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SAYBOLT

To: UNITED NATIONS, NEW YORK
FAQ: THE OVERSEERS

UNITED NATIONS, NEW YORK
FAQ: MR BENON SEVAN

FROM: Graham Brett
THrect Ling (31104600236
Diireet Fax 13104509238
DATE: 29th May 1998
{OFPIES: MR P BOKS

REFERENCE: RESOLUTION 986 - “OIL FOR FOO”
SUMMARY REPORTS:-

tv “Eco Africa” at Cevhan
tv “Kraka™ at Mina al-Bakr

FOTAL PAGES: 4 (three)

Please find attached our Summary Report covering the following loading:-

1} tv "Eco Africa” which completed loading at Ceyhan at 07:48 hrs 29/05/98 for the
account of APT Oil.

2) tv “Kraka” which completed loading at Mina al-Bakr at 08:55 hrs 29/05/98 for the
account of Trafigura and Tameft. The ovarall quantity loaded was paper-split by SOMQ
into two Bills of lading as follows:-

Trafigura neft Total
iross barrels 1,864 942 285,143 2,180,085
Nett barrels 1,893,945 285,000 2,178.995

Please note the loading of the vessel was stopped by shore requiremenvSOMI. The
overall quantity loaded is cutside the cormbined L/C approval of 2,300,000 barrels -5% =
2,185,000 barrels. This was advised to the terminal when vessel was stopped, who took
no further action. The Tatneft “split” is for 300,000 newt barrels -5% =xactly, and the
Tratigura “split” of 1,893,995 nett barrels is 6,005 pett barrels short of 2,000,000 nett
barrels -3% = 1,900,000
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Full details of the above loadings are now entered on to the UN Datahase.

Kindest regards,

(iraham Brett /
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Saybolt Intexrnational B v

SAYBOLT

Independeant Inspactors
Chemical Laboratorios.

P.O Box 157,
Io00 AD Raottardsn
The Naderlands

Tal: (31} 10 46099711
Fax:(x1) 1o 4353500
Tix: 21642 SVD NI

Date T Maxel 31, 199g
Vaszal ;I JTAHARE

Loecation : Mipa 21l Bakr Terminal, Irag
Cargo ? Basra Light yude Oxl

STATEMENT OF FACTS

Tey : The Magter, sa,6 -» JAHERE VENTURE @
To T 8.0.M 0. Mins ai Bakr :

D&ar Sire,

Thio iz to advigg You that we, acting on behalf of the United
nations as their Inspectors and Monitors,wish +o draw the
sttention +o all Parties to the follawing:

as per the "API Manual of Petxolcuxtueanuxamaut,Standards;chaptet
17-Marine Measurement, Appendix C-Procedure for caloculating
vessel expariaence factors(VEF}“

Due to this fact An exparience factor will fot be applied to the
shipe measuramants whean detetmining the Bill of Lading Quantity
For the ammount of Busra Light Crude U1l loaded.

ruxhhexmnxa! on behalf of our climot, the Unjtad Natione, we
Tagrarve the right to refer to this matter at a lattar data.

Signed on behulf of Saybolt UN.Teanm

Accepted on behalf of ga "JAHRE VERTUREY

Accepted on bahalf of S.0.®.0 Tracg

IL/03 98 PIN 15114 [TE-RX NR 88141

Blooz
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WED, 27-AUG-O7 14:42 SQYBULT BOTAS GEYHAN TURK BE903226 135867 Pt

" 0. SOMO BAGHDAD SAYBOLT

TO: SCMO CEYHAN
CC; BOTAS
Timed : 27-08-98 at 15:00
LETTER OF PROTEST

i e et M N

Dear Sirs,

The vessel "Mesta” which has loaded for the account of Rosnefr
hag a UN approval to load 500,000 barreis +/- 5%, On completion
of loading the ships figures gave a loaded quantity of 511,911
parrels which falls within the UN stipulated amount. We see no
reason to reguire discharge to shore of 11,000 barrels.

1f this transfer to shore is a requirement enforced by you, we,
as monitors on behalf of the United Nations:-

1) Reserve the right of our principal to refer to this matter at
a later date, particularly in respect of any delays incurred.

2} Insist that any such transfer to shore iz effected in such 2
way that the transferred cargo can be measured accurately, and
will not be degraded in quality in any way, to the satisfaction
of the Sayboclt/UN monitors on site. Transfer of cargc to the
Kirrikale pipeline, or ancther vessel, will not be acceptable.

3} We can accepted the decision to discharge back into T &
Yours faithfully,
Saybolt Int. - UN Team Ceyhan, Turkey. For: SCMO
Mr; K,8.A. Razzaq
NOTETTHE QUANTITY CONFIRMED BY SOMO
Ty IN ACCORDANCE TO THE REQUIRMENTS

OF THE L/C OPENED BY BUYER TC COVER
THE VALUE OF THE SRID CRRGO

5018915
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. For Food

SAYBOLT NEDERLAND BV
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SAYBOLT

New York Indepandent inspeciars
Quality Assurance Jeivices
Chemical Laboratosias
Members ASTMIIP
Maragament ir. £ Pluimers
Report No.: 29152/87 SUMMARY REFPORT
Date 2F-08-87 .
Vessel MESTA .
Loaation Cevhan (Turkey) Final afier partly
Grade Kirkuk crude Oil discharging
Vessel loaded Bill of pDifference
Exch. OBQ Lading Quantity ofo
T.C.¥. Barrels 502,528
G.5.V. Barrels 501,879 494,230 2,646 B3
Grogs M.Tons Alr 67,254 .819 66,900,227 3154592 .53
Gross Longtons 66,192.43 65,843 .44 348.9% .53
K.5.V. Barrels 501,751 499,105 2,646 .53
lessel lLess OBQ Bill of pifference
hdjusted by VEF Lading Ouantity ofo
T.C.V. Barrels 499,879
G.8.V. Barrsls 49%, 230 49%,230 [+ Q.00
pmon Liguid il Liguid ¢il | Fres Water Total Volume
0.8.0. Barrels 2,400 111 Q 2,511
vessel BExperience Factor pazed on 2nd Average 1.0083
g & W Volume ofo : .023%
vessel Total OBQ vel Loaded gill Of Lading
Free Watey BHlsg 652 652
5 & W Velume BBle 125 125 128
Toral Volums BEls KNk 777 125
N.0.R. Tendered 26-08-97 10:40 rormenced Loading 26-08-97 14:39
Bi1! of oading Dated 27-0B-387 Ccompleted Loading 27-08-97 16:50
SAMPLING Sampleés taken : yes
Description of the sample Wumber of sauples taken
inline gampler 1 x 5 LTRS
ANALYSIE
A.P.I. - ASTM D 1298 36.400
water Content vol ofo ASTM P 4008 L3286
gediments by extraction  Mass ofc ASTM D 473
Pour Point sC RSTM D 97 Less -21
vigcasity at 20 oC wmz/e  ASTM D 445 4 .83
salit in Cruds 1b/10600 bbis BSTM D 3230 . rd
Remarks: .
¢u Metres at €0 oF Bill Of Lading 74,371,080
Cu Metras at 60 oF vessel 79,791,760

-

L I

Pusl address
PO, Box 151

3000 AD Rotlerdam

The Netheriands

Tel, (240) 46695 11
Telaa 21542
Fax (103435 3800

Al gur activities are carmad oyt undar the tems lndyad

£t he Arondissemantsrachibank {County Coudth in Rotlerdam.

Trade Pegister Roterdam Mo 228422

S
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Saybolt International B.V. SAYBOLT

Independent inspectors.
Chemical laboratories.

P.0. Box 151,

3000 AD Rotterdam
The Netherlands

Tel: (31} 10 4609911
Fax: (21) 10 4353600
Tix: 21642 SVD NL

Date : June 14, 1998

Vessel : HELLESPONT ORPHEUM
Location : Mina al Bakr Terminal, Iraq
Cargo : Basrah Light Crude Qil

STATEMENTS OF FACTS

To : The master . "Hellespont Orpheum”
Dear Sir,

in accordance with the lerter of Credit jssued by the United Nations on
behalf of Receiver "Zarubezhneft', the maximum quantity for the ship to
{oad was 2,000,000 barrels plus 5 %. This equals 2,100,000 barrels.

This quantity was agreed with terminal personnel, UN monitors and ship
personnel. The latter requested that loading would be terminated by

means of ship stop.

However, after calculations were completed at end of loading of
mentioned cargo there was found to have been a total of 2,116,648
parrcls received on board.

This indicates ihat a guantity of 16,648-Ne . ¢ have been
overloaded at this time for which it wifl be netessary o shbtain an

ammendment to the issued lLetter of Credit. is ma\
considered in hand.

signed on behaif of Saybolt UN team

1 I09AHS LEGT SB-NAP-BT NS

S019534
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Saybolt International B.V. SAYBO[_T

independent Inspectors
Chemical Laboratories.

P.O. Box |51,

3006 AD Rotrerdam
The Netheriands

Tel : (317 10 4609911
Fax ; {31} 10 43530600
Tlx : 21642 SVD NL

Date T August 22, 1997

Vessel : JAHRE VENTURE
-Laocation - Mina gl Bakr Terminal fraq

~argo : Basra Light Crude Oil

STATEMENT OF FACTS

To : The Master. ss. "JAHRE VENTURE"

To D 8. 0MO. Mina al Bakr.

Dear Sirs,

This is to advise you that we, acting on behalf of the United Nations as their fnspectors and
Monitors, wish to draw the attention of all parties to the following:-

That there is insufficient information on board of the ship to cakeulate and determine an
accurate Vessel Experience Factor (VEF) as per the “API Manual of Petroleum Measurement

Due 10 this fact ay experience factor will not be applied to ships measurements when
determining the Bill of Lading Quantity for the amount of Basra Light Crude Qil loaded.

Furthermore , on behalf of our client, the United Nations, we reserve the right to refer o this
matter at a later date,

Signed on behalf of Saybolt UN. Team, %‘g/ -

C;;t. Panl Edwards. Pam Leader

N

N
T Mister

Accepted on behalf of ss "JAHRE VENTURE"

: - = e N Ak
Accepted on behalf of S.OMO. frag 7} ws x‘i%:ﬁ frecelve op/ A S oA
Manager
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Peter Boks/Saybol/NL o SeVaN@un.org {L{,PU CS
10/22/2002 08:05 PM e
bee

Subject

Dezr Benon,

-zt o0

Aqdit recommendations

How can I cope with pecple that do not understand what they are looking at and
continucusly mix up proposals and contracts.

The auditors refer to the eguipment costs of USD 230,000 mentioned in one of
the early proposals versus a total contract value of 0USD 2,%40,100.-.

It should be taken into consideration that after obtaining more knowledge
over time, we revised our budget and concluded a contract with the URN
on 1€ Bugust 1996 with a contract wvalue of USD 1,869%,000.- per period

of 180 day's.

I will obviously provide you with a more detailed overview but needed
to let off steam after observing so much lgnorance,

Flease note that the final contract nor the present contract specify
any of the costs, so I can not understand the peoint the auditors make

to stop paying for equipment.
hApclogies for being disagreeable.
Kindest regarrds,

Peter Boks

If you are satisfied with our services
do tell others. If you are NOT satisfied,
please do tall us:

http: //www. saybolt. con/complaint .nsf/

ALl our activities are carried cub under
cur general terms and conditions and in
accordance with our code of practice.
The genesral conditions can be consulted
at  htep://www.Saybolt.com/ ,and will be
sent upon request free of charge.

The informatien in this message i3z
confidential and may be lagally
privileged, It is intended solsly for
the addressee(s}. Access to this message
by anvone else is unauthorised. If you
are not the intended recipient, any
disclosure, copying, distribution or any
action %taken or omitted to be taken
in reliance on it, i3 prohibited and may
be unlawful. All results and data
contained in this document are subject
£o our general terms and conditions and
are valid only when supported by an
original document.

S023437



Dear Mr. Sevan,

AUDIT RECCHMMENDATIONS

Your letter of October 21st, 2002, 4

like to comment™Z3 below,

n the above matter is to hand and I would

It now becomes obvious that the authors statements based on their
misunderstanding of the documents that they ssem to have at their disposal.

Firstly, the "Request For Bid" calls for an ali-inclusive price on a per/man
per/day basis. There is no requirement to guote a cost for equipnent; indeed
the REP does not require any costs to be itemized.

Initially, we were asked to submit a per/man/day for 12 men over a 240-day
contract pericd. This submission was supported by documantation labeled
"Tariff Structure” {more a2s an "aide mémoire" to assist in understanding how
the} per/man/day price was calculated) which makes a refersnce to eguipment
costs of USS 230,000 against a man/day rate of US$ 1,020 per day,

Subsequently the RFP requirements were discussed and updated, resulting in
man/day rates of USS 8§20, eventuating in a final agresd rate of USS 875 per
man day resulting from a long, and evolutionary, negotiating process, with an
additional amount for testing the guality of the crude oil exported.

The OICS repory, under Section D. Contract issues, Para's 49 and 5%, quite
cpenly quotes from Lhe "Tariff Structure” document (the prevenance of which
is poted above) even though this particular document refers to a man/day rate
of US§ 1,020 per day (which was never accepted) and the RFP regquirements for
Saybolt to quote ONLY a single per/man/per/day rate. Fara 4% then proceeds to
extract a figure of US$ 230,000 for equipment (from a bid submission that uwas
not accepted) and simply applies this to the total coniract cost to produce a
percentage of 7.82%,

In Para. 30 of the OIOS report this erronesus percentage has then been
applied to the man/day rate (that was accepted at a later date:r to give a
figure of circa US$ 5% per dav and merely multiplisd up to a cost over o
phases. Hardly cenvincing mathematics!?

Fs we have iterated a number of times before, there waes no equipment Cost
guoted to the United Nations. We ONLY reacted to the RFP and provided EXACTLY
whatl was reguested ~ nothing mors and rothing less - namely & fully inclusive
per man per day cost for 14 men for a period of & months.

Then the CIOS report, in Para 51, states that IN OUR OPINION equipment should
have bkeen charged to the OIP a3z a one-time expenditure with an additional
provisicn for maintenance of the eguipment. The 0IOS is entitled to an
opinion but any such opinion should be limited to the remit of the auditr in
hand, and obvicusly cannot be retro-actively applied to an existing legally
constituted open tender contracn.

The QIOS opinicn alsc fails to smbrace the fact that without a price increase
{indeed a price reduction in later phases) Saybolt nas continually replaced

and updated eguipment situated in Irag and Turkey, notwithstanding the

5023438



considerable increased capital costs encountered since the contract
inception, and the maintenance and transportatiion costs.

ot
I trust that the baove c¢larifies the misunderstandings. Pleass do not

hesitate to contact me if further explanantion is reguired.

Yours sincerely,

Peter Boks.

5023439
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UNITED NATIONS @ NATIONS UNIES

. Mo, 17aNY
H YUK

OFFICE OF THE IRAQ PROGRAMME - RUREAU CHARGE DU FROCRANMME IRAQ

NOTE BY THE OFFICE OF THE IRAQ PROGRAMME

Cornments by the Office of the Iraq Programme
on the final report submitted by OIOS on 15 Apnil 2002

0I0S Audit No, AF2001/30/6: Audit of the management
of the oil inspection services contract

1. Following the adoption of Security Council resolution 986 (1995) on 14 April 1995 and
the conclusion of & Memorandum of Understanding (MOU), on 20 May 1596, between the
Secretariat of the United Nations and the Government of Iraq (8/1996/356), Saybolt Eastern
Hemisphere BV (hereafter referred to as Saybolt) was awarded Contract PTD/127/0065-96, in
August 1996, to provide the services of 14 individuals with “particular experience and
qualifications to assist in monitoring the export of petroleum and petroleum products form Iraq™.
The contract was for an initial term of six (6) months, with an option of renewal for up to three
(3) successive periods of six (6) months, 'on the same terms and conditions. Contract
PTD/127/0065-96 was subsequently amended several times to provide for additional inspectors
for oll spare parts, and groups of oil expests that undertook special assignment at the behest of
the Security Conncil. Contract nurnber PD/CO114/00 executed in June 2000 succeeded contract
PTD/127/0065-96. Under the new contract, which is for one year, with an option of renewal for
three (3) successive terms on the same terms and conditions, Saybolt would provide 20
inspection agents; 14 to monitor the oil exports and six (6) for spare parts and equipment. The
contract has been amcended to provide for an increase in the number of oil spare parts inspectors
from six {6) to eight (8), bringing the total munber of agents to 22.

