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Annual session 2006

12 to 23 June 2006, Geneva

Item 11 of the provisional agenda

United Nations Office for Project Services

Annual report of the Executive Director
on the activities of the United Nations Office for Project Services*

Elements of a decision

The Executive Board may wish to:

(a) Welcome the significant level of business acquisition in 2005, demonstrating the demand for the services of the United Nations Office for Project Services (UNOPS);

(b) Note the preliminary 2005 statement of revenues and expenditures;

(c) Request to be kept informed of progress achieved in business acquisition and delivery; 

(d) Request to be kept informed of progress achieved in the implementation of the UNOPS action plan;

(e) Request that UNOPS present to the second regular session, in September 2006, a plan of action to address issues noted by the United Nations Board of Auditors in its review of UNOPS for the 2004-2005 biennium.
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Introduction

1.
The present report is submitted pursuant to decision 94/32, which requested the Executive Director of the United Nations Office for Project Services (UNOPS) to report annually on the activities of the organization.

2.
The report presents the preliminary financial results for 2005 and assesses UNOPS performance during that year. An update on operating results for the first four months of 2006, including business acquisition, is provided.

3.
The report also provides a status update on the implementation of the UNOPS action plan as requested in decision 2005/36. 
I. Financial performance in 2005

Summary of financial performance

4.
The year 2005 represented a critical year in the multi-year turnaround programme of UNOPS initiated in 2003 (DP/2004/7). Business acquisition reached a record level of $1,020,000 in project portfolio acquisition, with some 55 per cent of the acquisition attributable to post-conflict and emergency-related activities and 45 per cent to development activities. This considerable growth in demand for UNOPS services constitutes a welcome expression of confidence in the organization. 

5.
At the same time, a record delivery of $888.24 million in project implementation services generated revenues of $58.77 million, while $9.94 million was earned from the provision of services. Earnings from Chrysler Building rental activities and interest on income reached $2.99 million. The total revenue earned in 2005 is projected to be $71.71 million.

6.
Net income in 2005 exceeded the level of $2.91 million sought by the Executive Board (DP/2005/9) which was $2.27million. It is noteworthy that UNOPS had not recorded an operating surplus since 1998.
7.
Throughout 2005, UNOPS staff devoted considerable time and effort to the implementation of the change programme approved by the Executive Board at its second regular session 2004 (DP/2004/45). A corporate strategy for bringing UNOPS back to sustainable viability (DP/2005/39) was formulated and endorsed by the Executive Board in its decision 2005/36. 

8.
The considerable business expansion in 2005 required an increased level of expenditure at a projected level of $66.53million, against the approved level of $50.86 million. This was necessary so that the regional offices, established in 2004, could gear up capacity to deliver. A Dubai hub was set up to support rapid response and emergency activities in Africa, South Asia and Central Asia. Also, UNOPS made additional provisions for after-service health insurance (ASHI) payments, and allowances for doubtful accounts totalling $6.29 million over the biennium. 

9.
In summary, UNOPS generated an operating surplus at 7.3 per cent of revenues earned, with revenue exceeding original projections by 33.4 per cent. Expenditures stood at $15.6 million above their projected level. Revenues generated allowed for reimbursements of $14.48 million to the United Nations oil-for-food programme (OFP) and replenishment of the operational reserve in the projected amount of $5.10 million.

    II.  Management review: 2005 operating results

A.
Business acquisition in 2005
10.
UNOPS business development dialogue with key United Nations system partners yielded strong results (see figure 1) during the year and, pursuant to Executive Board decision 2004/15, service provision for infrastructure and public works in transitional and post-conflict settings was expanded. 

11.
UNOPS participated in the United Nations Tsunami Task Force, the United Nations Development Group (UNDG) Working Group on Common Premises and the High-level Committee on Management. The dialogue with the Secretary General’s Special Representatives to expand collaboration continued.




