $33,096,587 out of
$33,421,060 (99.03 per cent) as at 30 April 2004. Some audit reports remained
pending for expenditure incurred in 2000-2001. The Office considered that there is
no point in requiring them; the Board is of the view that such reports are
compulsory, regardless of how late they are received.
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Table 4

90. The Board recommends that the United Nations Office on Drugs and
Crime follow up all audit reports on nationally executed expenditure
outstanding for past bienniums.

91. The Board recommended, in paragraphs 69, 74 and 76 of its previous report,?
that the Office establish standard terms of reference with UNDP for the audit of
nationally executed expenditure and ensure that the audit scope and the format of
the audit report are consistent; that it review the reasons for the qualified opinions of
local auditors in order to measure their exact financial impact and undertake
appropriate action with the implementing partners; and that it request field offices
and UNDP to devote special attention to enforcing the yearly deadline for the
submission of the audit report. UNDP, to which such a recommendation was also
addressed by the Board, modified its manual on national execution.

92. For the biennium 2002-2003, the Office achieved a high rate of audit coverage
for nationally executed expenditure. The deadline of 15 March 2004 set for
submitting audit certificates was not complied with, but by 14 May 2004 the audit
coverage was up to 98 per cent of expenditure, as reflected in table 4.

Nationally and intergover nmental/non-gover nmental organization-executed projects, audited
expenditure and breakdown of audit opinion for the biennium 2002-2003
(United States dollars)

2002 2003 2002-2003
Nationally executed Nationally executed

expenditure I/NGO Total expenditure I/NGO Total Total

A. Expended 14348713 1085652 15434 365 15 560 050 743192 16303242 31737607

B. Audited 14250587 1006 674 15257 261 15 071 602 713288 15784890 31042151

1. With disclaimer 263 089 0 263 089 272784 0 272784 535 873

2. Qualified 9 236 167 685856 9922023 1266 411 0 1266411 11188434

3. Unqualified 4751 331 197012 5072149 13 532 407 713288 14245695 19317844

Audit coverage (B/A)

(percentage) 99 93 99 97 96 97 98
Unqualified audited
expenditure (B.3/B)

(percentage) 33 32 33 90 100 90 62

Source: Board of Auditors.

93. Only 60 per cent of intergovernmental and non-governmental organization-
executed expenditure and 62 per cent of nationally executed expenditure during the
biennium 2002-2003 obtained an unqualified audit opinion.

94. For aproject amounting to $8.9 million, the figures reported by UNDP and the
relevant Government differed by some $2.6 million in 2002. This led the local
auditor to qualify the project’s expenditure in 2002. In 2003, the report of the same
local auditor noted that the 2003 figures reflected an adjustment made in 2003 to
include the expenditure not reported in 2002, thus resolving the variance.
Nevertheless, the auditor’'s report did not mention whether those prior-year
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transactions were reviewed and audited on the corrected basis, thus providing no
guarantees on actual transactions audited and on the correct use of funds.

95. The Board is concerned about the amount of nationally executed expenditure
for which local auditors issued a qualified opinion, but notes the improvement in the
year 2003 as reflected in table 4 above.

96. The Board recommends that the United Nations Office on Drugs and
Crime strengthen its controls on and requirements for nationally executed
projects.

Terms of reference for nationally executed expenditure audits

97. In November 2003, the Office requested field offices to ensure that the terms
of reference for the audits reflected the UNDP procedures for national execution that
require a section on the status of implementation of audit recommendations of prior
years. The Office also requested field offices to pay special attention to the
consistency of the terms of reference for the Office’'s nationally executed
expenditure audits, including the scope of the audit, as well as the format and
quality of the audit reports. In addition to requests relating to the quality of audit
reports, it underlined the necessity of the submission of English translations.

98. Through a comparative review of audit reports issued for 2002 and for 2003
(when available), the Board saw no evidence that the terms of reference changed
between the two periods. United Nations Office on Drugs and Crime-wide
compliance with UNDP guidelines on the content of audit reports and the follow-up
of recommendations of previous years had yet to be improved.

99. The United Nations Office on Drugs and Crime agreed with the Board’s
reiterated recommendation to achieve greater consistency in the substance and
form of audit reports on nationally executed expenditure.

Follow-up on previous qualified opinions and actions taken

100. On 10 November 2003, a letter was sent to all the United Nations Office on
Drugs and Crime field offices requesting that they report on the steps taken to
implement the recommendations of previous audit reports. In April 2004, 19 reports
on the implementation of recommendations of previous years had been submitted
and 6 were pending.

101. In many cases, the nationally executed expenditure projects that were not
satisfactorily managed in 2002 remained problematic in 2003. In one case, the audit
opinion for a project was qualified for 2002 and 2003; in another case, a disclaimer
opinion was expressed by the auditors for both years of the biennium; in yet another
case, the auditors expressed a qualified opinion for 2002 and then a disclaimer
opinion for 2003. Other qualified opinions expressed for 2002 concerned projects
closed in 2003 or for which audit reports had not yet been submitted by May 2004.

102. In the case of qualified audit reports or disclaimers on nationally executed
expenditure, the Office has neither undertaken action for the recovery of advances
nor adjusted the corresponding expenditure reported by UNDP. This requires the
concurrence of relevant Governments through UNDP, which certifies the relevant
financial reports.
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103. After the Board's audit, the Office planned to include appropriate modalities in
the revised working arrangement it had been trying for two years to sign with
UNDRP, in order to facilitate the recovery of advances made to Governments. In case
of alleged misappropriation of funds, the Office would now hold responsible
individuals accountable and prosecute them in accordance with national law where
appropriate.

104. The Board encourages the United Nations Office on Drugs and Crime to
act upon qualified audit reports and reported misuse of funds relating to
nationally executed expenditure.

Management instructionsto the field

105. In 2002-2003, the Board found shortcomings in financial management in four
field offices (Brazil, Egypt, Uzbekistan and Viet Nam). Weaknesses in the
safekeeping of assets (cash and non-expendable property) were also observed in
several field offices. Most of them related to a lack of guidance on essential
financial rules or processes provided to field officers.

Table 5
Basic shortcomings identified in United Nations Office on Drugs and Crimefield
officesvisited in 2002-2003

Area of control Shortcoming identified in the safekeeping of assets Offices concerned
Petty cash No formal designation of custodian 3
Absence of cash book; no daily recording
of transactions 2
No surprise cash counts 4
Non-expendable property Items not tagged 2

No consolidated inventory of project
equipment 4

No regular and systematic physical
inventory 2

106. The Board expresses special concern on shortcomings observed relating to
cash and bank account management and recommends that the United Nations
Office on Drugs and Crime update and extend management instructions, such
ason cash or inventory management.

107. In April 2004, several such instructions were in draft form and were planned
for issuance by June 2004.
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Field financial reporting

108. Field offices have been using different tables or databases to follow up on
office and project expenditure. No standard practice of accounting for support and
project expenditure was observed. Some offices would distribute the cost of
premises, drivers and finance assistants among available projects or funds using an
ad hoc ratio, often not supported by rational elements, while others would charge all
costs to the office support budget.

109. Project staff costs were sometimes charged to unrelated projects.

110. The United Nations Office on Drugs and Crime agreed with the Board’s
recommendation: (a) to standardize field office accounting practices; (b)to
streamline its support and project expenditure monitoring; and (c) to enter
support or programme expenditure under the appropriate lines of financial
statements.

Information and communication technology

111. The United Nations Office on Drugs and Crime rolled out in March 2001 its
new information system, ProFi. The first phase of this large-scale project was aimed
at providing a reliable and adequate accounting application, including reports to
donors on the financial status of projects and funding. The second phase of ProFi
was to computerize activity management and reporting functionalities. In paragraphs
83 and 84 of its previous report,? the Board identified data discrepancies between
the then-existing system and ProFi and recommended that the latter should not
replace the former before full consistency had been attained.

112. During every interim audit throughout 2002 and 2003, the Office was invited
to identify the source of discrepancies and to take action before the December 2003
closure so that the possible lack of reliability of the system could be anticipated. It
was to perform a test closure by 30 June 2003, but did not do so. Furthermore, the
Office informed its governing body, the Commission on Narcotic Drugs, in its
consolidated budget for 2004-2005, that the Board had endorsed the closure of
accounts for the Fund of UNDCP as of December 2002.° The Office concurred that
its statement was not accurate and regretted the error.

113. As a consequence of the absence of test closure in June 2003, the Board was
not in a position to audit the reliability of the interface between ProFi and other
sources of accounting data. The review of the accounts was performed using
Integrated Management Information System figures and financial information
reported from other agencies, such as UNDP. In this respect, part of the benefit of
the investment in ProFi had been lost so far.

Human resour ce management

Rotation policy

114. In 2003, the United Nations Office on Drugs and Crime had 58 staff members
on field assignment. It drafted a provisional rotation policy in 1995, based on the
need for greater staff mobility. Rotational posts were defined, to be subject to

9 See E/CN.7/2003/20/Add.1, annex XII, para. 2.
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regular reassignment. The standard length of assignment was set at four years, or
three years for the duty stations with very difficult conditions, classified as D and E
duty stations by the International Civil Service Commission. A balanced mix was to
be reached, with no more than three successive field assignments, or two for
difficult duty stations. This policy was never finalized.

