OFFICE DES NATIONS UNIES A GENEVE

UNITED NATIONS OFFICE AT GENEVA-

LE DIRECTEUR GENERAL - THE DIRECTOR-GENERAL

MEMORANDUM INTERIEUR . INTEROFFICE MEMORANDUM

Mr. Christopher F. Bagot

To: Chief
e Geneva Audit Service
" Internal Audit Division, OIOS !
 From: Kassym Jomart Tokayev %
W
Date: .25 Iuly 2012 ‘
- ‘ 'Ass1gnment ne. AE2011/311/04 Audit of the UNOG contract for cleanmg
Subject: services
1. " Reference is. made to your memorandum dated 11 July 2012 on the above-mentioned
subject. :
2. As requested, please find attached UNOG’s comments highlighted in blue for gach.
recommendation, including the timetable for implementation, as well as the supportmg
- documents on Source Selection Plan, List of invitees and comparative analys1s pnor to
contract extensmn referring to recommendatlons no. 1 and 4.
M ClemensM Adams, Director, Division of Administration, UNOG

© €L

Ms, Caroline Lepeu, Chief, Central Support Services, UNOG

Mr. Francesco Savarese, Chief, Buildings and Engineering Section, Central Support
Selvlces UNOG

Ms. Jana Warming, Chief, Operations Support Unit; UNOG

Mr. Hugues Noumbissie, Special Assistant to the Director, Division of
Admmlstlatlon UNOG

Ms. Amy Wong, Proglamme Officer, Internal Audit D1v1s10n 0108
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FROM:
DE:

SUBJECT:
OBJET:

United Nations @§ Nations Unies |

INTEROFFIGE MEMORANDUM MEMORANDUM INTERIEUR

OFFICE OF INTERNAL OVERSIGHT SERVICES - BUREAU DES SERVICES DE CONTROLE INTERNE
INTERNAL AUDIT DIVISION : DIVISION DE L'AUDIT INTERNE

' : ‘ CONFIDENTIAL
Mr. Kassym-Jomart Tokayev, Director-General ) oare: 11 July 2012
United Nations Office at Geneva (UNOG) ‘
rerFeRENCE: TAD: 03712-12

Christopher F. Bagot, Chief
Geneva Audit Service

- Internal Audit Division, OIOS

Assignment no. AE2011/311/04 — Audit of the UNOG contract for cleaning services

Overall results relating to acquisition and management of the contract for cleaning services
were partially satisfactory; management has initiated necessary steps to address the identified
issues

1. Attached please find the draft report on the above-mentioned audit. The draft report has
taken into consideration the comments provided on the detailed andit results. We would
appreciate receiving your comments by 25 July 2012,

2. Please provide an action plan with a target date and the title of the individual responsible
for implementation of recommendations 1 to 4 as indicated in the attached form (Annex D).
Unaccepted recommendations’ must be supported with appropriate rationale for acceptance of
underlying risks. Unaccepted recommendations may be escalated as necessary up to the level of
the Secretary-General for reconsideration.

3. In terms of General Assembly resolution 59/272, a Member State may request that the -

final audit report be made available. It is therefore important that we receive your comments

prior to finalizing the report. Pursuant to General Assembly resolution 64/263, OIOS will include

your response to this draft report as an appendix (o the final report.

cc: Mr, Clemens M. Adams, Director, Division of Administration, UNOG

Ms. Caroline Lepeu, Chief, Central Support Services, UNOG

Mr. Francesco Savarese, Chief, Buildings and Engmeermg Section, Central Support
Services, UNOG

Ms. Jana Warming, Chief, Operations Support Unit, Central Support Services, UNOG
Mr. Hugues Noumbissie, Special Assistant to the Director, Division of Administration
UNOG _

Ms. Amy Wong, Programme Officer, Internal Audit Division, OIOS

?

Form AUD-3,2 (August 2011}
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Audit of the UNOG contract for cleaning services

L. BACKGROUND

1. The Office of Internal Oversight Services (OIOS) conducted an audlt of the United Nations
Office at Geneva (UNOG) contract for cleamng services.