[image: image2]
12.
An analysis of the composition of UNOPS business acquisition indicates that 56 per cent of business emanates from emergency and post-conflict situations, while 44 per cent pertains to the development activities of the United Nations. Some 64 per cent of new business required project management services. It is noteworthy that 50 per cent of the business acquisition constituted expansion of business through additional budget provisions under programmes managed for established client relationships. In terms of client mix, 59 per cent of business originated from international financial institutions, governments, and several United Nations organizations. UNDP demand for UNOPS services remained stable, at 41 per cent of total business acquired.

B.
Analysis of the project portfolio of services 

13.
The 2005 business plan (DP/2005/9) objectives were built on a two-track approach. Track 1 operations address large-scale projects completed over a short-time horizon and which require expertise in specialized areas recruited on a short-term basis. These operations yield immediate and high-revenue margins compared to the UNOPS traditional business and result in lower fixed-costs, but they also bear higher risks and require start-up funding under the administrative budget to leverage capacity. During the course of 2005, Track 1 operations developed rapidly in Afghanistan, and that rapid-response capacity was also deployed to the tsunami-affected regions of Indonesia and Sri Lanka as well as Pakistan in the aftermath of the earthquake afflicting that nation. Growth in similar UNOPS operations in Haiti, Liberia and Sudan was significantly slower. However, UNOPS is now well positioned in these latter situations to service projects in infrastructure and public works expected to come on stream in 2006. The delivery target was set at $226.7 million and the projected actual delivery reached $385.7 million. 
14.
UNOPS continued its traditional project implementation services provisions (Track 2) in areas such as environment, international waters, governance, rural and agricultural development supporting the achievement of the Millennium Development Goals. The delivery target was set at $414.8 million, while projected actual delivery was recorded at $502.5 million. 

Delivery under the project portfolio of services and revenues earned 

15.
Under the project portfolio of services, 76.7 per cent of revenue earned stemmed from project management services. Project administration, training and various advisory services stood at 19.2 per cent and remain an important revenue earner. The contracting of goods, services, works and personnel accounted for some 4 per cent of revenue. 

Table 1

2005 delivery and revenues by UNOPS service line

	Service line
	Gross delivery

(in dollars)
	Revenue earned

(in dollars)

	Project management
	677,850,313
	45,122,698

	Project administration
	161,995,443
	10,701,396

	Purchasing
	25,634,070
	1,549,493

	Contracting – services and work
	12,365,418
	690,503

	Financial management
	3,504,344
	226,649

	Project supervision
	2,367,789
	127,982

	Advisory services
	1,957,886
	133,288

	Contracting – personnel
	1,837,795
	162,716

	Training
	725,384
	58,031

	Grand total
	888,238,440
	58,772,756


	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	


16.
UNOPS earned $9,942 million in fees from services provided to the International Fund for Agricultural Development (IFAD), the Global Fund to fight Aids, Tuberculosis and Malaria (GFATM), and the Programme of Assistance to the Palestinian People (PAPP).

Delivery and revenue by client source of funds

17.
Client diversification remained an ongoing challenge for UNOPS. Some progress was made in engaging a wider range of United Nations system and other partners, such as the United Nations Department for Peacekeeping Operations (DPKO), the United Nations Children’s Fund (UNICEF), and the United Nations Office for the Coordination of Humanitarian Affairs (OCHA) in project implementation service provision. The distribution of revenues earned, by client, is shown in table 2. Revenue earned from the provision of services, such as loan supervision and loan administration services to IFAD and GFATM, accounted for 14 per cent of projected 2005 revenues. Rental income, interest and miscellaneous income accounted for 4 per cent of total revenue. 