I 1ntroduction

2. In paragraph § of the audit report (hereafter referred to as the Report), it is stated that
the Office of the Traq Programme (OIP) did not arrange for an exit conference requested by
OIO0S or respond to audit recommendations forwarded in a draft report, on 7 December 2001,
with a deadline of 15 January 2002. It is afso stated that “despite the granting of two time
extensions, no responsec to the draft audit report recommendations has been received up until
now,”

3. As stated in paragraph 1 of the Report, it took from March through August 2001 to
conduct the audit, and thexn it took over three months, until 7 December 2001, to submit the draft
report to OIP for comments thereon by 15 January 2002, during a period when OIP was totally
involved with the start of the implementation of a new phase (phase XI) of the humanitarian
programme and consideration of the new distribution plan being submitted by the Government of

Irag.

01708 '02 DON 18&:47 [TX/RX NR 5477) €014
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4. A quick review of the draft report indicated immediately the necessity for a thorough
review because OIP could not agree either with the findings or the sssumptions made by the
auditors. There were also many errors in the calculations made by the auditors, which required
us 1o check invoices, among others. Furthermore, the OIP staff member who had been
responsible with the management of the contract wes no longer with OIP. It was also necessary
to seek detailed information from Saybolt’s headquarters regarding some of the ¢laims made in
the draft report, because the auditors, who although had held mestings with the contractor’s team
leader in the field, had not been in touch with Saybolt's headquarters, or at the least through OIP,
to receive authoritative responses to their queries.

5. The above explanations were provided to the Director of the Internal Audit Division and
the Chief of the Iraq Programme Unit of OIOS, with a request for extension of the deadline,
which was granted, Furthermore, the Director of the Internal Audit Division and the Chief of the
Iraq Programume Unit were fully informed of the extreme difficulties being encountered in
implementing the programme, which obliged the Executive Director of the raq Programme to
travel to Iraq on 10 January 2002 with a view to resolving the difficuities with the Government
of Iraq, including the refusal to grant over 200 visas requested for UN personnel involved in the
implementation of the programme. The Executive Director had fo stay longer in Irag then
originally pienned, for almost a meath. It was taken for granted that OTOS, in addition to being
informed by OIP and having two resident suditors in Iraq, was fully aware of the continuing
difficulties encountered in programme implementation as the programme has become more
politicized than ever. Consequently, the focus of OTP’s attention at the time of the submission of
the draft report to OIP had been on matters that affected the day-to-day implementation of the
programme as well as assisting the Security Council Committee established by resolution 661
(1999) (hereafter referred Lo as the Committee) in resolving the difficulties encountered within
the Comuniitee itself.

6. The Director of the Internal Audit Division and the Chicf of the Irag Unit will recall that
it was through the personal intervention of the Exccutive Director that they were granted Iragi
visas that enabled them undertake their recent visit to Irag. On the return of the Executive
Director to Headquarters, it was agreed with OIOS that OIP would prepare its comments on the
draft audit report, first as “a non-paper”, for discussions with the Internal Audit Division, on an
infofmal basis. It was agreed that such discussions would take place on the return of the
Director and the Chief of the Jraq Unit from their visit to Irag. OIP waited for their retum in
order to submit its “non-paper” for discussions. Instead, however, and contrary to the
arrangements agreed upon earlier, the Executive Director received an e~mail message, on 5 April
2002, from the Chief of the Iraq Programme Unit, which read as follows: “As previously agreed
a response to the above draft report was to be provided by 31 March 2002. This was the second
extenision given. Since s response has not been received we will be issuing the final report
shortly,” OIP was not even aware that the Director and the Chicf of the Iraq Unit had already
returned to Headquarters. At the time when the arrangements were agreed upon, the Director
and the Chief of the Iraq Unit were informed of the infention of the Executive Director to invite a
representative of Saybolt to be present at the discussions on the “non-paper”. Disappointed with
the attitude of the Chief of the Iraq Unit and even though the OIP “non-paper” was ready, the
Executive Director responded that the Chief of the Iraq Unit could go ahead and publish the
report as long 8s “you are prepared to be fully accountable for your report. [f you go ahead and

01/08 '02 DON 18:47 [TX/RY NR 54771 o3
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publish it, however, you must also undertake to publish our comments thereon, in toto, either as a
separate report or an addendum thereto.” Copy of the e-mail exchange of correspondence is
attached as an anmex to the present Note,

XXX

7. The audit objectives as stated in the Report are, infer alia, to sssess OIP’s management of
the contract, determine if the contractor provides the required services in an economical, efficient
and effective maoner, and review the management of other services being provided by the
confractor.

8. A review of the Report, against the stated objectives of the audit, would have to take into
full consideration the context in which the contracts were cxecuted and administered. Contracts
are not executed in a vacutm. This particular contract is being carried out within a very rigorous
sanctions regime and managed in g highly sensitive political environment. Any realistic
assessment of the management of the contract would have to factor in these considerations. Yet,
it would appear from the Report that the audit was conducted without taking full cognizance,
either of the legal or political context of the contract which in turn influence its management.
There are many aspects of the programme as well as its implementation governed by the relevant
resolutions and decisions of the Security Council and its Committee, which outside the political
context may defy logic; however, as the Secretary-General has stated repeatedly regarding this
programune, “we take our marching orders from the Security Council”,

9. For example, in the introductory paragraph of the Executive Summary, it is stated that
“OLP should have considered utilizing UN staff to perform the oil inspection service as an
alternative to hiring a contractor, which would have resulted in substantial savings.” Utilizing
UN staff to perform the oil inspection services, as recommended by the auditors, would have
been inconsistent with the Security Council resolution 986(1995) and the Memorandum of
Understanding between the Secretariat of the United Nations and the Government of Iraq
(MOU), on the implementation of the Security Council resolution 986(1995) (5/1996/356).
Annex 11, paragraph 4, of the MOU expressly provides for independent inspection agents to
monitor fraqi oil exports. Consideration of savings was never the ultimate goal of the decision
taken by the Security Council; rather, the goal was to ensure ful] and thorough inspection of oil
exports and full compliance with the decisions taken by the Council. '

10.  Various amendments of the contract were undertaken in response to the requests of the
Security Council and its Committee that required urgent action on the part of the Sccretariat.
Fortuitously, the established good working and highly professional relationship of the
Govermnment of Iraq with Saybolt presented the United Nations with a considerable advantage,
one that cannot be cost evaluated, and which has enahled GIP to field the special missions most
expeditiously pursuant to decisions taken by the Council or its Committee, avoiding inordinate
delays in the granting of visas to the experts who had to trave! to Iraq on short notice.
Furthermore, it has been essential to ensure the confidence of not only of the Security Council
members but also of the Government of Irag regarding the impartiality of the work of the
experts, as evidenced by the fact that we have had no difficulty in securing visas for one of the
leaders from Saybolt to visit Iraq on a regular basis, despite his nationality, which is British.

01708 ‘02 DON 18:47 [TX/RX NR 5477) [dois
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11, The decision to manage the contract by OIP at Headquarters rather than by UNOHC] was
in order not to unduly compromise the latter’s mandate. This was a decision taken even before
the establishment of OIP in October 1997, The same applies for the management of the contract
with Cotecna, and previously with Lloyds. To the extent possible, efforts j:ave been made by
OIP to institute appropriate procedures that would ensure that the contractor fully discharges its
contractusl responsibilities. Tt is realistic, however, to acknowledge that political actions may
affect the manner in which the conyractor discharges its responsibilities. For example, it is
cominon knowledge that oil exports are Interrupted periodically, such as the present decision

_taken by the Government of Iraq to suspend all ail exports for 30 days. Fusthermore, although

the Govemment has refused to allow any additional contractor’s staff to be stationed in Iragona
permanent basis, Saybolt has, with OIP's consent, ocecasionally deployed more staff on a short-
term basis to cope with peak periods of work. It should be noted, however, that irrespective of
the number of staff deployed by the contractor, payment is effected only for the number provided
for in the contract,

12, The contractor also provides expert advice to OIP in its day-to-day-operations as well as
to the Comumiitee, including regular briefings on the oil industry of Iraq as well as on oil spare
parts and equipment provided under the programme. With regard to the status of the contractor's
staff posted in Iraq, it is recommended to the auditors that they review the relevant provisions of
the MOU, in particular Section VIIJ, concerning Privileges and Immunities. A fuller
understanding of the range of services provided by the contractor would have enabled an
appreciation of the background to the confract, the contract itself, and its management,

13, Althéugh the auditors undertook site visits to some of the locations where the
independent inspection agents are located, they did not, most unfortunately, visit Mina al-Bakr to
witniess first hand the very difficult and most dismal conditions under which the independent
inspection agents operate, literally closeted on the oil platform which may collapse at any tme.
In addition, there was no cansultation between the suditors and OIP officials, nor with Saybolt
headquarters that would have helped clarify for the auditors some of the contentious issues.
Although the aunditors held discussions with the contractor’s team-leader in Iraq, they should
have addressed their questions to Saybolt headquarters, or at Jeast through OIP, in order to
receive a more authoritative responses,

14, Comments on specific audit findings and recommendations are proffered hereunder:

A: Monitoring of invoice payments and financial matters

Procedures have not been implemented to monitor invoice payments:

15.  Paragraph 9(i) states that 2 review of 19 monthly invoices and supporting documents
found “deficiencies”. Among the deticiencics stated is ambiguity of the attendance record which

ceflected “from arrival to departure Amman”. In the view of the auditors, payments should only
be made for manning the locations in Irag and Turkey. '

01/08 '02 DON 18:47 [TX/RX NR 5477
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16.  Contract number PTD/127/0065-96 (the initial contract) determined the number of
inspectors required at particular locations in Iraq and Turkey, and Article 7.1 provides for full
payment for complete and satisfactory performance by the contractor of his obligations under the
contract. In that regard, it could be argued that once the requirement of satisfactory performance
is met, the “deficiency” in the attendance record becomes a non-issuc. Nonetheless, since
December 2000 the aitendance record has shown “Personnel Attendance on Location, from
arrival to departure”.

17.  The Report also illustrates that the auditors did not have a full understanding of the
contract and the method used in the preparation of invoices by Saybolt. This misunderstanding
led 10 a sigpificant error in ‘finding’ that Saybolt overcharged some $370,000 for services
provided during the period 29 May 1999 to 28 June 2001. The auditors have confused the billing
mechanism, scemingly thinking that Saybolt’s billing was based on contracted staff levels and
not on staff on site. The suditors have also confused the contracted number of inspectors for oil
spare parts and equipment. There are eight and not six inspectors, as stated in paragraph 8 of the
Report.

18, There is a historical precedent in the preparation of invoices in line with the
commencement date of the cwrrent contract. The invoice always covers the period between the
29% day of the previous month until the 28" day of the month the invoice is prepared. Thus, the
invoice prepared at the end of June covers the last few days of May until the 28th of June
inclusive. Reference is made in this regard to Amendment No. 8 to contract
PTD/CON/127/0065/9, which covered the period 29 May 1999 through 28 November 1999, after
which this invoicing scheme was implemented. A review of all invoices found only one
incorrect invoice issued for the month of Junc 1999. This irregularity does not appear in any of
the other invoices. No over billing oceurred as a result of this split-month billing, except for the
July 1999 bill that included “31 June 999", This overcharge (17 Man days) will be deducted
from a future payment. That the irregularity was not queried by OIP was because OFP
understood very well the billing mechanism.

19, The lump sum payment method provided for in Contract PTD/127/0065-96 (the
initial contract) was discontinued with effect from 28 May 1999 in the successor contract.
The change was a consequence of Amendment 8 of the original contract,

Overpayment of monthly invoices needs to be recovered

20.  Pazagraph 10 states that the contractor had overcharged by approximately $370,000, on
short and excess stationing of staff, Except for the 1999 invoice where Saybolt billed for 31 June
1999, there did not appear to be any evidence of over billing. The invoices were in line with the
attendance records. It would seem that the auditors have only indicated the first 28 days of the
month shown on the attendance record, and ignored the 29" 30" and 31" day of the previcus
month, in determining the days of attendance, The other billing errors found were for December
2001, where Saybolt billed for 421 days for Oil luspectors against 422 shown on the attendance
sheet, so undercharging by one day, and June 1999, where a wrong code was used on the
attendance shest, although this did not have a financial consequence.
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21.  Regarding the short stationing of staff, as the invoices (since 29 May 1999) were based
or staff'as per the attendance sheet, no adjustment was required to the invoice for contracted
staff that were not on duty, as the invoice did not include any charge for an absent Saybolt staff
member. As noted above, irrespective of the maximum number of ofl spare parts inspectors
allowed into Iraq, during the initial stages of that programume monitoring oil spare parts and
equipment provided under the programme, the contractor only deployed number of staff
sufficient to effectively carry out the requirements of the Committee, as there was, in the initial
period, an obvious time delay in ordering and the actual arrival of the oil spare parts and
equipment. It would, thus, appear that the auditors did not differentiate between Saybolt's
responsibilities.

Communication charges by the Contractor have been excessive

22. Paragrapbs 11 and 12 state that the tariff structure of the contract include
communication expenses which is about 21 per cent of the total contract amount and that the
Contract did not provide for any requirement to justify the expenses incurred through the use of a
satellite comruunication system (Satcoms), The Report also states that the “UN did not consider
alternative options such as using the UN telecommunication system, which would have reduced
the communication expenses siguificantly, apart from being transparent in terms of identification
of all calls including personal ones.,.”

23. The auditors did not seem to take into consideration the geography of Iraq, the location
of the sites where the independent inspection agents are stationed, the logistics and difficulties,
particularly political, which would have been involved in extending the UN telecommunication
system to the various locations. It should be borne in mind that the United Nations has been
encountering considerable difficulties with the Government of Iraq in even importing
replacement and or spare parts for existing UN comrnunication establishment in Irag. -

24. Also, it must be borie in mind that it is essential that the independent inspection agents
transmit their reports most expeditiously from the location where they are based, using
communication not limited to the various Satcom unity alone. Furthermore, there is daily
on-line time from Saybolt's headquarters to the various locations in the field, to transmit data
such as the authorization documcntation for crude i loadings, as well as, communication with
UN Headquarters, as appropriate. Finally, it should be noted that “on-line” costs was
renegotiated in the current contract, PD/COI 14/00, resulting in substantial savings on
communication costs.

OIP needs to recover personal p:kone calls made by the Contractor's staff

25.  Paragraph 14 states that Saybolt’s “internal policy is to allow each of its staff members
free private telephone calls totaling up to 45 minutes per month. In Turkey, it was ascertained
that staff members were not charged at all for personal calls, as these were not substantial in the
Contracier’s view. Since the total communications cost is included in the man-day cost
structure, private telephone calls of the Contractor staff members are being charged o OIP.”

26. The suditots seem to have confused the cost structure with the agreed billing procedure.
As the contract is all-inclusive daily fee, the only mechanism for charging would be

@o1s
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attendance on site of the contracted personnel and satisfactory performance of their duties.

27.  The contract was awarded to Saybolt based on competitive tender and there is no
evidence that alleged communication costs for private calls are charged to OIP. It must also be
mentioned that the State Oil Marketing Organization {SOMO) has reded for quite some tirne
upon Saybolt’s comrnunication systems, particularly after the military action in 1998. All costs
involved amounting to USD 6,000 per month were absorbed by the cuntractor (Saybolt).

28.  However, the points raised in the Report regarding the cost structure could be utilized in
the negotiations for the next contract,

Accommodation and local transportation charges included in man-day billing  rate have bean
excessive

29, Paragraphs 16 and 17 state, infer alia, that at Zakho and Mina-al-Bakr, the Government
of Iraq had provided accormmodation for the Contractor’s staff, and at Zakhe, SOMO had also
provided two cars for local transportation,

30.  With regard to questions related to costs for accommeodation, ransportation,
communications, etc., {n lraq, it is a well-known fact that these types of expenses to be incurred
in Iraq would have to be compensated, but under the restri ctions of sanctions, no payments
could be made within Iraq in any other currcncy but Iraqi dinars. This has fed to special
arrangements by the contractors, not just Sayholt, to crisure that these services, ete., are
provided, as required,

Transport costs provided for in the Contract have been charged

31. Paragraph 18 states that “notwithstanding specific provisions in the Contract to the
contrary, amendment aumber three provided for computer equipment for two spare parts
inspectors at 3 cost of $17,800. Furthenmore, as per the proposai of the Contractor, dated 19
September 2000, the cost of vehicles for spare parts inspectors was also authorized at $39,000,
In this regard, we note that the man-day rate provides for transportation costs of 2,85 per cont.
In our opinion, adequate provision was-made in the Contract for transportation and no
justification was given for amending the Contract to provide additional transport. This
arrangement was not transparent and appeared to double charge the UN for these costs.”