2. In accordance with its mandate, OIOS provides assurance and advice on the adequacy and .
elfectiveness of the United Nations internal control system, the primary objectives of which are to ensure
(a) efficient and effective operations; (b) accurate financial and operatlonal reportmg, (¢) safeguarding of
assets; and (d) compliance with mandates, regulations, and rules. :

3. The contract for cleaning services is one of the lar gest contracts managed by UNOG. The present
contract with Company A expires in 2013. Table 1 below indicates: the historic mformation related to the
contracts between UNOG and Company A since 2005, '

Table I: Contracts with Company A for cleani _é_:services = _‘period coverihé‘g_(_l!)_s_g?,(l 13

Solicitation | Company Ceontract E “"Contract Value ' Remarks
Number Period . CHF’OOO UsD* 000
ITBS-100/ED A September'2005 to August 2008 010,757 8,692 bid
ITBS-100/ED - A September 2008 to- August 2010 ' ='-fz}7;4_65 6,868 | extension
RFPS-149/ED | A September 2010 to Atigust 2013 10,837 10,426 bid
Total ) 29,_0?59 25,986

Source: provided by the Bulldmgs Umt UNOG

4, The Buildings Unit’ (BU) as’ palt of the Bu11d1ngs and Engmeenng Section of UNOG Ceniral
Support Services (CSS) is respons1ble for the mamtenance of all physical facilities at the Palais des
Nations and its annexes 1nclud1ng maintaining and 11npi'9v1ng the working environment that is clean and
pleasant for everyone. This mcludes ‘management of the contract for cleaning services. The Procurement
and Contracts, Unit . {PCU), as part ‘of ‘the Purchasc and Transportation Section (PTS) of CSS, is
respon51ble for the procurement process for cleaning services.

5 ‘?(ilomments prov1ded' by UNOG are mcorpot ated in italics.
II OBJECTIVE AND SCOPE
6. The aud1t of the UNOG contract for cleaning services was conducted to assess the adequacy and

effectiveness of UNOG’s. governance, risk management and control processes in providing reasonable
assurance regarding the effectwe acquisition and management of the contract for cleaning services.

7. The audit was 1ncluded in the 2011 internal audlt work plan for UNOG, as coniract management
was identified as high risk and the contract for c]eaning services is one of the largest contracts that UNOG
manages. In addition, Company A had been a setvice provider to UNOG since 1997 but the management
of the contlacts with Compaity A had not been previously audited.

We refer back to our comments provided in February 2012 on the highlighted sentence, see below:
The phrase “In addition, Company A had been the a service provider to UNOG since 19977 is still
misleading since it gives the impression that there is only one vendor that has been identified as capable
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of providing the required service. The contracts for the provision of cleaning services have been the result
of planned formal solicitation exercises including tenders issued to a number of potential venders.

It is also not clear why you have referred to service provider since 1997 when paragraph 10 below states
“the audit covered the period from 1 September 2008 to 30 June 20117,

8. The key control tested for the audit was regulatory framework. For the purpose of this audit,
0IOS defined this key control as controls thal provide reasonable assurance that policies and procedures
exist to guide the operations of UNOG in the procurement and management-of the contract for cleaning
services. ' ' ST

0. The key control was assessed for the control objectives shown in

10, OIOS conducted this audit from April 2011 to April 20 2 The audit ¢o
September 2008 to 30 June 2011. '

11, OIOS conducted an activity-level risk assessme
and to confirm the relevance of the selected key controls.in mij
interviews, analytical feviews and tests of controls, OIOS ass‘i‘é;:
conirols and conducted necessary tests to determine their effective

12. In OIOS’ opinion, UNOG’s govemz{nce ‘
partially satisfactory in providing reasonable
management of the contraét for cleaning servic

ent and control processes examined were
ling the effective acquisition and

13.
tof key control
Controf objectives
Accurate Safeguarding | Compliance
- { financial and | of assets with
|‘operations operational | mandates,
' reporting _ regulations
and rules

Effective
acquisition and Partially Partially Partially | Partially
management of satisfactory satisfactory satisfactory satisfactory
the contract for } . _
cleaning services

14, UNOG needed to ensure full compliance with the United Nations Procurement Manual (UNPM)
in assessing the needs and describing the specifications- for cleaning services. The principle of effective
international competition was not given due consideration in the procurement excicise, and the evaluation
committees werc not propetly comstituted, TFurthermore, UNOG needed to consider early payment
discounts offered by potential veadors in awarding contracts and ensure that its interests were properly
protected at the time of contract extension.
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15. OI0S made four recommendations to address issues 1dent1ﬁed in this audit. UNOG accepted and
is in the process of implementing the audit recommendations.

