Summary of WFP/EB.A/2008/6-A/1/1: Audited Biennial Accounts 2006-2007 (Section I): Report of the Executive Director on the Financial Administration of the World Food Programme for the Biennium 2006-2007
Introduction: The highlights of WFP’s financial administration and reporting during 2006–2007 include: i. capacity-building and training in financial management for country directors and finance staff; ii. enhancement of management oversight tools to review the financial administration performance of field offices and Headquarters units with financial responsibilities; iii. changes in accounting policies, the General Regulations, General Rules and Financial Regulations; iv. rationalization of the internal financing mechanisms and treasury management; v. support for reform in the United Nations system; and vi. progress in the transition to IPSAS. (par 5)
The financial results for WFP for 2006–2007 reflect the impact of reduced levels of contribution income and increases in most cost components, including commodities, which have steadily increased throughout the biennium and particularly in 2007. Programme Support and Administrative (PSA) costs also increased significantly in 2006–2007 as a result of mainstreaming activities into PSA that were previously funded by capacity-building funds, staff cost increases and the impact of negative exchange rate fluctuations – the decline in value of the United States dollar against many local currencies. This was partly offset by the application of hedging strategies introduced at the beginning of 2006. (par 6)
Financial Accountability of Managers: In view of the decentralized nature of WFP operations, greater reliance is being placed on managers in the field to ensure that financial transactions are properly and promptly recorded and that financial procedures and reporting requirements are complied with.
Changes in Accounting Policy: The first change concerned the recognition of expenditure for goods and services supplied to WFP. With effect from 2006, expenditures were recorded on a delivery basis. The second change was the introduction of full recognition of staff liabilities, including those payable after staff have retired or separated from WFP. These changes in accounting policy constitute major improvements in WFP’s financial reporting standards. (par 12-14)
Amendments to General Regulations, General Rules and Financial Regulations: In preparation for the introduction of IPSAS and the change to annual rather than biennial financial reporting, amendments were made to a number of regulations and rules. (par 15)
Financing Modalities: In early 2007, WFP completed the review of advance financing  processes and mechanisms – the Immediate Response Account (IRA), the Direct Support Cost Advance Facility (DSCAF) and working-capital financing (WCF) loans – that aimed to increase the efficiency of advance financing mechanisms, streamline the processes when advance financing is requested and reduce lead times when food is delivered to beneficiaries. (par 19)

The review resulted in the introduction of (i) standard processes applied to the financing mechanisms, (ii) a two-tier approval process to the value of the transactions and related enhanced oversight and (iii) centralized monitoring of advance financing mechanisms to facilitate corporate overview of WFP’s financial exposure. (par 20)

With these three internal financing facilities, WFP’s ability to respond immediately to crises and fill pipeline shortfalls improved considerably during the 2006–2007 biennium. In total, US$517.2 million was advanced to projects during the 2006–2007 biennium from the three internal facilities. (par 21)
Treasury Management: During the 2006–2007 biennium, the main treasury policies were revised to ensure consistency with WFP’s strategies, operational procedures and market circumstances. The revised treasury policies included investment policy, foreign exchange management, the mandate and composition of the investment committee and the delegated authority for treasury management.

The foreign exchange hedging strategy for staff expenditure incurred in Euros was implemented for the biennium, which enhanced the certainty of PSA staff expenditure and mitigated the impact of increased staff expenditure.
United Nations System-Wide Activities: WFP is fully involved with the introduction of IPSAS into the United Nations system. The Chief Financial Officer is also working on the review of Financial Regulations and Rules, with a view to harmonization among United Nations agencies working together at the country level. WFP has been involved in the development of financial accountability and audit mechanisms for delivering as “One UN” pilots.
Financial Highlights:

Total Income and Expenditure of the WFP:
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INCOME
Cash contributions
Commodity and services-in-kind contributions
Other income (interest, currency gain, etc.)
TOTAL INCOME
EXPENDITURE
Commodities purchased and in-kind
Direct operational costs
Direct support costs
Indirect support costs
TOTAL EXPENDITURE
EXCESS OF INCOME OVER EXPENDITURE

2006-2007 2004-2005 % increase
(adjusted) (decrease)
47364 51553 @©1)
848.2 10393 (18.4)
3768 1155 226.1
59614 63101 (5.5)
22406 27642 (18.9)
2360.1 22624 43
8176 654.5 249
4236 393.0 78
58419 60741 (38
19.5 2360 (49.4)




Expenditure by Programme Category:
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Programme Category Funds
Development
Emergency
Protracted relief and recovery
Special operations
Subtotal
Other Funds
General Fund and special accounts
Bilateral operations and trust funds
TOTAL*

2006-2007 2004-2005 (adjusted)

Amount % Amount %
5775 9.8 5026 82
14454 245 2113.2 343
25225 427 1789.3 291
402.6 6.8 227 36
4948.0 838 4627.8 75.2
12.0 586.2 95
9412 153

6155.