Table 2

Delivery and revenue by source of funds (in dollars)
	
	Delivery
	Revenue
	Percentage

revenue

	UNDP-funded and UNDP trust fund projects

(including UNIFEM and UNCDF)
	403,167,973
	27,771,123
	38.7

	Projects on behalf of other United Nations organizations

   World Bank agreements

   United Nations Development Group

   DPKO

   Recipient government agreements

   UNICEF

   UNFPA

   United Nations Office on Drugs and Crime

   Other 
	135,989,186

116,416,347

51,833,591

30,758,188

13,450,484

1,984,652

10,312,864

43,643,720
	 9,581,305

5,823,412

4,170,856

2,162,576

877,047

128,699

773,465

3,390,391
	

	   Subtotal
	404,389,031
	26,907,751
	37.5

	UNDP management services agreements (MSAs)
   Lending institutions

   Bilateral donors

   Government financed

   Other MSAs
	20,853,501

27,375,429

28,861,225

3,591,286
	620,392

1,685,172

1,549,025

239,293
	

	   Subtotal
	80,681,440
	4,093,882
	5.7

	Project expenditure and support costs and fees
	888,238,444
	58,772,756
	

	Revenue from ‘service only’
   IFAD
   PAPP
   Reimbursable service agreements 
	
	7,880,276

175,000

1,887,101
	

	   Total ‘service only’ revenue
	
	9,942,377
	13.8

	Interest income

Rental income

Miscellaneous income
	
	739,119

1,963,101

293,093
	}

}       4.2
}

	Total revenue
	
	71,710,446
	


Delivery and revenue by region
18.
UNOPS services span six geographic regions (see table 3) covered through various offices and country implementation facilities, namely: Asia- Pacific, through the Asia-Pacific Regional Office (APRO-Bangkok); Global and Interregional Office (GLO/INT-New York); Latin America and the Caribbean Office (LAC); Western and Central Africa Office (WCARO-Dakar); Central Asia, North Africa and the Near East (CANANE-Geneva); Eastern and Southern Africa Regional Office (ESARO-Nairobi). 

19.
The Afghanistan Implementation Facility (APIF), which was set up in 2003, retained primary responsibility for service provision in Afghanistan. During 2005, APIF was also assigned responsibility for providing emergency-response services in the tsunami-affected countries Haiti, Liberia and Sudan, and also in Pakistan following the devastating earthquake. To enhance its emergency response service capacity, UNOPS set up an office in Dubai to support operations in Africa, Asia and the Middle East.

Table 3

2005 delivery and revenue by geographic area (in dollars)

	 
	Projected delivery
	Year-end delivery
	Projected revenue:
	Projected revenue: 

	 
	from project
	from project
	Project
	Services and 

	Office
	implementation
	implementation
	implementation
	other sources

	 
	(DP/2005/9)
	 
	 
	 

	 
	 
	 
	 
	 

	APIF
	226
	386
	26
	0.2

	 
	 
	 
	 
	 

	GLO/INT
	142
	180
	12
	0.4

	 
	 
	 
	 
	 

	CANANE
	119
	130
	8
	2.4

	 
	 
	 
	 
	 

	LAC
	77
	75
	4
	0.6

	 
	 
	 
	 
	 

	ESARO
	30
	49
	4
	2.1

	 
	 
	 
	 
	 

	APRO
	26
	39
	3
	3.0

	 
	 
	 
	 
	 

	WCARO
	21
	29
	2
	1.1


C.
Analysis of expenditures
20.
The administrative expenditures reached a projected level of $ $66.53 million or $9.2 million above their 2004 level. The breakdown of expenditures reveals the following: salaries and benefits at $30.41 million; general and administrative expenses at a combined $25.27 million, with $8.8 million in general administrative expenditure; $8.8 million for contractual services, equipment, furniture, supplies and general operating expenses; $7.7 million for premises, communication services, equipment rental and maintenance together with miscellaneous operating expenses. Reimbursements to UNDP and the United Nations accounted for $5.065 million. UNOPS also set aside $5.5 million for after-service health insurance (ASHI) payments, write-offs and doubtful accounts.

21.
UNOPS made every effort during 2004-2005 to contain its operating costs. However, it quickly became apparent that underlying structural issues drove its high fixed-cost base. It was agreed that aggressive change measures were needed to alter the UNOPS cost structure. These measures were presented to the Executive Board in document DP/2005/39. 

