
THE SECRETARY-GENERAL

19 April 2002

Dear Mr. Fakie,

Thank you for your letter of 27 November 2001. I would like to
assure you that the United Nations shares the position of the Panel of External
Auditors concerning the madmissibility of independent audits of the
United Nations. In this respect, I maintain the position I conveyed to your
predecessor, Sir John Bourn, in my letter of 23 February 1998. I am grateful
for the support received from the Panel in this respect and will continue to
uphold our common position in my capacity as Chairman of the
United Nations System Chief Executives Board for Coordination.

In accordance with the above, the 29 October 2001 - 6 November 2001
exchange of letters between the United Nations and the European Commission
aims only to clarify issues pertaining to the practical application of the
December 1994 agreement. I do not regard this exchange of letters, and the
procedures it describes, as going beyond the scope of the December 1994
agreement. The exchange of letters and the December 1994 agreement were
discussed with representatives of the Board of Auditors and deliberately
formulated to uphold the principle of exclusive or single audit by the Board of
Auditors. This principle is the first of the "overarching principles" contained
in the exchange of letters. Please also note that I interpret the paragraph
addressing original documents as enabling the provision of only those
documents that are not subject to "considerations of confidentiality".
Commission requests for copies of such documents will be examined by the
UN on a case-by-case basis and will be determined by the organization's
management in consultation with, as necessary, the Board of Auditors. The
inclusion of the paragraph is designed to ensure that should the Commission
request go beyond the scope of the 1994 agreement, the United Nations will
refer the case to the Board of Auditors.
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I fully concur with the Panel's concerns, as shared by the
General Assembly and reinforced by the Advisory Committee on
Administrative and Budgetary Questions, that third-party audit agreements
should be subject to prior approval by relevant legislative bodies. To this end,
I shall continue to refer requests for third-party audits to these bodies. I will
share your proposal regarding the establishment of a mechanism to provide
independent advice on audit requests from third parties with my colleagues on
the United Nations System Chief Executives Board for Coordination and I
shall revert to you in due course.

Yours sincerely,
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Kofi A,. Annan
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Dear Secretary-General,

I am writing to you in your capacity as Chairman of the United Nations System Chief
Executives ^ard^orjCojordinatioji^^ p7j3xternal

TAuditorsTdT the United Nations, the specialized agencies and the International Atomic Energy
Agency at its forty-second session in Geneva from 26 to 27 November 2001.

The Panel noted that at its forty-eighth session, the General Assembly in its Resolution
49/216, Section A, endorsed thej?rjnciple of thejsjn^ejaidjt', upon the recommendation of the
Secretary General in his report A/48/587 of 10 November 1993. The issue had been raised by the
Chairman of the Panel of External Auditors in a letter of 18 January 1993 to the then Secretary-
General of the United Nations in his capacity as Chairman of the Administrative Committee on
Co-ordination (ACC).

United Nations organizations had already come under increasing pressure from donors
of extra-budgetary funds to allow independent auditors to carry out financial audits or reviews of
UN operations. The consensus between the UN and the External Auditors at the time was that
such reviews might affect the authority and the independence of the appointed External
Auditors, who are solely responsible for the conduct of the audit of United Nations
organizations, and that an inefficient use of resources might ensue from additional audits.

An agreement was, however, signed the following year hi December 1994 between the
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European Commission and the United. Nations, ^Up3wing..fi>r.ch.^c]£&j£]atedLt0..the.operations
financed by the European Community. The terms of the agreement had been discussed with the
United Nations Board of Auditors. LJ '̂ PS JlJ^

At its session, the Panel has taken note of the recent exchange of letters on October 29
and November 6, 2001 between the United Nations Secretariat and the European Commission,
providing a better understanding of the implementation mechanisms of the 1994 agreement.
Similar developments have been observed within other institutions. The Panel has asked me to
communicate to you its conclusions regarding these recent developments.
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Our previous concerns, as shared by the General Assembly, are still valid, both in legal
and in operational terms. The basic legal relationship stands between the governing bodies and
the External Auditors: in this respect, the Panel concurs with the statement of the Advisory
Committee on Administrative and Budgetary Questions (ACABQ) contained in its report
A/52/744 on the proposed Programme Budget for 1998-1999, that any third-party audit /
agreement should be the object of prior approval by the competent legislative bodies. This was I
subsequently accepted by the Fifth Committee in its report A/52/744 and adopted by the General
Assembly in its resolution A/Res/52/220.

In operational terms, we remain concerned that such audits may lead to additional
burdens on United Nations services, thereby interfering with the implementation of our own
mandates. The Panel has also taken note that the recent exchange of letters specifies that the
European Commission Representatives might confer with the External Auditor, and that the
delivery of copies of confidential documents by the Secretariat to third parry auditors will be
determined in consultation, 'as necessary' with the External Auditors. The External Auditors are
not however so far party to this agreement, nor do they have a clear understanding of the scope
of such provisions.

The Panel is confident that an appropriate legal base and a pragmatic approach will be
pursued by all organizations involved in this matter. However, the Panel notes that this is a
matter which should be decided by the governing bodies of the various organizations in
consultation with their External Auditors. The Panel also wishes to suggest that consideration
could be given to setting a mechanism for independent advice on any audit request from third
parties, in order to maximize the cost-effectiveness of third-party audits.

The Panel would be grateful for the views of the United Nations Systems Chief
Executives Board for Co-ordination.
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