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Letters of transmittal

22 March 2000
Sir,

Pursuant to financial regulations 11.4 and 12, I have the honour to submit the
accounts of the United Nations Relief and Works Agency for Palestine Refugees in
the Near East for the biennium ended 31 December 1999, which I hereby approve.

The financial statements have been prepared and certified as correct by the
Comptroller.

Please accept, Sir, the assurances of my highest consideration.

Yours faithfully,

(Signed) Peter Hansen

Commissioner-General

United Nations Relief and Works Agency for Palestine
Refugees in the Near East Headquarters (Gaza)

The Chairman of the
Board of Auditors
United Nations



30 June 2000

Sir,

I have the honour to transmit to you the financial statements of the United
Nations Relief and Works Agency for Palestine Refugees in the Near East for the
biennium 1998-1999 ended 31 December 1999, which were submitted by the

Commissioner-General. These statements have been examined and include the audit
opinion of the Board of Auditors.

In addition, I have the honour to present the report of the Board of Auditors
with respect to the above accounts.

Accept, Sir, the assurances of my highest consideration.

(Signed) Sir John Bourn
Comptroller and Auditor General of the United Kingdom

of Great Britain and Northern Ireland and
Chairman United Nations Board of Auditors

The President of the
General Assembly of
the United Nations
New York, N.Y.
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Chapter 1
Financial report for the biennium ended 31 December 1999

Summary

The budget of the United Nations Relief and Works Agency for Palestine
Refugees in the Near East (UNRWA) for the biennium 1998-1999 was $759.5
million. Against that the Agency received a total income of $586.1 million during the
biennium and spent $584.0 million, resulting in an excess of income over
expenditure of $2.1 million for the period.

The closing balance in the Agency’s working capital was $10.4 million. This
was due mainly to the working capital of earmarked funding of $14.5 million for
basic commodities at the end of the biennium. Considering this, the working capital
of the Agency reflected a negative balance of $4.1 million for the biennium. The
combined balance of working capital and other funds reflected an amount of $24.5

million, a reduction of $6.1 million from the end of the previous biennium (see
statement 1).

The consolidated cash balance, which was $24.6 million at the beginning of the
biennium, increased by $6.4 million to $31.0 million at 31 December 1999 (see
statement 3). Of the $31.0 million, $9.6 million was committed for the Income
Generation Programme and $14.5 million was earmarked for the purchase of basic
commodities, leaving a balance of $6.9 million available for operations and projects.

As in the past, the education programme represented the major part of
expenditure under the regular budget, with 57.4 per cent of total expenditure. The
health programme was next with 18.7 per cent, followed by relief and social services,
with 10.9 per cent, and operational and common services, with 13.0 per cent.

Approved budget Actual expenditure

United States Untted States  Reduction of Perceniage

Programme Percentage dollars Percentage doliars expenditure  decrease

Education 48.4 325287921 57.4 302395201 22892720 7.0

Health 18.9 126923 442 18.7 98615170 28308272 223
Relief and social

services 12.8 86206 356 10.9 57655348 28551008 33.1
Operational and

common services 19.9 133 655 300 13.0 68545206 65 110 094 48.7

Total 100.0 672073 019 100.0 527 210 925 144 862 094 21.6

The overall reduction in expenditures of 21.6 per cent against budget was
attributable to the Agency’s austerity measures. The educational expenditures
consisted mostly of salaries of teachers, the total number of which could not be
reduced because of the increasing number of schoolchildren. For health and relief
and social services, the reduction was mainly due to a decrease in the consumption of
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supplies. The reduction of expenditure under operational and common services was
due to decreases in both staff and overhead costs.

Expenditure against non-regular funds during the biennium totalled $56.8
million. Projects under the Peace Implementation Programme and the Lebanon

Appeal absorbed a large portion of this expenditure, $41.8 million and $7.3 million
respectively.

The net assets of the Area Staff Provident Fund increased to $856.6 million,
and the market value of the investments at the end of the biennium was $913.1

million. Income available for distribution among the members of the Provident Fund
during 2000 totalled $20.9 million.
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Activities of the United Nations Relief and Works Agency for
Palestine Refugees in the Near East

1.  The United Nations Relief and Works Agency for Palestine Refugees in the
Near East (UNRWA) provides educational, health and relief and social services to
about 3.6 million Palestine refugees in Jordan, Lebanon, the Syrian Arab Republic
and the West Bank and Gaza Strip. The headquarters of the Agency are located in
Gaza and Amman.

Education programme

2.  During the biennium 1998-1999, 458,716 and 465,755 children were enrolled
for the school years 1998/99 and 1999/00 respectively in the Agency’s 640
elementary, preparatory and secondary schools (the latter in Lebanon only), which
were staffed by 13,323 teachers. In addition, a total of 182,455 pupils attended other
government and private elementary, preparatory and secondary schools at no cost to
UNRWA. During the biennium, vocational, technical and teacher education was
provided at the Agency’s eight training centres and three education science faculties
to 6,262 and 6,084 trainees enrolled for the 1998/99 and 1999/00 training years
respectively. A total of 568 and 370 instructions taught in those training centres
respectively. In-service teacher training courses were provided by the Institute of
Education at UNRWA headquarters in Amman through the five education
development centres in the field for 527 and 516 education staff members in the two
school years respectively. In addition, 732 and 500 contract teachers were trained in
the West Bank and Gaza Strip during the two school years. University scholarships
were awarded to 891 and 866 students for the academic years 1998/99 and 1999/00
respectively under the Agency’s scholarship programme. The Agency’s expenditure
on the education programme during the biennium was $302.4 million against a
budget of $325.3 million. Educational expenditures represented 57.4 per cent of the
Agency’s total expenditure, while the education budget was 48.4 per cent of the total
budget.

3. The distribution of expenditures for educational services by activity and
location is shown below:

Other
Vocational Act:;\;/ltles \é\laens;
& Training ? Syrian Arab o G )
9% Republic 0 aza Strip
31%
7%
Preparatory Elemeuntary
34% 54% Lebanon
13% Jordan
33%

By activity By location

Health programme

4. The Agency offers comprehensive primary health care services to Palestine
refugees, comprising medical care, disease prevention and control and maternal and
child health care, including family-planning services. These services are provided
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through 122 primary health care facilities. During the biennium, a total of
14,201,807 visits were made to these clinics by refugee patients for medical and
dental consultations and other treatment, such as injections and dressings.
Assistance towards hospitalization is provided either at contractual hospitals or
through partial reimbursement of costs. UNRWA also runs a small hospital in
Qalgilia, West Bank, and operates six maternity units integrated within the largest
health centres in the Gaza Strip. Under the hospitalization assistance programme,
refugees treated during the biennium at UNRWA hospitals and maternity units and at
contracted hospitals utilized a total of 265,572 bed-days. Environmental health
services are also part of the health programme as is the supplementary feeding
programme for pregnant women and nursing mothers. Total expenditure on the
health programme for the biennium amounted to $98.6 million against a budget of
$126.9 million. The health programme accounted for 18.7 per cent of the Agency’s
total expenditure, while the health budget was 18.9 per cent of the total budget.

5. The distribution of health programme expenditures by activity and location is
depicted below:

Nutritional West Bank Gaza Strip
Environ- 9% 23% 30%
mental Syrian Arab
19% Republic -
8%
Medical Lebanon Jordan
Services 19% 20%
72%
By activity By location

3. Relief and social services programme

6. The Agency’s relief and social services programme provides socio-economic
support for the most vulnerable of the Palestine refugees and help to facilitate self-
reliance. At the end of 1999, 211,050 refugees (of whom 192,502 were ration
recipients) were enrolled in the special hardship programme, representing 5.58 per
cent of the total registered refugee population. They belonged to 54,009 families,
with an average of four persons per family receiving special hardship assistance.
This assistance consists of food, a small cash subsidy, shelter repair, preferential
access to vocational and teacher training and small grants or loans to establish
individual or group self-support projects. Social workers provided counselling and
support to help families cope with the difficulties causing or aggravating their socio-
economic problems. Selective cash assistance for those in extreme distress had to be
discontinued because of the Agency’s difficult financial situation. The social
services department continued its poverty alleviation programme (providing credit
opportunities) and related skills training. Technical and financial support focused on
building up the capacity of 132 community-based organizations (for women, youth
and the disabled) to become managerially and financially sustainable. In 1999,
approximately 43,000 refugees participated in the activities of those organizations.
The Agency’s eligibility and registration staff continued to update the field
registration system database on 3.6 million refugees. In addition, the newly installed
field social study system database began to track socio-econamic data of the special
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hardship cases. The total expenditure on the relief and social services programme
during the biennium amounted to $57.7 million against a budget of $86.2 million.
Relief and social services accounted for 10.9 per cent of the Agency’s total
expenditures, while the relief and social services budget was 12.8 per cent of the
total budget.

7. The charts below reflect the distribution of relief and social services
expenditures by activity and location:

. West
Soqal . Bank
Services Basic Com- L 16%
9% modities Syrian Arab i ;
0 . Gaza Strip
42% Republic 37Y,
, 10% _ ’
Refief N .
) Lebanon : S
Se;; :;es 19% Jordan
9 18%
By activity By location

Operational and commeon services programme

8.  To strengthen and support the three substantive programmes described above,
the Agency provides services relating to supply and transport, architecture and
engineering, general management and administration. Expenditures during the
biennium for those services amounted to $68.6 million against a budget of $133.7
million. This represented 13.0 per cent of the Agency’s total expenditure, while the
budget represented 20.0 of the regular budget.

