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REPORT OF THE EXTERNAL AUDITOR
ON THE REVIEW OF OFFICIAL TRAVEL
IN FOOD AND AGRICULTURE ORGANIZATION

Introduction

1. Travel in Food and Agriculture Organization (FAO) is one of the critical inputs for the
implementation of the Organization’s programmes and policies. The aggregate expenditure
incurred on travel in the biennium 2002-2003 was US$ 138.5 million, which constituted 9.89 per
cent of the total expenditure of the Organization. Travel can broadly be categorized as duty travel
by staff and consultants, travel by non-staff members and entitlement travel of staff members. The
total number of travel authorizations generated from January 2002 to October 2004 was 49,617,
out of which 38,800 were duty travel.

2. The Travel unit of the Organization functions directly under the Chief, Management
Support Service, AFDS. The Travel Unit was transferred to AFDS in January 2004. The Head of
Travel unit is assisted by three groups namely (i) Travel operation (ii) Systems and (iii) Shipping
& Insurance.

Scope of Audit and Audit approach

3. During the audit, travel authorisations during the biennium 2002-2003 and year 2004 up
to October 2004 were covered. The primary objective of audit was to examine the policies,
systems and procedures of the Organization with regard to travel. The scope for savings as well as
for improvement in the procedures in force at present was also examined taking into account the
efforts of the organization to achieve process oriented efficiency savings by reducing costs of
input without any negative material impact on the outputs. Examination in audit included, in
addition, overall control environment and compliance with the existing provisions in the manual.

4, Audit procedures included use of questionnaires, interviews and discussions, examination
of files and related records in the travel unit and other departments in the headquarters, and review
of IT based information available in the travel unit, Information Systems and Technology
Division (AFI) and Finance Division (AFF). The sample size of travel authorizations was chosen
on random basis and these were checked on various attributes like class of travel, delay in
processing, routing etc.
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Summary of Recommendations

Recommendation Category Timeline

1. T recommend that the Organization concludes the Fundamental Immediate
tender process and finalises the contract as soon as
possible to avoid incurring additional costs that it has
been burdened with. (paragraph 12).

2. I recommend that the manual section be revised to Merits Immediate
clarify the specific definition of journey time. I also
recommend that Organization should develop
mechanisms to check, at least on a sample basis, the
application of the Organization’s rules. (paragraph 17).

Attention

3. I recommend that the Organization continues its efforts Merits December
to bring down the number of Prepaid Ticket Advices in .
the interest of economy. (Paragraph 21) Attention 2005

4. I recommend that the Organization continues its efforts Significant December
for staff certification of travel within the prescribed 2005
period. I also recommend that AUD should conduct the
first review of the lump sum payments and the
documentations early, so that the Organization can
evaluate the effectiveness of the procedures and risks, if
any, such procedures pose to the control environment.

(paragraph 27).

5. 1 recommend that the Organization continues with the Significant December
process for replacement of the travel system in order 2005
that it fully meets the current and future requirements
of the Organization. I also recommend that adequate
resources may be provided for having a web based
travel monitoring package fully integrated with Oracle
Financial Applications. (paragraph 40).

The priority of the recommendations are classified as follows:

Fundamental: Action is considered imperative to ensure that the Organization is not exposed to
high risks. Failure to take action could result in serious financial consequences and major
operational disruptions.

Significant: Action is considered necessary to avoid exposure to significant risks. Failure to take
action could result in financial consequences and operational disruptions.

Merits Attention: Action is considered desirable and should result in enhanced control or better
value for money.
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6. 1 recommend that the task of configuring the travel Merits December
expense list may be completed as early as possible and Attention 2005
suitable guidelines issued (paragraph 44).

Revenue sharing arrangements for Travel Services

5. At present, the travel services such as air ticketing are managed by a concessionaire who

has been engaged by the Organization to provide “all necessary services as required for the travel
of the staff of the Organization and of all such persons as the Organization may approve.” The
Organization has also taken a few economy measures in matters of air travel which include fixing
the class of accommodation for air travel for all cadres, use of non-endorsable tickets and
adoption of the direct economy route with least cost airfare.

6. At the heart of this arrangement with the concessionaire is the “revenue sharing model” in
which the latter is required to transfer the commission earned by him from the airlines; the
Organization is to pay to the concessionaire a management fee of 4.5 per cent of the value of the
tickets including all taxes (less commission provided by the airlines). The Organization is also
required to provide office space, furniture, electricity and stationery including the maintenance
charges.

7. Such a revenue sharing model requiring payment of management fee at a percentage of
the value of the tickets creates an intrinsic conflict with the economy measures in as much as the
income of the concessionaire is directly dependent on the volume and value of the air tickets. The
concessionaire is also the sole deciding authority as to what is the least cost route on a particular
day which in turn leads to reduction of his income.

