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INTRODUCTION
1.
GEF Council members recently requested an update on the status of certain audit matters
set out in the draft 2004 financial statements of the implementing agencies’ accounts. The
Trustee has prepared this note to update the Council members. The audit matters in the draft
2004 Annual Report that had been circulated to GEF Council members, the questions asked by
GEF Council members, and the corresponding response and update follow.
AUDIT OPINION OF UNDP 2004 ACCOUNTS
2.
On audit opinion of UNDP: "…I draw attention to the UNDP directives in respect of
GEF nationally executed projects of $71 million. Although we continue to note significant
improvements, I am concerned about the adequacy of the assurance obtained by UNDP that funds
have been properly used for the purposes intended.”
a. Council Member Comments: “A similar note was on the audit opinion for the UNDP
in the 2003 report.” Council members requested an explanation and description of follow up
actions on this matter.
b. Response: UNDP has conveyed that, as stated in the audit opinion, UNDP does have a
few cases where audits were not completed in time in spite of UNDP's continuous efforts to
ensure full compliance. UNDP informs that in this connection their Office of Audits and
Performance Review (OAPR) is in the process of improving monitoring of National
Execution (NEX) audits and that full compliance is expected in the future.
c. For information, UNDP only audits projects with more than $ 100,000 in expenditure
during the year under review. UNDP has indicated that in CY03 projects under NEX
incurred expenditures of $71.2 million, of which $66.3 million were included in the audit plan
based on the aforementioned criterion. The audit compliance was close to 100% and the
expenditure that was audited constituted 93% of the total GEF related expenditure under the
NEX projects.
NOTES TO GEF TRUST FUND FINANCIAL STATEMENT (FOR IBRD as IA) FOR
FY04
3.
On Note 8 -- Disbursements with Repayment Provisions: "As of June 30, 2004 and
2003, IFC, acting as executing agency for IBRD as IA, had disbursed grants with repayment
provisions totaling $22,576,028 and $21,795,869 respectively to grant recipients. In accordance
with the cash receipts and disbursements basis of accounting, IBRD as IA has not established any
receivables due from grant recipients, nor has it recorded any payable to the GEF Trust Fund."
a. Council Member Questions: “Please explain why there have been no receivables
established or any payable recorded to the GEF Trust Fund for these items. Do other
Implementing Agencies have disbursements with repayment provisions? If they do, what are
their receivables and payables recorded?”

b. Response: An inter agency working group was established earlier this year by GEF
Secretariat and Trustee on the development of policies and procedures regarding
employment of non-grant instruments in GEF projects. For those grant disbursements with
repayment provisions Trustee requires full reporting by the agencies to recognize, record and
report these transactions and that all repayments be made to the GEF Trust Fund.
c. From a financial reporting perspective, the financial statements of IBRD as implementing
agency are prepared on the cash receipts and disbursements basis of accounting, which is a
comprehensive basis of accounting other than generally accepted accounting principles.
Under the cash receipts and disbursements basis of accounting, receipts are recorded when
collected, rather than when pledged (or earned), and disbursements are recorded when paid,
rather than when incurred. As such, IBRD as IA has not recorded any receivable or payable
as at June 30, 2004 for grants with repayment provisions. In the event any repayments are
received by IBRD as IA, they would be recorded by IBRD as IA in the period received. Any
amounts returned by IBRD as IA to the Trustee would be recorded by IBRD as IA in the
period in which such transfer took place.
d. UNDP and UNEP as implementing agencies have informed that they do not have any
disbursements with repayment provisions.
4.
On Note 9 – Disbursements: "As noted in the FY 03 financial statements, the IBRD
performs various compliance reviews of trust fund activity as part of its regular control
framework. These reviews include GEF-financed activities for which IBRD acts as the
Implementing Agency. During fiscal year 2002, IBRD as IA brought to the Trustee's and the
CEO's attention that this work had identified certain matters which could result in ineligible
expenditures in three recipient-executed grants. The CEO then brought this matter to the
attention of the GEF Council in a letter dated April 21, 2003.
5.
IBRD management is currently reviewing the findings of this work. Pursuant to
paragraph 11 of Annex B of the Instrument of the Establishment of the Restructured GEF, the
Trustee will work with IBRD and the CEO to address and resolve any concerns that may be
raised by the findings and to determine the next steps. The CEO will keep the Council informed
of the agreed steps as soon as this information is available."
a. Council Member Questions: “We very much appreciate that the strengthened
compliance reviews helped identify these cases, and applaud the Bank's initiative. However,
other than the letter of April 2003, I don't believe that the Council has been briefed on the
situation. When will the Council be informed about the findings of this work? More
generally, do these compliance reviews exist in the other accounts, e.g. UNDP and UNEP? If
not, why not?”
b. Response: Note 9 – Disbursements now reads as follows: “Of the three recipientexecuted grants, in one case, the recipient reimbursed the Trust Fund $161,965 in June 2003,
representing the full amount considered ineligible by the Bank’s review, thereby closing this
case. No irregularities were identified in the case of the second grant. The third grant is
discussed further in Note 10.”
c. Note 10 – Subsequent Event now reads: “With respect to the third grant identified in
Note 9, IBRD management has reviewed the findings of this work. As a result of this review,
in May 2005, IBRD has deemed it appropriate to reimburse $2.42 million to the GEF Trust
Fund.”

d. As part of its own due diligence, Trustee requested an independent review by the Bank’s
Trust Fund Quality Assurance and Compliance Unit (TQC). TQC found the disposition for
all three grants to be reasonable. Please see Attachment 1, prepared by IBRD as
implementing agency, for a more detailed explanation of these three recipient executed
grants.
e. On the question of whether compliance reviews exist for UNDP and UNEP. As indicated
in Item 1 above, UNDP has conveyed that they conduct audits of projects with more than
$100,000 in expenditure. UNDP informs that in this connection their Office of Audits and
Performance Review (OAPR) is in the process of improving monitoring of National
Execution (NEX) audits and that full compliance is expected in the future. UNEP has
conveyed that internal compliance reviews are undertaken on an annual basis by a

team of independent external auditors appointed by the UN Board of Auditors, New
York, in the context of the annual audit of UNEP's GEF Trust Funds that account for
monies received from the GEF and for all UNEP/GEF project activities and
expenditures. Their audit is conducted on a calendar year basis and covers the
income, expenditures, assets, liabilities and fund balances. In addition, compliance
reviews of UNEP are undertaken by the UN Office of Internal Oversight Services
(OIOS) at their prerogative. UNEP require an independent external audit by a
recognized firm of public accountants of all externally executed projects with GEF
grants over $100,000. As part of UNEP’s own annual audit, their auditors place
great emphasis on receipt of these third party audit certificates. For the past three
years UNEP has fully complied with this requirement.

Attachment 1
Page 1 of 3

Attachment 1
Page 2 of 3

Attachment 1
Page 3 of 3