32, To facilitate the execution of the contract, it was decided that Saybolt could purchase
three vehicles and operate them independently and the vehicles would remain the property of .
the United Nations. Because of the urgency of the need, it was turther decided to purchase
vehicles that were immediately available, that happened to have different colors and prices.

Non-expendahle equipment purchased by the Contractor hud not been adegquately accounted for
33. Paragraph 20 states thut “the UN had authorized the Contractor to purchase equipment
inclading vehicles, and communication equipment like satcomns, computers and software. We

found that the equipment paid for hy the UN did not have any UN asset number allixed and had
- never been inspected by the UN, Furthermore, the equipment was nol entered into OTP’s
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inventory system; and therc had beefi o periodic checks on these assets as required by UN
financial rules.”

34, The contract is all-inclusive, that is to say, inclusive of the equipment purchased by the
contractor. In this regard, the communication equipment, computers and software are not UN
property, and therefore there is no corresponding requirement for an inventory.

Charges for additional services provided by the Contractor have been excessive and
inadequately monitored

35.  Paragraphs 21 fo 25 state, inter glia, that OIP aceepted cost proposals from the
contractor for additional services “without any evidence of price negotiations or tests of
reasonableness. Moreover, payment for these services had been made without documentation to
support the invoicing such as original bills for purchases, tickets, vouchers, ete.”

36.  The avditors do not seem to have understood clearly the nature of the work of OIP and
the very sensitive and often most urgent requests by the Security Council and its Committee.
The proposals referred to by the auditors relate to specific survey missions that were undertaken
at the specific request of the Security Counci] within a very tight timeframe. The proposals by
the contractors are "all-in", L.e,, including all relevant personnel for technical activities and
analysis, as well as for ancillary services, such as report writing, presentations to the Security
Council Committee, ete. In addition to the demands by the Security Council, the Government of
Irag would also have had to agree to the presence of any contractor, and the Government's
experience with Saybolt presented the United Nations with a considerable advantage - one that
cannot be cost evaluated - and rendered the missions much more expeditious and effective.

37.  Itisalso anerroneous assumption that OIF does not maintain comparative information
to determine the “reasonableness” of proposals. OIP has always kept such information and has
maintained on-going contact with professional societies and industrial organizations, and has
thus been able to discuss quickly with experts whether technical and financial proposals were
reasonable.

38.  Regarding the comments on the round-trip from Amman-Baghdad-Amman, it is
conceded that the charges were overstated. Conscquently, OIF is arranging a deduction of the
overcharge, as appropriate.

39, The auditors do not seem to have taken into consideration the question of the time factor
established by the Council and its Committee, which had to be taken into consideration in
fielding missions. Fortunately, Saybolt had and was able to provide experts immediately from
their rosters who were specialized in the areas necessary (o undertake such missions, as well as
having great technical fumiliarity with both the Iraqi oil industry as well as the oil industry in
general in the region. Regarding the comments specifically on paragraphs 24 and 25, on “the
reasonableness™ of the charges, it is essential to keep in mind that the contract was based on an
"all-in" cost proposal. Furthermore, the confractor’s proposals were fully considered by the Oil
Overseers.
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The Contractor had not conducted “audit visits” as provided for in the Contract

40.  Paragraph 26 states that although the contractor's proposal dated June 1996, provided
for a coordinator from Rotterdam to “audit” their operation in Iraq every six weeks, no audit had
been conducted. On the assumption that the costs of the visits would have been included in the
overal! price proposcd by the Contractor, the auditors consequently caleulated 36 such missed
visits, :

4l.  The assumption is incorrect, as the technical head of the Iraq team for Saybolt regularly
undertakes missions to Iraq and the cost of these visits is included in the overall cost of the
contract. In addition, regular "audit" visits are undertaken by OIP experts, particulacly those
involved in spare parts and equipment for the oi sector, as well customs experts and the Qil
Overseers. It should also be pointed out that it is more effective and efficient to have an overall
tearn leader positioned within Irag that has total responsibility for “auditing” functions on an
on-going basis of review and action, than only periodic “audit’’ visits, which are, after all, post
Jfacto,

Services provided by UNOHCI have not been adequately charged to the Contractor

42.  Paragraphs 27 and 28 have been duly noted. As stated in paragraph 12
above, it may be useful for the auditors to review Scetion VIIT of the MOU,
concerning Privileges and Immunities.

B: Menitoring Contracter’s performance
OIP officials charged with monitoring the Contract had not made inspection visits to Iray

43.  Regarding the comments on paragraphs 29 and 30, it should be noted that the contzact
is being executed in a highly sensitive political environment. As has been already stated, in
order not to compromisc UNOHCI's mandate, it was decided to administer the contract from
Headquarters. OIP maintains oversight of the activities of Saybolt on a daily basis through
reporting as well as daily consultations with Saybolt, the Oil Overseers, as well as the OIP
group of experts on oil spare parts.

D: Contract Issues
Need ta separate the cost of Contractor's equipment from the man-day fee structure

44.  In paragraphs 31 to 37, and the auditors’ corresponding recommendations, the Report
discusses the cost of equipment purchased under the contract with Saybolt, While the comments
are too vague to constitute a valid finding, it is clear that the auditors did not take into full
consideration the ongoing maintenance, repair and replacement costs that are factored into the
contract as well, when they speak of onetime costs for equipment and recommend
reimbursement by Saybolt. Furthermore, had the auditors been in touch with Saybolt’s
headquarters, they could have received the information regarding the cost of “some of the
equipment”, as the auditors have put it.
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Serutiny of CVs of Contract personnel have bean ingffective

45. Tt would seem that the auditors did not fully understand the background of the issue of
early pensioners. It was originally foreseen that the contractor would identify overseers. That
iden was subsequently cast aside. In the selection of staff assigned to monitor the crude oil
exports from Irag, one clearly needs experienced and motivated individuals capable of working
efficiently in the most arduous conditions in Iraq,

46. It is also incorrect to state that CVs of contractor’s personnel are not reviewed. Whenever
Saybolt sent & recommendation, it was reviewed by the appropriate staff at OIP and then
forwarded to the Oil Qverseers in OIP, for their comments. OIP has at times raised a pumber of
questions with regard to candidates proposed by Saybolt, for various reasons, including
experience, language skills, and geographical distribution. This was all discussed during the
daily contacts between Saybolt and OIP. Candidates were withdrawn by Saybolt following
these discussions, and therefore there was no need for "rejection” by OIP.

47.  Inthe memorandum, dated 15 April 2002, addressed to the Executive Director of the
Iraq Programme, transimitting the Report, the Director of the Internal Audit Division, 0108, has
stated, inter alia, that OTOS considered recommendations 3, 4, 6, 8, 9, 16, 17 and 21, contained
in the report “as being of critical importance™. In light of the introductory remarks above, as
well as the comments on specific paragraphs, it will be necessary to review each of the
recommendations as stated hereunder:

Recommendation 3;: Establish a contract management unit in Iraq
whose functions should include reviewing invoices’ supporting
documentation, verifying Contractor’s  attendance records,
monitoring additionzl requests for equipment and services by the
Contractor and providing input for evaluation of the services
provided (AF01/30/6/003).

48.  This recommendation fails to take into consideration the fact that this would require
additional resources and staffing, which are extraneous to UNOHCT's mandate and would not
necessarily be agreed (o by the Government of Iraq. Furthermore, it should be bome in mind
that UNOHCI is an integral part of OIP, We believe that the decision to manage the confract
from Headquarters level was the right decision taken. We have the cxpertise within OTP at the
Headquarters, including the Oif Overseers and the group of oil spare parts experts with whom
Saybolt has to work very closely, almost on a day-to-day basis. :

Recommendation 4: OIP management should recover the
overpayment of $370,000 as indicated in Annex I, from the -
Contractor in subsequent billings (AF01/30/6/004)

49.  This recommendation should be further reviewed by OIOS. The $370,000 seems to be

significantly overstated. Tronically, Suyboll's review of its invoices revealed undercharging of
approximately 319,000 that might cancel any overcharging. :
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Recommendation '6: OJP management should in future contracts
with the Contractor (or any other contractor} separate the
communication expenses from the man-day tariff structure and
reimburse these on presentation of detatled documentation (e.g.
invoices from service providers) (AF01/30/6/006)

50.  The recommendation is noted and will be taken into account for the negotiation of future
contract proposals.

Recommendation 8: OIP management should take steps to stop
payment of personal telephone calls of the Contractor staff and
recover the amounts overpaid which is estimated at $10%,000 for
the first nine phases of the programme (AFQ1/30/6/008).

51. The contract is an all-inclusive, and there is no evidence that the contractor has
separately charged OIP for private calls, Further, it would be contrary to the terms of the
confract to demand such reimbursement.

Recommendation 9: OIP management should recover overpayments for
sccommnodation and transportation of approximately $471,000 from the
Contractor (AF01/30/6/009)

52.  The contract is all-inclusive, therefore under the terms of the contract there is no
refmbursement due.

Recommendation 16: Implement procedures for procuring
urgently required services, which should include; obtaining
quotations from other suppliers; checking the reasonableness of
quotations based on actual costs; and negotiating costs with the
selected supplier (AF01/30/6/016),

53.  Asstated above, QTP maintains constant contact with professional societies and
industrial organizations and is, therefore, currenz on the costs of services. However, the
recommendation is noted. -

Recommendation 17: OIP management should obtain details of
“audit visits” undertaken by the Contractor and if no such visits
have taken place, recover an estimated amount of $270,000 for 36
such required visits up to phase ninc (AF01/30/6/017).

54, Itismore effective and efficient to have an overal team leader positioned within Iraq
that have total responsibility for “auditing” functions on an on-going basis of review and action,
rather than only periodic “audit” visits, which are after all post facto, In this regard, OIP does
not consider that any recovery is due,
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Recommuendation 21: OIP management should establish an
appropriate approval process for candidates proposed by the
contractor in accordance with the contract (AF01/30/6/021}.

55, There are consuitations between OlP and the contractor in the selection of candidates.
However, consideration will be given to establish a formal procedure for conveying approval of
candidates proposed by the contractor.

azs
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UNITED NATIONS NATIONS UNIES

INTERNAL AUDIT DIVISION
OFFICE OF INTERNAL OVERSIGHT SERVICES

Reference:  AUD-7-1:31 (1023 /02) 3 July 2002

To. Mr. Benon Sevan, Executive Director
Office of the Iraq Programme

From: Esther Stern, Director
Internal Audit Division, 0108

Subject: OIOS Audit Ne. AF2001/30/6: Audit of the management of the oil inspection
services Contract

1. A draft audit report on the above-mentioned subject was issued on 7 December 2001

requesting a response by 13 January 2002. The deadline for the response was eventually extended,
for approximately 2.5 months, until 31 March 2002, Subsequent to the issue of the final version of
the report on 15 April 2002, a reply to the recommendations was received from OIP, addressed to the
OIOS USG, under a covering memorandum dated 17 April 2002, In order to address the response to
the recommendations, OIOS has decided 1o issue a revised version of the final audit report
incorporating OIP’s comments.

2. Based on your response to the report, we are pleased to inform you that we have closed
recommendations 001, G03, 006, 012, 015, and 021 in the 1AD recommendation database. In order
for us to close out the remaining recommendations - recommendations 002 10 004, 007 10 00910 011,
013,014, and 016 10 020 - we request that you provide us with additional information as indicated in
the text of the report and a time schedule for implementing each of the recommendations. Please
refer to the recommendation number concerned to facilitate monitoring of implementation status.

3 AT is assessing the overall quality of its audit process and kindly requests that you consult
with your managers who dealt directly with the auditors and complete the attached client satisfaction
survey form,

4. Thank you for the assistance and cooperation provided (o the auditors on this assignment.

Copy to: Mr. 1. Connor
Mr. J.P. Halbwachs
LN Board of Auditors
Mr. . Knutsen
Mr. I. Prasad
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United Nations
OFFICE OF INTERNAL OVERSIGHT SERVICES
Internal Audit Division

Audif subject: Management of the oil inspection services Contract
Audit No. AF2001/30/6

Report date: 3 July 2002

Audit team:

Dagfinn Knutsen, Auditor-in-Charge
Javanti Prasad, Resident Auditor
Gloria Jose, Resident Auditor
Anna Halasan, Audif Assistant
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Audit of the management of the ofl inspection services Contract
(AFZ001/38/6)
Executive Summary

From March through August 2001, O10OS conducted an audit of the management of the oil
inspection services Contract between the United Nations and Saybolt Eastern Hemisphere B.V,
{the Contractor). The focus of the audit was on administrative and management aspects of the
Contract, The audit found that there are substantial costs that should be recovered from the
Contractor as a result of overcharged and overpaid amounts and unjustified and unsubstantiated
expenditures. Moreover, OIP should in future contracts consider altering certain contractual
arrangements In order to ensure more cost effectiveness.

Resulis in briefll

/'0f:19 monthly: Contractor’s invoices found inadequate procedures to monitor
invoice payment and ambiguitics in supporting documentation leading to estimated
o tents of approximately $186,000.-

0 Excessive charges have been made for company and; comimunication: costs,
Substantial savings could have been achieved if communication costs were paidonan actual
basis.

a  Charges by the Contractor for accommodation and Iocai trans ortation were e,xcesswe and..
were not based on the fact that the Government ofli reniprovided these services free of
[ rge. Had this been taken into account, estimated savings of $471,000 could have been
achieved.

o Despite transportation costs being provided for in the Contract, amendments were made for
the purchase of vehicles.

@ The Contractor ha xcessive: «charges for certain additional services such as providing
equipment for spare parts inspectors, engaging four additional experts, transportation charges
for consuliants, etc. In additfon, invoices were paid without adequate supporting
documentation and justification,

o $235,350 was paid to the Contractor for providing a “Comprehensive survey of the oil
industry in Irag”. An exception to bidding for this service was resorted to in awarding the
contract {PD/CO003/00). However, no measures were taken 1o assess the reasonableness of
the Contractor’s proposal, and payment was made without any supporting documentation
being submitted.

it'visits as provided for in the Contract had not been made by the Contractor, resulting in
overpayments:6£$270,000

& The Contractor had not been charged for the services provided by United Nations Office of
the Humanitarian Coordinator in Irag (UNOHCI). f?n Heir dny 7
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0 Nopreeedures had been established to monitor the services of the Contractor, in the absence
of which it is not clear as to how OIP had assessed the quality of services provided,

U Agreeing to pay for equipment costs, built into the per-man day cost structure, had resutted in
the UN paying approximately ‘million for the Contractor’s equipment. This cost

appeared excessive compared to the value of actual equipment in use by the Contractor.

a OIP had not been scrutinizing the curriculum vitae of the Contractor’s staff effectively, even
though they are required to do so under the Contract.

Maijor recomimendations:

OIP should:

U Strengthen the procedures for approving the Contractor’s invoices by requiring complete
supporting documentation and performing detailed verification of them.

1 Establish a contract management unit in Iraq whose functions should include reviewing
invoice supporting documentation, maintaining atiendance records for contractors, assessing
requests for additional equipment and services by the Contractor, and providing input for
evaluation of the services provided.

o Recover approximately $186,000 due to overcharging for excess numbers of staff at
designated locations and mistakes apparent from records. OIP should review all Contractor
invoices to determine the comrect recoverable amount.

g Consider amending the Contract so that communication, local ftrangportation and

accommodation cost are segregated from the per-man day cost structure and are reimbursed
based on verifiable supporting documentation.

o Consider amending the Contract to segregate the Contractor’s equipment costs from the per-
man day cost structure. There should be a one-time reimbursement of the actual cost with

some provision for maintenance.

0 Check contracts for additional services for reasonableness, obtain additional quotation and
full justification and documentation 1o support payments.

o Bill the Contractor for the services provided by the UN to the Contractor at the standard cost
for third parties.

@ Develop a clear mechanism to monitor and evaluate the performance of the Contractor, both
at the field and Headguarters level.

G Develop appropriate procedures to approve Contractor’s personnel more effectively.
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I. INTRODUCTION

1. From March through August 2001, OIOS conducted an audit of the management of o
inspection services Contract between the United Nations and Saybolt Eastern Hemisphere B.V. (the
Contractor). The audit was conducted in accordance with the general and specific standards for the
professional practice of internal auditing in United Nations Organizations.

2. One ofthe functions of the Office of Iraq Programme (QIP), under Security Council Resolution
(SCR) 986 (1993} is to oversee the export of oil and oil products from fraq through approved export
points. In addition, OIP is responsible for monitoring the end use of oil equipment and spare parts
that are being procured by Iraq to improve its decaying oil industry infrastructure.