9.  The distribution of operational and common services expenditures is depicted
below:

Administration TS upply i West Gaga
25% ranspo Bank Strip
27% sty 27%
— o
Syrian Arab
Republic

General 10%

Management Architectural Jordan
2% & Lebanon 18%
Engineering 20%
By activity 14% By location

Special programmes

10. In addition to the ongoing services mentioned above, UNRWA implemented
the following special programmes to improve the living conditions of Palestine
refugees, with earmarked funding from donors.
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Peace Implementation Programme

I1. The UNRWA Peace Implementation Programme was launched in October 1993
following the signature of the Israeli-Palestinian Declaration of Principles in
September 1993. Under this Programme, the Agency undertook special construction
and development projects in the West Bank and Gaza Strip with the objective of
developing infrastructure, improving living conditions and creating employment
opportunities. Those objectives were pursued mainly in areas where UNRWA was
already playing a significant role, such as in education and vocational training,
health care” and environmental sanitation, income generation activities and relief
assistance and social services. Those development projects were later extended
throughout the Agency's area of operations for the benefit of all Palestine refugees.
During the biennium, the Programme received $38.3 million, and expenditures
amounted to $41.8 million. From its inception in 1993, the Programme has funded a
total of 375 projects at a total cost of $235.2 million. The distribution of
expenditures by main activity is shown below:

Relief and Other
Social Services 1%
21%

Education
Health 53%

25%

Income Generation Programme

12. Since June 1991, the Income Generation Programme in the West Bank and
Gaza has helped to promote small business development, create employment,
improve the income of microenterprises and reduce poverty through the
establishment of a number of targeted credit programmes aimed at smail businesses,
microenterprises and women. The Programme is organized around three revolving
loan funds in Gaza and two in the West Bank. The programme supports businesses
varying in size from micro-vending, employing just one or two individuals, to small
industries, and aims to satisfy a variety of needs such as capital funding and working
capital financing. Since it was established the Programme has distributed $36.7
million through 26,639 loans (23,933 loans valued at $31.5 million in Gaza and
2,706 loans in West Bank valued at 5.2 million). The total disbursement for the
biennium was $19.4 million for 15,845 loans, distributed as follows:

Small-scale loans
$3.3 million (294 loans)

Microenterprise loans
$10.6 million (9,712 loans)

Solidarity group loans
$5.4 million (5,839 loans)
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Lebanon Appeal

13. The Lebanon Appeal was issued to help alleviate the socio-economic
conditions of the 365,000 Palestine refugees registered in Lebanon. Most of those
refugees suffered from deplorable living conditions and depended almost entirely on
UNRWA for basic services. The deteriorating socio-economic situation in the
country, combined with the inability of those refugees to gain full access to the job
market or to avail themselves of public health facilities, heightened their desperation
and misery. As the regular funding available to UNRWA was insufficient to cope
with the growing needs of the refugees in Lebanon, the Agency launched a special
emergency appeal in July 1997 in Geneva, seeking $11 million in additional
contributions to support essential health, education and relief and social services.
During the biennium, total expenditure incurred on specific project activities was
$7.3 million, using funding received in 1997. Contributions received in 1998-1999
totalled $1.6 million. The distribution of 1998-1999 expenditures for the Lebanon
Appeal is shown below:

Relief and
Social Services Other
2% 7% Education

38%

Health
53%

Capital and special projects

14. Activities funded under capital and special projects are undertaken only if
earmarked funding is available. Capital projects represent investment to upgrade and
expand facilities in connection with the Agency’s regular programmes, namely
schools, health clinics and community centres. Special projects consist of ongoing
activities related to the Agency’s regular programmes, which donors have agreed to
fund separately on a recurrent basis but which are not considered part of the
Agency’s regular programmes, such as training centres and scholarships.
Expenditures on capital and special projects during 1998-1999 totalled $2.6 million
against an income of $1.0 million.

Expanded Programme of Assistance

15. The Expanded Programme of Assistance was established in 1988 to improve
living conditions in refugee communities and to upgrade the Agency’s infrastructure
throughout its area of operations, with special emphasis on the West Bank and Gaza
Strip. The Programme was subsumed into the Peace Implementation Programme in
October 1993, and the Agency began to phase it out as projects were completed. A
total of $0.8 million was spent to complete Expanded Programme of Assistance
projects during the biennium under review.
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European Gaza Hospital

16. The European Gaza Hospital project was initiated in 1990 to alleviate the
serious shortage of hospital beds and adequate medical services, such as outpatient
care and diagnostic, therapeutic and support services. With the assistance of the
European Communijty and European donors, the construction of the hospital
commenced in 1993 and was completed in 1996. After its commissioning and initial
operation by an international management team working under a tripartite project
board comprising members of UNRWA, the European Community and the Ministry
of Health of the Palestinian Authority, the 232-bed hospital will become an integral
part of the Palestinian Authority’s health care system. During the biennium, the

Agency received $0.9 million towards the costs of the hospital project, and spent
$1.2 million.

Headquarters move to Gaza and Amman

17. The physical move of the Agency’s headquarters from Vienna to Gaza and
Amman was completed in July 1996. According to the Agency’s records, all
financial obligations related to the move have been completed, and no expenditure
was incurred during the biennium 1998-1999. However, the total expenditures
incurred up to 1997 amounted to $17.3 million, whereas the contributions received
totalled $12.1 million. Contrary to the original intention that the move would not be
a burden on the Agency’s regular budget, the deficit of $5.2 million had to be
financed out of the Agency’s regular budget funds.

Financial results

18. During the biennium, the Agency’s overall surplus amounted to $2.1 million
on its operations, as shown in statement 1, which also' shows the balances of the
Agency’s working capital and other funds. The balances of the other funds are
earmarked for specific purposes. The working capital under the Agency’s regular
budget fund is not a statutory operating reserve, but is the difference between the
assets and liabilities of the fund. The working capital account is used for three
specific purposes, namely: (a) to meet temporary, current-year imbalances in the
cash flow; (b) to finance unforeseen needs; and (c) to meet any extraordinary
liquidating liabilities in the event of a curtailment of the Agency’s activities. As
shown in statement 5, the working capital account of the regular budget had a
positive balance of $10.4 million. This is accounted for by the following:

(a) A positive working capital balance of $14.5 million earmarked for in-
kind purchase of basic commodities;

(b) A negative working capital balance of $4.1 million on all other regular
cash budget operations during the biennium.

19. For efficient cash flow management, the Agency centrally manages all cash
received by the Agency for both the regular and non-regular budgets. The statement
of cash flow for the period, statement 3, shows the sources and application of funds
during the biennium and reflects the consolidated cash balance of $31.0 million at
the end of the biennium.

20. Statement 4 shows the Agency-wide budgeted and actual expenditures for
1998-1999. The Agency expended $584.0 million during the biennium against a
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budget.of $759.5 million on all its activities. On the regular budget alone, the
expenditure was $527.2 million against a budget of $672.1 million. A graphic

compar'ison of the regular budget actual expenditures versus the budgeted
expenditure is shown below.

Operational and

Operational and Common Services

Common Services Relief and 13%
20% Social Services

1%
Relief and Education Education
Social Services 48% Health 57%

13% 19%
Health
19%

Budget - $672 million

Actual - $527 million

21. The accounts of the Area Staff Provident Fund, shown separately in this report,
indicate that the total assets of the Fund rose from $824.3 million to $856.6 million
during the biennium. Net investment income for the biennium was $102.1 million
compared with $145.6 million for the previous biennium, and $20.9 million is
available for distribution to the participants.

22. A diagram of UNRWA accounts for the biennium 1998-1999 follows.
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Chapter 11
Report of the Board of Auditors

—

Summary

The Board of Auditors has audited the operations of the United Nations Relief
and Works Agency for Palestine Refugees in the Near East (UNRWA). The Board

has also validated the financial statements of UNRWA for the biennium ended 31
December 1999.

The Board’s main findings are as follows:

(8) The United Nations Relief and Works Agency for Palestine Refugees in
the Near East declared a surplus of $2.08 million of income over expenditure for the

biennium 1998-1999, as against a deficit of $21.2 million for the bienpium 1996-
1997;

(b) The value of land and buildings of $298.7 million was not capitalized and
included in the statement of assets, liabilities and fund balances as at 31 December
1999, resulting in the understatement of total assets, recorded at $68.7 million, by
$298.7 million. The Board has decided not to qualify its audit opinion on this matter
pending the outcome of the revision of the UNRWA Financial Regulations;

(c) A total of $24.2 million from regular budget funds that had been applied

to specific-purpose projects prior to the receipt of funds from donors was outstanding
as at 31 December 1999;

(d) Two Governments subjected the Agency to direct taxes and customs
duties totalling $24.58 million, which is contrary to the Convention on the Privileges
and Immunities of the United Nations;

(e) Out of the overpayment of extended monthly evacuation allowance and
educational grants totalling $299,142.99 made to 14 staff members, an amount of
$37,959.25 had been recovered by the Administration, leaving a balance of
$261,183.74 outstanding as at 31 March 2000;

(H The Agency could not physically locate some 500 non-expendable
property items on its inventory listing. The inventory listing had not been updated
since 1996, and it showed incorrect locations of non-expendable property items.

The Board recommended that UNRWA review its policy on the pre-financing of
donor-specified projects and strengthen its efforts to recover outstanding tax
reimbursement and all overpayments relating to extended monthly evacuation
allowances and education grants. Also, the Administration should improve its asset
management system and the presentation of its financial statements.

A list of the Board’s main recommendations is included in paragraph 10.

—

nh
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12

A.

Introduction

1. The Board of Auditors has audited the financial statements of the United
Nations Relief and Works Agency for Palestine Refugees in the Near East
(UNRWA) for the period from 1 January 1998 to 31 December 1999, in accordance
with General Assembly resolution 74 (I) of 7 December 1946 and article XII of the
Financial Regulations of UNRWA. The audit has been conducted in conformity with
article XII of the Financial Regulations of UNRWA and the annex thereto, and with
the common auditing standards of the Panel of External Auditors of the United
Nations, the specialized agencies and the International Atomic Energy Agency.
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 biennium 1998-1999 had been incurred
for the purposes approved by the governing bodies, whether income and
expenditures had been properly classified and recorded in accordance with the
Financial Regulations and Rules and whether the financial statements of UNRWA
presented fairly the financial position at 31 December 1999 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 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 article 12.5 of the Financial Regulations and Rules of the
United Nations. The reviews concerned the efficiency of financial procedures, the
internal financial controls and, in general, the administration and management of
UNRWA. The audit was carried out at UNRWA headquarters at Gaza and Amman
and field offices in Gaza, Lebanon and the Syrian Arab Republic.

4. During the period under review, the Board continued its practice of reporting
the results of specific audits through management letters containing detailed
observations and recommendations to the Administration. This practice helped to
maintain an ongoing dialogue with the Administration on audit issues.

5.  The present report covers matters which, 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, where

appropriate, have been reflected in the report. The report covers the audit of both
financial and management issues.