8. The Guild of European Business Travel Agents commissioned in 2000 a Scheduled Air
Products Study by Deloitte Consulting. It was noted there that all the airlines provided other
remunerations to travel agents, in addition to the basic commission. These remunerations, which
often are not published and are results of bilateral service level arrangements, are all volume
centric and growth oriented. The revenue sharing model followed by the Organization does not
take into account the additional remuneration normally earned by the travel agents.

9. The model overlooks the fact that such an arrangement exposes the Organization to the
risks associated with increase in the fare or tax, whereas the concessionaire stands to gain in case
of any increase. While the management fee of 4.5 per cent has remained constant, the commission
to be passed on to the Organization has come down drastically. When the Organization signed the
contract in 1996, the commission provided by the airlines was in the region of 7 per cent and
hence passing on a management fee of 4.5 per cent was still favourable for the Organization.
During 2004, the airlines reduced the overall commission to 1 per cent, thus putting an additional
cost to the Organization for each ticket.

10. In 2003, for example, with a commission of 7 per cent, the savings of the Organization
were to the extent of 2.8 per cent of the cost of the tickets. In 2004, when the commission dropped
to 1 per cent, the Organization had an added cost to the extent of 3.5 per cent of the value of the
tickets.
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11. The Organization, having recognized that the travel industry had evolved significantly
since the last tender and the conditions then in force in the area of airline commissions are no
longer attainable, decided to re-tender the contract. An inter-departmental group set up for the
purpose had taken these aspects into consideration. It further informed that the fresh tender being
floated, is based on a transaction fee model rather than on a revenue sharing model.

12. I recommend that the Organization concludes the tender process and finalises the
contract as soon as possible to avoid incurring additional costs that it has been burdened
with.

Impact of the Economy measures

13. It was noted from an analysis of data that the intended objectives of several economy
measures taken by the Organization are yet to be achieved. As per the manual section 401.3.32
and the travel economy circular dated 22 January 1996, the entitled class for travellers at D-2
level and below is the class immediately below the first class when the duration of a flight
exceeds 9 hours. For flights of 9 hours duration or less, transportation shall be by the economy
class. Only non-endorsable air fares are authorized by the Organization. The Medical Directors of
the United Nations Systems had recommended that for health reasons, all travel of five hours and
more should be in business class. It is recognized that FAO is one of the more economically-
oriented UN agencies in the area of business class travel, applying a policy of business class
travel entitlement when the journey time exceeds nine hours. But achieving economy with such a
practice, which is undocumented, will depend largely on monitoring of air routes and also waiting
hours at the connecting airports.

14. The business class expenditure is twice the expenditure on economy class expenditure, as
shown below:

(in €)
2002 2003 2004 (up to October)
Business Economy Business Economy Business Economy
8,423,767 4,165,628 8,635,337 4,100,311 6,070,999 1,891,502
15. An examination of Travel Expense Claims (TECs) of the sample indicated several cases

of travellers travelling by business class as the waiting time at the connecting airports added to the
actual flight time exceeded 9 hours. The Organization does not have any mechanism to ensure
that the air routes provided by the concessionaire are indeed the most direct and economic ones.

16. The Organization stated that it is their long standing practice to define flight time as being
the time of scheduled departure from the official station to the time of arrival at the next duty
stopover.
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17. I recommend that the manual section be revised to clarify the specific definition of
journey time. I also recommend that Organization should develop mechanisms to check, at
least on a sample basis, the application of the Organization’s rules.

Prepaid Ticket Advices

18. Prepaid ticket advices (PTAs) instruct the concessionaire to purchase tickets on behalf of
travellers originating travel outside ROME. This is a significantly expensive travel arrangement
for the Organization. In terms of value, the PTAs constituted 35.28 per cent and 33.44 per cent of
the total value of the tickets in two years as shown below:

Amount ( €)
2002 2003
Total Tickets issued 11,805,926 12,258,882
PTA 4,165,628 4,100,311
PTA to total Tickets 35.28 per cent 33.44 per cent

19. The cost of PTAs is high as they involve travel originating outside Rome, for which the
travel agent does not obtain the normal discounts from full fares. In addition to the higher fares,
the airline issuing the ticket charges an additional amount which is passed on to the Organization.

20. The Organization noted that the use of prepaid ticket has decreased significantly in 2003
and 2004 demonstrating that the Organization is already using other methods of purchase of
tickets. The Organization also noted that PTAs were generally being issued either for countries
where FAO or UNDP does not have an office ( such as Europe, Japan and Australia) or for flights
to/from Africa, where the travel agent in Rome is better able to book tickets because of stronger
currency and greater availability of computer systems in Rome.