3. The initial Contract with Saybolt Eastern Hemisphere (Contract no. PD/CON/127/0065/96),
was awarded in August 1996 as a result of a request by the Department of Political Affairs (DPA) for
the provision of independent experts in international oil trade in accordance with SCR 661 (1990).
Since the initial Contract, twelve amendments have been made, including four amendments for
additional labour and travel costs. Recently, a new bidding exercise was conducted by the

Procurement Division (PD) which resulted in the Contractor again being awarded the Contract
(Contract no. PD/COT14/00).

4, The new Contract extends from 29 May 2000 until 28 May 2001 with an annual contract
value not to exceed 85,316,150 and ar aggregate value of $21,264,600. Moreover, the new Contract
provides for an option to renew it for three successive one-year periods, under the same terms and
conditions, including price. In addition to this Contract, OIP has also entered into other contracts
with Saybolt to carry cut studies separate from this Contract. The Contractor currently employs 14
inspectars to oversee oil exports from Zakho, in Northern Irag, and Umm Qasr, on the Persian Gulf,

and six inspectors are employed to monitor the end-use of ol equipment and spare parts imported by
Irag.

5. A request was sent to OIP to arrange for an exit conference in order to discuss the findings
and recommendations resulting from the audit. However, OIP management did not respond to our
request. The draft audit report was then sent to OIP on 7 December 2001 with a deadline of 15
January 2002 to respond 1o the audit recommendations. A final audit report was therefore issued on
15 April 2002. The current report has been amended to take into accounts comments subsequently
received from OIP. The comments are indicated by the use of italics.

1I. AUDIT OBJECTIVES
6. The major objectives of the audit were to:

(i) Assess OIP’s management of the Contract, both in Irag and at Headguarters, with
respect to the obligations of the Contractor and OIP under the terms of the Contract,
and procedures to verify and evaluate the Contractor’s performance, receipt of
services, and to review and pay invoices;
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(1}  Determine if the Contractor provides the required services in an economical, efficient
and effective manner; and

(itfy  Review the management of other services being provided by the Contractor.
Hi. AUDIT SCOPE

7. OIO0S conducted a previous audit {(A/55/746) on the procurement aspects of this Contract,
The current audit therefore focused on contract management issues. The audit consisted ofa review
of the Contract, invoices, and OIP's procedures to evaluate the Contractor’s performance. In
addition, physical inspections of the Contractor’s operations were carried out in Iraq and Turkey. We
interviewed OIP officials in New York and Iraq. In addition, with OIP’s agreement and cooperation,
we directly contacted the Contractor to provide us with explanations and certain documentation
concerning their working arrangements.

IV, AUDIT FINDINGS AND RECOMMENDATIONS

A. Monitoring of invoice payments and financial matters

Procedures have not been implemented o monitor invoice payments

8. The Contract and amendments required the Contractor to provide a total of 14 Oil Inspectors
with a breakdown of six at Mina-al-Bakr, three at Zakho, and five at Ceyhan in Turkey. In addition,
amendment number 8 of the Countract provided for six spare parts inspectors (two each at three
different locations). The number of inspectors, whether for oil or spare parts, is the only measurable
parameter by which the UN authorized payment to the Contractor. Hence, an accurate attendance
record 1s essential 1o support the monthly invoices submitted by the Contractor. Qur review of
procedures found however, that they were lacking basic financial checks and balances, resulting in a
number of incorrect payments.

9. A review of 19 monthly invoices and supporting documents found the following deficiencies:

(i) The attendance record was ambiguous since in many cases it reflected the attendance
“from arrival to departure Amman”, whereas the payment to the Contractor should
only be made for manning the locations in frag and Turkey. This could have resulted
in payment {or staff not at the work locations.

(ii)  The attendance sheet did not relate to the month written on it. For example, if the
month is written as “June” that has 30 days. the attendance details are for 31 days.
This irregularity, found in 18 of thel9 invoices reviewed, was never questioned by
OlP.

(iii}  In the initial Contract, payments were to be made in lump sums; 30 per cent three
months after start of Contract, 30 per cent six months afier start, and 40 per cent upon
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satisfactory completion of the Contract. The relevant invoices had no supporting
documentation such as attendance shects, on which to basc the payment. Hence,
there was a lack of any internal control.

(iv)  While the numbers of the Contractor sta{f present at a location are the vital parameter
for payments, our review of the monthly invoices revealed that the Contractor had
often maintained staff at each location both lower than, and at times, in excess of OIP
requirements. iy:Hidve been dueto the Contractor’s rotation/leave policy for
staff.

Recommendations 1,2 and 3:

OIP management should:

(i) Request the Contractor to modify the supporting invoice
documents (attendance sheets), to clearly indicate the exact location
of their staff which is currently indicated as “from arrival to departure
Amman”, which would enable OIP to verify the invoice
(AFO1/30/6/001);

{1} Review the arrangement whereby the Execulive Director
certifies invoices, and institute specific procedures for checking and
approving invoices (AF01/30/6/002); and

(ii)  Establish a contract management unit in Iraq whose functions
should include reviewing invoices’ supporting documentation,
verifying the Contractor’s attendance records, monitoring additional
requests for equipment and services by the Contractor and providing
input for evaluation of the services provided {AF01/30/6/003).

10, OIP agreed with recommendation 001, indicating that as of December 2000 the attendance
record has shown “personnel attendance on location, from arrival to departure.” The
recommendation has been closed. OIP did not provide a comment on recommendation 002 hence the
recommendation remains open,

11 Recommendation 003 was not agreed to and OIP stated that the contract was managed by
OIP rather than UNOHCI so as not to unduly compromise UNOHCI ‘s mandate. OIF also stated
“that to the extent possible, cfforts have been made by OIP to institute appropriate procedures that
would ensure that the contractor fully discharges its contractual responsibilities. QIP also stated,
“we have the expertise within OIP at the Headquariers, including the Oil Overseers and the group
of oil spare parts experts with whom Saybolt has to work very closely, almost on a day-to-day
basis.” OIOS would like to clarify that it did not intend for UNOHCI to undertake the contract
management function, but rather that OIP be in charge of this function. Furthermore, the Oil
Overseers informed us that they have no active part in the management of the contract and only use
the information provided by the Contractor. Nonetheless, we are pleased to note that appropriate
procedures have been established by OIP.  In order to close this recommendation we request that
3
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Q1P provide us with a copy of the procedures, We also request that OIP reconsider establishing a
formal contract management unit in the field.

Overpayment of monthly invoices needs ta be recovered

12, A review of invoices found that inadequate scrutiny had led to irregularities resulting in
overpayments of approximately $370,000, which should be recovered from the Contractor {as
detailed in the Annex) on account of overcharging, and short and excess stationing of staff. The
following discrepancies were found:

(i) On a few occasions, the Contractor had overcharged QIP since the attendance record
showed lower man-days than those charged;

{ii) It was observed that the Contractor had ofien maintained lower strengths than that
required by the Contract. However, QIP did not deduct any amounis for such non-
performance; and

(iif)  The Contractor had charged for additional staff in excess of contractual requirements,
which had been paid by OIP.

In our opinion, the poor attendance recording practices by the Contractor resulting in overcharging
indicates a lack of professionalism and should be immediately rectified as recommended above.

Recontmendations 4 and 5:
OIP management should:

) Recover the overpayment of $186,000, as indicated in Annex
from the Contractor in subsequent billings (AF01/30/6/004); and

(i1}  Review all other monthly invoices to determine if any further
amounts need to be recovered from the Contractor on account of
over-billing and short/excess maintenance of staff. This review
should also cover those invoices without supporiing attendance sheet
(AF01/30/6/005),

13, OIFP disagreed with recommendation 004, and staied that the anditors did not undersiand
the billing mechanism witich was based on staff on site rather than contracted staff levels and that
the invoice of a month covered the period from 29" of the previous month io 28™ of the month of the
invoice, It firther stated that accordingly there was no overpayment involved except for the month of
June 1999 (oveipayment of 17 man-days) which would be deducted from a fiture payment. OI0S
was aware that the contractor had charged for the staff actually present at the sites instead of the
numbers required as per the contract, QIOS had recommended recovery of the amounts which had
been paid by OIP for (i} overcharges for additional stafi’in excess of contractual reguirements and (i1
on account of mistakes apparent from records, Concerning the failure of the Contractor 10 maintain
the staffing levels agreed to in the contract, O1OS is of the opinion that there should be a penalty
4
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clause in the contract for such non-performance. The Annex has been amended to reflect our revised
calculations. Furthermore, OIOS wishes to note that the indication of dates on a monthly invoice
from 29" of the previous month to 28% of invoiced month, as stated by OIP, is not relevant to the
calculation of overpayments, which were done by comparing the strength actually present to that
required, on a day-to-day basis in accordance with the Contract provisions. Thus, we request OIP to
re-consider this recommendation and, accordingly, the recommendation remains open.

Y4 Paragraph 16 of OIP's reply states that the contract, “...provides Jor full payment for
complete and satisfactory performance by the contractor of his obligations under the contract. In
that regard, it could be argued that once the requirement of satisfactory performaice is med, the
‘deficiency’ in the attendance record becomes a non-issue.” This appears to imply that the
contract’s requirement for inspectors is flexible. If this were the case, then it would be appropriate to
amend the contract to state the actual requirements and not to pay for additional unneceded inspectors.

15, OIP has indicated in its response to recommendation 005, that a review of invoices had only
revealed two minor discrepancies. The recommendation has therefore been closed.

Communication charges by the Contractor have been excessive

16, Areview of the tariff structure (appendix I of the proposal of June 1996) proposed by the
Contractor, clearly indicated that 2l expenses such as labour, compensation, hotel, boarding and
lodging, travel expenses, local transport, communication, insurance, risk premium, insurance, sample
material transport and equipment were taken into account in arriving at the contract price. Included
in the proposal were communication expenses of $603,000, which is about 21 per cent of the total
contract amount. For the initial six months of the Contract this amounted to approximately $380,000.

17. Despite this huge expenditure, the Contract did not provide for any requirement to justify the
expenses incurred. The communication expenses were essentially due to the use of a satellite
communication system (Satcoms). The UN did not consider alternative options such as using the
UN telecommunication system, which would have reduced the communication expenses
significantly, apart from being transparent in terms of identification of al} calls including personal
ones. Hence, an opportunity to effect substantial savings had been forgone. With regard to the spare
parts inspectors, the UN agreed to communication expenses of $288 per day for each of three
locations. Later on the communication expenses of $288 was merged with the tariff for inspectors at
3699 per mar-day.

18.  While PD and OIP atternpted to require presentation of actual bills in authorizing payment for
telecommunications, the Contractor had not agreed to this stating in an e-mail dated 02/06/98 that *
From the beginning we have been asked to quote a tariff structure which was all in. Your suggestion
to extract the communication cost from our per man per day fee is in opposition to this philosophy,
also it is not technically possible. Although our quotations clearly contain estimates, we have based
our costs on empirical information from the previous phases. As our communication costs in
Rotierdam are not separable in anyway, this can not be substantiated by invoices”. In our view, there
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is a high probability that the UN may be paying more for the communication expenses, than the
Contractor is actually spending.

Recommendations 6 and 7:
OIP management should:

() In future contracts with the Contractor (or any other
contractor) separate the communication expensces from the man-day
tarifl structure and reimburse these on presentation of detailed

documentation  {ec.g.  invoices from  service  providers)
{AFO01/30/6/006); and

(i)  Investigate the use of alternative communication options 7 }v{ﬁ&
including the use of UNOHCI’s telecommunications network with
appropriate reduction in the Contract price for communication
charges (AF01/30/6/007),

19. OIP took note of recommendation 006, and stated, “on-line costs were renegotiated in the
current contract, PD/COI 14/00, resulting in substantial savings on communications costs.” [t also
stated that this recommendation wonld be taken into account in the negotiation of fiture contract
proposals. OIP also noted that the Procurement Division questioned the practice of including
communication and equipment costs in the man-day-rate structure, and indicated they would be
more “comfortable” with one time “non-recurring” costs. However, the contractor opposed this
approach stating, “From the beginning we have been asked to quote a tariff structure which was all
in.” Based on OIP’s response, we have closed this recommendation.

20, OIP disagreed with recommendation 007 and stated in its reply that the auditors had not
adequately taken into account the location of the inspectors, and the logistics and political
difficulties for UNOFICI to expand its telecommunication system to these areas. However, 0108
wishes to note that it is not aware of any attempts by OIP to determine the feasibility of adding the
contractors to the UNOHCT network in Traq. In our view, the feasibility of doing this should have
been locked into. This recommendation remains open pending OIP’s review of the feasibility of
adding the Contractors to the UNOHCI network.

OIP needs to recover personal phone calls made by the Contractor’s staff

21, We found that the Contractor’s internal policy is to allow each of its staff members [ree
private telephone calis totaling up to 43 minutes per month. In Turkey, it was ascertained that stafl
members were not charged at all for personal calls, as these were not substantial in the Contractor’s
view. Since the total communications cost is included in the man-day cost structure, private
telephone calls of the Contractor staff members are being charged to OIP.

22, Based on a cost of $3 per minute, the estimated free telephone service being enjoyed by the
Contractor’s stafl (excluding Ceyhan cost) using Satcom in Iraq would be on the order 0f $2,025 per
&
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month or a total of $12,150 per six-month phase. We are of the opinion that this benefit should not
have been charged 1o O1P,

Recomnendatfion §;

a\' WL OIP management should take steps to stop payment of

Vj i personal telephone calls of the Contractor staff and recover the

. Lo" 59“"{ amounts overpaid which is estimated at $109,000 for the first nine
phases of the programme (AF01/30/6/008).

O"L

23, OIP disagreed with recommendation 008 and stated in their response that there was no
evidence that personal telephone calls are charged to OIP. It also believed it would be contrary to
the terms of the contract to demand such reimbwrsement, Q108 is of the opinion that OIP should
obtain a monthly statement from the Contractor indicating telephone usage to ensure that only
official calls are charged to the UN. In addition, future contracts should not tie phone charges to the
man-day-rate but rather should be charged separately. In this regard, we found that PD had requested
itemized billing of telephone calls from the Contractor, but was informed that this was not
technically feasible. However, OIOS notes that since the Contractor is able to separate personal
phone calls for its staff, presumably it can also do this for charges to OQIP. In order to close this
recommendation, we request for OIP to ascertain the actual personal calls made by the Contractor
staff and to recover the amount of these charges.

Accommodation and local transportation charges included in man-day billing rate have been
¢cxcessive

24.  Based on the Contractor’s proposal of June 1996 and subsequent proposals, expenses for
accommodation and local fransport were included in the per-man-day fee structure at the rates of
2.85 per cent ($83,700 out of a total of $2,940,100) and 5.32 per cent {$156,400 out of a total of
$2,940,100), respectively. However, we found that at Zakho and Mina-al-bakr, the Government of
Iraq o1l company had provided accommodation for the Contractor’s staff. Despite specific queries to
the Contractor whether they are paying any cost towards accommodation, no response was received.
In zddition at Zakho, the oil company had provided the Contractor with two cars for local
transportation.

25. Based on the Contract proposal, we estimated that cost per-person-per day is around $20 for
accommodation and 337 for transportation. This has resulted in an overpayment of approximately
$471,000 (for nine oi! inspectors at Mina-al-Bakr (6) and Zakho (3) in the case of accommodation
charges and three cil inspectors at Zakho in the case of local tansportation charges) for the nine
completed phases.

Recommendations 9 and 10:
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$)) OIP  management  should recover overpayments for
accommuodation and transportation of approximately $471,000 from
the Contractor (AF01/30/6/009); and

{it) Future contracts with the current or other contractors should
take into account free accommodation and transportation provided so
that the UN obtains best value for money (AFO1/30/6/G10).

26, Regarding recommendation 009, OIP stated * . ..in frag, it is a well-know fact that these types
of expenses to be incurred in Irag would have to be compensated, but under the restrictions of
sanctions, no payments could be made within Iraq in any other crrvency but Iragi dinars. This has

led to special arrangements by the contractors, ..." OIP also stated, “the contract is all-inclusive,

therefore...no reimbursement is due. " From this response it s not ciear whether the contractor has

in fact paid the GOI for accommodation expenses and the transportation provided for its staff. In

order to close this recommendation, we would appreciate being informed of the arrangements made

and the amounts actually paid to the GOl by the Contractor,

27, OIP appears to have agreed with recommendation 010, stating in pavagraph 28 of its
response ...the points raised in the Report regarding the cost structure, could be ntilized in the
negotiations for the next contract.” In order 10 close this reconmmendation we request OIP to

confirm that it will amend the cost strueture in future contracis.