6. A summary of the Board’s main recommendations is containred in paragraph
10. The detailed findings are reported in paragraphs 12 to 56.

7. In accordance with section A, paragraph 7, of General Assembly resolution
51/225 of 3 April 1997, the Board has reviewed the action taken by the
Administration to implement the recommendations made in its report for the

biennium ended 31 December 1995 and confirms that there are no outstanding
matters.

8. In accordance with General Assembly resolution 48/216 B of 23 December
1993, the Board also reviewed the measures taken by the Administration to
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implement the recommendations made in its report for the biennium ended 31

December 1997. Details of the action taken and the comments of the Board are set
out in the annex to the present report.

9.  The General Assembly, in its resolution 52/212 B of 31 March 1998, accepted
the recommendations of the Board of Auditors for improving implementation of its
recommendations approved by the Assembly subject to the provisions contained in
the resolution. The Board’s proposals, which were transmitted to the Assembly in a

note by the Secretary-General (A/52/753, annex), included the following main
elements:

(a) The need for specification of timetables for the implementation of
recommendations;

(b) The disclosure of office-holders to be held accountable;

(c) The establishment of an effective mechanism to strengthen oversight in
regard to the implementation of audit recommendations. Such a mechanism could be
in the form of either a special committee comprising senior officials or a focal point
for audit and oversight matters.

The Board noted that the Administration had generally complied with those
requirements.

Main recommendations
10. The Board recommends that UNRWA:

(a) Review its policy on the pre-financing of donor-specified projects in
view of the adverse effect on the cash flow of the Agency (para. 41);

(b) Recover the $24.2 million outstanding from donors and reimburse
the regular budget funds (para. 41);

(c) Strengthen its efforts to recover the outstanding tax reimbursements
of $23.72 million and make further appeals to the two Governments to accept
the tax-exempt status of the Agency (para. 44);

(d) Recover all overpayments relating to extended monthly evacuation
allowances and education grants (para. 51);

(¢) Review the various administrative instructions relating to extended
monthly evacuation allowances and education grants to remove ambiguities in
their interpretation and application (para. 51);

(f) Develop and implement a computerized asset management system in
order to better manage and control its non-expendable property items (para.
55). '

11. The Board’s other recommendations are shown in paragraphs 19, 21, 26, 28
and 34.

13
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B.

1.

Financial issues
Accounts and financial reporting

Operational results

12. The total combined income for all funds of $586.05 million for the biennium
ended 31 December 1999 was lower than that of $630.3 million for the biennium
1996-1997. Similarly, total expenditure of $651.5 million for the biennium 1996-
1997 decreased to $584.0 million for the biennium 1998-1999. There was a surplus
of $2.08 million of income over expenditure for the biennium 1998-1999, as against
a deficit of $21.2 million for the biennium 1996-1997.

13. Contributions to regular budget funds, which continue to be the main source of
the Agency’s income, increased to $538.2 million for the biennium 1998-1999
compared with $524.9 million for the previous biennium. Contributions to non-
regular budget funds, on the other hand, decreased from $101.2 million for the
biennium 1996-1997 to $42.6 million.

14. The Administration attributed the increase in income under the regular budget
to its intensified efforts to generate revenue. It further explained that the reduction
in non-regular budget funds for the biennium 1998-1999 was due to the fact that
most of the income relating to the Peace Implementation Programme was received
during the previous biennium.

15. The Board is pleased to note that the Administration’s efforts achieved an
increase in its regular budget income, but considered that much work needed to be
done in the area of the non-regular budget income.

United Nations accounting standards

16. The Board assessed the extent to which the financial statements of UNRWA
for the biennium 1998-1999 conformed to the United Nations accounting standards.
The review disclosed that the presentation of the financial statements was generally
consistent with the standards; however certain aspects of the presentation needed to
be modified to bring the financial statements fully in line with those standards. The
main areas for attention were the presentation of the cash flow statement, disclosure
of contingent liability, land and buildings, non-expendable property and prior years’
adjustments.

Cash flow statement

17. The presentation of the cash flow statement for the biennium ended 31
December 1999 (statement 3) was not in accordance with the indirect method
prescribed by the United Nations accounting standards. The statement disclosed
sources and application of funds for the biennium rather than disclosing cash flows
from operating and investing and financing activities as well as from other sources.
The cash flow statement for the biennium ended 31 December 1999 also did not
include comparative figures in respect of the previous financial period.

18. The Administration explained that the cash flow statement prescribed in the
United Nations accounting standards was not suited to the Agency’s system of
accounting, as its cash resources, including other income, are derived from
operational activities. The Agency will, nonetheless, refine the format of its report
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for the biennium 2000-2001 in accordance with the United Nations accounting
standards.

19. The Board recommends that for more accurate and transparent financial
reporting, the Agency should disclose information on its cash flow statement in
line with the United Nations accounting standards, inciuding the disclosure of
current and prior year’s comparative amounts.

Contingent liabilities

20. The contingent liabilities disclosed in note 12 to the financial statements omit
estimates of salary arrears and entitlements in respect of staff members whose

appeals are pending before the respective appeal boards and the United Nations
Administrative Tribunal in New York,

21. The Board recommends that full disclosure of the Agency’s contingent
liabilities be included in the notes to the financial statements in accordance
with United Nations accounting standards.

Land and buildings

22. In its report for the biennium ended 31 December 1997,! the Board of Auditors
expressed concern about the omission of the value of land and buildings from the
statement of assets, liabilities and fund balances, contrary to the requirements of the
United Nations accounting standards. The Board of Auditors recommended that the
financial statements be improved further to include the value of land and buildings.

23. The Board noted that the value of land and buildings, totalling $298.7 million,
was not capitalized and was not included in the statement of assets, liabilities and
fund balances as at 31 December 1999. The effect of this omission is that total assets
figure of $68.7 million has been understated by $298.7 million. The Board also
noted that the value of buildings of $28.7 miilion was charged to the expenditure
account instead of the land and building account; therefore, the total expenditure of

$584.0 million reported in the financial statement for the biennium was overstated
by $29.9 million (5 per cent).

24. The Administration informed the Board that in order to bring the Agency’s
accounting treatment of its land and buildings in conformity with the United Nations
accounting standards, it has proposed to the United Nations a draft amendment to its
- Financial Regulations. The process, which requires consultation with the Advisory

Committee on Administrative and Budgetary Questions and the approval of its
Executive Board before the recommendation can be implemented, is scheduled 1o be
completed before the end of the biennium 2000-2001. The Board has decided not to

qualify its audit opinion on this matter pending the outcome of the revision of the
Financial Regulations,

Valuation of non-expendable property

25. The Board noted that the method of valuation of non-expendable equipment
and motor vehicles valued at $65.1 million was not disclosed in a note to the

financial statements as required in paragraph 49 of the United Nations accounting
standards.

15
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26. The Board recommends that notes to the financial statements include the
method of valuation of non-expendable equipment and motor vehicles.

Prior years’ adjustments

27. In the presentation of the statement of income and expenditure and changes in
reserves and fund balances for the biennium ended 31 December 1999, prior years’
adjustments totalling $0.18 million were not taken into account in determining the
net excess/shortfall of income over expenditure as required by the United Nations
accounting standards. This presentation was also inconsistent with the presentation
in previous financial statements. As a result, the shortfall of income over
expenditure of $17.7 million for the biennium 1996-1997 was restated as $21.2
million in the financial statements for the biennium ended 31 December 1999,

28. The Board recommends that the format of presentation of the statement
of income, expenditure and changes in reserves and fund balances be improved
further to disclose net excess/shortfall of income over expenditure in
accordance with the United Nations accounting standards.

Write-offs of losses of cash, receivables and property

29. In line with financial regulation 11.5, the Administration provided the Board
with details of losses of cash and other non-expendable property written off during
the biennium 1998-1999. This included loss of cash amounting to $217 and non-
expendable property totalling $12,546.47 (based on original cost), which were
written off in accordance with financial regulation 5.3. The amounts written off in

respect of non-expendable property resulted mostly from thefts that were reported to
the Headquarters Property Survey Board.

Ex gratia payments

30. The Administration informed the Board that no ex gratia payments had been
made during the biennium 1998-1999,

Management issues
Programme management

Programme implementation

31. The Board’s review of the level of overall programme implementation,
expressed in terms of expenditures as a proportion of the budget, disclosed that
implementation of regular and non-regular budget programmes combined decreased
slightly, from 78 per cent for the biennium 1996-1997 to 76.9 per cent for the
biennium 1998-1999. The level of implementation of non-regular budget

programmes of 65 per cent for the biennium 1998-1999 lagged behind that for
regular budget programmes of 78 per cent.

32. The Board noted instances of low utilization of project funds received during
the biennium. For example, out of a total of $425,704 donated for the procurement
of medical supplies for Gaza and the West Bank, only $20,852 (5 per cent) was
utilized. Similarly, of the $12.8 million received during the biennium to implement
14 projects under the Peace Implementation Programme, only $3.4 million (26 per
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cent) was utilized. In yet another case, the Lebanon Appeal Programme, out of the
total contributions of $362,627 for the rehabilitation of shelters in Lebanon, only
$54,893 (15 per cent) was utilized.

33. The Board noted that the Agency had not developed programme performance
indicators or benchmarks to enable the Agency to assess programme performance.

34. The Board recommends that the Agency develop specific generic
performance indicators as a basis for assessing programme performance.