115. Table 6 shows that by the end of 2002, more than one third of the 21 field
representatives had been in place for durations of 4 to 6.6 years.

Table 6
Duration of current field representative assignments of at least four years as at
31 December 2002

Classification of Date of appointment of Assignment length
Country duty station representative (years)
A B June 1996 6.6
B B June 1996 6.6
C A September 1996 6.3
D A May 1997 5.7
E B August 1997 54
F C February 1998 4.9
G A March 1998 4.8
H B January 1999 4.0

116. The Board noted that this came at a price in terms of alternating headquarters
and field experience with a view to improving the overall performance of the
institution. The United Nations Office at Vienna and the United Nations Office on
Drugs and Crime reviewed the issue in 2003 and implemented the rotation policy,
initially planned for implementation in 1995, with a pilot exercise in which seven
staff members rotated between field offices, five from headquarters to the field and
two from the field to headquarters. In April 2004 it was too early to assess the
qualitative impact on the United Nations Office on Drugs and Crime.

Fraud and presumptive fraud

117. During the biennium 2002-2003, no case of fraud or presumptive fraud was
reported. The United Nations Office on Drugs and Crime follows Office of Internal
Oversight Services guidelines on the detection, reporting and solving of fraud cases
and seeks its advice on these issues.

118. The United Nations Office on Drugs and Crime drafted a management
instruction on oversight and compliance for all field offices, which was to be issued
in May 2004. A compliance officer has been appointed for both the United Nations
Office at Vienna and the United Nations Office on Drugs and Crime, with the
mandate to guarantee sound management practices and compliance with rules and
regulations, management instructions and guidelines.

35



A/59/5/Add.9

E. Acknowledgement

119. The Board of Auditors wishes to express its appreciation for the cooperation
and assistance extended to its staff by the Executive Director.

(Signed) Shauket A. Fakie
Auditor-General of the Republic of South Africa

(Signed) Guillermo N. Carague
Chairman, Philippine Commission on Audit

(Signed) Francois L oger ot
First President of the Court of Accounts of France
9 July 2004
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Annex
Summary of status of implementation of recommendations for the
financial period ended 31 December 2001*
Not
Topic Implemented Under implementation implemented Total Reference in the present report
Budgetary and accounting Para. 48 - Para. 25 2
Project management and implementation Para. 23 Para. 52 - 2 Paras. 77, 96 and 104
Unliquidated obligations - Para. 37 - 1 Para. 42
Liabilities - - Para. 20 1 Paras. 19, 44 and 59
Information and communication
technology - Para. 84 - 1 Para. 111
Non-expendable property Para. 54 - - 1 Paras. 64, 66 and 105
Nationally executed expenditure - Paras. 69, 74 and 76 - 3 Para. 91
Support structure Para. 58 Paras. 16 and 42 - 3 Paras. 17, 25, 28, 35-41,
70 and 108
Total
Number 4 8 2 14
Percentage 29 57 14 100

@ See Official Records of the General Assembly, Fifty-seventh Session, Supplement No. 51 and corrigendum (A/57/5/Add.9 and

Corr.1), chap. II.
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Chapter |11

38

Audit opinion

We have audited the accompanying financial statements of the Fund of the
United Nations International Drug Control Programme, comprising statements | to
Il and the supporting notes for the biennium ended 31 December 2003. The
financial statements are the responsibility of the Secretary-General. Our
responsibility is to express an opinion on the financial statements based on our
audit.

We conducted our audit in accordance with the common auditing standards of
the Panel of External Auditors of the United Nations, the specialized agencies and
the International Atomic Energy Agency and in conformity with the International
Standards on Auditing. Those standards require that we plan and perform the audit
to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examination, on a test basis and as
considered by the auditor to be necessary in the circumstances, of evidence
supporting the amounts and disclosures in the financial statements. An audit also
includes an assessment of the accounting principles used and significant estimates
made by the Secretary-General, as well as an evaluation of the overall presentation
of the financial statements. We believe that our audit provides a reasonable basis for
the audit opinion.

In our opinion, these financial statements present fairly, in all material
respects, the financial position as at 31 December 2003 and the results of operations
and cash flows for the period then ended in accordance with the United Nations
International Drug Control Programme’s accounting policies, as set out in note 2 to
the financial statements, which were applied on a basis consistent with that of the
preceding financial period.

Without qualifying our opinion stated above, we draw attention to the lack of
procedures ensuring completeness and timeliness in the recording of field
obligations.

Furthermore, in our opinion, the transactions of the United Nations
International Drug Control Programme that have come to our notice or that we have
tested as part of our audit have in all other significant respects been in accordance
with the Financial Regulations and Rules and legislative authority.
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In accordance with article VII of the Financial Regulations, we have also
issued a long-form report on our audit of the financial statements of the United
Nations International Drug Control Programme.

(Signed) Shauket A. Fakie
Auditor-General of the Republic of South Africa

(Signed) Guillermo N. Carague
Chairman, Philippine Commission on Audit

(Signed) Francois L oger ot
First President of the Court of Accounts of France

9 July 2004

Note: The members of the Board of Auditors have signed only the original English
version of the audit opinion.
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Chapter IV
Certification of thefinancial statements

7 May 2004

| certify that the appended financial statements of the Fund of the United
Nations International Drug Control Programme, numbered | to |11, the notes and the
supporting schedules are correct based on our records and certified reports from
other executing agencies.

(Signed) Antonio Maria Costa
Executive Director
United Nations Office on Drugs and Crime
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Chapter V
Financial statementsfor the biennium ended
31 December 2003

Abbreviationsused in the financial statements

ACFR Association of Casa Famiglia Rosetta

AU African Union

CAMH Centre for Addiction and Mental Health

CCLEC Caribbean Customs Law Enforcement Council

CICP Centre for International Crime Prevention (subsumed under
UNODC effective 15 March 2004 (see ST/SGB/2004/6))

ClJ Centros de Integracion Juvenil

DESA Department for Economic and Social Affairs

ECSWPR European Center for Social Welfare Policy and Research

ESCAP Economic and Social Commission for Asia and the Pacific

FAO Food and Agriculture Organization of the United Nations

GILEAD Gilead Church

ICPO (Interpol)  International Criminal Police Organization (Interpol)

IFND International Federation of NGO against Drug Abuse

ILO International Labour Organization

IMO International Maritime Organization

NCA Norwegian Church Aid

NGO/CONS Non-governmental Organizations Consortium

OAU Organization of African Unity

PROFA Asociacion Dominicana Pro-Bienestar de la Familia

UNAIDS Joint United Nations Programme on HIV/AIDS

UNDCP United Nations International Drug Control Programme

UNDP United Nations Development Programme

UNESCO United Nations Educational, Scientific and Cultural
Organization

UNFPA United Nations Population Fund

UNICEF United Nations International Children’s Fund

UNICRI United Nations Interregional Crime and Justice Research
Institute

UNIDO United Nations Industrial Development Organization

a4
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UNOPS
UPU
WC
WCO
WHO
WSB

United Nations Office for Project Services
Universal Postal Union

World Concern

World Customs Organization

World Health Organization

World Scout Bureau
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Statement |

Income, expenditure and changesin fund balances for the biennium 2002-2003

(United States dollars)

General- General- Special-
purpose: purpose: purpose:
support programme programme Total
Note a b c d=(a+b+c) Total 2000-2001
Income
Voluntary contributions (schedule 1) 2(f) 24628587 4 020 147 83775993 112424 727 91 954 776
Cost-sharing contributions (schedule 1) - - 30979 972 30979 972 30 300 416
Support cost income (schedule 3) 2 (m) 7221700 - - 7221 700 7 206 999
Public donations 5 - - 2 479 857 2 479 857 1303 867
Interest income 6 - 3574 688 1475527 5050 215 9,472,198
Miscellaneous income 7 1130 064 - - 1130 064 19416
Consolidation elimination:
Support cost income 2(m) (7221 700) - - (7 221 700) (7 206 999)
Total income 25 758 651 7594835 118711349 152 064 835 133 050 673
Expenditure
Programme budget (schedule 2) - 4793 405 97502 246 102 295 651 110 229 799
Programme support cost:
Agencies (schedule 3) - 32363 2620 440 2 652 803 3557 493
UNDCP (schedule 3) - 301271 6 920 429 7221 700 7 206 999
Biennial support budget (schedule 4) 32,679,080 - 280 000 32 959 080 33175057
Consolidation elimination:
Support cost charges 2(m) (6920 429) (301 271) - (7 221 700) (7 206 999)
Total expenditure 25 758 651 4825768 107 323115 137 907 534 146 962 349
Excess of income over expenditure - 2769 067 11 388 234 14 157 301 (13911 676)
Other changes in fund balances:
Savings on prior year’s obligations - 610 502 73 662 684 164 754 552
Refund to donors 2 (n) - - (2 808 670) (2 808 670) (347,129)
Prior period adjustment 3 - (940 942) - (940 942) -
Inter-fund adjustments 8 - 176 260 (176 260) - -
Net change in provisions 9 - 16 175 256 946 273121 (346 369)
Extraordinary charges 10 - (1496 880) (148 587) (1 645 467) -
Net changes in fund balances - 1134182 8 585 325 9 719 507 (13 850 622)
Fund balances, 1 January - 9834 961 43 586 459 53 421 420 67 272 042
Fund balances,
31 December 2003 1 - 10969 143 52 171784 63 140 927 53 421 420
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Statement ||