21. I recommend that the Organization continues its efforts to bring down the number
of Prepaid Ticket Advices in the interest of economy.

Lump Sum payment for home leave and appointment, transfer & repatriation etc.

22. The Organization had introduced, on an optional basis, a system of lump-sum payment in
parallel with the normal travel arrangements for home-leave, family visit and education grant
travel with effect from 1 June 1990. The lump-sum payment was intended to be in lieu of all
travel expenses and amounts to 80 per cent of the full air fare to the airport nearest to the staff
member’s destination for home leave to which the staff member would have been entitled under
FAO travel rules. On completion of travel, the staff members were required to submit a Travel
Declaration within 90 days of the completion of the travel, (i) certifying that travel had been
undertaken and that (i) a minimum of seven days had been spent in the home country and (iii)
indicating the name of the family members travelling, the travel dates and the itinerary of travel.
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23. Expenditure on entitlement travel amounted to US$ 16.89 million in 2000-2001 and US$
18.15 million in 2002-2003. A review of a few Travel Expense Claims (TECs) indicated that in
many cases, the staff members have been able to save significant amount by travelling on cheaper
air fare. When the procedures were introduced in 1990, benefits of cheap air fare were not widely
available and the Organization even for duty travel was issuing fully paid fare. Even though the
Organization now uses only non-endorsable fare for duty travel, the lump sum advances are given
on fully paid fare.

24, Such lump sum payments were recorded as staff member advances and upon receipt of
certification of the travel, a TEC was raised to clear the advance. With effect from 1 February
2004, primarily to effect economy in raising and processing the TECs, the advances were
expensed immediately and the certification was watched through e-travel system. It was noted in
audit that an amount of US$ 182,136.01 was outstanding against 60 staff members for the period
prior to 1 February 2004. Similarly, for the period from 1 February 2004, an amount of US$
350,087 was yet to be certified (as on 1 October 2004) against 124 staff members; of these, 35
cases for an amount of US$ 92,385 were outstanding for more than 180 days. The Organization
has not done any risk assessment from the point of view of internal control environment, while
introducing such measures. Two cases of fraud involving false certification have already surfaced.
The administrative savings arising out of non-submission of any claim relating to such journeys
also need to be balanced with costs to watch adjustment of advances and the risks to the control
environment.

25. The Organization replied that it has begun actively soliciting staff certifications since the
latter part of 2004 and recovery of outstanding lump sum advances on a monthly basis
commenced in February 2005.

26. As regards internal control, the Organization informed that Internal Audit (AUD) has
envisaged checking documentations on a sample basis relating to such travels as part of their
regular audit plan. The effectiveness of the procedures as also risks to the internal control will be
reviewed after AUD review.

27. I recommend that the Organization continues its efforts for staff certification of
travel within the prescribed period. I also recommend that AUD should conduct the first
review of the lump sum payments and the documentations early, so that the Organization
can evaluate the effectiveness of the procedures and risks, if any, such procedures pose to
the control environment.

Review of ATLAS

28. ATLAS- a software package- was introduced in May 1999 to provide travel accounting
and information functions in the Organization. The software was developed by a private company
for use in the International Atomic Energy Agency and then later was customized for the various
UN Organizations using it. The initial cost to the Organization for system development was US$
250,000. Apart from the initial development cost an amount of US$ 80,000 has been incurred for
customisation, US$ 24,380 for special consultancy and US$ 196,000 for maintenance costs till the
date of audit.
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29. As per the system proposal the ATLAS system was to provide process automation, on
line travel information, unified control of travel throughout the Organization, enhanced reporting
capabilities, increased productivity of travel administrators and improved quality of travel related
data. It was also envisaged that the benefits will greatly outweigh the costs.

30. The software package is a proprietary one owned by the company which developed it,
even though it was primarily developed for IAEA and FAO. Even though an analysis of system
suitability for the Organization was conducted and a detailed system proposal prepared by the
company was accepted by the Organization, it was observed that from the time of initial
implementation till October 2004 a total of 725 “System Change Requests”- mostly requests for
improvement- have been raised. Out of these, 676 have been closed, 37 require client action and
12 require action by the company to satisfy new requirements.

31. It was noted that the current version of ATLAS in production is Version 2.5.0. The
version 2.6.0 and version 2.7.4 which superseded version 2.6.0 have been received as part of the
annual maintenance support and user testing is in progress. Though there was a plan to replace the
ATLAS travel system in 2001 and the project was expected to be funded by the arrears kept by
the Organization for development of various systems, the plan was postponed indefinitely.