Reduction in approved budget

35. The Agency provides education, health and relief and social services to
Palestine refugees in Jordan, Lebanon, the Syrian Arab Republic, the West Bank and
the Gaza Strip. The contributions to the regular budget and the growth in the refugee
population during the past three bienniums are analysed below:

Refugee population Income
Percentage United States Percentage
Biennium Millions growth dollars growth
1994-1995 3.2 0 557 580 002 0
1996-1997 35 9 525 532 387 6)
1998-1999 36 13 540 074 885 3)

36. Using the biennium 1994-1995 as the base, while refugee populations
increased in the subsequent two bienniums by 9 per cent and 13 per cent
respectively, contributions, decreased by 6 per cent and 3 per cent. This decreasing
trend in contributions caused the Administration to reduce its approved budget from
$672,073,019 to $527,210,925 during the biennium 1998-1999, as shown below:

Budget(millions of
United States dollars) Reduction

Millions of

United States
Programme Approved Revised dollars Percentage
Education 3253 302.4 229 7.0
Health 126.9 98.6 28.3 223
Relief and social services 86.2 57.7 285 33.1
Operational services 45.5 27.9 17.6 38.7
Common services 88.2 40.6 47.6 54.0
Total (regular budget) 672.1 527.2 144.9 21.6

37. The Board noted that a portion of the reduction in the approved budget
affected programme delivery during the biennium. For example, under the education
programme, the Agency could not introduce the tenth grade in schools in the West
Bank as planned. Teachers were hired on a contractual basis, which did not attract

17
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qualified and experienced teachers. No additional teacher posts were created, and no
elementary-school teachers were promoted in the West Bank. There were also

reductions in the number of university scholarships for students, and a freeze was
put on staff recruitment.

38. The Administration informed the Board that, in addition to the cost-reduction
measures, the Agency had embarked on a number of measures to attract more
funding, such as expanding its donor base by establishing relations with non-
traditional donors and holding ongoing discussions with various Arab
representatives to increase their contributions. UNRWA was also seeking donor

assistance in non-traditional areas such as technical assistance rather than material
assistance.

39. The Board noted that over the years the Administration had relied on regular
budget funds to pre-finance donor-specified and earmarked projects for which
donors had failed to honour their pledges of contributions. A total of $24.2 million
from the regular budget that had been applied to specific-purpose projects prior to
the receipt of funds from donors was outstanding as at 31 December 1999. Of that
total, $11.2 million had been outstanding since 31 December 1997.

40. In their reports on the operations of the Agency for the bienniums 1994-19952
and 1996-1997,' the Board of Auditors raised concerns about the negative effects
that advance authorization of funds to start implementation of specific-purpose

projects prior to the receipt of funds from donors has on the cash flow of the
Agency.

41. The Board welcomes the positive steps taken by the Administration to obtain
more funding to support approved projects. However, the Board recommends that
the Administration review its policy on the pre-financing of donor-specified
projects in view of the adverse effect on the cash flow of the Agency. Also, the
Administration should recover the $24.2 million outstanding from donors and
reimburse the regular budget funds.

Direct taxes and customs duties

42. The Board noted that two Governments had subjected the Agency to direct
taxes and customs duties totalling $24.58 million, contrary to the Convention on the
Privileges and Immunities of the United Nations. In spite of the serious efforts of the
Administration, it was able to recover only $0.86 million out of the total amount,

leaving a balance of $23.72 million outstanding against the two Governments as at
31 March 2000.

43. The Board was concerned about the significant amounts of the Agency’s
working capital that had been locked up in customs duties and value-added taxes.

44. The Board recommends that the Agency strengthen its efforts to recover
the outstanding tax reimbursements of $23.72 million and that it make further
appeals to the two Governments to accept the tax-exempt status of the Agency.

Overpayment of extended monthly evacuation allowance

45. Based on the provisions of the United Nations Security Handbook, UNRWA
has issued personnel directives stating that extended monthly evacuation allowance
is payable to UNRWA international staff based in Gaza with recognized dependants
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based outside Gaza. The personnel directives preclude concurrent payment of the
allowance and the boarding element of the education grant. Rates of post adjustment

and the threshold for the calculation of the allowance have also been established in
the directives.

46. In 1998, the Administration conducted a review of the payments of extended
monthly evacuation allowance and education grant to staff members and determined
that overpayments totalling $229,142.99 were made to 14 staff members.

47. The overpayments had resulted from the application of incorrect rates of post
adjustment and an incorrect threshold for the calculation of the extended monthly
evacuation allowance and the concurrent payment of the allowance and the boarding
element of the education grant. In a report on the review, it was recommended that
the Administration recover the overpayments — some of which dated as far back as
1996 — from the affected staff members, as analysed below:

Amount

Category Number of staff (United Sates dollars)
Staff members with UNRWA 5 30537.82
Staff members with other United Nations organizations 5 49 400.00
Separated staff members 4 219204.37

Total 14 299 142.19

48. Of the overpayments of $299,142.99, the Administration has recovered
$37,959.25 (13 per cent), leaving a balance of $261,183.74 as at 31 March 2000.

49. The Board noted that the overpayments were also caused by ambiguities in the
rules relating to the extended monthly evacuation allowance and education grants,
failure of the Administration to promptly rectify incorrect payments and the failure
of officers to take into account information provided by beneficiaries in determining
the calculation of the extended monthly evacuation allowance.

50. The Administration informed the Board that to forestall the occurrence of such
overpayments it has instituted corrective measures, such as the introduction of a
system of yearly verification of the status of dependants and their location for
purposes of the extended monthly evacuation allowance, the assignment of qualified
and experienced staff to handle the claims schedule and the revision of EMEA claim

" forms. The Administration further stated that it understood that United Nations
Headquarters would be revising the instructions on the extended monthly evacuation
allowance. However, since this had not yet occurred, the Administration intended to
issue its own revised instructions by the end of May 2000.

51. The Board recommends that the Administration recover all overpayments
relating to extended monthly evacuation allowances and education grants. The
Board also recommends that the Administration review the various
administrative instructions relating to extended monthly evacuation allowances
and education grants to remove ambiguities in their interpretation and
application.

19
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Management of non-expendable property

52. In 1996, the Agency transferred its non-expendable property during the
relocation of its headquarters from Vienna to Gaza. In 1998, the Field Supply and
Transport Office consolidated the inventory records on all non-expendable property
items. The Board noted that the consolidated inventory listing, covering 1,227 non-
expendable property items, was incomplete and inaccurate, as described below:

(a) Some 500 of the non-expendable property items on the inventory listing
could not be physically located at the headquarters premises;

(b) A total of 564 non-expendable items written off or transferred to field
offices and the Amman headquarters, some dating as far back as 1991, were retained
on the inventory listing;

(¢) In most cases, the value of items was not provided;

(d) The location column of the inventory listing still shows room numbers at
the Vienna headquarters.

53. The Board also noted that 228 non-expendable property items on the inventory
listing were not provided with decal numbers.

54. In April 2000, the Administration started an exercise to reconcile records and
physically count equipment and non-expendable property items, after which it
intends to produce comprehensive inventory records on the items at the Gaza
headquarters.

55. The Board is concerned about the deficiency in the management and control of
non-expendable property items. The Board recommends that the Administration
develop and implement a computerized asset management system in order to
better manage and control its non-expendable property items.

Cases of fraud and presumptive fraud

56. The Administration informed the Board of the four cases of fraud that had
come to its attention during the biennium 1998-1999. The four cases, which
involved a total loss to the Agency of $9,026.98, were perpetrated by four staff
members and one non-staff member. The Administration recovered $4,806.74,
leaving a balance of $4,220.24 outstanding as at 31 December 1999. Two staff
members were reprimanded, and the appointments of two others were terminated.
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Follow-up on action taken to implement the recommendations

of the Board of Auditors in its report for the biennium ended
31 December 1997

Recommendation 8 (a)

1.  Allotments for specific-purpose projects should be issued only after sufficient
contributions have been received from donors.

Measures taken by the Administration

2. The External Relations Office at Headquarters was now monitoring advance
authorizations closely and was constantly in touch with donors regarding unpaid
pledges. The appointment of a new Chief for the External Relations Office, in
autumn 1998, and moves to fully staff the Office were facilitating the exercise.

Comments of the Board

3. The Board’s comments on this issue are discussed in the present report.

Recommendation 8 (b)

4, The statement of assets, liabilities and fund balances should be improved to
include the value of land and buildings. Also, the title deeds should be obtained and
kept at headquarters to confirm UNRWA ownership of its capital assets.

Measures taken by the Administration

5. The Administration informed the Board that in order to bring the Agency’s
accounting treatment of its land and buildings into conformity with the United
Nations accounting standards, an amendment to financial regulation 10.2 had been
proposed to United Nations Headquarters. However, to reflect a more complete
picture of total fixed assets in the financial statements for the biennium 1998-1999,
total historical cost with a contra amount had been reflected in the accounts. Also, to
facilitate implementation of the proposed change in the financial regulation, a
physical verification exercise for the entire stock of the Agency’s land and buildings

had been undertaken. The deeds had been received by the Gaza headquarters and
were on file.

Comments of the Board
6. The Board’s comments on this issue are discussed in the present report.
Recommendation 8 (c)

7. The Administration should provide the Finance Department with the resources
required for the Department to function more effectively.
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Measures taken by the Administration

8. The Administration informed the Board that the Agency had reorganized its
Finance Department by appointing a Comptroller and that it had filled vacancies in
the Accounts Division with qualified personnel. A new financial management
system that will significantly improve the Agency’s capability to present financial
reports in a timely manner would be implemented during the biennium 2000-2001.

Comments of the Board

9. The improvement in staffing at the Finance Department resulted in the timely
preparation of the financial statements for the biennium 1998-1999. The Agency’s
computer systems for procurement and stock coatrol, payroll and project
management were yet to be improved to reflect concerns raised by the Board. The
Board will, in its future audits, evaluate the impact of the reform measures being
implemented by the Administration.

Recommendation 8 (d)

10. The Agency should review its fund-raising strategies and closely monitor its
donor agreements and contract award procedures.

Measures taken by the Administration

11. The Administration continued to discuss with donors the financial
requirements of the Agency to enable it to provide services to the Palestine refugee
community. Support was being sought from new donors, and additional support was
being requested from traditional donors. Also, contract award procedures were being
considered in the context of the internal audit and were the subject of an external
review of donor-funded consultants. Thorough attention would be given to
recommendations for the strengthening of internal control procedures and
contracting effectiveness. The recommendations of the external review were
discussed internally and approved by the Administration in April 2000.

Comments of the Board

12. The Board notes and appreciates the Agency’s efforts to expand its donor base
 in order to attract more funding for its activities. The Board’s comments on this
issue are discussed in the present report. The Board, in its future audits, will also
review the effectiveness of ongoing reviews of contract award procedures.

Recommendation 8 (e)

13. The Project Monitoring Unit should be equipped with the resources required
for more efficient monitoring of UNRWA projects.