Assets, liabilities and reserves and fund balances as at 31 December 2003

(United States dollars)

Note

General-

purpose Special-purpose

Total

Total 2001

Assets
Cash and term deposits 12 3501 535 5599 731 9101 266 13 500 264
Investments 13 22211406 35542096 57 753 502 48 851 465
Accounts receivable:
Voluntary contributions receivable 3 - - - 940 942
Accrued interest 596 057 - 596 057 12,578
Other accounts receivable and deferred charges 14 432,013 - 432 013 462 884
Other assets:
Operating funds advanced to
executing agencies (schedule 5) 453222 14 467 529 14 920 751 12 107 774
Total assets 27194233 55609356 82803589 75 875 907
Liabilities
Unliquidated obligations 15 720 844 3117 369 3838213 5176 015
Accounts payable:
Due to United Nations General Fund 354,298 - 354 298 33054
Other accounts payable 16 3149948 148 587 3298535 1827144
Other liabilities:
Operating funds due to executing
agencies (schedule 5) - 171 616 171 616 3418 274
Total liabilities 4225090 3437572 7 662 662 10 454 487
Reserves and fund balances
Reserves
Operational reserve 17 12000 000 - 12 000 000 12 000 000
12 000 000 - 12000 000 12 000 000
Fund balances
Ongoing support and project commitments 11 10969143 52,171,784 63 140 927 53 421 420
18 10969143 52171784 63140927 53 421 420
Total reserves and fund balances 22969143 52171784 75 140 927 65 421 420
Total liabilities and fund
balances 27194233 55609356 82803589 75 875 907
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Statement |11
Cash flow for the biennium 2002-2003
(United States dollars)

General-purpose

Special-purpose

Total

Total 2000-2001

Cash flows from operating activities

Net excess (shortfall) of income over expenditure 2769 067 11 388 234 14 157 301 (13 911 676)
Decrease/(increase) in net operating funds advanced to
executing agencies 2884 414 (8 944 049) (6 059 635) (7 775 270)
Decrease/(increase) in contributions receivable 940 942 - 940 942 128,886
Decrease/(increase) in other accounts receivable 30871 - 30871 479 767
(Decrease)/increase in unliquidated obligations (72 856) (1 264 946) (1337 802) (10 101 808)
Increase/(decrease) in other accounts payable 1579 750 (108 359) 1471391 (412 240)
Less: interest income (3574 688) (1475 527) (5 050 215) (9472 198)
Net cash (outflow) from operating activities 4 557 500 (404 647) 4 152 853 (41 064 539)
Cash flows from investing activities
Increase/(decrease) in amount due to United Nations
general fund 321244 - 321244 (702,094)
(Increase) Decrease in accrued interest (583 479) - (583 479) 736,046
Add: Interest income 3574 688 1475527 5050 215 9472198
Net cash inflow from investing activities 3312 453 1475527 4787 980 9 506 150
Cash flows from other sources
Savings on prior biennium’s obligations 610 502 73 662 684 164 754,552
Refund to donors - (2 808 670) (2 808 670) (347 129)
Prior period adjustment (940 942) - (940 942) -
Inter-fund adjustments 176 260 (176 260) - -
Decrease (Increase) in provisions (1 480 705) 108 359 (1372 346) (346,369)
Net cash (outflow) from other sources (1 634 885) (2 802 909) (4 437 794) 61,054
Net increase (decrease) in cash, term deposits
and investments 6 235 068 (1732 029) 4503 039 (31 497 335)
Cash and term deposits, 1 January 2002 19 477 873 42 873 856 62 351 729 93 849 064
Cash, term deposits and investments,
31 December 2003 25712941 41 141 827 66 854 768 62 351 729

45



A/59/5/Add.9

000T ® (€86 1) 166 T 000 T €86 1 - €86 T 21|gndsy d1reI00WRQ
sg|doad e

000 0T - (cooot) 000G 000 ST 000 0T - 000 0T Hemny|
0000002 - (0259209) 0259/08 - 0259/09 000000 € 0259/0¢€ ueder
- - (ooes69€2)  00€ 569 €2 - 00€ G69 €2 SP6 TOPGT  GSE €62 8 Aen
- (000 0T) 000 0T - 000 0T - 000 0T pes|
- - (89890 T) 879890 T - 89890 T 229 529 920 £V puepi|
000 09 (8v) (cs6 6TT) 000 02T 000 09 256 6TT - 256 6TT elpu|
- (217 69) 11v 69 - 11v 69 11v 69 - LAebunH
- - (190 22) 190 2L - 190 /L - 190 22 903019
850 095 vT. €22 (588 6TL 1) €96 /8E ¥ 9/Z 899 GBB 6TV Si/ T6V € oVt 82T Avew e
- - (689 STV €) 689 STV € - 689 GTV € 8ET6VET TSG990 T souelS
22 099 818 6€ (Tor 19T T) GE0 /TIET 000 S9v OV T9T T €/8 698 885 T6¢C puejuiS
120 T200T v.v 6262 (189 80T €) T9E €89 ¢ 198995 / 189 80T € 189 80T € - uosssiwwioD ueadoin3
0002 - - 0001 000T - - - 1dAB3
196G €99 - (685 2T2) 95T 9/8 - 68G 2T¢ 68G 212 - Qlewueg
- - (c62 66T) 262 66T - 262 66T 1S9 €T GE9 99 aljgnday Yoazd
- - - - - - - - elquojoD
- - (L¥S 60T) ¥19 16 €56 71 /%5 60T - /%5 60T 'ulD
GZS T08 €lETY (261 1822) 2851602 19€ 6v6 1611822 Yesove T €9Z V0T epeueD
€06 T GrS - - 85 T - - - uooewe)
000 6 - - 000G 000 ¥ - - - elnlog
EVT L0C - (eve 8LT) 981 G8E - EVE 8T - EVE 8T wnibpg
- - (000 T) 000T - 000T - 000 T sopeq.eg
000 T - (0002) 0002 000 T 0002 - 0002 usape|Bueg
- - (086 2) 086 T 000 T 0862 - 086 ¢ sewelegd

- - (8€9 928 2) 256 0€2 ¢ 989 G65 8€99¢8¢ ¥5692. 1 ¥8000T T eusny
G817 886 - (0zz et 2) S0/ TOT € - 02ZETTC 099889 T 095 ey eleisny

(B++2+p) =y 6 2=} B P q+®) =0 q e Joinqryuod
T R A ==
Joj Juewisnfpy SuoiR| |00 dpew s3bps|df
sabpa|d awoou |

(Ste||op sareis payun)

€002-200Z Wniuudig ay} Jojsuolingliuod Arejun|op

T aInpayds

46



A/59/5/Add.9

- - (000 0S2) 000 005 000 0S¢ 000 0G. 000 00€ 000 0GP foxpny
- - (Sov ¥7) Sov ¥ - Sov ¥ - Sov ¥ esiun|
- - (000 09) 000 05 - 000 05 000 02 000 0 pue|ey L
000 08 G6E VT (616 582) 8.6 06. 909 09 616 S8/ €79 961 99€ 68¢ pue|RZIMG
- 619 8Y (ev8 1ST 6) G/¥ 1288 889 T8¢ V8 TST 6 776 658 9 868162 C uspeVS
- - (000 OT) 000 0T - 000 0T - 000 0T BjUR LIS
- - (¥6S €19 T) ¥6G €19 T - ¥6G €19 T 21622 T 282 8¢ ureds
- - (65€ T2) 65€ T2 - 65€ 12 000 02 65ET B4V YInos
€921 €0€ - - 096 - - - elUBNOIS
- - (208 82) 20882 - 20882 20882 - enReAoIS
- - (000 OT) 000 0T - 000 0T - 000 0T alodebuis
- - (000 00T) 000 00T - 000 00T - 000 00T elgely Ipres
- - (000000 T) 000000 T - 000000 T 000 068 000 OTT uofeRpa- Uessny
- - - (t2) 1. - - - eluewoy
- - (000 052) 000 0ST 000 00T 000 052 - 000 0S¢ ©8J03 JO 21|gndey
- - (000G2) 00062 - 000 G2 - 000S. febniod
- - (000 €) 000€ - 000 € - 000 € euweued
- - (cs02) 250¢ - 7502 - z50¢ uers bied
26 L1€ G919 (625 22T 1) /8T 955 ¥ T6G TE6 2 625 LIT . 9¥9 6V ¥ €88/26¢ RemioN
- - (ev. 16) vl 16 - vl 16 - vl 16 pueesz MeN
¥y 9T (955 269 T) 0/680LT - 955269 T 156 209 665 780 T spuejByBN
0009 (s2) (5.6 2) 0009 000 € G672 - G162 0000.0 N
- - (000 02) 000 02 - 000 02 - 00002 0JeUON
- - (000 002) 000 002 - 000 002 - 000 002 00N
- (tse) 162 - 152 - 152 ele
- - (000 OF) 000 02 000 02 000 Ot - 000 O% esfeeN
765 €CT T 98y Z€T (#9e TSET) 2/8T€9T 009 0T. 79 TSET 0608€T T V12 €T Banogquisxn
- - (000 09) 00009 - 000 09 000 09 - uRIsURIYRI
- - - (000 9) 000 S - - - Uouege
(6+4+0+p) =y b6 2=} B P @+e)=o q e Joingriuod
€002 PqwaxRa T ssuoienin | €002-2002 €002-2002 200z Asenuer T feloL asodund asod.nd
Buipuesino ale. abueyoxa ul ul Buipuesino -[eads -[eloueD
10 Juawisnipy SuonIB||0D apew sabpe|d
sabpa|d awoou |

