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APPENDIX B

COMMENTS BY THE SECRETARY GENERAL ON THE REPORT OF
THE EXTERNAL AUDITOR

1. Atthe 28™ Session of the Assembly it was agreed that in future the Council should include in
its report, the action that the Secretary General intends to take in response to substantive recommendations in
the Report of the External Auditor. This appendix presents the comments and the action contemplated by the
Secretary General in response to the External Auditor’s report for 2001contained in Addendum No. 1.

2. The following comments are presented in the same order as that of the External Auditor’s
report.

3. FINANCIAL STATEMENTS AND AUDIT OPINION (paragraphs 8 to 18)

3.1 Paragraph 11 notes that $2.3 million was received from the group of Contracting States that

had agreements with the Council, yet 24 out of 36 of these Contracting States had not met their obligations for
the year 2001. It should be noted that the majority of States with agreements paid the amounts owing on their
agreements in order to re-instate their voting rights prior to the 33" Session of the Assembly, and, as it was not
mandatory to pay the 2001 instalments and assessments in order to re-instate the voting rights, many States
did not pay these during the year.

32 Whilst the collection of contributions in arrears lags, the improvements in the collection of
current year assessments achieved in1998, 1999 and 2000 continued to be maintained in 2001 as noted in
paragraph 5.1 of my Foreword to the financial statements, with receipts as a percentage of contributions
exceeding 93 % in all four years. Collection efforts continue and receipts of $ 601 689 were recorded in the
first 4 months of 2002 relating to amounts owed for 2001 and prior years.

33 Asindicated in Paragraph 13, the disclosure of liabilities for after-service medical benefits has
been provided following an actuarial calculation; the Organization will consider the estimated cost of Regular
Programme and AOSC funded staff in the next actuarial evaluation. Currently, the Regular Programme
assumes the cost for after-service medical benefits of all staff, including the AOSC staff. In view of the
accumulated surplus of approximately $8.2 million under the AOSC Fund, consideration could be given to
charging the AOSC Fund with the cost of the after-service medical benefits of AOSC staff.

34 Paragraph 14 refers to a case of non-compliance with ICAO’s Procurement Code and where
ICAO’s financial procedures were not applied. In addition to the corrective measures mentioned in the report
which were taken by TCB and FIN, it should be stressed that both the extension for the remainder of year 2001
and the renewal for the year 2002 of the said contract were done after obtaining the timely authorization from
Headquarters.

3.5 Paragraphs 15 and 16 refer to a situation where ICAO financial procedures were not followed
in case of a Civil Aviation Purchasing Service Fund. In this regard, the following comments are provided.
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3.6 Paragraph 15. The contract/purchase order referred to in this paragraph is for a very large

amount and involves several payments to the supplier in accordance with scheduled delivery, with the first
payment of $7.2 million to be paid after signing the contract. The funds for this payment were deposited in
ICAQ’s account prior to the signature of the contract. In addition, the government concerned confirmed in
writing that funds to cover the total amount of the contract are earmarked and will be deposited in
ICAO’s account as needed. Furthermore, directives were issued in line with paragraph 1.4.6 of the
ICAO Financial Procedures Manual which refers to the Civil Aviation Purchasing Service (CAPS) and states
that “the government/administration/agency, which registers with and agrees to participate in CAPS,
undertakes to ensure that adequate convertible funds are on deposit with ICAO to cover equipment requisitions
submitted and to deposit, without undue delay, any additional amount which may be required, whenever advised
by ICAO that the funds on deposit are insufficient to cover the proposed purchases”. These provisions ensure
that adequate funds are deposited in ICAO’s account to meet the Organization’s requirements. However, in
order to cover situations cited by the External Auditor, paragraph 1.4.6 of the
ICAO Financial Procedures Manual will be reviewed to ensure that the Organization is protected financially
when dealing with large procurements executed in multiple years.

3.7 Paragraph 16. Cooperation and coordination between the Legal Bureau (LEB) and the
Technical Co-operation Bureau is a matter of priority and importance. For the contract referred to in this
paragraph, TCB requested LEB’s review and advice, which was applied in the final draft of the contract. TCB
considered it necessary to delete one sentence in a specific paragraph. TCB believed by removing the sentence,
the paragraph would no longer be restricted to one aspect of weakness but would widen the protection for
ICAO enabling the Organization to terminate the contract for any legitimate reasons rather than for only one
reason related to the delay in depositing of funds. In addition, this change eliminated the need to purchase
insurance coverage for the amount of US$ 1 million. The change had to be applied before signing the contract
in the offices of the government department in the recipient country, and there was no time to seek LEB’s views
before signing of the contract. However, in future, TCB would ensure that further timely consultation with
LEB would take place before the signing of contracts.