Measures taken by the Administration

14. The Agency had enhanced staffing at the Project Monitoring Unit. Directives
had also been issued to field project monitoring offices instructing them to improve
on the timeliness and accuracy of field project reporting. Additionally, a Project
Review Board had been established to improve the management of the Agency’s
priority project list. A draft project manual approved by the Agency’s Management
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Committee in autumn 1999 was being revised prior to its finalization. Among the
issues discussed in the manual was the financial reporting format.

Comments of the Board

15. Despite improvements in the staffing position of the Project Monitoring Unit,
its effectiveness in project monitoring and reporting is hampered by the lack of an
updated project procedure manual to provide standard guidelines and instructions to
be applied and enforced by the Unit. The Administration should expedite action in
compiling-an updated project manual.

Recommendation 8 (f)

16. UNRWA should take steps to recover the amounts outstanding from donors
and reimburse the General Fund for the $11.2 million spent on the Gaza General
Hospital project.

Measures taken by the Administration

17. The European Union’s scheduled audit of the Gaza General Hospital project
was completed in June 1999. UNRWA had been discussing the matter with European
Commission officials in order to obtain more funds to reimburse the regular budget
funds.

18. The responsibility of commissioning the hospital was with the European
Union. An international management team had been contracted to prepare the
grounds to begin operating the hospital in July 2000.

Comments of the Board

19. The General Fund has not been reimbursed for the funds outstanding from
donors. The Administration, moreover, continued to incur more expenditures in the
maintenance and other costs of the hospital project. The deficit funding of $11.2
million, which was the subject of comments by the Board in the previous biennium,
had increased to $11.3 million at the end of the biennium 1998-199S. The Board
reiterates its recommendation that the Administration pursue reimbursement of the
outstanding amount of $11.3 million.

Recommendation 8 (g)

20. UNRWA should ensure that all systems are tested for year 2000 compliance,
with sufficient lead time to address any deficiencies.

Measures taken by the Administration

21. The Agency tested all its applications for year 2000 compliance. The review
process was completed in March 1999, which allowed sufficient time to make any
necessary changes before the Agency’s internal deadline of September 1999.
Consequently, no major hitches were encountered by the Agency during the rollover
period.
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Comments of the Board

22. The Board’s year-end audit disclosed that the Agency spent a total of $402,461
on preparing and implementing its year 2000 project, which included changing and
upgrading its non-Pentium computers, servers and operating systems for servers and
workstations.

Recommendation in paragraph 22

23. For more accurate and transparent financial reporting, UNRWA should
disclose information on the changes in reserves and fund balances in its statement 11
in accordance with the requirements of the United Nations accounting standards.

Measures taken by the Administration

24. Statement 1 of the financial statements on the accounts of the Agency for the
biennium 1998-1999 was prepared in accordance with the accounting standards.

Comments of the Board

25. The recommendation has been implemented.

Recommendation in paragraph 41

26. The Administration should comply fully with the established instruction that
before projects are accepted, the necessary land permits should be obtained.

Measures taken by the Administration

27. The Administration explained that it was cognizant of the need to establish
clarity as to availability of sites and ownership at the project planning stage and was
making every effort to do this. However, problems often arose at a later stage,
emanating from issues and aspects beyond the Agency’s control. The projects that
had not been executed during the previous biennium as a result of disputes over land
acquisition were implemented during the biennium 1998-1999. The newly
established Project Review Board would apply the criterion that approval of a
project requires the documented availability of the site.

Comments of the Board

28. The Board will continue to follow up on compliance with the established
instructions.

Recommendation in paragraph 57

29. UNRWA should refine the procedures for the selection and award of contracts
and update the register of vendors in a timely manner to ensure that only competent
contractors are considered for the Agency’s projects. Also, the Administration
should closely supervise its contracts to ensure that contractors’ work meets the
required standards, that cost and time overruns are avoided and that the clause on
liquidated damages is strictly enforced.

25
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Measures taken by the Admiunistration

30. The Agency responded that it rigorously applied established contracting
procedures. Contractors who qualified for projects but who underperformed were
not considered for other projects. Field contract committees were aware of past
contractor performance when evaluating contractors and awarding contracts. The
Headquarters Committee on Contracts also reviewed contracting processes.

31. On the subject of project supervision, project managers were aware of the
comments of the Board of Auditors and were maximizing their effort to ensure that
contractor performance met required standards. Instructions had been issued to field
directors to ensure greater compliance with the policy.

Comments of the Board

32. The Board observed that the deficiencies in contractor performance,
inadequate supervision and delays in the implementation of projects that
characterized construction contracts in the previous biennium were significantly
fewer during the biennium under review. The Board will continue to monitor the
implementation of the instructions in the field in its future audits.

Recommendation in paragraph 61

33. A decision should be made by the Provident Fund on investments with the
countries that do not grant tax exemption to the Fund. Also, more effective measures
should be undertaken to recover the outstanding taxes withheld from the Fund.

Measures taken by the Administration

34. During the biennium, the Provident Fund secretariat issued directives to its
fund managers to minimize the incidence of withholding of taxes by selling
securities prior to the ex-dividend date in countries that fail to provide tax
exemptions to the Fund.

35. The Provident Fund secretariat, during the biennium, was able to secure from
the Italian and Spanish authorities tax exemptions for its investments. Direct tax
exemptions are being sought from other Member States that do not provide
exemptions to the Fund.

Comments of the Board

36. The Board will keep in view the continued efforts of the Provident Fund
secretariat to secure tax exemptions for its investments. The Provident Fund
secretariat should continue to give high priority to the recovery of total outstanding
withheld taxes, which amounted to $1.4 million as at 31 December 1999.

Recommendation in paragraph 63

37. The Administration should ensure that the internal audit manual is revised to
take account of the changes in the Agency’s operations.



Measures taken by the Administration

38. The Agency had obtained copies of the audit manuals used by the Office of
Internal Oversight Services at United Nations Headquarters and by the United
Nations Board of Auditors for comparison and incorporation of the most relevant
and best practices. The revision had been scheduled to be completed by the end of

1998, but was rescheduled to the end of summer 1999 owing to the retirement of the
head of the Agency’s Internal Audit Office.

Comments of the Board

39. The audit manual had not been finalized as at April 2000. Only one chapter
had been completed to date. The Administration should give priority attention to this
exercise by ensuring that the manual is completed as soon as possible.

Recommendation in paragraph 66

40. In order to improve the efficiency of the internal audit staff, UNRWA should
make budgetary provision for enhancing the training of such staff.

Measures taken by the Administration

41. The Administration had instituted significant changes to strengthen the audit
operation. Three new audit positions had been approved. The Audit Office was
continuing its discussions with the office of the Auditor-General of a Member State
about participation in courses. One senior auditor had been sponsored to attend a
special investigation training course at the Law Enforcement Academy of a Member
State.

Comments of the Board

42. The implementation of the Board’s recommendation, which is ongoing, will be
reviewed in future audits.

A/S5/5/Add.3
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Audit opinion and certification of the financial statements
for the biennium ended 31 December 1999

Audit opinion

We have audited the accompanying financial statements, numbered 1 to 6,
appendices 1 to 5 and the supporting notes of the United Nations Relief and Works
Agency for Palestine Refugees in the Near East for the financial period ended 31
December 1999. The financial statements are the responsibility of the
Commissioner-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. 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 examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements.
An audit also includes assessing the accounting principles used and significant
estimates made by the Commissioner-General, as well as evaluating the overall
financial statement presentation. We believe that our audit provides a reasonable
basis for the audit opinion.

In our opinion, the financial statements present fairly, in all material respects,
the financial position at 31 December 1999 and the results of operations and cash
flows for the period then ended in accordance with the Agency’s stated accounting
policies set out in note 2 to the financial statements, which were applied on a basis .
consistent with that of the preceding financial period.

Further, in our opinion, the transactions of the United Nations Relief and
Works Agency for Palestine Refugees in the Near East, which we have tested as part
of our audit, have in all significant respects been in accordance with the Financial
Regulations and legislative authority.

In accordance with article XII of the Financial Regulations, we have also
issued a long-form report on our audit of the Agency’s financial statements.

(Signed) Sir John Bourn

Comptroller and Auditor General

of the United Kingdom of Great Britain
and Northern Ireland

(Signed) Osei Tutu Prempeh
Auditor-General of Ghana

(Signed) Celso D. Gangan
Chairman, Philippine Commission on Audit

30 June 2000
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Certification of the financial statements for the biennium
1998-1999

22 March 2000

I certify that the appended financial statements of the United Nations Relief
and Works Agency for Palestine Refugees in the Near East are correct.

(Signed) Subhash K. Gupta
Comptroller
United Nations Relief and Works Agency for Palestine

Refugees in the Near East Headquarters (Gaza)
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Chapter IV
Financial statements for the biennium ended
31 December 1999
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STATEMENT 3
UNITED NATIONS RELIEF AND WORKS AGENCY
FOR PALESTINE REFUGEES IN THE NEAR EAST
CASH FLOW STATEMENT
For the Biennium 1998-1999
(in USD)
Surplus for the period (As Statement 1) 2,078,570
Reclassification of Fund Balances (As Statement 5) (8,359,218)
Prior year Adjustments 183,828
Cash Inflow From Operations (6,096,820)]
Add: Sources of funds
Prepaid expenses and advances to suppliers 9,597,343
Food Commodities Loaned 92,831
Accounts Payable 1,699,217
Provision for Unliquidated Obligations 4,068,040
Provision for Carry Forwards 180,016
Income received in advance 740,219
Accumulated Reserve (Income Generation Programme) 14,061,078
Total of Sources m
Less: Applications of funds
Accounts Receivable net of provision for uncollectable amounts (10,595,517)
Production Units Inventory (103,865)
Due from Area Staff Provident Funds (403,263)
Provision for Goods-in-Transit (6,849,842)

Total of Applications

(17,952,487)]
‘\_——

Net Cash Inflow During the Period

6,389,437

Cash Balance as at 01.01.1998
Cash Balance as at 31.12.1999

24,604,428
30,993,865

Net Increase (Decrease) in Cash Balances

6,389,437

M
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FOR PALESTINE REFUGEES IN THE NEAR EAST
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STATEMENT 4