Regtllator'y framework ..

Need to enhance effective international competition in the acguisition‘ of ‘aning services

16. In accordance with the UNPM and to ensure an approprlate level of ¢ rnpetrtron a minimum of
25 vendors should be invited to participate in the bidding exercise for cleaning services, given that the
value of the contract is above $5 million. The 2005 solicitation document was dlstrrbuted to 24 vendors,
three of which submitted offers; The 2010 solicitation document.was submitted to 11 vendors, and 4
vendors submitted offers. Approval for the limitatioti on the number of invited vendors was obtained
prior to the solicitation and justification was provided in a “note. for the file approved by £ the then Chief of
PTS. However, the evaluation process for whether available vendors met the selection criteria established
by UNOG was not in the file and the only available documentatlon was the final list of invitees. Two
criteria were applied for establishing the list of invitees in 2010: a critical size of at least 180 personnel
" and a logistical base near the Palais des Natiorrs e -

17. The Request for Expressmn of Interest (REOI) ﬁor cleanmg servrces was posted on the websites
of UNOG. and United Nations Global Marketpla (UNGM) in: 2010, but it was not advertised in
international print/internet meédia as required by thé .UNPM PTS did not consider the use of local and
international media as an effective” means to attract supphers and argued that it was unlikely to result in
additional vendors, PTS also stated that it did not have the budget for this purpose. However, there was
no analysis done by UNGG ]ustlfy"'ng the decision that advertising the REOI in the international
print/internet med1a, as 1equ1red by the» UNPM wouId riot be cost-effective.

18. Effectlve mternatronal competmon is one of the four general prmcrples for procurement as stated
in the Umted Nations Financial Regulatlons and Rules and, to this end, the competitive process should,
ia;-include a markét research for identifying potential suppliers. According to PTS, internet
 research and review of directories of Geneva area were conducted, which led to the identification of an

increased number of potential ‘vendors, although this research was not documented. However, formal
" means of a market research such as the Request for Information (RFI), were not carried out.

As stated before, marketre_search was conducted.

19. According to UNOG, the number of potential vendors who could effectively respond to UNOG
requirements had to be restricted to those companies with subsidiaries near the Palais des Nations. In
light of the estimated annual value of the contract, and the related incorpmation labor and legal fees, it
was determined that there was only a remote possibility that cleaning services companies not already
established in the vicinity would open a subsidiary in Geneva in response to the UNOG requirements, In
©OI0S’ opinion, UNOG should have tested the market and if results demonstrated that competition would
be limited, then UNOG could have considered whether it represented best value for money to award the
contract for cleaning UN buildings in Geneva to a single contractor,



CONFIDENTIAL: DRAFT AUDIT REPORT FOR COMMENTS

(1) UNOG should, in refation to future procurement for cleaning services, advertise the
Request for Expression of Interest in the appropriate international print/internet media
and conduct a more formal and comprehensive market research with proper
‘documentation to identify an adequate number of qualified sources, in order to ensure
effective international competition in accordance with the UN Financial Regulahons and
Rules and the UN Procurement Manual,

20. UNOG accepted recommendation 1 and stated in relation to the concept of attracting vendors
that every effort will be made to ensure effective international competition. Advertising in international
print/media will remain subject io the availability of specialized press and the related funding, and
consideration will be given to advertising fiture requiremenis in intern ional print/internet media, as
appropriate. UNOG also stated that it would improve the docume fition of the reasons for future
procurement cases of significant importance if additional advertizing is not deemed appropriate. UNOG
will continue to conduct market research to identify potential véndors and.;will better document the
actions taken. In cases where the minimim number of vendors is.not obtained “UNQG will elaborate the