Transport costs provided for in the Contract have been charged

28, The initial Contract, as wel as the new one, specified that the price included all costs such as
transportation, equipment, etc. We found that, notwithstanding specific provisions in the Contract to
the contrary, amendment number three provided for computer equipment for two spare parts
inspectors at a cost of $17,800. Furthermore, as per the proposal of the Contractor, dated 19
September 2000, the cost of vehicles for spare parts inspectors was also authorized at $39,600. In
this regard, we note that the man-day rate provides for transportation costs of 2.85 per ceat. Inour
opinion, adequate provision was made in the Contract for transporiation and no justification was
given for amending the Contract to provide additional transport. This arrangement was not
transparent and appeared to double charge the UN for these costs,

Recommendation 11:

OIP management should ensure that future contracts with this
Contractor or other contractors be based on actual equipment cost and
not incorporated in the man-day rate (AF01/30/6/011).

29, OIP appears to have agreed with recommendation 011, stating in paragraph 28 of its
response . the points raised in the Report regavding the cost struciure could be wtilized in the
negotiations for the next contract. ” I order to close this recommendation we request OIP to confirm
that it will amend the cost structure in future confracts.

g
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30.  Irwasalso found that the Contractor proposed and the UN approved (Amendment number 11
to the Contract) for the purchase of three vehicles for the spare parts inspectors at a cost of $19,500,
$24,500 and $24,500 respectively. All these vehicles were to be Toyota Land Cruisers Prado STD
with the only difference that, while the cheaper one was white in colour, the other two at $5,060
exira cost were green and beige. We are of the opinion that the UN should have not allowed and
paid for different color vehicles which led to unjustifiable expenditure of $10,000.

Recommendation 12:

OIP management should ensure that specification for vehicles
are in accordance with the UN standards and avoid unnecessary
specifications involving additional costs { AFO1/30/6/012).

3. OlPstated in its reply to recommendation 012, that because of the urgency of the situation, it
was decided to purchase vehicles with different costs and eolours that were immediately available.
Based on this explanation we are closing this recommendation. However, in the future we urge Q1P
to standardize the vehicle specifications in accordance with UN standards in order to minimize costs.

Non-expendable equipment purchased by the Contractor had not been adeauately accounted for

32, As noted above, the UN had authorized the Contractor to purchase equipment including
vehicles, and communication equipment like satcoms, computers and software. We found that the
equipment paid for by the UN did not have any UN asset number affixed and had never been
inspected by the UN. Furthermore, the equipment was not entered into OIP’s inventory system, and
there had been no periodic checks on these assets as required by UN financial rules.

Recommendation 13:

OIP management should ensure that UNOHCI takes stock of
the equipment purchased by the Contractor and paid for by OIP,
record them in the inventory system, and routinely perform physical
verification (AFQ1/30/6/013).

33. OIP disagreed with the recommendation stating, “The contract is ali-inclusive... In tis
regard, the communication equipment, computers and software are not UN property, and therefore
there is no corresponding requirement for an inventory.” 0108 points out that the equipment
referred to in this report was purchased separately by the contractor outside of the contract, under
separate amendments. Hence, the equipment is UN property and should be fully accounted for and
recorded in UN property records. Inorder to close this recommendation, we request that evidence be

" provided showing that this equipment has been recorded in UNOHCI s asset register.

Charges for additional services provided by the Contractor have been excessive and inadequately
monitored

5023518



34, From time to time OIP requested the Contractor to provide proposals for additional services.
The cost proposals submitted by the Contractor had been accepted without any evidence of price
negotiations or tests of reasonablencss. Moreover, payment for these services had been made without
dacumentation to support the inveicing such as original bills for purchases, tickets, vouchers, cte.
These are basic procedures when paying for goods and services and should have been performed by
OIP as a matter of routine before payment was made.

35,  Forexample, for the purchase of communication equipment for spare parts inspectors valued
at $17,800, no effort was made by OIP or even through UNOHCI to verify that the new equipment
had actually arrived or that the equipment was in conformity with authorized standards before
payment was released.

36.  Inanother case, $67,600 was agreed to by O1P for services of four experts for a 1(0-day period
{(Amendment number 9, June 1999) without any verification of the reasonableness of the charges. A
review of invoices indicated excessively high charges by the Contractor and acceptance by the UN
without any questioning. The fees for these experis were $2,000, $1,500, $1,500 and $900 per day.
These were much higher even by the Contractor’s standards for senior inspectors/oil monitors, which
the Contractor charged a maximuin $699 per day including all costs. Furthermore, their trips from
Amman-Baghdad-Amman were charged for and paid at the rate of $750 round trip, instead of the
standard cost of $150 each way. It should be noted that whereas the Contractor charged $7,200 for
the airfares for these four experts both for inward and outward flights to Amman, $3,000 was
charged just for the Baghdad-Amman-Baghdad road journey.

37. A separate Contract (PD/C0003/00 dated 13 January 2000, in the amount of $236,400) was
entered into with the Contractor to provide a report on the state of the Iraqgi oil industry, While an
exception to bidding was approved by the Department of Management, there was no indication that
OIP had checked the reasonableness of the Contractor’s proposal, which was accepted exactly as
proposed. Considering the high value of the Contract it would have been expected that some of the
charges should at least have been checked for reasonableness and quotations obtained from other
consultants to provide this service. This could have been done without going into a full bidding
exercise and within the time constraint required to report 1o the Security Council.

38 Furthermore, the invoice amounting to $235,350 (Invoice 987/00 dated 30 March 2000) was
subsequently paid without any receipts for any of the expenses claimed by the Contractor, and
without any evidence of review of the propriety or reasonableness of the charges. While the per day
fee for the Contractor staff on this mission, ranged between $900 to $2,000, no supporting document
was provided for the airfares (321,500}, boarding and lodging ($22,500), misceilaneous {$5,000) and
video presentation ($5,350). In our view, these instances indicate the lack of adequate control
procedures,

Recommendations 14, 15 and 16:

io
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OIP management should:

(i Take immediate steps to ensure that all payments have
appropriate supporting documentation before payments are made, and
that charges are checked for reasonableness (AF01/30/6/014);

.

(i)  Obtain clarification from the Contractor for the excessive
charge of $3,000 for the Amman-Baghdad trip and recover the
overpayment of 32,400 from future invoices (AF01/30/6/015); and

(i)  Implement procedures for procuring urgently required
services, which should include: obtaining quotations from other
suppliers; checking the reasonableness of quotations based on actual
costs; and negotiating costs  with the selected supplier
(AF01/30/6/016).

39.  OIP did not provide a response to recommendation 814 an whether they would ensure that
adequate checks are made for invoices prior to payment. In order to close the recommendation we
request a response indicating what steps have been taken to implement it.

40.  OIP agreed with recommendation 015, and indicated that it would arrange to deduct the
overpayment. The recommendation has therefore been closed, however we request OIP fo provide
us with documentation indicating recovery of these costs.

41. OIP took note of reconumendation 016, stating that it maintains comparative information to
determine the reasonableness of proposals. It further stated that it was therefore able to “discuss
quickly with experts whether technical and financial proposals were reasonable. ” OIP also stated,
“...that the contractor’s proposals were fully considered by the Oil Overseers,” OIOS points out,
however, that during the audit, no documentation was available to indicate that z reasonableness
check had been done for this contract. Furthermore, during interviews conducted at UNHQ, the Oil
Overseers stated that they were not responsible for any issues conceming the contractual
arrangements with any contractor., In order to close this recommendation we would therefore
appreciate being provided with the analysis done to determine the reasonableness of the proposal
discussed in paragraph 37,

The Contracter had not conducted “audit visits” as provided for in the Contract

42.  The Contractor’s proposal dated June 1996, é}ovided for a coordinator from Rotterdam to
“audit” their operation in Iraq every six weeks. Clearly, the cost of these visits would have been
included in the overall price proposed by the Contractor. Accordingly, for the nine compicted phases
the Contractor should have undertaken 36 such visits (the cost charged by the Contractor for one trip
to Iraq was $7,500). The Contractor was unable to provide any information indicating that such
visits had taken place.

11
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Recommendation 17:

OIP management should obtain details of “audit visits”
undertaken by the Contractor and if no such visits have taken place,
recover an estimated amount of $270,000 for 36 such required visits
up to phase nine (AF01/30/6/017).

43.  OIP disagreed with recommendation 017, stating that it was the Contractor’s Irag team
leaders role to qudit operations and that this was more effective and efficient. It was also stated
“the technical head of the Irag team for Saybolt reguiarly undertakes missions to Iraq and cost of
these visits is inclided in the overall cost of the contract.” As such, OIP did not consider that any
recovery is due. OIOS points out that paragraph 3.2 of the Contractor’s proposal, which is an
integral part of the Contract, specifically calls for “audit” visits, which in our view are separate from
the regular visits made by the technical head. However, since these visits had not taken place and in
the absence of information provided by OIP on the number of visits undertaken by the technical
head, we reiterate that the associated costs should be recovered. In order to close this
recommendation we request that OIP provide us with documentation indicating that action has been
taken to recover the costs paid for the required visits.

Services provided by UNOQHCI have not been adequately charsed to the Contracior

44 Under Article 7 and 8 of the new Contract (Article 8 and 9 of the old Contract), the UN was
to provide only identity cards for the Contractors’ personnel and allow access to UN transport only in
cases of evacuation due to sccurity developments, and medical evacuation. However, it was
ascertained that UNOHCI provided many services including UN letters for visa support application
for vehicle registration, issue of Iraq driving licenses, importation of equipment requiring customs
clearance, repair and maintenance of vehicles (since June 2000), supply of walkie talkies, etc. In the
initial phases UNOHCT was also providing transport facility to the Contractor. In fact UNOHCI has
carmnarked a senior official to deal with matters relating to the Contractor, It was aiso noticed that
the UN Guards Contingent in Iraq (UNGCT) has provided Motorola radio sets 1o the Contractor.

45, While these services are necessary to enable the Contractor to funciion and should continue,
in as much as these were not covered by a provision of the Contract, the cost of these services should
be recovered from the Contractor. We found that only on seven occastons, between June 1999 and
August 2001, had UNOHCI charged the Contractor a total sum of $1,447.21 for various services.

Recommendation 18:

OIP management should quantify the financial implication of
services provided to the Confractor by the UN and recover the
amounts based on standard mission charge out rates (AF01/30/6/018).

46, OIP disagreed with recommendation 018 stating, “the auditors should review Section VIl of
the MOU, concerning Privileges and Immunities.” This Section of the MOU deals with the right of
12
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access of the UN, inspectors, cte. to Iraq and the obligations of the GOJ and il is not clear how this
relates to charging for services provided by the UN under the contract. The services to be provided
by the UN are clearly spelled out in the contract as indicated in paragraph 43 above. Services,
additional to these, should be charged for. In order to close this recommendation, we request that
OIP determine cost of the services provided to the Contractor, and make every effort to recover those
costs .

B. Monitoring Contractors performance

OIP officials charged with monitoring the Contract had not made inspection visits to Irag

47.  In Article 11 of the Contract, the UN reserved the right to inspect and test all services
pertormed by the Contractor at ali reasonable times and places during the period of the Contract. We
found that while the OIP has in fact never exercised this right, OIP on all invoices and during
presentation of the case for extension to the Headquarters” Committee on Contracts had stated that
the services being provided by the Contractor were satisfactory and in full consonance with the

Contract agreement. No formal evaluation has been made by OIP to determine the basis of this
assessment.

48.  Whle the Contract is mainly performed in fraq (other than one location at Ceyhan, Turkey),
OIP had not appointed anyone in Iraq to manage the Contract, in the absence of which there can be
no assurance that the services were provided in consonance with the spirit and letter of the Contract.
This is also indicated by the fact that many of the irregularities pointed out through this report would
have had a better chance of being detected had contract management staff been located in Iraq.

D. Coniract issues

Need to separate the cost of Contractor’s equipment from the man-day fee structure

49.  Based on the tariff structure proposed by the Contractor, equipment purchased to perform the
Contract built into the man-day fee structure for oil inspectors amounted to 7.82 per cent of the
Contract cost (§230,000 out of a total of $2,940,000).

50.  This means that OIP pays about $55 per day per inspector for cquipment costs or
approximately $1.2 million for the nine phases. A review of the inventory list provided by the
Contractor indicated that the actual cost of equipment was far less than the amount reimbursed
through the tariff structure, However, the exact amount could not be determined, as the Confractor
did not provide the cost of some of the equipment items. In OIOS’ view, it was clearly not the intent
of the Contract for the UN to pay costs of equipment far exceeding their actual value.

51. Inouropinion, equipment should have been charged 1o OIP as 2 one-time expenditure with
an additional provision for maintenance of the equipment. That option would have been much
cheaper, instead of paying for the equipment cost during ali nine phases. We estimated that this has
resulted in excessive payments of approximately $1 million.
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Recommendations 19 and 26:
OIF management should:

(1) Pravide for reimbursement of one-time equipment costs in
foture contracts in order Lo avoeld the uneconomical arrangements of
the current Contract (AF01/30/6/019); and

(ii)  Negotiate with the Contractor to recover approximately $!
million paid for equipment in excess of its actual cost and to stop
further payments for the equipment cost component in the current
Contract (AF01/30/6/020).

52. OIP did not provide a response 1o recommendation 019. In our opinion, separating the cost
of equipment from the man-day contract structure would be a more economical arrangement for the
Organization. We therefore reiterate this recommendation.

53. OIP disagreed with recommendation (020 stating, “While the comments are too vague to
constitute a valid finding, it is clear that the auditors did not take imto full consideration the ongoing
muaintenance, repair and replacement costs that are factored into the contract .. ” OIP also stated,
“..had the auditors been in touch with Saybolt's headguarters, they could have received the
information regarding the cosis of ‘some of the equipment”... " OIP may not be aware that QIOS had
contacted the Contractor’s team leader in Iraq and requested the relevant information from him, This
and other information requested was only partially provided. We remain concerned that under the
cuerent arrangement there 1s no relationship between the actual cost of equipment requirements
purchased by the Contractor and the amount paid under the man-day-structure of the contract. We
therefore request that OIP re-examine this issue and provide us with information on the steps taken
to resolve the matter of excessive payments for equipment provided for under the contract,

Serutiny of CVs of Contract persennel have been ineffective

54.  The Contractor proposed (paragraph 1.1 of the Contractor’s proposal of June 1996) that in
view of importance and strict compliance with the relevant Security Councii Resolutions (SCRs) and
Memorandum of Understanding {(MOU) with the Iraqi Government, each member of the team should
be fully independent and consist only of people with proven experience, but without any existing
connection to the oil industry. Accardingly, their recommendation was to form a team of pensioners,
as it was not unusual in the oil industry to'retire when about 45 years old. The Contractor further
stated that it was capable of forming suich a team of specialists with proven competence, integrity and
neutrality within 4§ hours. Agcsfaing ta Article | of the Contract, the Contractor’s proposal of June
1996 was an essential part of the Contract with the UN. A review of the CVs of pre-selected
candidates (appendix 11 of the offer of the Contractor of June 1996) is summarized in the following
table:

14

8023523



Candidate | Age Educational qualification Experience Other
no. (years) with the | professional
Contractor experience
{Years)
I 53 Several schvol certificates 23
2 57 Several school certificales |25
3 42 High School and nautical 3]
academy
4 34 | Nautical college 7
5 58 High School § 3 34
6 31 Several School certificates &
7 38 QO level/A level 7
8 47 | HND Chemistry 9 I
0 ? 33 B .Sc, Electronics Engineering | 5 months ! 5
10 37 | High School 4 | 14
11 IN/A || High School 1 6
12 44 Master Mariner I 11
13 35l Qualified marine Ch Officer |2 I7
14 33 | High School {Chemist) 6 |
15 37 | Marize School 6 13
i 16 38 E Ist Class Marine Engineer i 10 months E| 17
|17 33| Intermediate (HSC) E
18 14 Intermediate (HSC) 14
19 32 Intermediate (HSC) 8
20 132 | Intermediate (HSC) 9
21 132 Intermediate (HSC) 9 8
22 34 B.Sc¢. Degree 8 3
23 32 Technical High School 8 2
24 35 Mechanical Engineer 7 2
25 32 | Diploma B.Sc. 6
1 26 38 | Chemical Engincer i 1
{27 | /A T High School 2 months 14

35.

15

A perusal of the above table indicated that, contrary to their assertion that they would form a
team of pensioners, the proposed candidates had varying ages and there was a lack of consistency in
terms of experience. Another requirement of the Contract is that the UN should approve all
candidates as submitted by the Contractor, We found however, that the UN has been approving
proposed candidates as a matter of routine, as none of the candidates proposed by the Contractor has
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ever been rejected.