47



A/59/5/Add.9

‘adounz ussiseq pue

ue1Se3-yINos ‘[e1ua) Jo suoibal syl ul ssIANde swwelboud Bnup oy peyfewfes 00g 104 uoNg1uod Aeun|oA e Jussaldal €00 Ul Suo1199 (0o pue sabpald ,
'S911JUN0D dA[108dsa4 3} Ul sjoafoid Joy pasifewfes WeN BIA pue 1dAB3 ul xrewuaq Jo saissequid ayl Ag apew sabpa|d syussaiday |

'sabpa|d HuipueISINO JO UoIfeneAsl Uo

pUe U01399]|09 Uo sanfea abpa|d ul sabiteyo apn joul suoienion|y ate. abiteyoxs 10} Juswisn fpe ‘ske|jop sajels paliun Ueyl JBYIo sa1oua.lind Ul apew sabpa|d Jo4

G8/L 8EE LT ¥zs 1) (c/66/608)  20L6V. V2 6/8 0.5 €2 2.6 6.6 02 2.6 6.6 08 - Buireys-1s00 [e101
00S THT - (es6 528 €) €/E62L€ 080 8€2 €66 GZ8 € €96 528 € - SAaivNn
2282191 622) (S22 16£T) 96€ 286 ¢ 08%7 25 G/LT6ET SlLT6ET - nied

- (6TZ2996 T) 612996 T - 612996 T 612996 T - eLebIN
- - (T80 €8T 2) T80 E8T ¢ - T80 E8T ¢ T80 E8T ¢ - eAlyewer cely ueAgin
- - (000 00T) - 000 00T 000 00T 000 00T - Jljgndsy Uealuiwoq
GET 655 - (€86 120 T) €2V 9TT G6C 7o T €85 T20T €85T20T - BIQWO[0D
626 779 t1 - (oo 2s6 6T)  09€ 809 £T G96 886 02 00V 256 6T 00V 256 6T - [1zeig
828 0g2 (svST1) (989 tep) - 650 /99 989 ey 989 ey - elAlog
G/S6TT - (s2z vot) 0S8 €91 000 09 G2 0T S/2 ¥0T - epnaieg pueenbinuy
Buireys-1500
922 €99 /9 52 €/9€ (l2L ey 2IT) 620 9VS G2t 0.9 898 0S5 [2L Y72y TTT  €66G.L€8  1EL8Y98C Arejunjon [ejoy
- - (000 ST) 000 ST - 000 ST 000 ST - weN BIA
000 02 - 000 0T 000 0T - - - BRNZoUBA
G26 08T LY - (L226¥8G92)  SEVTIOSE 192 610 S€ 111 6¥8 52 l//6YE€C  00000S 2 BOLIBWY
J0 SoeIS palIuN
786 618¢C V8 /T (L/£€650T)  9TT 80T 2T 0OV TET T 11€ €65 0T 1/€ €65 0T - pue | uiBYUON
pue uellg sl
4o wopBury pauun
B+++p) =y 3 2=} B p @+e) =2 q e 1o)nq1auod
€002 +oqueea T suoirenn|y £002-2002 €002-2002 2002 Arenuer T feloL asod.nd asodund
Buipuesino ale. abueyoxa ul ul Buipuesino -[eads -[eloueD
Jo} Juawisn [py suons|10D apew sabpa|d
sabpa|d awoou |




A/59/5/Add.9

6V26007  TS9 G62 ZOT 006 ¥OE 90T ¥SE €682Z 9¥Z 20S 26 009 G6E 00T G68STT T SOV E6L ¥  00E 606 S awuwefbod ‘reo)
820¥€L €  T.YSTEZ6 00S6V096 968/.STZ ¥0ZO0¥906 00T 86.26 ZET9/ST 892S/9T 00V TSCE g ‘[eoL
TT¥ 999 688/69S 00E¥9€9  9€Z 669 958856  008.829 (G282€)  SZE6OT 00S 92 Adesonpe
pue uoiresiba| ‘voddns Ao1jod
Me| joany g
ZIT897 0T 886 /0€tZ 00T 9LLVE €..6026 L22862€Z 00080SZE 6E€8SZT T9L600T 00T8922  Bubiyen Bnip 1011 jo uoisssiddng
Bupolyen-nuy g
(6 007 2) GBS 6029 00T 606 ¥S (ETTTGLZ) E€TPESLT9 00E200+S 8T90SE 28T 9SG 008 906 T ‘leloL
(291 1292) 2962ev 92 008TI8EZ (9TEVV6 ) 9TL2YE9Z 007 86EEZ PSTEZE  9¥Z 06 00V €T¥ swdo pASp BAITRUIBY Y
(¥9. €) 799 0¥ 006 9€5 (Tsv 2) TS0 66€ 009 T6E /89¢€ €T9 VT 00€ S¥T Bulioyuow doso 11|
(695 G/L¥) 696 GE€SGE 00V 095 0€ (9VE 66L 1) 9¥9 TTOGE 00E ZTZOE LLL €2 €2e¥2E 00T 8YE  9Snge Bnup Jo UOONPaI pUe UOUSASI
sabus|feyd edolo T
awwre J60.d uoirejadood [ed1uysa] g
122 612 6/T0866 00V SSZOT 8SF SEL Zv02989 005 26G. (L£209%) LETSITE 0062592 v ‘feloL
(6SZ TTT)  6ST2ZP.¥ 006 0E9+© 656 €L Tv62¢TC 00696E¢ (8TZG8E) 8TZ6I9C 000 ¥EZ 2 LSowwrelfoud 9103 Y10
€S 9vE I¥SE€9TZ 0000TSZ 2.0 06€ 826.20Z 0008Trz (6T9€F)  BI9GET 000 26 Bulepune|-Asuow-nuy
Me| Joany ‘g
zlece 829 92L 000 65 z/80¢ 82T 8€9 000 699 00S T 00S 88 000 06 Bupioiye Bnup 11|11 Jo uoissaiddns
BuppIel-NUY 2
(259 0g) /ST 929 005 S65 (Lg908) ST 929 00S G65 - - - Buioyuow doso 11|
zTe 8¢ 889T2/T 00009.T <ZIZTL 8889WyT 00T 8TIST (0062€) 008 ¥.2 006 T¥Z  9snce Bnup Jo uoionpal pue uoUASIH
sabus|feyd eqolo T
awuwebolidalo) 'V
10198s Ag
aouefeqg €00¢2-200¢ £002-2002 aoueleg €002-2002 €002-200¢2 aouefeqg £002-2002 £002-2002 Ananoy
alnlipuadxg  1B6png aJnyipuadxg 1ebpng alnlipuadxg  1©b6png
feol asod.nd-e1oads asod.nd-[essuso

(srejjop soFeIS PALIUN)
£002-200Z WNIUUsIq 8y} Joj 196png swure 160 1d
ZaInpayds

49



A/59/5/Add.9

"ABojouyds) uoifewoul pue AgedoApe ‘sediAles AlosiApe [eBa| ‘sedinles D1)11Us10S pue Aloelode| ‘sisAfeue pue ydjessay ,