21. The audit reviewed the technical and ‘coniin
reasonable and well documented. However, the UNPM
establish two Evaluation Committees, each cons1st1ng ‘a =
_,'\)fﬁce and another shall be a qtlaTlﬁed UN staff membel ora consultant
A superior and subordmate ‘may not
Evaluation Comlmttee for the clea: services con31sted .of the Procurement Ass1stant and. this staff
member’s then first supervisor. from PCU which was iniviolation of the UNPM, since a superior and a
subordinate may not serve together in the committee and there were no members from the requisitioning
‘ ofﬁce The Techmcal Evaluatton Commitfee included three staff members of BU, including the Chief of
: of not having a superior and a suberdinate in the committee.
ttees present a potential risk that the selection processes are not,

We wish to reitgiate our comments of Féﬁuafy 2012 as regards the highlighted text above.

Members from th
Team. The price evaliialion f01 this tender did nol require any technical expertise, as 1t is a price per hour.

Regarding superiors and subordinates serving on the same commitlee it is important to note that the
UNOG structure and staffing table is not the same as UNHQ New York, which has more than enough
staff in all branches to allow, in principle, for a supetior and subordinate not to be part of the same
Evaluation Team. UNOG’s limited resources and relatively thin staffing structure does not always allow

us to strictly adhere to the guideline of not having a superior and subordinate in the same Evaluation -

Committee. The UN PM was written for UNHQ PD taking into account UNHQ’s structures and
resources. UNOG's priority remains to obtain the best possible technical evalualion versus trying to
adhere to the guidance, which remains in effect guidance. As such, superiors and subordinates may
continue to serve on the same Evaluation Committee when it provides the best composition to ensure the

g office should in genelal not be part of the Commeimal Bvaluation
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necessary level of expertise. The establishnient of an Evaluation Committee with proper constitution
cannot come at the expense of diminishing the level of the GV’llu’lthI‘H This would not be in the mte1est
of the Org g,anualmn

(2) UNOG should ensure appropriate composition of the technical and conimercial evaluation
committees in future solicitations.

22, UNOG accepted recommendation 2 and stated that it would issue an instruction to PTS and
requisitioning offices on the proper constitution of Evaluation Committees. . Recomnmendation 2 remains
open pending confirmation receipt of the copy of the 1nstruct1on requmng proper composition of the
evaluation comm1ttees i )

Need to take advantage of eatly payment digcounts

23. As per UNPM, payment discount should be a consideration in the contract ‘award. The' UNPM
states that if a payment discount.is offered, the Procurement Officer shall carefully con31der the rate of
discount and the applicable time limit in order to determing whether the discount is cost: éffective and can
be realistically availed of within the period specified by tho prospectlve vendor. Company A offered a
60-days payment term without any discounts while a prospectli}' eridor, Company B offered a 2 per cent
discount for payments made within 30 days. However, PTS ‘did not consider the 2 per cent discount

offered by Company B in the contract award: - The contract was awarded to Company A based on its
annual price offer, which was CHF 5,414.81 ($: '

This statement concerns the bidding exercise of 2005 wh:ch isin, COIl[l&dlCthﬂ w1th the period covered by
" the audit that started on 1 Septembel 2008, K .

24, Had the 2 per cent: :'dlscount :been taken into account the annual price of Company B would have
been CHF 65,011 ($52, 601) less than. that of Company A, According to PTS, it does not take into
account any of the early payment discounts proposed ‘by vendors when it cstabhshes the ranking- of '

commercial offers, only rebate"" re. mcluded m pr1ce cofnparlson

25, Furthermore UNOG dld not -attempt to obtam a payment discount from Company A at the

- contract” award stage for any- given payment period that would have been feasible for UNOG to achieve,
despits ¢-size of the contract: This could have resulted in annual financial savings of CHF 72,000
($70,000)."- Under the prmclple of best value for money, all financial 1neent1ves should be taken into
consideration 1n awar chng a connact

It should be noted that an attempt to obtain a payment discount from Company A at the contract award
stage would have involved a request for authorization for negotiation from the Committee on Contracts as
negotiations are norimlly not authorized when doing a formal solicitation.

(3) UNOG should consider early payment discounts offered by the potentlal vendors in
awarding contracts.