22.
Expenditures for salaries and benefits exceeded their budgeted level by $2.4 million, while reimbursements to the United Nations and UNDP were $2.3 million below the budgeted amount. In 2005, UNOPS accrued an additional $1 million for prior-year ASHI payments over the originally budgeted amount of $4 million for the biennium. The provision for doubtful accounts and write-offs was increased during the year as imprest reconciliation for the 2002-2003 biennium, as well as for the 2004-2005 biennium, progressed and were concluded. Write-offs were required in instances of project over-expenditure and are not attributable to malfeasance.

D.
Analysis of gross margins on project services and divisional 
margins

23.
The average fee rate for UNOPS services, in 2005 was 6.6 per cent, compared to 6.85 per cent in 2004 and 7.65 per cent in 2001. A larger business volume, shorter project life cycles and more efficient operations allowed UNOPS to generate its highest revenue level ever. There is a considerable spread in UNOPS fees, with fees at 3 per cent for large, complex turnkey projects, and up to a maximum 10 per cent for small, intensive transaction-driven services.

24.
In response to document DP/2005/23, paragraph 24, UNOPS has developed a set of measures to improve the pricing of its services. At the outset, revised project acceptance procedures were put in place requiring projects to be accepted on the basis of full cost recovery. Some pricing approaches were piloted in three types of settings: post-conflict operations, services such as those rendered to IFAD, and select administrative services. 

25.
For large turnkey operations, typically in post conflict environments, a fixed maximum price for the delivery of well-defined infrastructure services was supplied. This approach provides incentives for UNOPS to complete services within time and budget. For services such as those rendered to IFAD, UNOPS applied an activity-based costing approach to estimate the full cost of these services. At this stage, indirect costs are at the estimate-level only, until such time as UNOPS adopts activity-based costing throughout the organization. Transaction-driven services, such as recruitment of personnel, are costed on a unit pricing method for ‘bundled services’, and fees are charged on the basis of a unit price multiplied by the volume of transactions requested and performed. 

26.
An organizational pricing policy was drafted in 2005. More accurate pricing is essential, not just to improve cost recovery but also to track high-cost, low revenue business portfolios more closely and for the constant cost-effectiveness monitoring of business processes. 

E.
Fund balance: operational reserve and working capital

27.
As at 31 December 2005, the UNOPS projected fund balance stood at $5.1 million. The opening balance of the operational reserve in 2005 was $14.40 million. The projected 2005 income over revenue and expenditures is $5.18 million.

28.
In 2005, UNOPS released funds earned in excess of direct and indirect costs for services rendered to the oil-for-food programme under resolution 1483. The funds released amounted to $14,484,920. In 2003, UNOPS had booked revenues for services rendered at $15,595,181. Under a 1 per cent flat fee for services, which covered the amendment and prioritization of oil sector contracts for delivery to Iraq, UNOPS amended 1,201 contracts for a cumulative face value of $1,559,518,067. The average cost for each amended contract was $3,405. The requested post-facto calculation of direct and indirect costs was established at $4,088,834, requiring UNOPS to reimburse $11,506,738. In addition, the World Food Programme (WFP) had subcontracted UNOPS to amend a further 262 contracts. Consequently, UNOPS was required to reimburse WFP in the amount of $2,978,182.

29.
Given repayment of $14.484 million in 2005, a corresponding reduction of the operational reserve opening balance took place, and the 2005 year-end projected level of the operational reserve stands at $5.1 million.

III.
Implementation of change management and the UNOPS
transition

A.
Change management initiatives in 2004 and 2005
30.
Expenditures for the implementation of the UNOPS change management programme (DP/2005/9) reached $4.7 million during the biennium. Throughout 2005, UNOPS provided the Executive Board with periodic updates on change programme implementation progress (DP/2005/9, DP/2005/12, DP/2005/14). 