awuwebo.d ‘[elol

6%7¢Z 600 v 1G9 G6¢ 20T 006 70€ 90T ¥SE €68 ¢  9C ¢0S L6 009 S6€ 00T S68 STT T SOV €6L 1  00€ 606 S
820 VELE ¢l GTEZC6 00S6V096 968 /STC vOCOV906 00T86L¢6 CZET9.ST 892G/9T 00V TSC€ g ‘eloL
L0€ 168 €66 GES 7 00€ LZv S 985S L Y19 [9v v 00C SLv v T<Z.L €88 6.€ 89 00T ¢S6 ueaqqlred syl pue edliswy ulre]
YWASRSSTAN) €2, /9091 00€ €¢€ LT 900 1v6 6y 69L GT 005 O0TL9T T.S V1€ 6¢¢ 86¢ 008 ¢19 J1}13ed 3y} pue eiISY jse3
188 0€E 6TGGEST 00r998T 08T 9SE 026 LVET 00T +0.T (662 S2) 66S /8T 00€ 29T BISY Yyinos
759G 6.€ 9%T €06 ¥T 00L ¢8Z ST 8¢8 €8V T/SIY8ET 00V TEEVT (P.Z¥OT) ¥.SSSOT  OOE TS6 BISY [AUD pue 1Sa\
99¢ V6V Wl /lc6€ 00V Tev v  9Sb vSbv 79 C€6 € 00T /8EV 008 6E€ (00s 9) 00€ vE adoin3 useiseq
9450 29 vvZ v16 00€ 9.6 ¥TT 69 98T .16 00€ 9.6 (4744 (cv6 2) - 1se3 a|ppIN
(re62ze)  ve6€06L. 000189L (€6G/89) €60958. 00S89T L 699v9y  TEQ LY 00S 215 el
0ce evs 08L/¢S¢ O00TTL0E G6IEEVS 189 T0S ¢ 000S0eE T 660 9¢ 00T 9¢ [edqo|o
awwre J6o.d uoire adood [ed1uyss] ‘g
122 S.2 6.7 0866 00 GSZ 0T 8Sv GEL Zv0 298 9 005 26G/. (/€209¥) LETSITE 006,592 V ‘[eloL
T¢c Sle 6.T0866 00 GSC 0T 8SY SEL Zv0 298 9 00S /652 (L€209¥) LETBITE 006 /S92 eqo|o
awuwebolidalo) 'V
uoibai Ag
aoueleg €002-200C €00¢-200¢C aoueeg €002-200C €00¢-200C aoueleg €00¢-200¢C €00¢-200¢ Ananoy
alnlipuadxg  1B6png aJnyipuadxg 1ebpng alnlipuadxg  1©b6png

feloL

asod.nd-e1oads

asod.nd-[essuso

50




A/59/5/Add.9

6°¢CT 2es6vL e 1% % 861 €18 062v.8  (2¢61) 8'8 ¥€09/8T ¢68€EL8T ¢vTc 80888CT¢ €¢r8.2TZ S8EOT d [eloL

0€T 6CLE 0’9 vev T vev T B 08 S6¢ ¢ S6¢ ¢ ) G89 8¢ G89 8¢ B aSM

0€T 8Ev v 00T VvIvE Viv € - o€ 20T v20T - EVT vE EVT vE - v404d

0€T GEV 19T g9 8T, 08 8T, 08 - g9 /T, 08 /T, 08 - S6LTVCT S6LTVCT - VYON

0eT  (62) oot (922) (9¢2) - oe  (89) (89) - (192 2) (t9z 2) - cIo
suoieziueflo [ejuswiu enob-UuoN

0€T Zlecy S'S T06 LT T06 LT - S’ a4 a4 - 691 G2t 69v G2E - ODOM

0€T  8e8GC 06 888.T 888 LT - O 0S6. 056 L - 26/ 861 2G. 86T - Nvo

oer  (98) 0€T  (98) (v0e) 8Tl - - - - (¥99) (t871) 106 03700
suolreziueblo [eyuawiuenobeiu|

AN 128 1.8 - - - - LCl  /Z8/8 128 1.8 - €16 169 €6 T69 - OHM

0€T 9€L ST S99 898 L 898 L - S99 898 L 898 L - Ly0 12T Y0 12T - ndn

oer (509 0T) g8 (€6 9) (Getv) (@6L2) Sv  (129¢) (1672) (08r 1) (2618)  (0B98Y)  (£83%¢) OdINN

0€T 799 ¢T 0's T8V T/8v - 08 €6, L €6L L - T¢v L6 T¢v L6 - 430INN

O€T 6178 €E1C (A G86 8T G86 8T - 8Tl 1981¥6T ET8BE6L TSOT 766 V79T E€T69€9T 1808 Ol

O€T 298 801 0¢ 950 60T 95060T - OTT 908665 908 665 - 88,¢SrS 88L¢CSVS - [0} =]
so10uabe pazi[e10ads SUoITeN paiun

6CT /28¢€8r1 'S 609 819 €2L 919 988 1 G, 812998 L9298 T/S¢ €VZ9eSTI 696 TOSTT  +8C ¥ SdONN
Sall1lue SUoleN paliun
uoleuswe|dwi Aoueby g

6Tl 6EZT609 80T T9690SS 60T CTCS ¢Z9816¢ I'T 8LC¥8S 2OV ¥99 9/8 6T 080860 TS S8BT 8999 SG686<Y V¥ dOdnNNn
uopelewe|dwi dOANN VY

% JuNowy % reloL asod.und asod.nd % reloL asod.und asod.und reloL asod.nd asod.nd
-[e1090s -[eJoueD -[e10eds -[eJeUeD -[e1oeds -[eoweD
feloL doann fousBy
1509 1Joddns awwre i6o.id awwre iboid

(srejjop soFeIS PALIUN)

€002-200¢ wniuusiqgayy o}
spuny Jo 92.nos pue Aousbe Bulindexs Aq sisod 1ioddns swuwresbod pue aunlipusdxe swwre 6o 1d

€39INpayas

51



A/59/5/Add.9

‘11oddns s11 10} aresuadwod 01 JANN Y1IM pateys
s11509 Joddns Jo afiejusdled |fews e ‘810jaIay) ‘S3SED BW0S U| d@NN WO.} 8dUeISISSe aAlelIs U lwpe awos 186 sa01Jo pRlf dDANN Ag paIndexe sielold ,

L'6 €051/.8 6 TL 00LT2CL 6V 0¢69 TLCT0E 97¢C €08¢99¢ 0P 029¢ €9€¢cE TS9G6C 20T 92 20S/6 SOVE6L¥ D pued'y [eloL

gt ceLEE0T 8¢ Tre1v8 oeoves Tl 90 167 ¢6T  9VT 8T 12 40) 29,8066 8£9G956C SCTESE O [eloL

g'e CELEEOT 8¢ Tve 1v8 0e0e8  TiCL 90 T ¢6T  9VT 28T Se 0T 29,8066 8£9G956C SCTESE JuslUU A0S
uoleiuswe|dwi feuolreN ‘D

% JUNoWY/ % reloL asod.und asod.nd % reloL asod.und asod.und reloL asod.nd asod.und

-[eroads -[eBUBD -[eroads -[eUBD -[eroads -[eRURD
[eloL doann foueBy
1509 1Joddns awwre i6o.id awwre iboid

52



A/59/5/Add.9

0ce e ¢ 080 656 ¢€ 7¥8 0CL 9€C 8€C ¢E 00v T8€ G€ /S0 G.LT €€ feiol
6vy EV6 T 199 8S/. G¢ ¥8 0¢L 108 LEO G¢ 00T ¢0L L¢ 86¢ 8TT /¢ spuny asod.ind-elsue
1/88.l% 62 002 L - 62 00T L 00€ 619 L 652 950 9 ((1) z @10 pue ¢ a|npayos) spunj asod.nd- e 2ads
82.nos Bulpuny Ag

0ce cev ¢ 080 656 ¢€ 8 0CL 9€C 8€C ¢E 00v T8€ S€ /S0 G.LT €€ feiol
880 L6 ¢1968¢ ¢ 090 0T¢ 2866/0¢ 00L2Z8e ¢ T/ €€8 1T By1o ‘selb ‘sdiysmo|pd
Ovv OLT 09V EET T T0€ €S 6GT 080T 006 €E0E T CIr62S 1 suonsinboy
GG¢Z T0C GG €S0 € 69¢ L¢ 9/29¢0¢€ 008 5S¢ € 6.5 650 v sesuadxe Bulressdo
T99 98 6€0 6TL 9G1 6 €85 60L 00. S08 STANAAN S9JIAJSS [en)deluoD
06L Tv 0T1G6G.¢T LT0 62 €6V O T 00€ LTET 0LGESVT enel L
980628 T 16 T6v ¢ v. T6E €.T 00T ¢ 000 LT€ 9¢ 006 92T v¢ S1S00 fpuuosiad J8yio pue jeis
aJnlipuadxe Jo 199lqo Ag

ocecev e 080 6S6 ¢€ 8 0¢L 9eC 8eC 2 00t T8¢ G€ /S0 G.T €€ el
.2 G626 T 92¢ T8€ ST VT 99¢€ 6.0 STO ST 00S 90€ LT 6SY CTL VT sielienbpesH
9v0 L6V S8 LS LT 169 ¥SE LST €CC LT 006 7720 8T 865 ¢97 8T [pra| Anunod
uol1ed0| Ag

ocecev e 080 656 ¢€ 8 02 9eC 8eC 2 00t T8¢ G€ /S0 G/T €€ el
0cv 861 086 618 6 766 0SE 986 891 6 00 8T€ 0T 006 T/8 8 uoIrelIs iU iwpe pue Juswafeue

006 €26 T 00T 6€T €¢ 0S8 69¢€ 0S¢ 69/ ¢¢ 000 €90 S¢ /ST €0E ¢ [elolgns

S8 9¢v T 9v¢ 195 S €G9T ST €60 95 S 00T 886 9 695 08 & sierrenbpeaH

9v0 L6V 88 L/S LT /169 ¥S€ LGT €¢¢C LT 006 720 8T 86G ¢9v 81 [pAs| Anunod
1ioddns awuwe60.d
aul| uolelidoidde Ag
€002 420Weeq TE [eloL suolreBijgo perepnbijun - sjuswssINGSIA €002-2002 1002-0002 wel|

aoue[eq paJlaquinduaun £002-2002 @.nyipuadx3 1ebpng alnyipuadx3

(srejjop soFeIS PALIUN)

€002-200Z wniuusigay) Joj 186png 1ioddns [eluusig

¥ aInpayds

53



A/59/5/Add.9

- G9€ 25 G9€ 2§ (088 6Y€) Szy 0SS 26€ 0/2 v OOM

- - - - - (€22 1) €Ll L 0Odol

- - - - St - (st) ddMSO3

- - - (€29 €2) (etT) €L6 €T 29.6 23700

- 00% 95 00% 95 (202 902) - 9tz EVT 9G8 6TT ny

suolreziueh 1o ejuswu ;BACB JBIU |

(205 s¢€) - (205 5¢€) (500 9¢6) 696 0E 00T TCTT (996 152) OHM

- T2€ S9 T2€ 59 (516 82T) - 002 1T 9€0 08 Nndn

- - - (6€2 ¥£€9) €68 /6 ¥8. 21§ 20T 2 0aINn

- - - - - (ezv 1) A4 XA 00S3NN

- €979 €919 - - - €919 OWNI

- 260 GTT 260 STT (858 6£8 T) €96 T 050 Tev ¢ (€90 891) onl!

