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Letter dated 31 March 2019 from the Executive Director of the
United Nations Human Settlements Programme addressed to the
Chair of the United Nations Board of Auditors

In accordance with regulation 6.2 and rule 106.1 of the Financial Regulations
and Rules of the United Nations, I am transmitting the financial report and accounts
of the United Nations Human Settlements Programme, and other related accounts, for
the year ended 31 December 2018, which I approve on the basis of the attestations of
the Chief Finance Officer, United Nations Office at Nairobi, and the Director of the
Management and Operations Division of the United Nations Human Settlements
Programme.

Copies of these financial statements are made available to both the Advisory
Committee on Administrative and Budgetary Questions and the Board of Auditors.

(Signed) Maimunah Mohd Sharif
Executive Director
United Nations Human Settlements Programme
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Letter dated 24 July 2019 from the Chair of the Board of Auditors
addressed to the President of the General Assembly

I have the honour to transmit to you the report of the Board of Auditors on the
financial statements of the United Nations Human Settlements Programme for the
year ended 31 December 2018.

(Signed) Kay Scheller
President of the German Federal Court of Auditors
Chair of the Board of Auditors
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Report of the Board of Auditors on the financial statements:
audit opinion

Opinion

We have audited the financial statements of the United Nations Human
Settlements Programme (UN-Habitat), which comprise the statement of financial
position (statement I) as at 31 December 2018 and the statement of financial
performance (statement II), the statement of changes in net assets (statement III), the
statement of cash flows (statement I'V) and the statement of comparison of budget and
actual amounts (statement V) for the year then ended, as well as the notes to the
financial statements, including a summary of significant accounting policies.

In our opinion, the accompanying financial statements present fairly, in all
material respects, the financial position of UN-Habitat as at 31 December 2018 and
its financial performance and cash flows for the year then ended in accordance with
the International Public Sector Accounting Standards (IPSAS).

Basis for Opinion

We conducted our audit in accordance with the International Standards on
Auditing. Our responsibilities under those standards are described in the section
below entitled “Auditor’s responsibilities for the audit of the financial statements”.
We are independent of UN-Habitat, in accordance with the ethical requirements
relevant to our audit of the financial statements, and we have fulfilled our other ethical
responsibilities in accordance with those requirements. We believe that the audit
evidence that we have obtained is sufficient and appropriate to provide a basis for our
opinion.

Information other than the financial statements and the auditor’s report thereon

Management is responsible for the other information, which comprises the
financial report for the year ended 31 December 2018, contained in chapter IV below,
but does not include the financial statements and our auditor’s report thereon.

Our opinion on the financial statements does not cover the other information,
and we do not express any form of assurance thereon.

In connection with our audit of the financial statements, our responsibility is to
read the other information and, in doing so, consider whether the other information is
materially inconsistent with the financial statements or our knowledge obtained in the
audit or otherwise appears to be materially misstated. If, on the basis of the work that
we have performed, we conclude that there is a material misstatement in the other
information, we are required to report that fact. We have nothing to report in this
regard.

Responsibilities of management and those charged with governance for the
financial statements

Management is responsible for the preparation and fair presentation of the
financial statements in accordance with IPSAS and for such internal control as
management determines to be necessary to enable the preparation of financial
statements that are free from material misstatement, whether due to fraud or error.

In preparing the financial statements, management is responsible for assessing
the ability of UN-Habitat to continue as a going concern, disclosing, as applicable,
matters related to the going concern and using the going concern basis of accounting
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unless management intends either to liquidate UN-Habitat or to cease operations, or
has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the financial
reporting process of UN-Habitat.

Auditor’s responsibilities for the audit of the financial statements

Our objectives are to obtain reasonable assurance as to whether the financial
statements as a whole are free from material misstatements, whether due to fraud or
error, and to issue an auditor’s report that includes our opinion. Reasonable assurance
is a high level of assurance, but is not a guarantee that an audit conducted in
accordance with the International Standards on Auditing will always detect a material
misstatement when it exists. Misstatements can arise from fraud or error and are
considered material if, individually or in the aggregate, they could reasonably be
expected to influence the economic decisions of users taken on the basis of these
financial statements.

As part of an audit in accordance with the International Standards on Auditing,
we exercise professional judgment and maintain professional scepticism throughout
the audit. We also:

* Identify and assess the risks of material misstatement in the financial statements,
whether due to fraud or error, design and perform audit procedures responsive
to those risks, and obtain audit evidence that is sufficient and appropriate to
provide a basis for our opinion. The risk of not detecting a material misstatement
resulting from fraud is higher than the risk of not detecting one resulting from
error, as fraud may involve collusion, forgery, intentional omission,
misrepresentation or the overriding of internal control.