31.
The change management programme achievements to date include: 

(a)
Atlas stabilization and optimization. Atlas training was provided to over sixty UNOPS staff in 2005. Improved use of Atlas was applied to personnel administration procedures. Improvements were made to Atlas financial reporting and to fixed-asset tracking and recording. UNOPS initiated a feasibility study to migrate projects implemented on behalf of UNDP to a single project number consistent with UNDP project numbers. That project will continue in 2006;

(b)
Imprest accounting and reconciliation was re-centralized to New York. The 2002-2003 and the 2004-2005 accounts were reconciled, and imprest training was provided to UNOPS staff in regional offices;

(c)

Management reporting, budgeting and planning were implemented through the following sub-projects: generation of reports on business acquisition, revenue and expenditure and the status of change management activities; the planning and budget management process was strengthened with the establishment of a Budget Officer position; organizational performance measurement was established as a practice; 

(d)
Client reporting made progress through implementing a short-term practical solution to produce automated client reports. Considerably more work and additional resources will be required to build an in-time reporting system.

(e)
Project proposal tracking and acceptance was re-engineered into Atlas and training in this functionality was provided to staff. Responsibility for project acceptance was delegated to the regional level of management. However, a more systematic business acceptance monitoring and quality control system at the corporate level is required. 

33.
UNOPS also strengthened its risk management practices. A Risk Management and Oversight Committee (RMOC) was set up to advise the Executive Director. Policies were formulated for the internal control framework, security management in field operations, procurement processes, and a streamlined personnel-contracting regime for consultants. 

34.
The first phase of the ICT infrastructure optimization and technology project initiated in 2004 was completed in 2005. The project was structured around a migration of the information and communications technology infrastructure in three major areas: network operating system; e-mail system; and firewall security and user authentication. The implementation of the project at headquarters and all UNOPS regional offices has provided UNOPS staff with improved communication tools, a more stable information technology platform and better integration with the Intranet, while other productivity-enhancing tools currently are in development. 

35.
UNOPS launched a temporary website constructed using in-house resources and awaiting a 2006-2007 branding exercise. A first-generation corporate knowledge management platform was launched on the intranet. The platform, which was developed in collaboration with over 40 focal points throughout the organization, enhances organizational communication. Further work is required to provide access to high-quality information and systematic guidance on UNOPS policies, business processes, procurement practices, human resources management and financial management. 

36.
Ongoing training in Atlas and in UNOPS policies and procedures helped staff to improve their competency in transaction processing. The responsibilities and authorities of regional directors were clarified and aligned through the issuance of corresponding delegations of authority. Revenue and expenditure targets by organizational unit were established and monitored through monthly management reports, while progress in service implementation under the project portfolio of business was monitored through monthly portfolio reviews. Periodic client meetings were held to review service provision and renegotiate fees when deemed necessary. However, more systematic corporate approaches to client consultation and the surveying of client satisfaction are required.

B.
UNOPS action plan implementation to date
37.
In 2005, following extensive internal and external consultations, UNOPS submitted for Board consideration an action plan (DP/2005/39) addressing four pressing challenges affecting UNOPS financial viability so as to (a) streamline client portfolios; (b) reduce administrative expenditures; (c) realign the organization to respond to client demand more effectively; and (d) replenish the operational reserve. The measures proposed by UNOPS were recognized in Executive Board decision 2005/36 and included the relocation of UNOPS headquarters and the rationalization of its support services structure into a global service centre.

38.
While experiencing a mid-course change in UNOPS leadership in October 2005, UNOPS proceeded expeditiously to implement Executive Board decision 2005/36. Relocation offers were received from five member states interested in hosting a restructured UNOPS (DP/2006/11). The offers received were evaluated from a business case perspective, and it was concluded, in January 2006 (decision 2006/6) that UNOPS would relocate its headquarters functions and Europe-based operations to Copenhagen, Denmark. 