BUDGET AND EXPENDITURE
For The Blennium 1998-1999
(In USD)
Detalls Budget Expenditure
Cash In-Kind Total Cash In-Kind Total
REGULAR BUDGET
FEngg]!on Services
Elementary Education 168,833,740 27,800 168,861,540 160,111,687 701,813 160,813,500
Preparatory Education 118,479,228 35,414 118,514,642 103,333,656 270,135 103,603,790]
Secondary Education 435,351 435,351 84,062 212 84,27
Vocational & Prof. Training 26,791,524 521,541 27,313,065] 27,631,548 597,285 28,228,8
Other Activities 9,204,931 958,392 10,163,323 8,879,105 786,698 9,664,80
Total Education Services 323,744,774 1,543,147 325,287,921 300,040,059 2,355,142 302,395,201
ith Servi
Medical Services 80,280,207 635,186 80,915,39: 68,483,859 2,623,351 71,107,20!
Environmental Sanitation 23,070,634 146,042 23,216,676 17,915,903 141,820 18,057,72;
Nutrition & Supplementary Feeding 183,251 21,338,470 21,521,721 204,452 8,261,386 8,465,
Special Environmental Activities 1,269,652 1,269,652 984,400 984,4008
Total Health Services 104,803,744 22,119,698 126,923 442] 87,588,614 11,026,557 96,615,17
| Services
Relief Services 44,531,663 35,684,293 80,215,956 27,634,411 24,896,543 52,5309
Social Services 5,978,834 11,566 5,990,400 6,047,505 76,889 5,124,
Total Rellef Soclal Services 50,510,497 35,695,859 86,206,356 32,681,916 _ 24,973,432 57,655
Operational Services
Supply & Transpon Services 28,550,339 43,866 28,594,205 26,811,368 (8.381,374) 18,429,9'
Architectural & Engineering Services 16,907,250 16,907,250 9,809,903 9,809,90:
Self Support Units 315 315 (256,692) (256,692)
Totsl Operational Services 45,457,504 43,866 45,501,77 36,364,578 (8,381,374) 27,9832
/
Common Services
Genesal Management 33,263,811 161,800 33,425,611 23,632,311 2,190 23,634,501
Administration 54,727,703 218 54,7279 16,917,088 10,412 16,927,500
Tots) Common Services 87,991,514 162,016 88,153, 40,549,399 12,602 40,562,001
Total Regular Budget 612,508,433 59,564,586 672,073,01 497,224,566 29,986,359 527,210,925/
NON-RE RSB ET
Peace Implementation Programme 67,552,376 67,552,37! 41,291,300 539,122 41,830,422
|Levanon Appeal 9,184,793 9.134.795I 7,263,720 7,263,7
come Generation Programme 3,399,718 3.399.71d 2,973,290 2,973,290}
on-Reqular B Activiti
Capital and Special Projects 4,008,420 4,008,42 2,554,750 68,078 2,622,82
Expanded Programme of Assistance 1,847,928 1,847,928 840,156 840,1
European Gaza Hospltal 1,461,821 1,461,821 327,263 905,082 1,232,34
ots! Other Non-Regular Budget Activities 7,318,169 7,318,169] 3,722,169 973,160 46953
[Total Non-Regular Budget Activities 87,455,056 87,455,056 55,250,479 1,512,281 56,762,761
1
TOTAL ALL FUNDS 699,963,489 59,564,586 759,528,075] 552,475,046 31,498,640 583,973,686/
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Annex
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Notes to the financial statements

Note 1
The Agency’s objectives

The mission of the United Nations Relief and Works Agency for Palestine
Refugees in the Near East is to provide services to Palestine refugees by enhancing
socio-economic conditions within the Palestine refugee community through the
provision of education, health and relief assistance and social services, infrastructure
development projects and related activities within its area of operations.

Note 2
Summary of significant accounting policies

(a) The accounts of the Agency are maintained on a modified accrual basis.
In accordance with the Agency’s Financial Regulations and on the assumption of a
going concern and principles of prudence, the accounts of the Agency are
maintained on a cash basis with regard to contributions for its general operations
and on an accrual basis regarding all other income and expenditure.

(b) At the request of donors, contributions received in the current period for

a future financial period are treated as “income received in advance” in the
accounting records.

(¢) Using the donor’s valuation, contributions in kind are recorded as income
when they are received by the Agency.

(d) The Agency operates a system of fund accounting by which it maintains
separate accounts for the regular budget, the project funds and the Provident Fund.
the Agency’s system of fund accounting provides a full identification of income and
expenditure by purpose and the complete separation of the assets and liabilities of
each fund. Contributions or allocations to funds other than the regular budget are
assigned individual prefixes, which are maintained as distinct financial and
accounting entities, with separate double-entry groups of accounts. Whereas the
financial statements of the regular budget and project funds are included in the

preceding pages, the financial statements of the Provident Fund form a separate
section of the present report.

(e) Contributions to the regular budget, which are received without
restriction regarding their use, can be used to finance projects for which special

contributions are sought but not received if the financial situation permits or the
Commissioner-General deems it appropriate.

(f) The accounts of the Agency are maintained in United States dollars.
Transactions in other currencies are translated into United States dollars using the
United Nations operational rate of exchange prevailing at the time of the transaction.
At the end of a financial period, assets and liabilities not in United States dollars are
reflected in United States dollars at the rate of exchange applicable at the end of the

period. Gains or losses on exchange of currencies are treated as an addition to or
deduction from income.

(g) Costs for the purchase of equipment and supplies, including construction
costs, are charged to expenditure at the time the goods are received and paid for. As



a consequence, stocks or inventories are not included as assets, with the exception of
production units, in any of the Agency’s funds. Although the Agency’s stocks and
inventories are not treated as assets, stock records and strict inventory controls are
maintained. The approximate value of the Agency’s stocks and inventories as at 31
December 1999, based on historical cost, amounted to $11.9 million.

(h) The Agency has three self-supporting production units. These are the
Embroidery Centre, the Carpentry Unit and the Contracting Section, all of which are
located in Gaza. Up to 1987, those units were part of the General Fund. From 1988
they were set up as separate units to be governed by a new set of instructions for
effective management control and performance assessment. Therefore, as an
exception to the Agency’s accounting policies, inventories of the production units
are reported at cost under assets in the financial statements.

(i) The Agency’s financial period consists of two consecutive calendar
years. An interim closure of accounts is carried out at the end of the first year and a
final closure at the end of the second year.

(j) A provision is made in the budget for separation payments made to staff
members who leave the Agency during a financial period. However, reserves have
not been established for separation costs for future years. Hence, such payments
would be expected to be met from future income and operating reserves. In the event
of the closing down of UNRWA, the accumulated termination benefits for area staff
as from 31 December 1999 is estimated at around $144.7 million.

Notes applicable to the regular budget
Note 3
Income from other sources

This income represents miscellaneous contributions received in cash and in
kind from individuals, charitable institutions, social bodies and merchants.

Note 4
Miscellaneous income

Miscellaneous income comprises income derived from the following:

United States dollars

Bank interest 1 652 576
Income from production units 54 990
Sale of used vehicles and equipment 108 320
Share of profit on insurance policies 47 868
Sundries 389 303

Total 2253 057

AISS15/a4q 3
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Note 5§
Accounts receivable

Accounts receivable reported in statement 2 include the following items:

United States dollars

Personal account of staff members 1 968 665
Refundable utility deposits 53203
VAT due from Palestinian Authority (PA) 19 364 862
Customs and port charges due from PA 4175947
Claims against other governments 976 046
Filed claims against governments 12 234 390
Unfiled claims against governments 332170
Miscellaneous claims and receivables 2 596 962

Subtotal 41 702 245
Less: Provision for uncollectable amounts (17 834 776)

Total 23 867 469
Note 6

Production units inventory

Production unit inventories (see note 2 (h)) consist of the following:

United States dollars

Raw material ' 315458
Work in progress 37 663
Finished goods 1 662 430

Total 2015551
Note 7

Due from Area Staff Provident Fund

The amount due from the Area Staff Provident Fund consists of the following:

United States dollars

Main Provident Fund 2 884 749
Post-Employment Fund 10 060
Due to Austrian Schilling Fund (110 705)

Total 2784 104




AJS5/5/Add.3

Note 8
Fixed assets

Fixed assets, which are expended at the time of purchase, are included in
statement 2 and comprise the following:

United States dollars

Land owned by UNRWA

219049

Buildings 298 456 229

Vehicles 17 749 843

Equipment 47 343 033

Total 363 768 154
Note 9

Accounts payable

Accounts payable include:

United States dollars

Accounts payable

8 412 453

Deposits received 381 340

Funds held for other organizations 487 534

Unpaid cheques, salaries, wages, etc. 785 226

Total 10 066 553
Note 10

Provision for unliquidated obligations/goods in transit

The provisions for unliquidated obligations and goods in transit are provisions
made in prior years but for which the goods or services have not yet been received.

Note 11
Provision for carry-forwards

The provision for carry-forwards is a provision for items budgeted in the

current year for which justification has been given that these items are charged to
the current year’s expenditure.