- G99 092 G99 09¢ (¥6S 250 9) €LV €2 00Z TV 9 (L€ TVT) Ov4

$_oc®mm UmN__w_oQO SUoIleN paliun

- 62 189 62 189 (€88000€T) - 0S9 ¥ST 9T (see zLv 2) SdONN

- - - - - (¢zz 62) zee 62 I4DINN

(eTS 6) - (eTS 6) (eTZ S0T) - 0S8 79T (0ST 69) 432INN

- €er 8 €er 8 - - - £ev 8 vd4NN

- 22z €Sy 22z €Sy (280 817G 6) - 899 €99 9 9€9 /€€ € VM/JANN

- 906 £9€ 8 906 €9€ 8 (esgocTvE) - 920 ¥21 8¢ €8L9/E Y JByo/daNn

- 86/ €85 ¥ 86/ €85 ¥ (esztoT08) - 678 226 OF 902 29/ € feuoireu/danNn

- - - - - (¥6L2) ¥6. 2 dvos3

- - - - 0.5 0T (€96 1¥) €6€ /€ vs3aa

- €8 1T €8/ 1T - - - €8/ 1T dolio

S91111Ud SUOIeN patiun

p-2+q+e p-o+q+e p-2+q+e p 2 q e sa1ouabe Buindex3
€00¢ JlsquedeQd 1€ €00¢ lsquieded 1€ €00¢ lsquisded T€ suswissIngs i awlodul S80UeAPY 200z Atenuer T
salouabe 0] salouabe yjim salouabe yjim snoaue|R3sIN salouabe yiim

anp spuny Bunesedo

spuny Buiresedo

spuny Buiresado

spuny Bunesado

(S£e|0p SeTeIsS palun)

€002 Joquweiaq T¢ Te se sauabe Hulntexa 01 paoueApe spun) Buite edQ

G 3|NpPayds



A/59/5/Add.9

Juswebue.te Bu I IOM = WA

(919 1L1) TGL 026 ¢T TG. 026 ¢T (6Sz €57 86)  2GE 29T Z¥S 0GE 0T 00S 689 8 [e1oL

- 144y 144y (086 0€) (¥62 1) 0S9 T€ 89/ TT asm

- 66 66 - - - 66 M

- €8LT €81 (29T G8) - 056 9¢ - v404d

(09€ 211) - (09€ 211) (ers2ze 1) - 0Sv 012 T (862) VON

- 89 0L 89 0L - - (G2t 91) €19 98 andl

- 080 G/T 080 G/T - - - 080 G/T avao

- - - - (00s 1) 00S T - SNOD/OSN

(Tvz v1) - (Tvz v1) - - - (Tvz v1) HIVYD

- - - - - 66T T (66T T) d40v

wco_HmN_cmm 10 [eluswiu ._w>om-r_OZ

p-2+Q+e P-2+0Q+e€ pP-2+q+e p 2 q e salousfe Bunnoex3y
€00¢ JlequedeQd 1€ €00¢ Jlsquisded 1€ €00¢ lsquisded T€ suswissIngs i awlodul S80UeAPY 200z Atenuer T
salouabe 0] salouabe yjim salouabe y1im snoaue|R3sIN salouabe yiim

anp spuny Bunesedo

spuny Buiresedo

spuny Buiresado

spuny Bunesado

55



A/59/5/Add.9

56

Notesto the financial statements

Note 1
Statement of aims

The United Nations Office on Drugs and Crime aims to implement the
Organization’s drug programme and crime programme in an integrated manner,
addressing the interrelated issues of drug control, crime prevention and international
terrorism in the context of sustainable development and human security. Through its
drug programme, the Office serves as the central drug control entity with exclusive
responsibility for coordinating and providing effective leadership for all United
Nations drug control activities and serves as the repository of technical expertise in
international drug control for the Secretariat of the United Nations, including its
regional commissions, and other United Nations organs, as well as Member States,
and in this capacity advises them on questions of international and national drug
control. The Fund of the United Nations International Drug Control Programme
supports technical cooperation programmes and projects in the field of drug control.

Note 2
Accounting policies

The significant accounting policies of the Fund of the United Nations
International Drug Control Programme are set out below:

(@ Rules and procedures. The accounts of the Fund are maintained in
accordance with the Financial Regulations of the United Nations, its own Financial
Rules and in conformity with the United Nations system common accounting
standards (A/48/530, annex) as recognized by the General Assembly in its resolution
48/216 C of 23 December 1993 and subsequent revisions;

(b) Accounting convention. The accounts are prepared on a historical cost
basis, modified to the extent that the cost of all property acquired is charged as an
expense in the year of purchase. The financial period is a biennium and consists of
two consecutive calendar years;

(c) Contingent liabilities. The United Nations accounting standard on end-
of-service benefits (and post-retirement benefits) requires that liabilities in respect
of the above should be provided for in the accounts to the extent required by the
financial policies of the Organization. In so far as such liabilities are not fully
provided for, appropriate disclosure should be made in the notes to the financial
statements and the total estimated liabilities quantified where possible.

The Fund has not specifically recognized liabilities for after-service health
insurance costs, which will be owed when staff members leave the Organization.
Such payments are budgeted for in the support budget and in the programme budget,
and the actual costs incurred in each financial period are reported as current
expenditures. In order to obtain a better understanding of the financial magnitude of
the Organization’s liability, further assessment was made of post-retirement health
insurance for the biennium 2002-2003. A valuation was made of the post-retirement
health insurance costs to be borne by the Organization under the support budget as
at 31 December 2003, for all current retirees participating in the scheme and active
employees eligible to join the scheme on that date. A contingency of $1,302,360,
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representing the present value of the costs that would be incurred by the
Organization as at 31 December 2003, is shown under note 17 (Operational reserve).

The separation from service of staff members under the Fund is in accordance
with United Nations Staff Rules, chapter 1X (Separation from service). Separation
benefits under the Rules cover terminal indemnity, repatriation grant, commutation
of accrued annual leave up to a maximum of 60 days and other related expenses.
Provision for repatriation grant entitlements is calculated on the basis of 8 per cent
of net base pay for all personnel funded from the Fund (note 16). Under the Fund
any contingent liabilities for project staff are budgeted for under the specific
projects that those staff members are charged to. For all other separation
entitlements not specifically provided for, a contingent amount was included in the
operational reserve (note 17) on the basis of applying staff rule 109 for 203 posts
authorized in the support budget for 2000-2001. As per the final support budget for
2002-2003, there were 192 authorized posts, of which 178 were encumbered as at
31 December 2003, in addition to 25 staff under general temporary assistance. A
reassessment of end-of-service liabilities was made as at 31 December 2003.
Regarding post-retirement benefits, the Fund participates in the United Nations Joint
Staff Pension Fund (see note 20), in whose financial statements details of those
benefits are disclosed;

(d) Unliquidated obligations. Unliquidated obligations are expenditures
based on firm obligations entered into, but not disbursed, in the financial period.
Unliquidated obligations for the current period in respect of all technical
cooperation activities remain valid for 12 months following the end of the period to
which they relate;

(e) Special-purpose contributions. Special-purpose contributions are
recorded as income when received. For large special-purpose contributions received
in advance, income is deferred to future periods as otherwise their exceptional size
and nature would materially distort operational results and fund balances;

(f) General-purpose  contributions. Until 2001, general-purpose
contributions were recorded as income on the basis of written pledges. Effective
1 January 2002, general-purpose contributions are recorded as income when
received in order to apply consistently the accounting policy on the recording of
income in trust funds and to recognize all contributions income on a more prudent
basis. The impact of this change in accounting policy on prior periods is shown in
note 3 below;

(9) Miscellaneous income. Refunds of expenditures charged to prior financial
periods, net gains on exchange and proceeds from the sale of surplus property are
credited to miscellaneous income;

(h) Interest income. Interest income is based only on amounts received and
accrued from cash, term deposits and investments relating to the financial period.
Interest due from cash, term deposits and investments made in the financial period
but not maturing until future periods is recorded as accounts receivable;

(i) General-purpose and special-purpose funds. General-purpose funds arise
from income that is not earmarked for a specific purpose or project. They are used to
fund the approved biennial support budget as well as those programme activities not
funded by special-purpose funds. Special-purpose funds arise from income that is
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earmarked either for specific programmes, projects or purposes within broader
geographical and thematic sectors;

(j)) Cash and term deposits. Funds on deposit in interest-bearing bank
accounts, time deposits and call accounts that are immediately available or will be
maturing within 12 months of the period end date are shown in note 12 separately
from term deposits maturing after 12 months of the period end date. All term
deposits are placed in line with the United Nations investment policies and
guidelines;

(k) Investments. In line with United Nations investment policies and
guidelines temporary surpluses are placed in securities such as triple AAA-rated
bonds or notes based on cash-flow requirements and taking into account investment
bids received at the time of placement. Since July 2000 surplus funds in excess of
current needs are placed in the United Nations investment pool (for offices away
from Headquarters) and managed through investment pooling. Details of these
investments, shown at cost, are disclosed in note 13. Long-term investments with a
book value of $27,413,514 had a market value of $27,395,800 as at 31 December
2003.