39.
Given the urgency and extent of the transformation at hand, a dedicated transition team was appointed in January 2006 to map and coordinate the implementation of the action plan. The impact of changes implemented to date has not affected the ability of UNOPS to deliver on the business entrusted to it by its clients.
40.
The new UNOPS headquarters in Copenhagen have been secured, designed and integrated with existing United Nations offices; they fully comply with United Nations security requirements. The ICT requirements have been met and steps have been taken to ensure the proper documenting, transfer and archiving of UNOPS business records during the physical premises transition. UNOPS headquarters will operate from Copenhagen as of 1 July 2006. At that time, the Executive Office, the Human Resources, Information and Communications Technology, and Procurement and Legal divisions will be relocated to Copenhagen. The UNOPS Finance Division will relocate in stages. Due diligence was applied to the management of risks in the relocation of the finance function. A first grouping of financial support functions will relocate in September 2006 and the remaining functions will relocate thereafter. The move of the Atlas coordination and support functions is synchronized with that of the finance functions. UNOPS will maintain a presence in New York to ensure effective liaison with governing bodies and support service to New York-based client organizations. 

41.
Given the relocation to Copenhagen and a concomitant reduction in space requirements at the Chrysler building premises, UNOPS has transferred its 4th floor lease obligation of the Chrysler Building to an outside tenant, effective 1 September 2006. The UNOPS 4th floor lease was scheduled to expire on 31 Dec 2014, and the cessation of that lease obligation results in a projected $21.8 million fixed-cost reduction over the remaining lease period that UNOPS would otherwise had to service. 
42.
Progress in the realignment of UNOPS client divisions can be recorded. A client service capacity will be retained in New York to preserve business continuity with New York-based client entities. As of 1 July 2006, the UNOPS regional presence in Africa will be consolidated into one office (Nairobi), while the UNOPS European presence will be based in Copenhagen by the end of the year. A liaison presence will remain in Geneva to interact with Geneva-based client organizations. The UNOPS service capacity in Dubai was reconfigured to function as a regional presence supporting service provision in the Middle East region and to act as the UNOPS provider of emergency and rapid-response capacity on a needs-based, full cost-recovery basis. The UNOPS Asia-Pacific Regional Office (Bangkok) will continue its current operations.

43.
The measures taken have had an evident impact on UNOPS human resources. A staff communications strategy was put in place, a career centre was established, and regular exchanges with the UNDP/UNFPA/UNOPS Staff Council took place to find joint solutions for the placement of UNOPS staff. The latter effort resulted in UNOPS staff being given the opportunity to apply as internal candidates for positions with United Nations partner entities in New York. Furthermore, all locally recruited staff were given the opportunity to apply for posts established in Copenhagen.

44.
The seamless provision of services for UNOPS clients is essential, and several measures were taken to ensure client relationship management. These included continuous outreach to clients to maintain confidence in the UNOPS service capacity during the transition and into the future. Clear guidance is given to UNOPS client divisions on communication with clients about the transition, and a strategic business approach to engage new clients and sustain and expand business acquisition in 2007 and 2008 is under development. 

45.
The transition initiatives include a review of prevailing business processes throughout the organization. This is a critical step for the further realignment of service delivery entities and to the improvement of client satisfaction. It is anticipated that revised business processes will allow UNOPS to increase the speed, innovation and accountability of its service provision. 

IV.
UNOPS performance to end April 2006
46.
Business acquisition for the first four months of 2006 reached $134 million, with $62 million attributable to the development market segment and $72 million in the emergency/post conflict market segment. This level of business acquisition is significantly below prior year levels. 

47.
Document DP/2006/11 presented the UNOPS revenue and expenditure projections for 2006. For the period January to 16 April 2006, UNOPS delivery under the project portfolio of services reached and estimated $236.6 million of the projected annual delivery of $741 million. Expenditures for the same period of time are estimated at $17.3 million, against a projected annual expenditure of $52.8 million. 

        Annex. Projected revenue and expenditures, 2004-2005
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57.36
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� See annex 1, Preliminary financial results for 2005





( The compilation of data required to present the Executive Board with the most current information has delayed submission of the present document.
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