3.8 Paragraph 17, whichrefers to Note 3 to the Trust Funds and Management Service Agreements
and the Civil Aviation Purchasing Services (CAPS) Funds, correctly reflects recent developments with respect
to the mediation. As indicated in Note 3 to last year’s financial statements, ICAO has obtained the
reimbursement of $ 430437 on 5 January 2001 relating to arbitration costs incurred on behalf of a government.
Efforts continue to follow up on the matter.

4, MANAGEMENT SERVICE AGREEMENT PROJECTS (paragraphs 19 to 38)

4.1 Paragraphs 19 and 20. These paragraphs give a misleading impression that the Management
Service Agreement (MSA), as amethodology and means to provide technical cooperation, was audited. The
audit involved specifically 3 projects from one region; two were already audited by EAO and the third was
audited by EAO and the External Auditors themselves in the year 2000.

4.2 Paragraph 24. The term “extra-budgetary resources” used in this paragraph could give the
wrong impression that MSA projects are funded from extra-budgetary resources of ICAO. It has been long
established that ICAO does not provide extra-budgetary resources for its technical cooperation projects.
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43 Paragraph 26. Similar to all United Nations Organizations, ICAO does not apply its

Field Service Staff Rules on local personnel. As a matter of fact, this aspect was realized by UNDP, which
is the most involved in local personnel, and established in Section 6.4.2 (Personnel) of Chapter 6 of
UNDP Programming Manual dated December 2000, that "The UNDP country office must take all reasonable
steps to ensure that the Labour Laws and Regulations of the country programme are respected. This applies
irrespective of the management arrangements." Since labour laws are different from country to country, it is
not feasible to establish one set of rules and regulations to be applied on all local personnel of ICAO projects,
whether they are MSA or other types (local personnel are not restricted to MSA projects). Instead, TCB will
develop guidelines and procedures for the drafting of local personnel contracts taking into consideration the
practices followed by other UN agencies, particularly UNDP.

44 Paragraph 28. The project that was audited includes a large number of Government staff that
were transferred to the project under established contracts to become project local staff working full time for
the project for specific compensation. However, there are still other Government staff that perform individual
tasks for the project and get compensation for them. All these payments were authorized and requested by the
Government through the National Project Coordinator (Head of Mission). Nonetheless, measures have already
been taken to formalize the services of all Government staff and their compensation under local personnel
contracts.

4.5 Paragraph 29. ICAO relevant manuals were strictly applied on international project personnel
and local labour laws are applied on local project personnel, as per Government instructions.

4.6 Paragraphs 32 and 33. Since local staffare supervised by and report directly to the local Civil
Aviation Authority, ICAO runs almost no risks for their performance and conduct. As a matter of fact, TCB
has had to deal with few performance and complaints problems of international project staff, including those
on UNDP projects, while there have to date been no reported problems with any of the local staff hired by the
Government. However, TCB will request information from UNDP and other UN organizations on this subject.

4.7 Paragraph 34. ICAO, through the Project Coordinator, ensures that no discriminatory policies
are practiced and that equal opportunity is taken into account in the recruitment of local personnel. However,
TCB will request information from UNDP and other UN organizations on this subject.

4.8 Paragraph 35. TCB has one Standard MSA that we present to States requesting technical
cooperation MSA projects. This standard MSA has already been reviewed by LEB, FIN and PBU. When this
MSA is accepted without modification it is signed without going back to LEB or FIN. If a modification was
insisted upon, be it by the Government or by other funding parties, then in all such cases the MSA is forwarded
to LEB and FIN for their review and comments. From our experience, we have many documented cases in
which agreement could not be reached between the requirement of the Government and/or the funding
institution and the opinion expressed by LEB and/or FIN. In such cases, TCB either refused to take the project
or referred the matter to the President of the Council and the Secretary General who have the final decision.

5. REGIONAL OFFICES (paragraphs 39 to 72)
5.1 Formal review of Regional Offices plans (Paragraph 72 - Recommendation 1)
The Secretary General supports the recommendations of the External Auditor for establishing

and reviewing a regional office plan for each of the seven regional offices within the strategic framework with
clear priorities. Given the need to continue implementing much of the existing programmes, while at the same
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time catering to increasing demands for new programmes within the constraints of a zero growth budget
environment, it proved to be difficult for the Secretariat to implement the said recommendation in full.
Nevertheless, considerable progress has been made in the last triennium in developing a draft business plan for
the Paris Regional Office, with an intent to extend the same to other regional offices after the work on this draft

plan is completed.
5.2 Better reporting from Regional Offices needed (Paragraph 72 - Recommendation 2)

In relation to external audit’s recommendation for a better reporting method from
regional offices, it is hoped that the strategic priorities which would be established in the proposed
business plan of the regional offices would provide clear directions for the preparation and reporting of the
results, the resource costs and the variance from plans for all the regional activities. This would allow to
monitor the performance and make conscious decisions in approving the final programme and budget for the
regional offices. In order to further enhance and strengthen the reporting methods of regional offices, the
Secretary General intends to provide detailed guidelines to Regional Directors on regular reviews of their
respective programme implementation and performance against established objectives in each of the
regional offices.