Recommendation 21:

O1P management should establish an appropriate approval
process for candidates proposed by the Contractor in accordance with
the Contract (AF01/30/6/021).

56. With regard to recommendarion 021, OIP indicated that a process is afready in place, and
that CVs of candidates are discussed with the Contractor on a regudar basis and those not accepted
are withdrawn. However, OIF agreed to consider establishing a formal procedure. On the basis of
this response, we are closing this recommendation.

V. ACKNOWLEDGEMENT

57. We wish to express our appreciation for the assistance and cooperation extended to the
auditors by OIP and UNOHCI during the conduct of this audit,

Esther Stemn
Director
Internal Audit Division, OIOS
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ANNEX

SAYBOLT OVERPAYMENTS

Wi i { T CACESS IO 2R e
May 01 12,924 Charged 18 man days extra 16,652 14 man days total made up of 2 30,156
for Sr. Spare Pls. Insp., as extra Sr. Spare Pis. Insp. from 13®
charged for 202 man days to 16, 1 extra on 1%, 2™, 170, 18",
instead of 184 per 26™ and 30™

attendance sheet

Feb. 01 14,341 1 Oil Insp. extra at Ceyhan on 20%, 15,040
19 man days extra for Sr. Spare
Pts. Insp. as 1 extra from 4" to 14°
and 2 extra from 18% 0 212,

Dec. 00 13,980 20 man days for oil Insps. 2,133 1 Sr 8pare Pis. Insp. extra on 29 29,396
overcharged as invoiced and 30%,
for 421 instead of 401 per 1 extra oil Insp. at Mina on 10",

attendance sheet
doro

Aug. 00 15,378 22 man days for oil Insp. 30,756
Charged extra as invoiced
for 434 man-days instcad
of 412 per attendance

Apr. 00 16,375 25 man days charped extra 32,750
for oil inspector as
invoiced for 434 instead of
409 per attendance sheet

S023526



TDec 99 e i i T ERs G, ISpare P }nsp excess oo 10%7 Y3118
! : “3.man days extra forail insp ‘As ]

Oit Insp eXCess 0:1 ]8 1 and:
o 520%at Cevhan :

Nov. 99 19,809 31 man days charged extra 9,505 4 man days in excess for spare Paﬂ 50,433

for Sr. Spare Pts, Inspector Insp as 1 maintained extra from 7
as invoiced for 93 man ta 1™,
days instead of 62 per 2 Ol Inspectors extra at Mina from
attendance sheet. 14" 10 17,
1 Oil Inspccior extra at Zakho from
26% 10 265,

. 15 man days_charged cxtm fm’ oil

July 99 8,515 FExcess 9 man days at Mina as | 51,835
Tnsp. maimained extra on 12, 13%,
and 22nd to 28",
Excess 4 man days at Zakho as 1
Insp. maintained extra on &, 9%
34‘ an :

Total 84,014 102,224 186,238
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INTEROFFICE MEMORANDUM MEMORANDUM INTERIEUR

UNITED NATIONS gf’@ NATIONS UNIES

OFFICE OF THE IRAQ PROGRAMME - BUREAU CHARGE BU PROGRAMME IRAQ

0. Mr. Dileep Nair 17 Aprii 2002
N NATE:
#  Under-Secretary-General RE: ED/2002/0108/3
for Internal Oversight Services
THROUGH:
SCDE:

erone  DEDRON V. Sevan
¥ Executive Director
ameer. OTOS Audit No. AF2001/30/6: Audit of the management of the oil inspection
OWET: - services Contract

1 very much regret that I feel obliged to bring to your personal attention the comments of
the Office of the Iraq Programme regarding the final Audit report issued by the Internal Audit
Division of OIOS, concerning the management of the oil inspection services Contract.

As stated in the report, it took the auditors from March through August 2001 to conduct
the above audit, and then it took over three montiis for the Internal Audit Division to submit the
draft report, on 7 December 2001, to this Office for comments thereon by 15 January 2002,
during a period when this Office was totally involved with the start of the implementation of a
new phase (phase XI) of the humanitarian programme and consideration of the new distribution
plan being submitted by the Government of Iraq. Further deiails as to what happened thereafter
are provided in paragraphs 2 to 6 in the attached Note prepared by this Office.

In brief, I should like to inform you that this Office cannot agree cither with the findings
or the assumptions made by auditors.

I'should like to reiterate that I have always welcomed audits, be they internal or external,
but I also expect that auditors should understand very well the environment under which we are
operating. Above all, they should do their homework and fully understand the resolutions and
decisions taken by the Sceurity Council, pursuant to which this programme is being implemented
within the context of a very rigorous sanctions regime, including the very restrictive parameters
established by the Security Council for the implementation of the programme. They should also
understand well the relevant provisions of the Memorandum of Understanding concluded
between the Secretariat of the United Nations and the Government of Iraq (S/1996/356).

We have been implementing the programme pursuant to Security Council resolution 986
(1995) under very difficult, complex and highly sensitive political environment. Reading the
report, I do not sce any appreciation on the part of the auditors of the difficultics encountered. It
is always easy to pontificate. Ido hope that the anditors concerned do not consider themselves
infallible,
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2.

Accordingly, 1 should be grateful if you could kindly review the comments confained in
the attached Note with a view to making the necessary revisions to the final report, Otherwise, I
very much regret to inform you that we wili be going yet again through the most unfortunate
situation with regard to a previous audit regarding independent inspection agents, when the
comments from the Secretariat, including the opinion of the Legal Counsel, were repeatedly
ignored for several years. You know exactly the audit ] am referring to.

Should a decision be taken not to revise the above report, I should appreciate it if the
attached Note by this Office is issued either as an addendum to the report or as a separae
document.

I should also like to have an appointment with you on your return from official travel, as
early as possible. I will be in touch with your Office.

cc. The Deputy Secretary-General
Mzr. Connor
Mr. Halbwachs
Mr. Myat
Ms. Stermn
Ms. Featherstone
Ms. Uchegbu

One United Nations Plazs, Room DCL-1528, New York, NY 10017 Tel: 1 212 963 5767 Fax: 1212 953 1984 hitp:/fwww.anorg/Depts/oip
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NOTE BY THE OFFICE OF THE IRAQ PROGRAMME

Comments by the Office of the Irag Programme
on the final report submitted by OIOS on 15 April 2002

0108 Audit No. AF2001/30/6: Audit of the management
of the oil inspection services contract

1. Following the adoption of Security Council resolution 986 (1995) on 14 April 1995 and
the conclusion of a Memorandum of Understanding (MOU), on 20 May 1996, between the
Secretariat of the United Nations and the Government of Iraq (S/1996/356), Saybolt Eastern
Hemisphere BV (hereafter referred to as Saybolt) was awarded Contract PTD/127/0065.96, in
August 1996, to provide the services of 14 individuals with “particular experience and
qualifications to assist in monitoring the export of petroleum and petroleum products form Irag”.
The contract was for an initial term of six (6) months, with an option of renewal for up to three
{3} successive periods of six (6) months, on the same terms and conditions. Contract
PTD/127/0065-96 was subsequently amended severai times to provide for additional inspectors
for oil spare parts, and groups of oil experts that undertook special assignment at the behest of
the Security Council. Contract number PD/CO114/00 executed in June 2000 succeeded contract
PTD/127/0065-96. Under the new contract, which is for one year, with an option of renewal for
three (3) successive terms on the same terms and coaditions, Saybolt would provide 20
inspection agents; 14 to monitor the oil exports and six (6) for spare parts and equipment. The
contract has been amended to provide for an increase in the number of oil spare parts inspectors
from six {6) to eight (8), bringing the total number of agents to 22.

1. Introduction

2. In paragraph § of the audit report (hereafter referred to as the Report), it & stated that
the Office of the Iraq Programme (OIP) did not arrange for an exit conference requested by
OIOS or respond to audit recommendations forwarded in a draft report, on 7 December 2001,
with a deadline of 15 January 2002, It is also stated that “despite the granting of two time
extensions, no response to the draft audit report recommendations has been received up until
now.”

3. As stated in paragraph 1 of the Repont, it took from March through August 2001 to
conduct the audit, and then it took over three months, until 7 December 2001, to submit the draft
report to OIP for comments thereon by 15 January 2002, during a period when OIP was totally
involved with the start of the implementation of a new phase (phase XI} of the humanitarian
programme and consideration of the new distribution plan being submitted by the Government of
Iraq.

4. A quick review of the draft report indicated immediately the necessity for a thorough
review because OIP could not agree cither with the findings or the assumptions made by the
auditors. There were also many errors in the calculations made by the auditors, which required
us to check invoices, among others. Furthermore, the OIP staff member who had been
responsible with the management of the contract was no longerwith OIP. It was also necessary
to seek detailed information from Saybolt's headquarters regarding some of the claims made in
the draft report, because the auditors, who although had held meetings with the contractor’s team
leader in the field, had not been in touch with Saybolt’s headquarters, or at the least through OIP,
1o receive authoritative responses to their queries.

One United Notions Plaze, Room DCL-1528, New York, NY 16617 Tel: 1212 963 5767 Fax: I 212 963 1984 hitpr/www.aunorg/Depisiolp

S023530



e

5. The above explanations were provided to the Director of the Internal Audit Division and
the Chief of the Iraq Programme Uit of OIOS, with a request for extension of the deadline,
which was granted. Furthermore, the Director of the Internal Audit Division and the Chief of the
Irag Programme Unit were fully informed of the extreme difficulties being encountered in
implementing the programme, which obliged the Executive Director of the Iraq Programme to
travel to Iraq on 10 January 2002 with a view to resolving the difficulties with the Government
of Iraq, including the refusal to grant over 200 visas requested for UN personnel involved in the
implementation of the programme. The Executive Director had to stay lenger in Frag then
originally planned, for almost a month. It was taken for granted that OIOS, in addition to being
informed by OIP and having two resident auditors in Irag, was fully aware of the continuing
difficulties encountered in programme implementation as the programme has become more
politicized than ever. Consequently, the focus of OIP’s attention at the time of the submission of
the draft report to OIP had been on matters that affected the day-to-day implementation of the
programime as well as assisting the Security Council Committee established by resolution 661
(1990) (hereafter referred to as the Committee) in resolving the difficulties encountered within
tize Committee itself.

6. The Director of the Internal Audit Division and the Chief of the Iraq Unit will recall that
it was through the personal intervention of the Executive Director that they were granted Iragi
visas that enabled them undertake their recent visit to Iraq. On the return of the Executive
Director to Headquarters, it was agreed with OIOS that OIP would prepare its comments on the
draft audit report, first as “a non-paper”, for discussions with the Internal Audit Division, on an
informal basis. It was agreed that such discussions would take place on the return of the
Director and the Chief of the Iraq Unit from their visit to Irag. OIP waited for their return in
order to submit its “non-paper” for discussions. Instead, however, and contrary to the
arrangements agreed upon earlier, the Executive Director received an e-mail message, on § April
2002, from the Chief of the Iraq Programme Unit, which read as follows: “As previously agreed
a response to the above draft report was to be provided by 31 March 2002. This was the second
extension given. Since a response has not been received we will be issuing the final report
shortly.” OIP was not even aware that the Director and the Chief of the Iraq Unit had already
returned to Headquarters. At the time when the arrangements were agreed upon, the Director
and the Chief of the Irag Unit were informed of the intention of the Executive Director to invite a
representative of Saybolt to be present at the discussions on the “non-paper”. Disappointed with
the attitude of the Chief of the Irag Unit and even though the OIP “nor-paper” was ready, the
Executive Director responded that the Chief of the Iraq Unit could go ahead and publish the
report as long as “you are prepared to be fully accountable for yourreport. If you go ahead and
publish it, however, you must also undertake to publish our comments thereon, in toto, eitheras a
scparate report or an addendum thereto.” Copy of the e-mail exchange of correspondence is
attached as an annex to the present Note.

XXX

7. The audit objectives as stated in the Report are, inter alia, to assess OIP’s management of
the contract, determine if the contractor provides the required services in an economical, efficient
and effective manner, and review the management of other services being provided by the
contractor.

8. A review of the Report, against the stated objectives of the audit, would have to take into
full consideration the context in which the contracts were executed and administered. Contracts

One United Nations Playe, Room DCI-1528, New York, NY 10017 Tel: X 212 963 5767 Fay: 1212963 1984 hitpiiwww.ur.orgDeptsiolp

8023531
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are not executed in a vacuum. This particular contract is being carried out within a very rigorous
sanctions regime and managed in a highly sensitive political environment. Any realistic
assessment Of the management of the contract would have to factor in theseconsiderations. Yet,
it would appear from the Report that the audit was conducted without taking full cognizance,
either of the legal or political context of the contract which in turn influence its management.
There are many aspects of the programme as well as its implementation governed by the relevant
resolutions and decisions of the Security Council and its Committee, which outside the political
context may defy logic; however, as the Secretary-General has stated repeatedly regarding this
programme, “we take our marching orders from the Security Council”.

S For example, in the introductory paragraph of the Executive Summary, it is stated that
“OIP should have considered utilizing UN staff to perform the oil inspection service as an
alternative to hiring a contractor, which would have resulted in substantial savings.” Utilizing
UN staff to perform the oil inspection services, as recommended by the auditors, would have
been inconsistent with the Security Council resolution 986(1995) and the Memorandum of
Understanding between the Secretariat of the United Nations and the Government of Iraq
(MOU), on the implementation of the Security Council resolution 986(1995) (S/1996/356).
Annex II, paragraph 4, of the MOU expressty provides for independent inspection agents to
monitor Iraqi oil exports. Consideration of savings was never the ultimate goal of the decision
taken by the Security Council; rather, the goal was to ensure full and thorough inspection of oil
exports and full compliance with the decisions taken by the Council.

10.  Various amendments of the contract were undertaken in response to the requests of the
Security Council and its Committee that required urgent action on the part of the Secretariat,
Fortuitously, the established good working and highly professional relatfonship of the
Government of Iraq with Saybolt presented the United Nations with a considerable advantage,
one that cannot be cost evaluated, and which has enabled OIP to field the special missions most
expeditiously pursuant to decisions taken by the Council or its Committee, avoiding inordinate
delays in the granting of visas to the experts who had to travel to Iraq on short notice.
Furthermore, it has been essential to ensure the confidence of not only of the Security Council
members but also of the Government of Iraq regarding the impartiality of the work of the
experts, as evidenced by the fact that we have had no difficulty in securing visas for one of the
leaders from Saybolt to visit Iraq on a regular basis, despitc his nationality, which is British.

11, The decision to manage the contract by OIP at Headquarters rather than by UNCHCI was
in order not to unduly compromise the latter’s mandate. This was a decision taken even before
the establishment of OIP in October 1997. The same applies for the management of the contract
with Cotecna, and previously with Lloyds. To the extent possible, efforts have been made by
OIP to institute appropriate procedures that would ensure that the contractor fully discharges its
contractual responsibilities. 1t is realistic, however, o acknowledge that political actions may
affect the manner in which the contractor discharges its responsibilities. For example, it is
common knowledge that oil exports are interrupted periodically, such as the present decision
taken by the Government of Iraq to suspend all oil exports for 30 days. Furthermore, although
the Government has refused to allow any additional contractor’s staff to be stationed in Iraqon a
permanent basis, Saybolt has, with OIP’s consent, occasionally deployed more staff on a short
term basis to cope with peak periods of work. It should be noted,’however, that irrespective of
the number of staff deployed by the contractor, payment is effected only for the number provided
for in the contract.

One United Nations Plaza, Room DU1-1528, New York, NY 10017 Tel: 1 212 963 5767 Fax: | 212 963 1984 hup:/fwww.un.org/Depis/oip
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12. " The contractor also provides expert advice to OIP in its day-to-day-operations as well as
to the Committee, including regular briefings on the oil industry of Iraq as well as on oil spare
parts and equipment provided under the programme. With regard to the status of the contractor’s
staff posted in Iraq, it is recommended to the auditors that they review the relevant provisions of
the MOU, in particular Section VIII, concerning Privileges and Immunities. A fuller
understanding of the range of services provided by the contractor would have ¢nabled an
appreciation of the background to the contract, the contract itself, and ifs management.

13.  Although the auditors undertook site visits to some of the locations where the
independent inspection agents are located, they did not, most unfortunately, visit Mina al-Bakr to
witness first hand the very difficult and most dismal conditions under which the independent
inspection agents operate, literally closeted on the oil platform which may collapse at any time.
In addition, there was no consultation between the auditors and OIP officials, nor with Saybolt
headquarters that would have helped clarify for the auditors some of the contentious issues.
Although the auditors held discussions with the contractor’s team-leader in Iraqg, they should
have addressed their questions to Saybolt headquarters, or at least through OIP, in order to
receive a more authoritative responses.