Obtain an understanding of internal control relevant to the audit in order to
design audit procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of the internal control of
UN-Habitat.

Evaluate the appropriateness of accounting policies used and the reasonableness
of accounting estimates and related disclosures made by management.

Draw conclusions as to the appropriateness of management’s use of the going-
concern basis of accounting and, on the basis of the audit evidence obtained,
whether a material uncertainty exists in relation to events or conditions that may
cast significant doubt on the ability of UN-Habitat to continue as a going
concern. If we conclude that a material uncertainty exists, we are required to
draw attention in our auditor’s report to the related disclosures in the financial
statements or, if such disclosures are inadequate, to modify our opinion. Our
conclusions are based on the audit evidence obtained up to the date of our
auditor’s report. However, future events or conditions may cause UN-Habitat to
cease to continue as a going concern.

Evaluate the overall presentation, structure and content of the financial statements,
including the disclosures, and whether the financial statements represent the
underlying transactions and events in a manner that achieves fair presentation.

We communicate with those charged with governance regarding, among other
matters, the planned scope and timing of the audit and significant audit findings,
including any significant deficiencies in internal control that we identify during our
audit.
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Report on other legal and regulatory requirements

Furthermore, in our opinion, the transactions of UN-Habitat that have come to
our notice or that we have tested as part of our audit have, in all significant respects,
been in accordance with the Financial Regulations and Rules of UN-Habitat and
legislative authority.

In accordance with article VII of the Financial Regulations and Rules of the
United Nations, we have also issued a long-form report on our audit of UN-Habitat.

(Signed) Kay Scheller
President of the German Federal Court of Auditors
Chair of the Board of Auditors

(Signed) Jorge Bermudez
Comptroller General of the Republic of Chile
(Lead Auditor)

(Signed) Rajiv Mehrishi
Comptroller and Auditor General of India

24 July 2019
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Chapter 11
Long-form report of the Board of Auditors

Summary

The United Nations Human Settlements Programme (UN-Habitat) is mandated
by the General Assembly to promote socially and environmentally sustainable towns
and cities. It is the focal point for all urbanization and human settlement matters within
the United Nations system.

The headquarters of UN-Habitat is in Nairobi, with four main regional offices
covering Africa, the Arab States, Asia and the Pacific and Latin America and the
Caribbean. The Regional Office for Latin America and the Caribbean is organized into
multi-country offices named “hubs” instead of country offices like the other regional
offices of the agency. UN-Habitat also has liaison and information offices in New
York, Brussels, Beijing, Moscow and Geneva and project offices in 76 countries across
the world. It employs 293 core staff, together with fluctuating numbers of staff on
specific contracts, in particular in field offices.

The total revenue of UN-Habitat for 2018 was $178.7 million, while total
expenses were $185.7 million, resulting in a deficit of $7.0 million.

The Board of Auditors audited the financial statements and reviewed the
operations of UN-Habitat for the year ended 31 December 2018. The audit was carried
out through the examination of the financial transactions and operations at UN-Habitat
headquarters in Nairobi, the Regional Office for Latin America and the Caribbean, in
Brazil, and the UN-Habitat hubs in Rio de Janeiro and Mexico City.

Scope of the report

The report covers matters that, in the opinion of the Board, should be brought to
the attention of the General Assembly and have been discussed with UN-Habitat
management, whose views have been appropriately reflected.

The audit was conducted primarily to enable the Board to form an opinion as to
whether the financial statements present fairly the financial position of UN-Habitat as
at 31 December 2018 and its financial performance and cash flows for the year then
ended, in accordance with the International Public Sector Accounting Standards
(IPSAS). The audit included a general review of financial systems and internal controls
and a test examination of the accounting records and other supporting evidence to the
extent that the Board considered necessary to form an opinion on the financial
statements.

The Board also reviewed UN-Habitat operations under United Nations financial
regulation 7.5, which allows the Board to make observations on the efficiency of the
financial procedures, the accounting system, the internal financial controls and, in
general, the administration and management of operations. The Board examined seven
main areas of UN-Habitat activities (management of grants, project management,
travel management, procurement, risk management, office administration and human
resources) and conducted a detailed follow-up of actions taken in response to
recommendations made in previous years.

Audit opinion

In the Board’s opinion, the financial statements present fairly, in all material
respects, the financial position of UN-Habitat as at 31 December 2018 and its financial
performance and cash flows for the year then ended, in accordance with IPSAS.