26. UNOG accepted recommendation 3 and stated that it would review the matter with a view fo
establishing a procedure for benefiting from early payment discounts for certain contracts.
Recommendation 3 remains open pending receipt of an action plan to address the issue of consideration
. of early payment discounts in awarding future contracts,
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- UNOG did not adequately protect its interests at the time of the contract extension .

27. According to UNPM 15.7.2, before issuing an amendment that extends a contract, the

procurement officer shall confirm that: a) a satisfactory vendor performance report is on file, and any. .

guarantee document is re-issued ot modified, as appropriate; b) if appropriate, a comparative cost estimate
has been undertaken to determine if the pnces under the contract ate still competitive and are less than the
cost would be if the UN were to engage in formal competitive bidding; c) standardization of the goods or
services ot issuance of a Systems Coniract would not provide better results; and d) contracts shall not be
increaseéd ot extended as a means for unduly avoiding competitive solicitation for the requirement. They
shall only be amended to reflect a development in the coniractual arrangement;: such as a change in prices
or other material change in cncumstances '

- 28. The UNOG cleaning contract with Company A was extended tember 2008 for two years
ending on 31 August 2010. The contract value for twe~year clcamng services.was approximately $6.9
million. PTS submitted the report to UNOG Committee on Gontracts for the extension of the contract;
which included the estimated cost for the two-year periodiand the Vendor Perfo- ce Report for the
period 2005-2008. However, no comparative cost estihate had been conducted ¥béfore the contract
extension and the reasons were not documented. Infaddition, thebank guarantee ed in section
3.02.2 of the solicitation document ITBS-100/ED was not:receivedidrom Company A. iThese cases of

non-compliance with the UNPM were primarily caused by I'wk of coordination between BU and PCU,

el PCU to ensure that the contract

As stated in February 2012, there was codrdin
ents. Can you please clarify

would be extended for an additional two years
the highlighted part and provide evidence?

ation between BB

4y UNOG should ensure that all the condltlons 1equ1red by the United Nations Pr ocurement
Manual for confract extenswn are satlsfied before any future extension of the contracts.

out when appmprmte and posszble m ﬁzrs cage zt_was conszdered unnecessary because there was no
pmv;swn of cleanmgv. rvices and a relmble price companson could only be

mendarzon in order to ensure the follow-up. If it was considered
not-possible to:demonstrate cost effectiveness, documentation explaining this should
have formed part:l f the packafie presented to the Committee on Contracts.- As not all the conditions
required by the Unt d Nations Procutement Manual for contract extension were satisfied, the Contracts
Committee should nof have approved the extension. Recommendation 4 temains open pending issuance
of a memorandum to PTS$taff explaining the steps to be followed to comply with the requlrements of the
UNPM for contract exténsions. These steps should include details of what documentation is required
when UNOG considers that it is inappropriate or not possible to carry out a comparative cost estimate or a
formal competitive bid.

V. ACKNOWLEDGEMENT

30. OIOS wishes to express its appreciation to the Management and staff of UNOG for the assistance
and cooperation extended to the auditors during this assignment.
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Rec.
Ro.

Critical'/

Recommendation important®

Accepted?
(Yes/No)

Title of -

il responsible

individual

Hﬁwhmsnﬁﬁncb‘
: date

Client ‘comments

matter. UNDP advised that the
respective chapter of the Procurement
Manual (PM) 1s being revised
promising to consider UNOG’s input.
In the mterirn UNOG will seek an
exception to the relevant provision in
the PM for UINOG’s operation.

UNOG should consider eardy payment
discounts offered by the potential vendors
in awarding contracts.

Important

31 Dec 2012

UNOG will apply the guidance
Nwmiamm by Chapter 11.28 of the PM,
1e. “If a discount is offered, the
Procurement Officer shall carefully
consider the rate of discount and the
applicable time l!imit in order to
determine whether the discount is
cost-effective and can be realistically
availed of within the period specified
by the prospective vendor.”

PT will train its staff in applying this
PrOVISION.

OSU will document its procedure in
place for the processing of early
pavment discounts.

contragt
any firture

5 for
extension arc satisfied
extension of the contracts.

Chief, PTS

Implemented

PTS started to carry out comparative
cost estirnates for recent contract
extensions (see enclosure). Therefore,
this recommendation can be
considered as implemented.