14.  Comments on specific audit findings and recommendations are proffered hereunder:
A: Monitoring of invoice payments and financial matters
Procedures have not been implemented to monitor invoice payments:

15. Paragraph 9(i) states that “a review of 19 monthly invoices and supporting documents
found “deficiencies”. Among the deficiencies stated is ambiguity of the attendance record which
reflected “from arrival to departure Amman”. In the view of the auditors, payments should only
be made for manning the locations in fraq and Turkey.

16.  Contract number PTD/127/0065-96 (the initial contract) determined the number of
inspectors required at particular locations in Irag and Turkey, and Article 7.1 provides for full
payment for complete and satisfactory performance by the contractor of his obligations under the
contract. In that regard, it could be argued that once the requircment of satisfactory performance
is met, the “deficiency” in the attendance record Lecomes a non-issue. Nonetheless, since
December 2000 the artendance record has shown “Personnel Attendance on Location, from
arrival to departure”,

17. The Report also illustrates that the auditors did not have a full understanding of the
contract and the method used in the preparation of invoices by Saybolt. This misunderstanding
led to a significant error in ‘finding’ that Saybolt overcharged some $370,000 for services
provided during the period 29 May 1999 to 28 June 2001. The auditors have confused the billing
mechanism, scemingly thinking that Saybolt’s billing was based on contracted staff levels and
not on staff on site. The auditors have also confused the contracted number of inspectors for oil
‘Spare parts and equipment. There are eight and not six inspectors, as stated in paragraph 8 of the
Report.

18.  There is a historical precedent in the preparation of invoices in line with the
commencement date of the current contract. The invoice always covers the period between the
29" day of the previous month until the 28 day of the month the invoice is prepared. Thus, the
invoice prepared at the end of June covers the last few days of May until the 28th of June

One United Nations Pinza, Room DC1-1528, New York, NY 10017 Tel: 1212963 §767 Fax: 1212 963 1984 Bttp/fwww.anorgDeptsiolp
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inclusive. Reference is made in this regard to Amendment No. 8 to contract
PTD/CON/127/0065/9, which covered the period 29 May 1999 through 28 November 1999, after
which this invoicing scheme was implemented. A review of all invoices found only one
incorrect invoice issued for the month of June 1999, This irregularity does not appear in any of
the other invoices. No over billing occurred as a result of this splitmonth billing, except for the
July 1999 bill that included “31 June 1999”. This overcharge (17 Man days) will be deducted
from a future payment, That the irregularity was not queried by OIP was because OIP
understood very well the billing mechanism.

19.  The lump sum payment methad provided for in Contract PTD/127/0065-96 (the
initial contract) was discontinued with effect from 28 May 1999 in the successor contract.
The change was a consequence of Amendment 8 of the original contract.

Overpayment of monthly invoices needs to be recovered

20.  Paragraph 10 states that the contractor had overcharged by approximately $370,000, on
short and excess stationing of staff. Except for the 1999 invoice where Saybolt billed for 31 June
1999, there did not appear to be any evidence of over billing The invoices were in line with the
attendance records. It would seem that the auditors have only indicated the first 28 days of the
month shown on the atiendance record, and ignored the 29°, 30" and 31* day of the previcus
month, in determining the days of attendance. The other billing errors found were for December
2001, where Saybolt billed for 421 days for Oil Inspectors against 422 shown on the attendance
sheet, so undercharging by one day, and June 1999, where a wrong code was used on the
attendance sheet, although this did not have a financial consequence.

21.  Regarding the short stationing of staff, as the invoices (since 29 May 1999) were based
on staff as per the attendance sheet, no adjustment was required to the invoice for contracted
staff that were not on duty, as the invoice did not include any charge for an absent Saybolt staff
member. As noted above, irrespective of the maximum number of oil spare parts inspectors
allowed into [raq, during the initial stages of that programme monitoring oil spare parts and
equipment provided under the programme, the contractor only deployed number of sfaff
sufficient to effectively carry out the requirements of the Committee, as there was, in the initial
period, an obvious time delay in ordering and the actual arrival of the oil spare parts and
equipment. It would, thus, appear that the auditors did not differentiate between Saybolt's
responsibilities.

Communication charges by the Coniractor have been excessive

22.  Paragraphs 11 and 12 state that the tariff structure of the contract include
communication expenses which is about 21 per cent of the total contract amount and that the
Contract did not provide for any requirement to justify the expenses incurred through the use of a
satellite communication system (Satcoms). The Report also states that the “UN did not consider
alternative options such as using the UN telecommunication system, which would have reduced
the communication expenses significantly, apart from being transparent in terms of identification
of all calls including personal ones...”

23. The auditors did not seem to take into consideration the geography of Iraq, the location
of the sites where the independent inspection agents are stationed, the logistics and difficuities,
particularly political, which would have been involved in extending the UN telecommunication
system to the various locations. It should be borne in mind that the United Nations has been
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encountering considerable difficulties with the Government of Iraq in even importirg
replacement and or spare parts for existing UN communication establishment in Iraq.

24. Also, it must be borne in mind that it is essential that the independent inspection agents
transmit their reports most expeditiousty from the location where they are based, using
communication not limited to the various Satcom units alone. Furthermore, there is daily
on-line time from Saybolt’s headquarters to the various locations in the field, to transmit data
such as the authorization documentation for crude oil loadings, as well as, communication with
UN Headquarters, as appropriate. Finally, it should be noted that “on-line” costs was
renegotiated in the current contract, PD/COT 14/00, resulting in substantial savings on
communication costs,

OIP needs to recover personal phone calls made by the Contractor’s staff

25.  Paragraph 14 states that Saybolt’s “Internal policy is to allow cach of its staff members
free private telephone calls totaling up to 45 minutes per month. In Turkey, it was ascertained
that staff members were not charged at all for personal calls, as these were not substantial in the
Contractor’s view. Since the total communications cost is included in the man-day cost
structure, private telephone calls of the Contractor staff members are being charged to OIP.”

26. The auditors seem to have confused the cost structure with the agreed billing procedure,
As the contract is all-inclusive daily fee, the only mechanism for charging would be
attendance on site of the contracted personnel and satisfactory performance of their duties.

27.  The contract was awarded to Saybolt based on competitive tender and there is no
evidence that alleged communication costs for private calls are charged to OIP. It must also be
mentioned that the State Ol Marketing Organization (50OMO) has relied for quite some time
upon Saybolt’s communication systems, particularly after the military action in 1998. Al costs
involved amounting to USD 6,000 per month were absorbed by the contractor (Saybolt).

28.  However, the points raised in the Report regarding the cost structure could be utilized in
the negotiations for the next contract.

Accommodation and local transportation charges included in man-day billing  rate have been
excessive

29, Paragraphs 16 and 17 state, inter alig, that at Zakho and Mina-al-Bakr, the Government
of Iraq had provided accommodation for the Contracior’s staff, and at Zakho, SOMO had also
provided two cars for local transportation.

30.  With regard to questions related to costs for accommodation, transportation,
communications, etc., in Iraq, it is a well-known fact that these types of expenses to be incurred
in Iraq would have to be compensated, but under the restrictions of sanctions, no payments
could be made within Iraq in any other currency but Iraqi dinars. This has led to special
arrangements by the contractors, not just Saybolt, to ensure that these services, elc., are
provided, as required.

Transport costs provided for in the Contract have been charged
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31, Paragraph 18 states that “notwithstanding specific provisions in the Contract to the
contrary, amendment number three provided for computer equipment for two spare parts
inspectors at a cost of $17,800. Furthermore, as per the proposal of the Contractor, dated 19
September 2000, the cost of vehicles for sparc parts inspectors was also authorized at $39,000.
In this regard, we note that the man-day rate provides for transportation costs of 2.85 per cent,
In our opinion, adequate provision was made in the Contract for fransportation and no
justification was given for amending the Contract to provide additional transport. This
arrangement was not transparent and appeared to double charge the UN for these costs.”

32.  Tofacilitate the execution of the contract, it was decided that Saybolt coull purchase
three vehicles and operate them independently and the vehicles would remain the property of
the United Nations. Because of the urgency of the need, it was further decided to purchase
vehicles that were immediately available, that happened to have different colors and prices.

Non-expendable equipment purchased by the Contractor had not been adequately accounted for

33.  Paragraph 20 states that “the UN had authorized the Contractor to purchase equipment
including vehicles, and communication equipment like satcoms, computers and software. We
found that the equipment paid for by the UN did not have any UN asset number affixed and had
never been inspected by the UN. Furthermore, the cquipment was not entered into OIP’s
inventory system, and there had been no periodic checks on these assets as required by UN
financial rules.”

34, The contract is all-inclusive, that is to say, inclusive of the equipment purchased by the
contractor. In this regard, the communication ¢quipment, computers and softwareare not UN
property, and therefore there is no corresponding requirement for an inventory.

Charges for additional services provided by the Contractor have been excessive and
inadeguately monitored

35.  Paragraphs 21 to 25 state, infer alia, that OIP accepted cost proposals from the
contractor for additional services “without any evidence of price negotiations or tests of
reasonableness. Moreover, payment for these services had been made without documentation
support the invoicing such as original bills for purchases, tickets, vouchers, etc.”

36.  The auditors do not seem to have understood clearly the nature of the work of OTP and
the very sensitive and often most urgent requests by the Security Council and its Committee.
The proposals referred to by the auditors relate to specific survey missions that were undertaken
at tie specific request of the Security Council within a very tight timeframe. The proposals by
the contractors are "all-in", L.e., including all relevant personnel for technical activitiesand
analysis, as well as for ancillary services, such as report writing, presentations {o the Security
Council Committee, etc. In addition to the demands by the Security Council, the Government of
Iraq would also have had to agree to the presence of any contractor, and the Government's
experience with Saybolt presented the United Nations with a considerable advantage - one that
cannot be cost evaluated - and rendered the missions much more expeditious and effective,

37.  ltisalso an errongous assumption that OIP does not maintain comparative information

to determing the “reasonableness” of proposals. OIP has always kept such information and has
maintained on-going contact with professional socictics and industrial organizations, and has

One United Nations Plaza, Room BC11528, Now York, NY 10017 Tel: 1212 963 5767 Fax: 1212 963 1984 http:/fwww.unorg/Deptsieip
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thus been able to discuss quickly with experts whether technical and financial proposals were
reasonable.

38.  Regarding the comments on the round-trip from Amman-Baghdad-Amman, itis
conceded that the charges were overstated. Consequently, OIF is arranging a deduction of the
overcharge, as appropriate.

39.  The audifors do not seem to have taken into consideration the question of the time factor
established by the Council and its Committee, which had to be taken into consideration in
fielding missions. Fortunately, Saybolt had and was able to provide experts immediately from
their rosters who were specialized in the areas necessary to undertake such missions, as well as
having great technical familiarity with both the Iraqi oil industry as well as the oil industry in
general in the region. Regarding the comments specifically onparagraphs 24 and 25, on “the
reasonableness” of the charges, it is essential to keep in mind that the contract was based on an
"all-in” cost proposal. Furthermore, the contractor’s proposals were fully considered by the Oil
Overseers.

The Contractor had not conducted “andit visits” as provided for in the Contract

40.  Paragraph 26 states that although the contractor’s propesal dated June 1996, provided
for a coordinator from Rotterdam to “audit” their operation in Iraq every six weeks, no audit had
been conducted. On the assumption that the costs of the visits would have been included in the
overall price proposed by the Contractor, the auditors consequently calculated 36 such missed
visits.

41.  The assumption is incorrect, as the technical head of the Iraq team for Saybolt regularly
undertakes missions to Iraq and the cost of these visits is included in the overall cost of the
contract. In addition, regular "audit" visits are undertaken by OIP experts, particularly those
involved in spare parts and equipment for the oil sector, as well customs experts and the Oil
Overscers, It should also be pointed out that it is more effective and efficient to have an overall
team leader positioned within Iraq that has total responsibility for “auditing” functions on an
on-going basis of review and action, than only periodic “audit” visits, which are, after all, post
Jacto.

Services provided by UNOHCI have not been adequately charged 1o the Contractor
42.  Paragraphs 27 and 28 have been duly noted. As stated in paragraph 12

above, it may be useful for the auditors to review Section VII of the MOU,
concemning Privileges and lmmunities.

B: Monitoring Contractor’s performance
OIP officials charged with monitoring the Contract had not made inspection visits to Irag

43.  Regarding the comments on paragraphs 29 and 30, it should be noted that the contract
is being executed in a highly sensitive political environment. As has been already stated, in
order not to compromise UNOHCI’s mandate, it was decided to administer the contract from
Headquarters. OIP maintains oversight of the activities of Saybolt on a daily basis through
reporting as well as daily consultations with Saybalt, the Oil Overseers, as wellas the OIP
group of experis on oil spare parts,

Cne United Nations Plaza, Room DCI-E528, New York, NY 10017 Tel: 1212 563 5767 Fax: 1 212963 1984 httprfwwwaunorg/Deptsioip
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D: Contract Issues
Need to separate the cost of Contractor’s equipment from the marn-day fee structure

44.  In paragraphs 31 to 37, and the auditors' corresponding recommendations, the Report
discusses the cost of equipment purchased under the contract with Saybolt. While the comments
are 100 vague to constitute a valid finding, it is clear that the auditors did not take into full
consideration the ongoing maintenance, repair and replacement costs that arefactored into the
contract as well, when they speak of onetime costs for equipment and recommend
reimbursement by Saybolt. Furthermore, had the auditors been in touch with Saybolt's
headquarters, they could have received the information regarding the cost of “some of the
equipment”, as the auditors have put it.

Scrutiny of CVs of Contract personnel have been ineffective

45. I would seem that the auditors did not fully understand the background of the issue of
early pensioners. It was originally foreseen that the contractor would identify overseers. That
idea was subsequently cast aside. In the selection of staff assigned fo monitor the crude oil
exports from Iraq, one clearly needs experienced and motivated individuals capable of working
cfficiently in the most arduous conditions in Irag,

46. It is also incorrect to state that CVs of contractor’s personnel are not reviewed. Whenever
Saybolt sent a recommendation, it was reviewed by the appropriate staff at"OJP and thea
forwarded to the Oil Overseers in OIP, for their comments. OIP has at témes raised a number of
questions with regard to candidates proposed by Saybolt, for various reasons, including
experience, language skills, and peographical distribution, This was all discussed during the
daily contacts between Saybolt and OIP. Candidates were withdrawn by Saybolt following
these discussions, and thercfore there was no need for "rejection” by OIP.

47.  Inthe memorandum, dated 15 April 2002, addressed to the Exccutive Director of the
Iraq Programme, transmitting the Report, the Director of the Internal Audit Division, OIOS, has
stated, inter alia, that OI0OS considered recommendations 3, 4, 6, 8, 9, 16, 17 and 21, contained
in the report “as being of critical importance”. In light of the introductory remarks above, as
well as the comments on specific paragraphs, it will be necessary to review each of the
recommendations as stated hereunder:

Recommendation 3: Establish a contract management unit in Iraq
whose functions should include reviewing invoices’ supporting
documentation, verifying Contractor’s  attendance  records,
monitoring additional requests for equipment and services by the
Contractor and providing input for evaluation of the services
provided (AF01/30/6/003).

48,  This recommendation fails to take into consideration the fact that this would require
additional resources and staffing, which are extrancous to UNOHCT's mandate and would not
necessarily be agreed to by the Government of Trag. Furthermore, it should be borne in mind
that UNOHCI is an integral part of OIP. We believe that the decision to manage the coniract
from Headquarters level was the right decision taken. We have the expertise within OIP at the

One United Nations Plaza, Room DCLA528, New York, NY 10017 Tel: 1 212 963 5767 Fux: 1212963 1984 http:/fwww.unorp/Depis/oip
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Headquarters, including the Oil Overseers and the group of oil spare partsexperts with whom
Saybolt has to work very closely, almost on a day-{o-day basis.

Recommendation 41 OIP management should recover the
overpayment of $370,000 as indicated in Annex I, from the
Contractor in subsequent billings (AF01/30/6/004)

49.  This recommendation should be further reviewed by OIOS. The $370,000 seems to be
significantly overstated. Ironically, Saybolt’s review of its invoices revealed undercharging of
approximately $19,000 that might cancel any overcharging,

Recommendation 6: OIP management should in future contracts
with the Contractor {or any other contractor) separate the
communication expenses from the man-day tariff structure and
reimburse these on presentation of detailed documentation {e.g.
invoices from service providers) (AF01/30/6/006)

50.  The recommendation is noted and will be taken into account for the negotiation of future
contract proposals,

Recommendation 8: OIP management should take steps to stop
payment of personal telephone calls of the Contractor staff and
recover the amounts overpaid which is estimated at $109,000 for
the first nine phases of the programme (AF01/30/6/008).