10/107
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Overall conclusion

The Board did not identify material deficiencies in accounts and records that
might affect the fair presentation of the financial statements of UN-Habitat. However,
the Board noted scope for improvement in a number of areas, specifically with regard
to grants, financial management, project management, travel management,
procurement, risk management, office administration and human resources. Those
areas need strong internal control and monitoring of activities both in the country
offices and hubs and at the headquarters to ensure the efficient and effective delivery
of the mandate of UN-Habitat. The Board will continue to monitor the outcome of the
management initiative in addressing the noted deficiencies in subsequent audits.

Key findings

The Board has identified a number of issues that management needs to consider
in order to enhance the effectiveness of UN-Habitat operations. In particular, the Board
highlights the following key findings.

Grants in force without transactions since 2015 or 2016

On the basis of its review of grants under which no transactions have been made
since 2015 or 2016, the Board noted the existence of pass-through grants, which are
used to provide funding to implementing partners executing project work that is funded
by a specific grant, that maintain amounts as advances and should have been closed at
the time of the review.

Cost recovery framework in the Regional Office for Latin America and the Caribbean
and its hubs

In its resolution 67/226, the General Assembly requested the executive boards of
the United Nations funds and programmes, and encouraged the governing bodies of
specialized agencies, to adopt cost recovery frameworks, based on the guiding
principle of full cost recovery, proportionally, from the core and non-core funding
resources. The Board observed that expenses of the Regional Office for Latin America
and the Caribbean defined as cost recovery had been charged to projects led by the
Mexico City hub; however, management has not developed a framework that clearly
explains how cost recovery should be handled in practice. The Board considers that
this cost recovery practice is not harmonized with General Assembly resolution
67/226.

Information related to the outputs of projects

The UN-Habitat project-based management policy defines the outcomes of a
project as outputs, results and impacts. With regard to the projects managed by
UN-Habitat reviewed by the Board, it was observed that no information had been
entered into the project accrual and accountability system to allow the accurate
verification of the achievement of the outputs established for each project. The Board
considers that having precise information is important as it allows the progress and
results of projects to be assessed.

Recommendations

With regard to the above findings, the Board recommends that UN-Habitat:

Grants in force without transactions since 2015 or 2016

(a) (i) Conduct a complete analysis of the registers associated with the grants,
specifically for the cases observed by the Board. As part of the analysis,

11/107



https://undocs.org/en/A/RES/67/226
https://undocs.org/en/A/RES/67/226
https://undocs.org/en/A/RES/67/226
https://undocs.org/en/A/RES/67/226

Al74/5/Add.9

UN-Habitat should identify the current status of the amounts delivered to
implementing partners and received from conditional agreements, conduct
a compliance review of the signed agreements and, if applicable, request
reimbursement of the resources provided under them and correct the
accounting transactions records; (ii) evaluate the application of impairment
provisions to advances accounts; and (iii) enhance project supervision and
internal control in the UN-Habitat policy for implementing partners to
prevent grants under which no accounting transactions have been made for
an extended period from remaining in force;

Cost recovery framework in the Regional Office for Latin America and the Caribbean
and its hubs

(b)

Establish a framework and methodology for full cost recovery in accordance
with General Assembly resolution 67/226 applicable in all units of the entity
and inform its hubs and offices of its application;

Information related to the outputs of projects

(c)

(i) Include detailed documentation of each project in the project accrual and
accountability system in order to support their execution and corresponding
progress; and (ii) considering that UN-Habitat manages projects worldwide,
improve the controls related to updated information, established in
paragraph 36 of the project-based management policy.
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Key facts

$25.1 million Original annual resources (regular budget and
foundation non-earmarked)

$227.15 million Original annual resources (technical cooperation and
foundation special purpose)

$178.7 million Total revenue

$185.7 million Total expenses

293 UN-Habitat staff

Mandate, scope and methodology

1.  The United Nations Human Settlements Programme (UN-Habitat) is mandated
by the General Assembly to promote socially and environmentally sustainable towns
and cities. It is the focal point for all urbanization and human settlement matters
within the United Nations system.

2. The Board of Auditors has audited the financial statements of the United Nations
Human Settlements Programme (UN-Habitat) and has reviewed its operations for the
financial period ended 31 December 2018 in accordance with General Assembly
resolution 74 (I) of 1946. The audit was conducted in conformity with the Financial
Regulations and Rules of the United Nations, as well as the International Standards
on Auditing. The Standards require that the Board comply with ethical requirements
and plan and perform the audit to obtain reasonable assurance as to whether the
financial statements are free from material misstatement.