(a) Enforcement of travel policies

32. It was envisaged that ATLAS system will enforce support for travel policies of the
Organization. Use of standard Organization codes, project codes, travel types, ticket classes, mode
of travel etc. was to be enforced by the system. For several reasons, however, the system is not
able to enforce any of the travel policies. The Organization’s policies prescribe the entitled class
of travel on the basis of the grade of the traveller and duration of the flight. The database,
however, does not capture the actual time of the start and end of journey. Thus it is not possible to
calculate the duration of the flight which determines the entitlement for class of travel to be used.
It also does not capture any information about the class of travel actually used. It does not perform
any check on the grade of the traveller.

33. A review of ATLAS system revealed that Atlas contains the tables for storing distance
between two locations and the airfares. However they are not practical to determine the travel
entitlements. In fact, these tables have been removed from ATLAS in release 2.6.0 which is
currently being tested for FAO implementation.

34, In the absence of this information it is not possible to determine whether the traveller has
travelled as per the policies of the Organization. ATLAS does capture the fare quote provided by
the travel agent, but does not indicate whether the cost of ticket includes the cost of private
journey performed along with the official journey. In the present system the travel unit has to rely
completely on the travel agent for enforcement of these policies.

(b) Linkages with the travel agencies

35. It was envisaged that ATLAS will have tight linking with travel agencies. However,
ATLAS can interact only with one Travel Agent. There are, at present, different travel agents for
headquarters and each of the regional offices. As of now, the travel agent at Headquarters is only
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integrated with Atlas. The travellers at the regional offices have to get the quotation off line from
their local travel agent and feed the airfare in the plan section of the Travel Authorisation. The
system is also not able to capture any change in the airfare or any cancellation of the tickets for
the travels originating at the field or the regional offices.

(©) Lack of validation checks in ATLAS

36. In any computerised system the existence of validation checks eliminates the possibility
of human errors, ensuring data integrity. It was observed that ATLAS system was deficient on
this front. The wvalidation checks on the date fields do not exist. In a number of Travel
Authorizations it was observed that the date of end of trip was earlier than the date of start of
journey which makes any analysis on date fields meaningless. In fact on several counts, the data
in ATLAS was not dependable. Many of the functions which could have been automated, such as
calculation of DSA based on the start and end of the journey, continue to be performed manually.

37. The present version of ATLAS is not web based and hence will prove to be of significant
impediment to decentralization of travel authorization and travel processing.

38. Thus, as a package, ATLAS is not quite adequate for any complete travel processing and
monitoring. The drawbacks mentioned in the preceding paragraphs will prove to be significant
impediments to future decentralization of travel claims processing and monitoring. Any
decentralization of air ticketing through which the Organization can achieve significant cost
savings will also be impeded by the above mentioned drawbacks of ATLAS.

39. The Organization stated in its reply that replacement of travel system has been included in
the Capital Expenditure Plan, which will be presented to the Conference in November 2005. Once
approved, and subject to the availability of funds to cover both external purchase/ development
and internal support/ staffing costs, the replacement could be expected to take place during 2006-
2007 biennium and will provide the Organization with opportunities to address various shortfalls
identified and satisfy current as well as future business needs.

40. I recommend that the Organization continues with the process for replacement of
the travel system in order that it fully meets the current and future requirements of the
Organization. I also recommend that adequate resources may be provided for having a web
based travel monitoring package fully integrated with Oracle Financial Applications.

Other Expenses in TA

41. As per staff rule 302.7.551, necessary miscellaneous expenses incurred by a staff member
in connection with the transaction of official business or in the performance of authorized travel are
reimbursable by the Organization after completion of the travel. It was noted during audit that
“Other Expenses” claimed in the TECs varied from US$ 0.05 to US$ 30,000. Such expenditure
included items like Ad hoc DSA, Air Ticket, Excess baggage, Hazard Pay, honorarium for special
Delegates, Visiting Expenses, Interpreter and Hospitality. Honorarium given to Special Delegates
was also booked under this head. In some cases, air ticket charges were also booked under this
head.
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42, Some of these expenses do not relate to travel but were booked under this heads. This
inflates the expenditure booked under travel expenses. Ideally these should have been booked
under respective budget heads in the relevant programs.

43. The Organization agreed that this was an area that required to be addressed. It stated that
the expenses that can be categorized as “Other Expenses” have now been categorized and steps
have been taken to amend the travel expenses list configured in ATLAS. Once the configuration
is updated, guidelines will be issued to the users.

44, I recommend that the task of configuring the travel expense list may be completed as
early as possible and suitable guidelines issued.

(Vijayendra N. Kaul)
Comptroller and Auditor General of India
External Auditor
11 August 2005