Note 12
Contingent liabilities

A number of personnel appeals that could involve payment of back wages and
entitlements are pending with the respective appeals boards of the international and
area staff as well as with the United Nations Administrative Tribunal in New York.
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Note 13
Reclassifications

Certain accounts in the biennium 1998-1999 were reclassified to comply with
the recommendations made by the Board of Auditors and to improve the
presentation of the financial statement.
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APPENDIX 1
B. Appendices to the financial statements
UNITED NATIONS RELIEF AND WORKS AGENCY
FOR PALESTINE REFUGEES IN THE NEAR EAST
REGULAR BUDGET
EXPENDITURE
For The Biennium 1998-1999
(in USD)
Programme Cash in Kind Total
EDUCATION SERVICES
General Education
Elementary Education 160,111,687 701,813 160,813,500
Preparatory Education 103,333,656 270,135 103,603,790
Secondary Education 84,062 212 84,274
Other General Educational Services 8,879,105 785,698 9,664,803
Vocational & Praf. Training

Gaza Vocational Training Center 3,688,694 36,434 3,725,128
Siblin Training Center 3,699,373 20,148 3,719,520
Damascus Vocational Training Center 1,701,428 76,994 1,778,422
Wadi Seir Training Center 3,784,962 29,290 3,814,252
Amman Training Center 3,179,104 29,320 3,208,425
Kalandia Vocationa! Training Center 3,160,050 37,340 3,197,391
Ramallah Men Training Center: 2,612,425 26,614 2,639,038
Ramallah Women Training Center 4,894 481 49,506 4,943,987
Other Vocational & Professional Training Costs 911,031 291,639 1,202,671

Totat Education Services 300,040,059 2,355,142 302,395,201

HEALTH SERVICES
rMedical Services

Pharmacy Services 1,066,942 16,380 1,083,322
Laboratory Services 2,642,707 - 2,642,707
Health Services 37,510,063 2,190,374 39,700,437
Famify Health 3,550,386 1,766 3,552,152
Mental Health 433,611 - 433,611
Dental Care 3,147,339 920 3,148,259
Schaool Health Services 763,359 . 753,359
Health Education 414,602 - 414,602
General Hospitals 11,343,445 7,537 11,350,982
Qalqilia Hospital 1,915,454 48,733 1,964,186
Augusta Victoria Hospital 1,987,031 - 1,987,031
Administration 3,541,517 357,641 3,899,158
Other Costs 177,404 - 177,404
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APPENDIX 1
Programme Cash in Kind Total
Environmental Sanitation
Surface Water Drainage 258,959 - 258,959
Refuse and Sewage Disposal 15,843,754 337 15,844,091
Water Supply 864,947 141,483 1,006,430
Insect and Rodent Control 191,485 - 191,485
Administration 721,227 - 721,227
Maintenance of Premises 35,925 - 35,925
Other Costs (394) - (394)
Nutrition and Supplementary Feeding 204,452 8,261,386 8,465,838
Environmental Activities 984,400 - 984,400
Total, Health Services 87,588,614 11,026,557 98,615,170
RELIEF AND SOCIAL SERVICES
Relief Services
Special Hardship Cases 17,115,798 24,746,153 41,861,951
Quality Control 65,258 3,637 68,895
Eligibility and Registration 2,107,205 1,187 2,108,392
Camp Services 202,545 145,468 348,013
Administration 6,665,728 98 6,665,826
Ration Distribution Costs 1,466,157 - 1,466,157
Other Costs 11,718 - 11,719
Social Services
Social Case Work 990 592 1,582
Community Development 28,627 17,996 46,623
Institutionalized Training and Care 280,175 - 280,175
Youth Activities 286,916 875 287,791
Women's Activities 1,298,874 47 1,298,921
Embroidery Centre (1,404) - (1,404)
Community Centers for the Disabled 460,092 . 460,092
General, Protection & Emergency Services - 981,262
Income Generation Projects 1,028,429 - 1,028,429
Other Costs 55,949 55,949
Visually impaired 627,596 57,379 684,975
Total, Relief and Social Services 32,681,916 24,973,432 57.655.348
L
OPERATIONAL SERVIGES
Supply and Transport Services
Purchase of Supplies for Inventory 5,268,006 (8,439,304) (3,171,298)
Supply Warehousing 4,163,152 21,418 4,184,570
Vehicle Maintenance 1,976,236 - 1,976,236
Passenger Transport 7,470,934 (10) 7,470,924
Freight Transport 2,916,979 36,357 2,953,336
Port Operations (169,324) - (169,324)
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APPENDIX 1
Programme Cash in Kind Total
Administration 4,833,274 166 4,833,440
Other Costs 352,110 352110
Architectural & Engineering Services 9,809,903 9,809,903
Self Supporting Units (256,692) (256,692)
Total, Operational Services 36,364,579 (8,381,374) 27,983,205
COMMON SERVICES
General Management
Commissioner General's Office 2,595,780 2,595,780
Field Office Administration 4,928,579 2,190 4,930,769
Area Administration 2,845,764 2,845,764
Camp Services Administration 1,414,817 1,414,817
Public Information Administration 973,386 973,386
External Relations 1,826,445 1,826,445
Policy Analysis Unit 597,349 597,349
Internal and External Audit Services 1,676,497 1,676,497
Legal Services 1,773,401 1,773,401
Protective Services 4,124,364 4,124,364
New York Liaison Office 628,634 628,634
Cairo Office 84,883 84,883
Other Costs 162,412 162,412
Administration
Human Resources 4,320,068 4,320,068
Administration & General Services 7,561,823 432 7,562,254
Finance Services 6,084,506 6,084,506
Information System Office 3,708,556 9,980 3,718,536
Information System Strategy 108,385 108,385
Joint Appeal Board 24,345 24,345
Income From Programme Support Costs * (5,606,675) (5,606,675)
Other Costs 716,082 716,082
Total, Common Services 40,549,399 12,602 40,562,001
GRAND TOTAL 497,224,566 29,986,359 527,210,925

* Represent the share of common costs from projects funds and is computed at 5% of donation for supply projects

and 12% for construction projects, as agreed with donors
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APPENDIX 4
UNITED NATIONS RELIEF AND WORKS AGENCY
FOR PALESTINE REFUGEES IN THE NEAR EAST
INCOME GENERATION AND POVERTY
ALLEVIATION PROGRAMME
INCOME AND EXPENDITURE STATEMENT
For the Biennium 1998-1999
(in USD)
INCOME:
interest on Revolving Fund Account 1,037,813
Interest on Small Scale Enterprise Loans 1,139,468
Interest on Micro-Enterprise Loans 1,779,527
Interest on Poverty Alleviation Programme 9,212
Exchange Rate Gains (Losses) (568,706)
Total Income 3,397,313
EXPENDITURE:
International Staff Costs 293,631
Local Staff Costs 1,959,443
Overtime Supplement 3,845
Senior Manager's Allowance 5,764
Casual Employee Costs 20,793
Cleaning Supplies 942
Office, Stationery and Scholastic Supplies 4,006
Automotive Spare Parts and Accessories 4,323
Minor Equipment and Furniture 15,146
Miscellaneous Non-Catalogue Supplies 17,567
Library and Reference Books 1,279
Rental of Premises 202,195
Electricity 7,712
Water 817
Equipment 3,689
Computer Hardware Equipment 11,282
Construction and Alterations of Structures 3,224
Travel 29,616
Telephones 16,987
Training Costs 57,034
Hire of Vehicles 8,888
Bank Charges 2,615
Special Service Agreements 24,194
Other Contractual Services 41,593
Cash Losses 236,705
Total Expenditure 2,973,290
SURPLUS/(DEFICIT) 424,023

3
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NDJ,
UNITED NATIONS RELIEF AND WORKS AGENCY
FOR PALESTINE REFUGEES IN THE NEAR EAST
GENERAL FUND
PRODUCTION UNITS AND CANTEEN REVENUES
For the Biennium 1938-1999
(in USD)
Schools Production Units
Conélbuttlons & GRAND TOTAL
anteen
i Total
Revenues Contracting Carpentry Embroidery

GAZA:
Sales(income) 646.648 1,364,885 1,901,209 306,235 2,772,329 3.418,977
Cost of Sales 640,020 1,345,418 1,096,412 275,510 2,717,340 3,357,360
Net income 6,628 19,467 4,797 30,725 54,989 61,617
LEBANON:
Sales(income) 507.137 507,137
Cost of Sales 547 666 - 547,666
Net income (40,529) . . . - (40,529)
SAR:
Sales{income) 289,150 - 289,150
Cost of Sales 247,267 247,267
Net income 41,883 . . . - 41,683
JORDAN:
Sales(income) 1,223,286 - 1,223,286
Cost of Sales 1,158,229 - 1,158,229
Net income 65,057 - - . - 65,057
W.B.:
Sales(Income) 433,473 - 433,473
Cos! of Sales 375,144 375,144
Net income 58,329 - B - B 58,329
TOTALS :
Sales(Income) 3,099,694 1,364,885 1,101,209 306,235 2,772,329 5,872,023
Cost of Sales 2,968,326 1,345,418 1,096,412 275,510 2,717,340 6,685,666
Net income 131,368 19,467 4,797 30,725 54,589 186,357

78




Provident Fund statements

UNITED NATIONS RELIEF AND WORKS AGENCY
FOR PALESTINE REFUGEES IN THE NEAR EAST

AREA STAFF PROVIDENT FUND

A/55/5/Add.3

STATEMENT OF
INCOME & EXPENDITURE
AND INCOME DISTRIBUTION ACCOUNT
For the Biennium 1998-1999
(in USD)
1996-1997 1998-1999
Investment Income:
149,941,458 Gross Investment Income 106,657,292
4,377,860 Less: Investment Management fees 4,521,975
145,563,598 Net investment income 102,135,317
QOther Income
501,593 Income from loans scheme 521,561
146,065,191 TOTAL INCOME 102,656,878
Expenses:
1,185,361 General administration expenses 936,385
386,356 Partidpants loan scheme administration expenses 297,702
1,571,717 TOTAL EXPENSES 1,234,087
144,493,474 NET INCOME FOR THE BIENNIUM 101,422,790
91,529,724 Add: Undistributed Income At 1.1.1998 70,980,322
Priof year adjustment (68,125)
Unallocated Surplus at biennium end 2,886
236,023,198 TOTAL OF AVAILABLE INCOME 172,337,873
156,730,004 Less income distributed to continuing participants 144,748,650
interest paid during the biennium on:
full withdrawals of voluntary contributions 203,208
9,312,872 withdrawals of separated participants credits 6,293,081
reserve for loan administration expenses 223,859
165,042,876 TOTAL INTEREST PAID DURING THE BIENNIUM 151,468,798
70,980,322 INCOME AVAILABLE FOR DISTRIBUTION 20,869,076
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UNITED NATIONS RELIEF AND WORKS AGENCY
FOR PALESTINE REFUGEES IN THE NEAR EAST

AREA STAFF PROVIDENT FUND

STATEMENT OF

ASSETS AND LIABILITIES
As at 31 December 1999
{in USD)

31.12.1997 31.12.1999
ASSETS

236,726,890 Baring International, London 270,267,069
32,315,979 Bank Austria, Vienna -

217,322,859 Fiduciary Trust, London 227,592,418

115,611,773 Paribas Asset Management, Paris -
92,752,264 Deutsche Bank, Frankfun 94,560,218
74,875,842 Lombard Odier & Cie, Geneva 95,810,649
53,785,202 State Street, Paris 48,335,348