3.  The audit was conducted primarily to enable the Board to form an opinion as to
whether the financial statements present fairly the financial position of UN-Habitat
as at 31 December 2018 and its financial performance and cash flows for the year
then ended, in accordance with the International Public Sector Accounting Standards
(IPSAS). That effort included an assessment as to whether the expenses recorded in
the financial statements had been incurred for the purposes approved by the governing
bodies and whether revenue and expenses had been properly classified and recorded
in accordance with the Financial Regulations and Rules of the United Nations. The
audit included a general review of financial systems and internal controls and a test
examination of the accounting records and other supporting evidence to the extent
that the Board considered necessary to form an opinion on the financial statements.

4.  The Board also reviewed UN-Habitat operations under United Nations financial
regulation 7.5, which requires the Board to make observations on the efficiency of
the financial procedures, the accounting system, the internal controls and, in general,
the administration and management of operations.

5. During the course of the audit, the Board visited UN-Habitat headquarters in
Nairobi, the Regional Office for Latin America and the Caribbean, in Brazil, and the
UN-Habitat hubs in Rio de Janeiro and Mexico City.
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Findings and recommendations

Follow-up of previous years’ recommendations

6.  Of the 20 recommendations outstanding as at 31 December 2017, the Board
noted that 4 recommendations (20 per cent) had been fully implemented, 14
recommendations (70 per cent) were under implementation and 2 recommendations
(10 per cent) had not been implemented. Details of the status of implementation of
the recommendations are shown in the annex.

Financial overview
Revenue and expenses

7.  UN-Habitat revenue includes assessed contributions (regular budget), voluntary
contributions, investment revenue and other revenue. During the period under review,
total revenue increased by $9.9 million (5.9 per cent), from $168.8 million in 2017 to
$178.7 million in 2018. The increase was due mainly to an increase in voluntary
contributions of $19.7 million.

8.  With regard to the expenses, total expenses decreased by $11.8 million (6.0 per
cent), from $197.5 million in 2017 to $185.7 million in 2018. The decrease in
expenses was attributed mainly to a decrease in grants and other transfers of
$25.8 million ($17.9 million in grants to end beneficiaries and $7.9 million in
transfers to implementing partners). Despite the increase in revenues and the decrease
in expenses, UN-Habitat recorded a total deficit of $7.0 million in 2018. The deficit
decreased by $21.67 million (75.6 per cent) compared with the deficit recorded in
2017. A comparison of revenue and expenses for 2018 and 2017 is represented in
figure IL.1.

Figure I1.1
Revenue and expenses

(Millions of United States dollars)

Comparison of revenue and expenses

200
150
100 1l Revenue
® Expenses

50 # Deficit

0

2018
Fiscal year

-50 y

Source: UN-Habitat financial statements for 2017 and 2018.
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Ratio analysis
9.  Table II.1 contains key financial ratios analysed from the financial statements,

mainly from the statements of financial position and financial performance.

Table II.1
Ratio analysis

Ratio 31 December 2018 31 December 2017 31 December 2016

Current ratio®

Current assets: current liabilities 3.88 3.60 6.49
Total assets: total liabilities” 3.17 3.20 4.71
Cash ratio®

Cash + short-term investments:
current liabilities 2.01 1.71 2.76

Quick ratio?

Cash + short-term investments +
accounts receivable: current liabilities 3.52 3.28 5.76

Source: UN-Habitat 2018 financial statements.

¢ A high ratio indicates an entity’s ability to pay off its short-term liabilities.

5 A high ratio is a good indicator of solvency.

¢ The cash ratio is an indicator of an entity’s liquidity by measuring the amount of cash, cash
equivalents or invested funds there are in current assets to cover current liabilities.

4 The quick ratio is more conservative than the current ratio because it excludes inventory and
other current assets, which are more difficult to turn into cash. A higher ratio means a more
liquid current position.

10. UN-Habitat key financial indicators remain sound, as shown by the high ratios
of current assets to current liabilities and total assets to total liabilities. The ratios
show a slight improvement compared with the year 2017, with the exception of the
one corresponding to “Total assets: total liabilities”, which remains almost
unchanged. The improvement was attributed to an increase in current assets such as
investments and advance transfers.

Management of grants
Grants in force without transactions since 2015 or 2016

11. Standard operating procedure 113, Grants approval, of the Budget and Financial
Management Service of the United Nations Office at Nairobi, reviewed in June 2016
and applicable to UN-Habitat, establishes, in section A, that there are four types of
grants: simple grant, resource mobilization grant, main implementation grant and
pass-through (P1) grant.

12. The procedure defines each grant, indicating that a P1 grant is used to provide
funding to implementing partners executing project work that is funded by a specific
grant.