() Translation of currencies. The financial statements of the Fund are
presented in United States dollars, which is the currency best suited to its
operations. As per United Nations accounting standards, transactions in currencies
other than United States dollars are recorded in United States dollars by applying the
United Nations operational rate of exchange at the time of the transaction. The
policy for translating balance sheet items maintained in other currencies is also in
accordance with United Nations accounting standards. For monetary items (that is,
money held and assets and liabilities and any other balances to be received or paid
in fixed or determinable amounts of money) and non-monetary items carried at fair
value, in accounts maintained in other currencies, the translation into United States
dollars is done at the applicable United Nations rates of exchange in effect as at the
date of the financial statements. Non-monetary items carried at historical cost in
other currencies are translated using the United Nations operational rate of exchange
at the date of the transaction. On the closing of the accounts at the end of each
financial period, if the balance of the exchange accounts reflects a net loss on
exchange, it is debited to the budgetary account. If there is a net gain, this is
credited to miscellaneous income;

(m) Programme support costs. In accordance with United Nations practice
and as authorized by its governing body, the Commission on Narcotic Drugs, the
Fund charges a programme support rate of up to 13 per cent for programme and
project execution. In case the programme or project is shared by the Fund and an
associated agency, programme support charges are also accordingly shared between
both organizations with a combined amount not exceeding 13 per cent. For
nationally executed programmes and projects, a maximum of 5 per cent is charged
for programme support. Programme support costs paid in the biennium to executing
agencies under this arrangement are charged to programme expenditure in the
financial statements as they constitute an outflow of funds from the organization.
Programme support costs retained by the Fund under this arrangement are not
charged to programme expenditure since they have been incurred under the biennial
support budget. These are shown both as support cost income and support cost
charges and are offset by a consolidation elimination (see statement 1). Full details
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of the amounts retained by the Fund are disclosed by funding source in schedule 3.
The amount retained out of programme activities funded by special-purpose income,
however, is shown as funding part of the support budget, being the effective
recovery of those costs through the programme support arrangement and amounting
to $6,920,429 for 2002-2003 ($6,056,759 for 2000-2001);

(n) Refunds to donors. In accordance with terms and conditions stipulated in
funding agreements, donors are refunded amounts surplus to the requirements of
specific projects that are compl eted.

Note 3
Prior period adjustment

As aresult of the change in accounting policy in recognizing general-purpose
income on a cash basis (see note 2, subparagraph (f), above), $940,942 of general-
purpose pledges outstanding as at 1 January 2002 are reversed as a prior period
adjustment to the fund balance that previously included this amount. The impact of
this change in policy would also be to increase income of $91,954,776 from
voluntary contributions reported for 2000-2001 by $160,514 to $92,115,290 as a
basis of comparison with income of $112,424,727 from voluntary contributions
reported for 2002-2003.

Note 4
Regular budget expenditure

The total expenditure of $137,907,534 in statement | does not include the
following amounts for 2002-2003 financed from the regular budget of the United
Nations (in United States dollars):

Expenditure 2002-2003 2000-2001
Staff and other personnel costs 14 769 268 11 623 119
Travel on official business 1455 149 1045175
Contractual services 1075967 805 636
General operating expenses 318 941 236 233
Acquisitions 336 262 406 505
Fellowships, grants, others 47 922 87 608

Total 18 003 509 14 444 890
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Note 5
Public donations

Public donations received in 2002-2003 amounted to (in United States dollars):

Donor 2002-2003 2000-2001
Caribbean Development Bank - 64 883
Drug Abuse Prevention Centre, Japan 369 389 622 024
Financial Transactions and Reports Analysis Centre of
Canada 232883 -
Ford Foundation - 35000
Human Security Trust Fund 1468 119 200 000
International Hospitality and Conference Service Association,
Japan 100 000 -
Islamic Solidarity Fund 10 000 -
Lions Club, Japan 12 000 -
Lions Club, Luxembourg 23 096 -
Mr. Komuro, Japan - 91 288
OPEC Fund 70 000 -
Organization of American States - 190 951
UNDP China 42 750 -
UNDP Myanmar 151 620 -
UNICEF, Egypt - 9800
United Nations Association, Scotland - 133
Universal Postal Union - 49 988
World Food Programme - 9 800
United Nations Office for the Coordination of Humanitarian
Assistance to Afghanistan - 30 000
Total 2 479 857 1303 867
Note 6

Interest income

Total interest earned in 2002-2003 amounted to $5,050,215 ($9,472,198 in
2000-2001). Special-purpose and general-purpose funds are not invested separately.
Until 1995, the total interest income from investments was apportioned between
general-purpose and special-purpose funds in accordance with the ratio of their
respective average fund balance. However, the amount of interest apportioned to the
special-purpose fund needs to be assigned more precisely to the individual trust
funds comprising the fund balance. In addition, not every trust fund agreement
specifies a requirement to accrue interest or specially account for it. From 1996
onwards, therefore, where donor funding arrangements specifically require accruing
interest or donors have otherwise indicated a requirement for an account of
accumulated interest, the relevant special-purpose trust fund has been credited
interest over the period of its use and on the balance outstanding at the end of 2003.
On that basis, in 2002-2003, interest income of $1,475,527 is assigned to special-
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purpose trust funds as per specific donor requirements. The balance of $3,574,688
interest earned for 2002-2003 is credited to the general -purpose fund.

Note 7
Miscellaneous income

Total miscellaneous income in 2002-2003 (in United States dollars) amounted

to:

Miscellaneous income 2002-2003 2000-2001

Sale proceeds from drug identification kits 21245 1844

Net gain on exchange 918 490 17 572

Refund of prior year expenditure 190 329 -
Total 1130 064 19 416

Note 8

Inter-fund adjustments
Adjustments between funds included (in United States dollars):

General-purpose Special-
funds purpose funds
Prior year expenditure now charged to general-purpose
funds as donors declined to fund project expenditure they
had previously pledged from special-purpose funds (38 442) 38 442
Recovery of general-purpose funds by absorption of prior
year expenditure by special-purpose funds 214 702 (214 702)
Total 176 260 (176 260)
Note 9

Net changein provisions

A decrease of $273,121 in provisions is credited to net income for 2002-2003.
This decrease is represented by the following changes in provisions, as shown in
note 16 below, against known or potential liabilities:

(@) During the prior biennium, a provision of $256,946 was created out of
fund balances for unspent project budget allocations covering 2000-2001. During
2002-2003, expenditures against those allocations were recorded and the provision
was cleared;

(b) A provision of $261,723 made against operating fund balances with
executing agencies that were deemed unlikely to be recovered at the end of 2001 has
been reduced by the partial recovery of $16,175 to $245,548 at the end of December
2003.
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Note 10
Extraordinary charges

Despite previously certified financial reports from UNDP, project and support
budget accounts that are closed or do not have sufficient funds are now being
charged retroactively by UNDP for $976,363 of previously unreported expenditure.
Also, based on previously certified financial reports from UNDP, a number of
nationally executed projects were closed by UNDCP with related funding reported
as spent or, where unspent, returned to donors. However, $669,104 of operating
funds previously advanced to Governments by UNDP are now being requested by
UNDP to be charged to those closed projects. The United Nations Office on Drugs
and Crime repeatedly informed UNDP during 2003, when these items were first
disclosed by UNDP resulting from the introduction of changes in their accounting
software, that such charges could only be accepted subject to necessary audit
validation, legal clearance and fund availability as the Office was reluctant to
entertain claims dating back several years during which it had relied on certified
financial reports from UNDP. Accordingly, given the unusual reporting of these
items, their materiality and the uncertainty related especially to their periodicity,
they are classified separately as extraordinary charges against the general-purpose
fund until this matter is resolved, as explained below.