- Julius Baer 76,467,431
- Saudi Int'l Bank 42,627,541
921,672 Security Lending/Cash 185,175
- Cash Investments 719,370
824,312,481 TOTAL OF ASSETS 856,565,219
LIABILITIES
Continuing participants credits:

180,151,078 Gaza and Cairo 207,158,926
72,164,650 Lebanon 81,303,102
59,053,502 SAR. 68,583,569
95,700,279 ‘West Bank 105,355,066

237,937,300 Jordan 246,537,018

7,593,180 HQ Amman 8,174,808
1,085,237 HQ Vienna 1,113,284
720,296 HQ Gaza 1,256,210
654,415,622 Sub Total 719,481,983
Retirees’ Credits:
32,778,036 Gaza and Cairo 41,205,373
345,418 Lebanon 200,234
18,211,997 SAR 18,835,864
16,896,223 West Bank 19,975,269
6,648,096 Jordan 9,556,121
2,537,808 HQ Amman 3,089,592
14,775,812 HQ Vienna 15,072,572
4171 HQ Gaza 7,806
92,197,561 Sub Total 107,942,831
Other liabilities:
4,539,510 Ex-participants' ¢redits 5,162,721
2,176,680 Due To UNRWA General Fund 2,884,748
70,980,322 Income available for distribution 20,869,076
reserve for Joan administration expenses 223,859
2,886 Unallocated surplus M
77,699,398 Sub Total 29,140,405
824,312,481 TOTAL OF LIABILTIES 856,565,219
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UNITED NATIONS RELIEF AND WORKS AGENCY
FOR PALESTINE REFUGEES IN THE NEAR EAST

AREA STAFF PROVIDENT FUND
Percentage Breakdown of Investment

Balances
31 December 1999

o S Fgv T St S g T
EUROPE 18 24 16 23 23 29 39 25
PACIFIC BASIN 8 7 15 17 12 25 13 13
NORTH AMERICA 74 69 69 60 65 46 48 62
TOTAL 100 100 100 100 100 100 100 100

Percentage Breakdown of Investment By Type
(Market Value)

31 December 1999

Cpte Dutede ey s Sud S0 o rom

%CASH 5 35 5 2 i4 2 2 8
%BONDS 95 65 95 98 86 - - 71
%EQUITIES - - - - - 98 98 21
%TOTAL 100 100 100 100 100 100 100 100
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UNITED NATIONS RELIEF AND WORKS AGENCY
FOR PALESTINE REFUGEES IN THE NEAR EAST

POST EMPLOYMENT FUND INVESTMENT
STATEMENT OF

INVESTMENTS AND INVESTMENT INCOME
For the year ended 31 December 1999

A/55/5/Add.3

Gross [ncome
Distributed during the year

Income Available for Distribution

29,551

1,467

28,084

STATEMENT OF ASSETS AND LIABILITIES

As at 31 December 1999

ASSETS
Investments

Total Assets

LIABILITIES

Continuing participants Credits:

Gaza
West Bank

Total
Due to General Fund

Income Available for Distribution

Total Liabilities

861,283.00

861,283.00

798,666
24,473

823,139
10,060

28,084

861,283
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UNITED NATIONS RELIEF AND WORKS AGENCY
FOR PALESTINE REFUGEES IN THE NEAR EAST

AUSTRIAN SCHILLING
PROVIDENT FUND
STATEMENT OF INCOME & EXPENDITURE
AND INCOME DISTRIBUTION ACCOUNT
FOR THE BIENNIUM 1998-1999
(in USD)
HO(V)

1996-1957 1998-1999
Investment Income:
148,504 Gross Investment Income 137.438
(54,457) Less: Exchange rate Adjustments (82,057)
—
94,047 Net investment income 55,381
Other Income
737 Income from loans scheme B
94,784 TOTAL INCOME 55,381
Expe’hses:
1,285 General administration expenses 2,214
375 Participants loan scheme administration expenses -
1,670 TOTAL EXPENSES 2,214
93,114 NET INCOME FOR THE YEAR 53,167
213,862 Add: Undistributed Income At 1.1.1998 96,737
306,976 TOTAL OF AVAILABLE INCOME 149,904
151,522 Less: [ncome distributed to continuing participants 85,891
58,717 withdrawals of separated participants credits 59.902
210,239 TOTAL INTREST PAID DURING 1998-1999 145,793
96,737 INCOME AVAILABLE FOR DISTRIBUTION 411




UNITED NATIONS RELIEF AND WORKS AGENCY
FOR PALESTINE REFUGEES IN THE NEAR EAST

AUSTRIAN SCHILLING
PROVIDENT FUND
STATEMENT OF ASSETS AND LIABILITIES
As at 31 December 1999
(in USD)
HQ(V)
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31.12.1997 31,12.1999
ASSETS
Investments:
2,355,699 Treasury HQ(Gaza) 110,705
ATS 1,515,727 @ 13.69
2,355,699 TOTAL OF ASSETS 110,705
LIABILITIES

Continuing participants credits:
457,509 ATS credits 106,594
ATS 1,459,435 @ 13.69

1,597,292 Retirees' Credits:
204,161 Due To UNRWA General Fund -
96,737 Income available for distribution 4,111

ATS 56,292 @ 13.69

2,355,699

TOTAL OF LIABILITIES

110,705
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UNITED NATIONS RELIEF AND WORKS AGENCY
FOR PALESTINE REFUGEES IN THE NEAR EAST

PROVIDENT FUND
ADMINISTRATION EXPENSES

For the Biennium 1998-1999
(in USD)

1996-1997 1998-1999
Provident Fund Secretariat:

516,997 Established Posts 338,794

2,385 Computer Equipment 2,364

48,800 Travel Costs 78,007

2,810 Temporary Assistant 1,000

18,239 Telecommunications 21,342

9,014 Other Costs 59,545
598,245 Total 501,052
973,472 Agency’s Administration Expenses 733,035
1,571,717 Total Administration Expenses 1,234,087

Allocated between:

1,185,361 General Administration 936,385

386,356 Loan Scheme Administration 297,702
1,571,717 Total Administration Expenses 1,234,087
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Annex

Notes to Provident Fund financia) statements

Note 1
The Fund

The Provident Fund is a benefit that applies to all area staff members, except
for contract teachers who participated in the Post-Employment Fund, and is the
equivalent of a defined-contribution pension plan. The Provident Fund, which was
established in 1955, had 18,523 participants as at 31 December 1999. This figure
does not include 1,999 separated staff members who still hold credits in the Fund
under Provident Fund rules. The monthly contribution amount is based on a
mandatory 7.5 per cent payroll deduction for each staff member plus the Agency’s
share of 15 per cent. Under the Provident Fund rules, staff members are allowed to
make additional voluntary contributions up to a maximum of 50 per cent of monthiy
payroll. Loans against staff credits for educational, medical and housing needs are
granted to the members. These loans must be repaid within a period of 10 years. As
at 31 December 1999, an amount of $52,721,208 was outstanding as loans. All
participants receive the lower of book or market value return on the Fund for the
period of employment or membership in the Fund. The Fund is administered by the
Provident Fund secretariat jointly under the supervision of and with guidance
provided by two committees, the Provident Fund Committee and the Investment
Advisory Committee.

Note 2
Investment management and investments

The Fund employed seven investment managers, five for the global bond
portfolio and two for the global equity portfolio. The approved guidelines for
investments allowed for an asset allocation mix of 85 per cent for bonds and 15 per
cent for equities. However, an allocation of 80 per cent bonds and 20 per cent
equities was implemented with the approval of the Provident Fund Committee in
November 1999. A global custodian, the Northern Trust Company, has custody of
the assets. A securities lending programme is also administered by the Northern
Trust Company under which the assets of the Fund are lent to approved borrowers
for short duration for a commission. An independent company, the WM Company,
calculates the performance numbers for the Fund. During the biennium, four new
investment managers were appointed and two were terminated. The investments are
valued, for purposes of generating an income figure, at the lower of cost or market
value on a portfolio basis. The value of investments at 31 December 1999 was
$856,565,219 for the Dollar Fund and $110,705 for the Austrian Schilling Fund. The
investment managers’ valuation based on market value was $913,145,963 for the
Dollar Fund. Subsequent to the transfer of the members’ balances to the Dollar Fund
in July 1998, the investment management function of the Austrian Schilling Fund
was delegated to the Treasurer of the Agency.

A/S5/5/Adq
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Note 3
Investment income

Gross investment income for the biennium comprises the following:

United States dollars

(a) Interest from fixed-income securities 78 648 283
(b) Dividends from equities 4 809910
(c) Realized capital gains 18 601 493
(d) Interest on short-term deposits 4 598 063

Total 106 657 749
Note 4

Foreign currency transaction

The Provident Fund accounts are maintained in United States dollars.
Transactions in other currencies are translated to United States dollars at the United
Nations operational rate of exchange prevailing at the time.

Note 5
Administration costs

Direct expenses of the Provident Fund secretariat and expenses computed,
based on time spent by staff, on the Provident Fund scheme at Headquarters and
field offices are included under administration costs. This expenditure has been
allocated between general administration and loan scheme administration.

Note 6
Prior year adjustments

A prior year adjustment was made in respect of the custodian fees payable to
the global custodian for the fourth quarter of 1997.

Note 7
Reserve for loan administration expenditure

A reserve account has been established to compensate for the difference
between the 1 per cent administrative fee levied on Provident Fund loans and loan
administration expenses in case of any future shortfalls.

Note 8
Contributions and fund balances

The movement of funds and the resulting amount due to the Agency by the
Provident Fund as at 31 December 1999 is given below.
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Funding source

United States dollars

Continuing participants’ credits

65 066 461

Retirees’ credits 1S 745 270
Separated participants’ credits 623 211
Investment income (49 887 387)
Total 31 547 555
Less: Prior years’ unallocated surplus (2 886)
Net funding sources 31 544 669
Less: Increase in investment portfolio (32 252 738)
Applied to General Fund (708 069)
Less: Amount due to General Fund on 1 January 1998 (2 176 680)
Amount due to General Fund on 31 December 1999 (2 884 749)

Note 9
Post-Employment Fund

The Post-Employment Fund, which was established for the teachers employed
on contractual terms, was to be merged with the main Provident Fund in March

2000.
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