13. The UN-Habitat policy for implementing partners establishes, in paragraph 26,
that “payments to implementing partners should be disbursed in multiple instalments
to mitigate any possible risk of non-performance and ensure outputs are delivered as
agreed”.

14. In paragraph 32, the policy indicates:

Scheduled payments shall accurately reflect the progress in the implementation
of the project and shall be conditional to the submission of the substantive and
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financial reports. All instalments should be linked against specific and clear
outputs and/or progress milestones to be delivered and/or achieved by the
implementing partner. This will ensure the effective monitoring of the performance
of the implementing partner and value for money for the organization.

15. The policy states that “the project is considered operationally closed once all
the outputs and reporting requirements in relation to the project have been
concluded”. This must be achieved within the time frame outlined for delivery in the
agreement of cooperation. In paragraph 68, the policy establishes that “within 90 days
from the date of the operational closure, the project should be financially closed and
any money which has not been used should be refunded to UN-Habitat”.

16. During the audit, all P1 grants in force in 2018 were reviewed. The Board noted
39 grants under which no transactions have been made since 2015 and 31 grants under
which no transactions have been made since 2016. Advances totalling $1,836,470 in
2015 and $689,070 in 2016 were delivered to implementing partners under the grants;
no other accounting transactions have been made since.

17. The Board holds that the existence of grants without accounting transactions
since 2015 or 2016 is not consistent with the guidelines of the UN-Habitat policy for
implementing partners. The Board is of the view that UN-Habitat should carry out a
review of the agreements with implementing partners and, if applicable, request
reimbursement of the resources provided under them and correct the accounting
transactions records.

18. With regard to the revenue associated with the grants reviewed by the Board,
the framework of reference for the accounting treatment of agreements with donors
is described in IPSAS 23: Revenue from non-exchange transactions. In accordance
with paragraph 17 of IPSAS 23, “conditions on transferred assets ... require that the
entity either consume the future economic benefits or service potential of the asset as
specified or return future economic benefits or service potential to the transferor in
the event that the conditions are breached”.

19. The Board reviewed grants in force in 2018 considered as conditional
agreements under which no transactions have been made since 2015 or 2016. The
Board observed one conditional liability grant in the amount of $127,718. The Board
holds that, since this agreement is classified as conditional, there might be a risk that
the donors would claim refunds in the event that the conditions of the agreement are
breached.

20. The Board assumes that these issues may have originated in the absence of
adequate monitoring of project closure or owing to a delay in the submission of
requests for reimbursement to implementing partners.

21. The Board recommends that UN-Habitat conduct a complete analysis of the
registers associated with the grants, specifically for the cases observed by the
Board. As part of the analysis, UN-Habitat should identify the current status of
the amounts delivered to implementing partners and received from conditional
agreements, conduct a compliance review of the signed agreements and, if
applicable, request reimbursement of the resources provided under them and
correct the accounting transactions records.

22. In addition, the Board recommends that UN-Habitat evaluate the
application of impairment provisions to advances accounts.

23. Furthermore, the Board recommends that UN-Habitat enhance project
supervision and internal control in the UN-Habitat policy for implementing
partners to prevent grants under which no accounting transactions have been
made for an extended period from remaining in force.
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24. UN-Habitat accepted the recommendations and informed the Board that it had
begun to review the old balances related to implementing partners and conditional
liabilities. UN-Habitat stated that it planned to complete the review by December
2019.

25. Furthermore, UN-Habitat indicated that it would, in coordination with the
United Nations Office at Nairobi, consider the need for a provision against these
balances and establish monitoring mechanisms to address this matter.

Deficiencies in the identification of roles to fulfil the grant approval process

26. UN-Habitat indicated that, in accordance with step 5, section VIII, of the
“Project design and Umoja start-up” user guide, it is the responsibility of the project
manager officer or the project manager assistant to create a grant in Umoja and, in
accordance with step 6, section VIII, the project manager assistant is responsible for
requesting the modification and approval of the grant, through the Lotus Notes portal.

27. Under the previously mentioned standard operating procedure 113, the creator
of a grant must create a request through the Lotus Notes Umoja grants approval portal.
The request is subsequently sent to the certifying officer, who ensures that all details
included in the request are valid. Once the information is validated, the certifying
officer submits a request to the United Nations Office at Nairobi for approval by the
approving officer, who then changes the status of the grant to awarded, making the
grant operative.

28. The Board reviewed the Lotus Notes portal, in particular the grants in the
UN-Habitat business area. The Board identified 16 certifying officers with the role of
project manager officer. UN-Habitat stated that all of those cases were related to the
modification or el