51.  The contract is an all-inclusive, and there is no evidence that the contractor has
separately charged OIP for private calls. Further, it would be contrary to the terms of the
contract to demand such reimbursement,

Recommendation 9: OIP management should recover overpayments for
accommodation and transportation of approximately $471,000 from the
Contractor (AF01/30/6/009)

52.  The contract is all-inclusive, therefore under the terms of the contract there is no
reimbursement due.

Recommendation 16: Implement procedures for procuring
urgently required services, which should include: obtaining
quotations from other suppliers; checking the reasonableness of
quotations based on actual costs; and nepotiating costs with the
selected supplier (AF01/30/6/016).

53, Asstated above, OIP maintains constant contact with professional societies and
industrial organizations and is, therefore, current on the costs of services. However, the
recommendation is noted.

Recommendation 17: OIP management should obtain details of
“audit visits” undertaken by the Contractor and if no such visits
have taken place, recover an estimated amount of $270,000 for 36
such required visits up to phase nine (AF01/30/6/017).

COne United Nations Plaza, Rosm DC1-1528, New York, NY 10017 ek 1212 $63 5767 Fax: 1212 963 1984 http/iwww.aun.org/Deptsiolp
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54, Ttis more effective and efficient to have an overall team leader positioned within Irag
that have total responsibility for “auditing™ functions on an on-going basis of review and action,
rather than only periodic “audit” visits, which are after all post facto. In this regard, OIP does
not consider that any recovery is due.

Recommendation 21: OIP management should establish an
appropriate approval process for candidates proposed by the
contractor in accordance with the contract (AF01/30/6/021).

55.  There are consultations between OIP and the contractor in the selection of candidates.
However, consideration will be given to establish a formal procedure for conveying approval of
candidates proposed by the contractor.

One Unlted Mations Plaza, Room BC1-1528, New York, NY 10017 Tel: 1212 963 5767 Pax: 1212 963 1984  hitprifwwwun.org/leptsioip
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Annex

To Dagfinn KnutseryNY/UNC@UNHG
ce sterne@un.org@UNHQ, Dilesp Nait/NY/UNO@UNHG, Anna Halasan/NY/UNO@EUNHQ, Nnenna
Uchegbu/OIP@OIP, Maurice Critchley/OIP@OIP, sevan@un.org

Subject  Re: Oil inspection contract audit
Mr. Knutsen,

1 am not really impressed with your threat to publish your report which took you from March to
August to prepare a draft. | had asked for sufficient time to prepare our comments thereon because first,
you had given us a very short period to respond to a draft which is full of errors and assumptions, a draft
which was prepared without taking into full account, let alone an understanding, of the relevant provisions
of the Security Counci! resolutions concerning the off for food programme. Nor did you discuss the matier
with Saybolt itself at its headquarters level to dlarify matters on which you have reached a conclusion
wrangly.

Accordingly, apart from commenting on your drafi recornmendations andfor observations, we had
to go thoroughly through your draft report i a way to proof read it for you. it was agreed that { would
submit to OIOS a draft for our discussions first before finalizing it and send i 1o OLOS formally. | was
waiting for your return from iraq in order to arrange for Mr, Peter Boks of Saybott to be present at our
discussions. [ now see from your e-mail threathening to publish the report unless you receive my
respanse shorlly. As | have stated above, | am not Impressed with such threaths. | must state in no
uncertain ferms that if indeed you mean i, then you go ahead and pubfish It, as long as you are
prepared to be fully accountable for your report. ) you go shead and publish if, however, you
must also undertake to publish our comments thereon, in tofo, gither as a separate report or as an
addendum thereto.

i should appreclate to recelve a response as to how you wish to proceed In order for this
Office to prepare its response either in the format of & separate document or as a draft noti-=paper
as we had agreed prior to your departure for Iraq.

Sincerely yours,

Benon V. Savan

To: Benon Sevan/OIP@OIP
oe: stermne@un.org

Bileap Nalt/NY/UNO@UNHQ
Anna Halasan/NY/UNC@UNHG

Subject:  OHf inspastion contrast audit

Mr. Sevan,

As previously agreed a response 1o the above draft audit report was to be provided by 31 March 2002.
This was the second extension given. Since a response has not been received we will be issuing the
final report shortly.

Best regards,
Dag

Cne United Nations Plazs, Room DCI-1528, New York, KY 10017 Tel: 1212 963 5767 Fox: 1212963 1984 http://www.unorgTeptsioip
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.(,;T«‘;’P Feter Boks
C4/06/2002 01:41 PM

To: "Maurice Critchley” <critehley@un.org»
cer

Subject: Auditors report 21

Dear Maurices

Unfertunately I have not been able to pay you a visit whilst T was in

New York during the last few day's.

I understood however from Graham that you met with him and indicated
that our reply to the auditors with respect to osur tariff was not
entirely correct. As you rightly mentioned the difference is USP 10.-
per man per day instead of the USD BD.- we used in our calculations.

Perhaps we can discuss how to proceed on this. alsc as we have not
taken into consideration the undisputed inveices.

If you can let me know your phone numbers I will call you coming

Monday.
Kindest regards-

Peter Boks

If vyou are satisfied with gur services
do tell others. If you are NOT satisfied-
please do tell us:
hteEp://wuw.saybolt.com/complaint.nsf/

All our activities are carrisd out under
cur general terms and conditions and in
accordance with our code of practice.
The general conditions can ke consulted
at http://www.Savboli.com/ -and will be
sent upon reguest free of chargs.

The information in this message is
confidential and may be lagally
privileged. It is intended solely for
the addressea(s). Access to this message
by anyone else is unauthorised. If you
are not the intended recipient.  any
disciosure. copying. distribution ar any
action taken or omitted to be taken
in reliance on it. is prohibited and may
be unlawful. All results and data
contained in this document are subject
te our general terms and conditions and
are valid only when supported by an
original document.

5023542



X

A

Tageet
|
8

A8
. 55&1%
padasnsn
JIE OF JuR oY
g

I XINNY

Tl

: w.wm o .ﬂ.zq. " OV T WO S500%3 U

RHEL RS IR
W01, 81 woy exa g

U P ] O HRRE RIND | 2 S
.w,.m 20edg Ug J0) vxD siepueit i
o __f:..fuu_n TING 5l 10 |
SO
R [T R -
B P R R T T T B A T
mnc”ic: RIS RSITNT
“wET.O1 8 1 W0 §352x0 W 7 pue

pauetpul Ewuumwzm 4 2imlg. %
1 3o dir apiut 5603%9 Uy 2@5&. £

Rttt

VT :.v:
PG GLHSIREIIUE DU 10 iy G
WOE PHE 6T
S Ght W Wi UR BIND | 9 01
Q138 %E 51 .Eam HG BND
T wc dn uvﬂ: 1M SATPUTL pi
¢ PRI ERTUG
FERE SR
IR TEINE IR R Ry T g
E R R B N e T R W TR
IO IR DS TEE G
PENTTION SO S NS
LD pue ,me D 559040 Ul oy e’
RiE PR RT N oFT, ,_ﬂE RN
$50%a i diup SIg aaedg ug 1 b
[4 9
S HBS ssa e speRg o T (g)
TR JBUIS S5

TEyOt

,:A. At F AM Y i

A

0 3unowy

Surugepnem

Sonp L1apoma

OIS
AR e Loys dsty ey |

TRV R TCEP S
mumﬂq RTINS O i

ﬁ_ m«y}_:\,u g sy

: il [0, 1T 103
. mgu £ aop 043 pousRiE
dsuy sl onedg ug §

.:r_
OF § tiR1) SAUD (Hf JOf WIS

wlay dsuy s1,p 2mdg g |

3
s

bl

iy '

+
- Asy

L e

- apmbape

Supugurne -

o
anp r3A0304
3o unomy’

SADIOANI L'TOFAYS 40 SISUTVNY

e Ly g 0

. el ¢

SU gy N
v S8k

‘M EO AN U_uu b
aa TR
[ Iy w.

EINTSY
Biita] P gy
 SEETURHT SEDERERY
s auEpULhe

10d pyp Jo proEW
sAupURIL 707 K podieys
s¢ dsuy sty saedy g 20
uapno sAepuei g padieyn) et

£ 4
soyeisp go SR - L (5.
R . ufarysione
ST e

- aop parandar
-} B3 oWy

10924

BT
ey

to ey

10 punyp

i
EuouE

©asesuy

5023543




aafr Fm

" {15 q T

Ry -

et

I XNINNY

“exl) ﬂvw ! .mf E ﬁ ,E_u /

. :_VE FEN .u:.

ST PETRT RN A RRT W

AR

PITIIAAT pue 10a 003 51Oy

" oC] B0 BGHR e d5u] 110 1N |
L 0f Py

45T uo Tisa dsuy Za aaedg ug |

i _.:irf:_

i; Q.E_f .qzc:ﬁmz ESHEH Y i
T

TR O E

: MBf 4T OV, 1T :
Bues) Baka paultainus 7 5o dsa).

sy, g g Jup wnxn siepeen g

BYYE7 18 LOYS SATPUBL T

- UBGAST v LOUS SAEpUL £

WA
,:mr

_._msﬂm.ﬁ_; :. vois dsu} |

Ry
0L 6T PUR 6] OE ] )
ysap padieybn dsuy | se

JHEHOD

Jw ST P ?z. 32_,»
?E__.,ﬁ T Wi
e E  Tu mm Eoc .

mmu_ vu%ﬂm:.ﬁ ‘dyug | s

T
T Foly W S epneu Eﬂnlm
Grpetein

BRI TR TR
W8T O G TT puB
QUT 01,91 "1 Ol § woly
ssap punsentivig dsug ) 5
ungAaD) 1 doys slepue ¢

Hmﬂ mw.z—._ ﬁﬁﬂ.w;:&.t

S AR AS T S
o PUE 6 U0 HONS

m.EEEEE dsuy spey uedg

1§ | se porys sSeEpuepy © wﬁmw

NI LHO9AYS 40 SISAUTVNY

SRR TR
1S DIRPUDHE
1ad i JO peoIss ok Ry
PAVIONUE SE BAND Pie
© dsujqeosup Sepuv | v

asuepuoe Kk iic

PUDISH SARD-UB P} 10)

posioaut se eax padayy
am:m o .3._ wﬁ.mvuwﬁ

T PR ATY
OIS FEPUIRT
1ol sSepueil ¢ |
30 RIS SKEPUE T 405
paazeAL 5% RAINS PRSI :
dsup o aog sXegERIl £ gty

e

b 2

—3_? uuc%cu:w

ad pop jo peasskl | T

10} pamoat; se palian| a0
SASU 10 JOF SARPURKE 07ty

00 AN

Y

00 120

00 I

to

5023544




{ =y f &
k)

TeBY/, -

PRES

1 Ac

5309 %¢

5hi

E ﬂcwc.,_ I3 VE:

SRS Y

BT B ﬁ.:n
L} AERET N BNND IS 50 |
10181
HIOS) BUEAL 18 S3ND SI000SUT 1103 £

ey
ol O] EIN3 DOUITICIE: | 8% tsu]
Lz MRS 1) 352052 1) SSEpURL §

m.w_m._é,_w [e ? F&EF TR}

LG0T IV D AYR JEETTRUIRIE

TR

a_.mcﬁ E_.ém m._z:;mﬂgmws. mm
Pl

frusgie

R0 Ex wﬂﬁ :

RO TR, T vedde

[ T T

¥

) _ar piie b ..f 0 59959 ; sy} i
* 1.5 tsi] o.10f 2nXD sATpEE ¢
"l 0 $32083 "dsug 1 pavds

gl ﬁu e

..9 FEo o "o v rnys dsug a1 ey |

e ouedy J0) Hoys ssvpuRld ¥ gsb

& »m:,ﬂu oY
G RRR TR
ol VO ORI
LIOys | pue, 8§ o unlay
1 s deut sy sy
{50 103 Moys Sdepuiil ¢
»1€
0| Wz sdsu] 51 aedg

P B I UOUS SSRpUBE 1E giptE

SR IR pameil

e T T PEO{ERIAR
BSOS S R TR
- TIRTRT S R

14

¥
B

S{TH tzi.ﬂﬂﬁﬁinhﬁ.u

PR
LHE B T pur T

FXAENNY

Aty —E. i :H:.v B

01 1IN LIRS s | s
HRUADDY [ UOIS SARPUDW §7  vrvub

SAOANLLTOHAYS A0 SISATIY

TR

[IARGIERT ;.5

IS FouEpUmL

12d 7o jo pemsu

SARPUBW (g J0) poXOAU; ST
sprondsa] si aaeds g g
enxs padaeyd sivpusm (¢

1S AduEpHINE 104 601
O PEMSU $£ 4 20 ARRIAUE
se 1ajoxlsut 1o Jof

exna pailayd sivpuew ¢y

66 10

04 VN

66 "3}

it op 1dy

5023545



POLY

Q.mvm\\w_ sN\...
™rsi

eyl

o

\MQ~

i\i
Ly x(g

4&.«.0? Z
BESLE I

> aa9x L

oob

T TSR] A SR B i

X waidisd

[ TBT [FSATSE

(AN

o
¥
o
&y

PXANNY

R T T Sy

w

T S PG U
TSR IO POV TRIEE

i
(3ed QY ok pug

B 1 1 angsal) ju enxa siepunie 7.
Cigdedoun) o) W 0t

RO HEN

PR EAUETEONY

OFls

LS | puR 01,01 8

OF | W01 LOYS pouseltiein
7 58 suoadse sued

oands J0] LOYS SAep g
Wit

SAOANT LTOUAVS A0 SISVUTYNY

HETEt

higiins

(L LAY

5023546




ZERN
UNITED NATIONS @ﬁ NATIONS UNIES

OFFICE OF THE IRAQ PROGRAMME - BUREAU CHARGE DU PROGRAMME 1RAQ

COMMENTS ON
THE AUDIT OF THE MANAGEMENT OF THE OIL INSPECTION SERVICES
CONTRACT

An audit of the management of the oil inspection contract was conducted by O10S from
March through August 2001, A draft report (AF2001/30/6), dated 7 December 2001, with
findings and recommendations, as well as, a request for time schedule for the implementation of
accepted recommendation, was forwarded to Mr. Sevan, under cover of memorandum reference
number AUD-7-1:31 (1753/01), of same date.

Following the Security Council resolution 986 (1995) and the MOU, Saybolt Eastern
Hemisphere BV, (Saybolt) was awarded Contract PTD/127/0065-96, in August 1996, to provide
the services of 14 individuals with “particular experience and qualifications to assist in
monitoring the export of petroleum and petroleum products form Irag”. The contract was foran
initial term of six (six) months, with an option of renewal for up fo three (3) successive periods
of six (6) months, on the same terms and conditions. Contract PTD/127/0065-96 was
subsequently amended several times to provided for additional inspectors for oil spare parts, and
groups of oil experts that undertook special assignment at the behest of the Security Council.
Contract number PD/CO114/00 executed in June 2000 succeeded cortract PTD/127/0065-96.
Under the new contract, which is for one year, with an option of renewal for three (3) successive
terms on the same ferms and conditions, Saybolt would provide 20 inspection agents; 14 fo
monitor the oil exports and 6 for spare parts and equipment. The contract has been amended to
provide for an increase in the number of il spare parts inspectors from 6 to 8, bringing the total
number of agents to 22.

“The audit objectives as stated in the draft report are, inter alia, to assess OIP’s
management of the contract, determine if the contractor provides the required services in an
economical, efficient and effective manner, and review the management of other services being
provided by the contractor. A review of the draft audit report, against the stated objectives of the
audit, would have to take into consideration the context in which the contracts were executed and
administered.

Contracts are not exceuted in a vacuum, As indicated above, this particular contract is
being carried out within a sanctions regime and managed in a politically sensitive environment.
Any realistic assessment of the management of the contract would have to factor in these
considerations. Yet, it would appear from the draft report that the audit was conductad without
taking cognizance, either of the legal or political context of the contract which in tura influence
its management. For example, the introductory paragraph of the Exceutive Summary state that
“O1P should have considered utilizing UN staff to petform the oil inspection service as an
alternative fo hiring a contractor, which would have resulted in substantial savings.” An action
by OIP in this regard would not have been consistent with the Security Council resolution
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