6. FOLLOW-UP ON 1999 REPORT
6.1 The ICAO Universal Safety Oversight Audit Programme (USOAP) (paragraphs 73 to 127)

The follow-up report of the 1999 External Auditor Report on the ICAO Universal Safety
Oversight Audit Programme reveals that the mandate given to the Safety Oversight Audit Section (SOA) for
conducting audits in 1999 - 2001was successfully met, with a total of 183 audits completed (including
178 Contracting States and five territories), leaving only nine Contracting States to be audited as soon as
conditions in those States permit. The external audit follow-up report notes that there has been a very good
outcome of the audit process in terms of the identification of safety concerns and the need for providing
assistance to States to resolve them. In addition, the follow-up report confirms that significant progress has
been made both in terms of further developments regarding the Programme and in the implementation of the
1999 External Auditor’s recommendations.

While noting the overall success and achievements of the USOAP, the External Auditor’s
follow-up report also identifies a number of challenges on hand that will need to be addressed in order for the
Programme to successfully and cost-effectively implement its plans with regard to safety oversight as well as
the provision of quality assurance (paragraphs 89 to 96 refer).

a) With respect to the vulnerability of the Audit Findings and Differences Database
(AFDD), the Secretariat recognizes the need for appropriate resources to be made
available to maintain the system and to provide adequate backup of programming
needs. The functions of the AFDD will continue to be a key element of the
Programme, particularly as the USOAP expands to other areas of audit, and will need
to be supported accordingly beyond 2002.

b) With the expansion of the USOAP, it is intended that an integrated approach will be
taken to all audit activities. In addition and in line with recent Council decisions,
SOA is currently undergoing the process of ISO 9001-2000 certification which will
provide an internal quality management system for the regular monitoring and
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evaluation of the Programme and will assist in ensuring the quality and
standardization of auditing processes and procedures. Certification is expected by
July 2002.

Regarding the resources required for the long-term sustainability of the USOAP, it
is to be noted that funding for the Programme, including preparatory work for the
expansion of the Programme to Annex 11 — Air Traffic Services, Annex 14 —
Aerodromes, and Annex 13 — Aircraft Accident and Incident Investigation, has been
provided for in the budget of the current triennjum (2002 to 2004). Provision for the
long-term sustainability of the Programme will need to be made in upcoming budget

exercises.

As a way of continuously improving the effectiveness of the Programme, SOA
requests all audited States to complete an audit or audit follow-up feedback form
which solicits comments from the audited State on all aspects of the audit process.
The relevant form and confidential pre-addressed envelope is provided at the
post-audit briefing meeting and is to be sent by the State directly to the Director of
the Air Navigation Bureau. However, to date only approximately fifty percent of
audited States have completed and returned the feedback form to ICAO. In order to
encourage States to provide ICAO with more feedback, SOA will again hand-deliver
the forms established for this purpose during audit and audit follow-up missions and
highlight the importance of providing feedback to ICAO. In addition, the forms are
now posted on the ICAO website accessible to States, and States are requested to
download the form, complete it and forward it to ICAO. In the near future, it is
intended to enable States to fill out the form directly on the website and submit it to
ICAOQ in electronic format.

The role and responsibilities of SOA as an auditing section has been well-defined in
order to avoid the perception of any conflict of interest and this will continue to be
evaluated with the establishment of IFFAS and its contribution toward
technical co-operation projects.
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APPENDIX E

TECHNICAL CO-OPERATION ADMINISTRATIVE AND
OPERATIONAL SERVICES COST STATEMENT OF APPROVED
BUDGET, EXPENDITURE AND UNENCUMBERED BALANCE OF
APPROVED BUDGET (2001)
(in United States dollars)

Unencumbered
Approved Balance of
Budget 2001 Approved
2001" Expenditure Budget
Major Programme X 4 622 000 4628 178 (6 178)
Balance of surplus from 1999* 254 960
Surplus from 2000 195116
450 076 144 875 305 201
5072076 4773 053 299 023
Income 6 165 767

Excess of Income over Expenditure and
Surplus for the Year 1392714

Amount of $ 4 622 000 approved by Council at its 161* Session (C-DEC 161/11).
2 Represents 20% of the surplus for the year for the improvement of the Bureau’s efficiency and effectiveness
(C-DEC 155/7).

— END —
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