As against these extraordinary charges totalling $1,645,467 ($976,363 in
unreported expenditure and $669,104 in outstanding advances), which UNDP
wishes to recover retroactively, UNDP is being requested, also retroactively, to
account for potential interest losses estimated by the Fund at $1,714,943 on surplus
cash balances UNDP has held since 1992 but on which it has never reported interest
earned. Similarly, while UNDP now requires exchange losses included in the
outstanding advances to be written off, it has not reported exchange gains on other
outstanding project accounts. Therefore, as a matter of financial prudence, the total
claim of UNDP amounting to $1,645,467 is being set aside as a provision (see note
16 below). Of this total claim, $148,587 is provided against available special-
purpose funds and the balance $1,496,880 is provided out of the general-purpose
fund. The counter-claim of $1,714,943 plus any unreported exchange gains are not
credited to special- or general-purpose funds for the time being until all these
suspense items are finally settled.

Note 11
Fund balances

Fund balances represent the unexpended resources of the Fund as at
31 December 2003. Net changes in those balances during 2002-2003 and future
commitments against them are summarized below (in United States dollars):

Changes in fund balances General-purpose Special-purpose Total
Total fund balance as at 1 January 2002 9834 961 43586 459 53421 420
Net changes during 2002-2003 (statement I) 1134182 8 585 325 9 719 507
Total fund balance as at 31 December 2003 10 969 143 52171784 63140 927
Ongoing support and project commitments 10969 143 52171784 63140927

Balance as at 31 December 2003 available for
future programme activities - - -
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Note 12
Cash and term deposits

Cash included (in United States dollars):

Cash and term deposits

As at
31 December 2003

As at
31 December 2001

Interest-bearing bank deposits (note 2, subparagraph (j)) 9101 266 13 500 264
Total 9 101 266 13 500 264
Note 13
Investments
Investments included (in United States dollars):
As at As at

Investments

31 December 2003

31 December 2001

United Nations investment pool (for offices away from

Headquarters) (note 2, subparagraph (k)) 57 753 502 48 851 465
Total 57 753 502 48 851 465
Note 14

Other accountsreceivable

Accounts receivable included (in United States dollars):

Accounts receivable

As at 31 December 2003

As at 31 December 2001

Education grant advances 214 145 371248
Travel advances 8594 -
Salary advances 36 525 34 369
Other receivables and deferred charges 172 749 57 267

Total 432 013 462 884
Note 15

Unliquidated obligations

Unliquidated obligations comprised the following (in United States dollars):

Unliquidated obligations

As at 31 December 2003

As at 31 December 2001

Programme budget
Headquarters 1087 470 828 533
Field-level 2030 020 3553782
Biennial support budget
Headquarters 720 844 793 700
Field-level - -
Total 3838213 5176 015
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At the field level, unliquidated obligations were reported by all executing and
implementing agencies except UNDP, which has not maintained a system by which
to record them. In compliance with the recommendation contained in paragraph 37
of the report of the Board of Auditors for the previous biennium (A/57/5/Add.9), the
United Nations Office on Drugs and Crime requested its field offices to report,
outside of the UNDP system, on unliquidated obligations as at 31 December 2003. A
total of $761,764 ($661,110 for the programme budget and $100,654 for the support
budget) was reported by the United Nations Office on Drugs and Crime field offices
based on their records. Since this information is not included in the certified UNDP
financial report, it is disclosed by way of note only and will be used as opening
balances from 2004 onwards. UNDP has indicated that there will be a facility for
obligations recording in Atlas, the new UNDP enterprise resource planning (ERP)
system introduced on 1 January 2004. This will be applicable to United Nations
Office on Drugs and Crime field office projects and their support budgets. However,
obligations will only be recorded if UNDP provides the service. If the service has
been performed outside the system, it will not be recorded. This will be done by the
United Nations Office on Drugs and Crime from its supporting documents.
Furthermore, UNDP will still not be able to report unliquidated obligations for
government-executed projects because government accounting continues on a cash
basis.

Note 16
Provisions and other accounts payable

Accounts payable included (in United States dollars):

Provisions and accounts payable As at 31 December 2003  As at 31 December 2001
Provisions
Provision for allocations (note 9) - 256 946

Provision for operating balances with
executing agencies that are unlikely to be

recovered (note 9) 245 548 261 723

Provision for extraordinary charges claimed by

UNDP that are kept in suspense (note 10) 1645 467 -
Subtotal 1891015 518 669

Accounts payable

Repatriation grant accruals (note 2,

subparagraph (c)) 1128 657 831 780
Experts payroll and other field expenses 217 942 86 003
Miscellaneous 60 921 390 692
Subtotal 1407 520 1308 475
Total 3298535 1827 144
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Note 17
Operational reserve

Until 1995, an operating reserve of 15 per cent of annual expenditures
(adjusted for programme support costs) was maintained, amounting to $9,486,700
(general-purpose:  $3,446,200; special-purpose: $6,040,500) as at 31 December
1995. Upon the recommendation of the Advisory Committee on Administrative and
Budgetary Questions, this arrangement was reviewed in 1996 and, in the light of
actual reserve requirements, the Commission on Narcotic Drugs, as the governing
body of the Fund, approved the creation instead of a consolidated reserve of
$12 million ($11.5 million from the general-purpose fund balance and $0.5 million
from the programme support reserve). The operational reserve level has been
maintained at $12 million during 2002-2003 with no movement in the reserve.

The operational reserve is estimated to cover the following contingencies (in
United States dollars):

Contingency Headquarters Country operations Total

1. Staff separation cost estimates as per the
accounting policy on contingent liabilities

(note 2, subparagraph (c)) 6 145 740 3468350 9614090
Less: Repatriation grant accruals already
provided for (note 16) (1128 657) - (1128657)
Subtotal 5017 083 3468350 8485433

2. After-service health insurance (note 2,
subparagraph (c)) 1302 360 - 1302360

3. Balance to cover unforeseen shortfalls,
uneven cash flows, unplanned costs and

other final contingencies 2212207
Total 12 000 000
Note 18

Special-pur pose fund balance

As per financial rule 6.5 of the Fund, special-purpose contributions to project
activities are treated as funds held in trust. The application of these funds to specific
project activities is reported separately to donors. The consolidated balance shown
in statement II, therefore, consists of a series of trust funds. In some cases the
balances are negative where expenditures exceed collections and any accrued
interest. These negative balances have been funded out of the working capital as per
financial rule 6.3 of the Fund and are covered by outstanding special-purpose
pledges. The details of these negative balances are shown below:
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Value of
outstanding
Donor Projects involved Fund balance pledges
Bolivia BOL/C23, D80 (91 689) 230 28
Brazil BRA/EO2 (578 279) 7 239 307
Canada AFG/G26, CAR/G96, COL/C81, GLO/B79,
GLO/C09, GLO/C54, GLO/ES89, PER/DO01,
RAF/E15 (763 204) 801 525
Colombia COL/426, 636, 926 (327 294) 559 135
European BHA/907, BGD/779-781, CAR/857, B16,
Commission B95, C34, C49, EGY/518, 751, 771,
GLO/565, IND/808, LAO/866, LEB/763,
813, MOZ/C47, RAF/E13, E14, RAS/938,
B38, RER/D41, C38, E88, RUS/F18,
TRI/910 (4 329 715) 6 891 373
Finland AFG/F98 (254 087) 374 531
L uxembourg LAO/D35 (72 026) 374 531
OPEC Fund BOL/D80 (2 596) 80 000
United Kingdom RAS/D18 (196 439) 500 000
United States of AFG/G24, G26, G71, GLO/C93, KYR/G64,
America RAS/G53, RER/F23, TAJE24, TAJHO3,
TUK/F42, UZB/G28, UZB/H04 (886,033) 18 484 358
USAID BOL/C23, EO07, COL/F31 (1716 457) 5525 167
Total fund balance and related pledge totals (9217819) 41060 755
Note 19
Non-expendable inventory
In accordance with the accounting policy disclosed in note 2,

subparagraph (b)), non-expendable equipment held by the Fund is not shown as an
asset in the statement of assets and liabilities. As per inventory records, the purchase
cost of inventory items as at 31 December 2003 was (in United States dollars):

Location of non-expendable equipment

2003

2001

Headquarters
Project inventory 1081 438 N/A?
Office inventory 968 395 N/A®
Subtotal 2049 833 2 240 605
Country offices
Project inventory 10 207 277 N/A?
Office inventory 2106 921 N/A®
Subtotal 12 314 198 2531816
Total 14 364 031 4772 421

& See the paragraph below for explanation.
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The total non-expendable inventory of $14,364,031 as at 31 December 2003 is
after deducting non-expendable write-offs during the year amounting to $84,066 as
approved by the Property Survey Board at Headquarters and $581,436 for field
offices through local UNDP office arrangements. The substantial increase in
inventory value should be seen in view of the fact that in previous years most United
Nations Office on Drugs and Crime field offices did not include project inventories
but only office inventory figures.

Note 20
Disclosure asto participation in the United Nations Joint Staff Pension Fund

The United Nations Office on Drugs and Crime is a member organization
participating in the United Nations Joint Staff Pension Fund, which was established
by the General Assembly to provide retirement, death, disability and related
benefits. The Pension Fund is a funded defined benefit plan. The financial obligation
of the Office to the Pension Fund consists of its mandated contribution at the rate
established by the General Assembly together with its share of any actuarial
deficiency payments that may become payable pursuant to article 36 of the
Regulations of the United Nations Joint Staff Pension Fund.

04-44722 (E) 020904
*0444722>*
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