Expenditures on protracted relief and recovery operations (PRROs) showed a 13.6 percent increase (US$733.2 million) in 2006–2007 from 2004–2005; whereas expenditures on emergency operations (EMOPs) decreased by 9.9 percent (US$667.8 million), indicating a shift from emergency to protracted relief projects. (par 39)
Support Costs:
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Total expenditu

Support costs
DSC
PSA

Total support costs

2006-2007 2004-2005
(adjusted)
Amount % __ Amount %
58419 1000 60741 100.0
8176 140 6545 108
4236 73 3930 6.5
12412 213 10475 173




The increase in DSC expenditures resulted largely from (i) the increase in SO expenditures, (ii) the shift from EMOP to PRRO projects, which have greater staffing needs, (iii) significant investment in security, (iv) payment of hardship allowances, rest and recuperation, hazard pay and the special operations living allowance to staff in difficult duty stations, (v) the upgrade of WINGS, (vi) increased activity in special accounts such as the aviation account and the global vehicle leasing pool (GVLP) and (vii) the weakening of United States dollar against many local currencies. (par 42)
Fund Balances:
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Programme Category Funds
Development
Emergency
Protracted relief and recovery
Special operations
Subtotal
General Fund and special accounts
Bilateral operations and trust funds
TOTAL

2006-2007 2004-2005 (adjusted)
Amount % Amount %
2094 1.1 296.0 14.4
640.3 34.0 457.0 221
548.1 29.1 7442 361
155.3 83 169.4 7.7
15531 82.5 1656.6 80.3
115.6 62 1829 8.9
212.4 1.3 2233 10.8
1881.1 100.0 2062.8 100.0




The US$4.5 million of the General Fund was utilized in 2006–2007 for writing off cash losses, unfunded expenditures and contributions and accounts receivable, in accordance with Financial Regulation 12.4.  The General Fund was also utilized to cover (i) WFP’s US$20.6 million share of security costs charged by the United Nations Department of Safety and Security, (ii) US$33.6 million for implementation of WINGS II, (iii) US$2.6 million for funding of the 2006 Walk the World and (iv) a negative staff cost variance of US$37.7 million relating to staff costs not funded by PSA. (par 48-49)
Assets, Reserves and Liabilities:
Cash and Short Term Investments:
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Bank and cash holdings:

At Headquarters
Atcountry offices

Short-term investments
TOTAL

2007 2005
275.6 194.2
523 409
893.3 895.1
12212 11302




All cash and short-term investments are either earmarked for ongoing activities or retained as reserve or fund balances and utilized for funding or financing approved activities in accordance with policies or under the direction of the Board. Of the US$1.2 billion in cash and short-term investments, US$641 million is fully committed in programme category funds’ representing 94 days of cash expenditures, which is almost at the same level compared to the previous biennium. (par 52-53)
Long Term Investments: Staff Benefit Funds:
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Bonds
Equities
TOTAL

2007 2005
535 425
471 33.1

100.6 75.6




This table demonstrates the long-term investments held to fund SBF liabilities: the After-Service Medical Coverage Plan (ASMCP), the Compensation Plan Reserve Fund (CPRF) and the Separation Payment Scheme (SPS).
Contributions Receivable:
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Year of confirmation

2 &

3 and prior
TOTAL

2006-2007 2004-2005
Amount % Amount %
11221 844
138.8 104
53.3 40 945.7
28 02 1424
13.1 1.0 2307 17.5
13301 100.0 13188 100.0




There has been significant improvement in the management of contributions receivable during 2006–2007. Of the US$1.33 billion in contributions receivable, 94.8% related to the 2006–2007 biennium, compared with 82.5 percent in 2004–2005. During 2006–2007, contributions receivable relating to prior biennia accounted for only 5.2% of total contributions receivable, compared with 17.5% during 2004–2005. (par 58)
Staff Liabilities: After-service liabilities at 31 December 2007 were calculated at US$173.2 million, an increase of US$62 million over the 2004–2005 figure, on the basis of factors such as (i) the increase in service costs as a result of active staff accruing additional years of service towards after-service benefits, (ii) the increased age grading of medical claims costs, (iii) higher-than-expected medical claims costs, (iv) a change in mortality assumptions, (v) decreased attribution periods and (vi) changes in claims cost methods. The increase was partially offset by an increase in the discount rate. (par 64)
Reserves:
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rational Reserve

Immediate Response Account

DSC Advance Facilty

PSA Equalization Account
TOTAL

2007

2005
57.0
308
495

122.1

259.





Recommendations:

The Executive Director recommends that the Board:
i. approve the 2006–2007 Biennial Financial Statements of WFP, together with the report of the External Auditor;

ii. approve the replenishment of the Operational Reserve from the General Fund in the amount of US$5.9 million, relating to a drawdown from the Operational Reserve based on a forecast contribution that did not materialize; and

iii. note the funding from the General Fund of US$4.5 million during the biennium for the write-off of cash losses, unfunded expenditures and contributions and accounts receivable.

