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Certification of Combined Delivery Report

We have audited the accompanying Combined Delivery Report (“the Statement”) of the UNDP
project “Mitigating climate change through energy sfficiency in building sector” (the “Project’),
project number Id. 00059896 for the period from 1 July 2009 to 31 December 2010. The
Statement is the responsibility of the management of the Project. Qur responsikility is to express
an opinion on the Statement based on our audit.

We conducted our audit in accordance with International Standards of Auditing. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
statement is free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the statement. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating
the overall presentation of the statement. We believe our audit provides a reasonable basis for our
obinion.

The policy of the project is to prepare the accompanying Statement on a cash disbursements
hasis. On this basis expenses are recognized when paid rather than when incurred.

In our opinion, the Combined Delivery Report presents fairiy, in all material respects the
expenditure of USD 288.384,21 incurred by the project for the period 1 July 2009 to 31
December 2010 in accordance with UNDP accounting requirements.. -

This report is intended solely for the infromation and use of UNDP and the Government of the
Republic of Macedonia.

Ernst & Young Certified Audltefs Ltd /w
Skopje, 20 May 2011
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Combined Delivery Report

For the period from 1 July 2009 to 31 December 2009
(Expressed in USD)
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United Nations Development Programme Project:
Mitigating climate change through energy efficiency in building sector

Combined Delivery Report

For the period from 1 January 2010 to 31 December 2010
(Expressed in USD)
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Certification of Statement of Assets and Equipment

We have audited the accompanying Statement of Assets and Equipment (“the statement”) of the
UNDP project “Mitigating climate change through energy efficiency in building sector” (the
"Project”), project number Id. 00059896 as at 31 December 2010. The statement is the
responsibility of the management of the project. Our responsibility is to express an opinion on
the statement based on our audit.

We conducted our audit in accordance with International Standards of Auditing. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
statement is free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the statement. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well
as evaluating the overall presentation of the statement. We believe our audit provides a
reasonable basis for our opinion.

In our opinion, the statement of assets and equipment presents fairly, in all material respects the
inventory balance as at 31 December 2010 in accordance with UNDP requirements.

C_/7) QZL ' /6’ g,()(( o |
Ernst & Young Certifiéd Auditars Ltd. -
Skopje, 20 May 2011 i
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United Nations Development Programme Project:

Mitigating climate change through energy efficiency in building sector

Statement of Assets and Equipment (Continued)

As at 31 December 2010
(Expressed in USD)
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Certification of Statement of Cash position

We have audited the accompanying Statement of Cash Position (“the Statement”) of the UNDP
Project “Mitigating climate change through energy efficiency in building sector” (the “Project’),
project number Id. 00059896 as at 31 December 2010. The Statement is the responsibility of the
management of the Project. Our responsibility is to express an opinion on the Statement based on
our audit.

We conducted our audit in accordance with International Standards of Auditing. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
statement is free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the statement. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating
the overall presentation of the statement. We believe our audit provides a reasonable basis for our
opinion.

Related to expenditure executed under UNDP NIM modality, as stated in note 1d to the
statements the bank accounts are entirely controlled by UNDP CO and all the payments are done
by UNDP CO except for the petty cash payments that are executed through the UNDP project unit.
Any petty cash amount needs to be approved and authorized by Treasury/HQ. The responsibility
of opening, replenishment and closure of petty cash remain with UNDP CO.

In our opinion, the Statement of cash position presents fairly, in all material respects the petty
cash balance of the UNDP Project unit as at 31 December 2010 in accordance with UNDP

requirements.

Ernst & Young Certified Auditors ttd
Skopje, 20 May 2011




United Nations Development Programme Project:
Mitigating climate change through energy efficiency in building sector

Statement of Cash position

As at 31 December 2010
(Expressed in USD)
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United Nations Development Programme Project:
Mitigating climate change through energy efficiency in building sector

1.

UNDP REGULATIONS FOR PROJECT MANAGEMENT

This project is executed under UNDP NIM (National Implementation) modality whifle the scope of
support services provided by the UNDP CO is regulated with the Project document as of 3 July
2009. Funding from the Austrian Government was channeled through the Energy and Environment
Thematic Trust Fund.

The applicable requlations and procedures for NIM projects given by the UNDP country office are
summarized below:

Financial and Accounting regulations

a)

b)

c)

d)

e)

The project recognizes expenses only when the payment is made and not when the liability for
expense arises.

The expenditure is recorded in the accounting records in US Dollars only. Expenditure in any
currency other than US Dollars is converted at the UN exchange rate applicable for the month,
which is centrally uploaded into the ATLAS accounting software. In case of payments in
currencies other than US Dollars, which are made subsequent to the month of the preparation
of Voucher, the difference arising on account of exchange rate fluctuation between the
months of Voucher preparation and payment is treated as realized loss/gain. The accounting
system automatically calculates such difference.

The applicable exchange rates representing the official UN exchange rate (USD to MKD) during
the year 2010 were as follows:

Month 2009 2010
January 45,80 42,50
February 46,40 43.25
March 48,09 45.50
April 45,00 45.60
May 44,92 46.18
June 44,36 49.86
July 43,92 49.76
August 42,80 47.69
September 42,85 48.42
October 41,41 45.64
November 40,79 44,23
December 40,95 47.00

The project budget is entered in the ATLAS MIS (Management Information System) at the
beginning of the year according to the Annual Work Plan (AWP) and any subsequent revisions
of the AWP made are fed into the UNDP accounting software ATLAS. There is control in the
software which does not permit processing of any expense beyond the total budget (as
available in the system at any given time).

Project funds are completely assembled with the UNDP Country Office. Payments are made
through the bank accounts of UNDP Country Office, except for the petty cash payments, which
are exercised by the Project Manager, considering the limit of petty cash payments up to USD
500.

Once the Project activity as foreseen in the AWP is completed, all the Requests for Direct
Payment (RDP) in original and duly signed by the PM are sent to the UNDP Country Office
together with the supporting documents. Then a voucher is raised and approved in ATLAS by
UNDP Country Office. The Project unit has limited access to Atlas for review of the reports




United Nations Development Programme Project:
Mitigating climate change through energy efficiency in building sector

1. UNDP REGULATIONS FOR PROJECT MANAGEMENT (Continued)

and only has authorization for preparing Requisitions and the Project manager has right for

approval of the requisitions. The Finance department makes the funds disbursement.

f) Utilization of resources under the project

Value Preparation of Process of selection Approval of Purchase Request for
(USD) Procurement Request procurement Order Direct Payment
Approval in Approval in
ATLAS ATLAS
<2.500 For purchase below Informal quotes (CV) by collecting PM Project
1000 USD -Direct three offers (Only for procurement Manager
Contracting as per over 1000 USD) or Administrative
requisitions Note with explanation the due Programme
specifications process follow. Associate
For purchase above Programme
1000 USD-informal Officer
market research i.e.
thee informal quotes.
2.500 - Requisition in Atlas is Request for quotation(RFQ) / The buyer PO Approver Project
100.000 prepared by Project Acquisition process starts with DRR/RR Manager
Assistant. Evaluation of quotations and DRR/RR Programme
i
woprovesby P, p0 | e ol bes e aone oy
. Programme
CAP Reviews Officer
If the value is beyond 30.000 USD, | prR/RR
Evaluation committee Evaluates,
CAPC Reviews the case and sends | Approves
request for approval to DRR. If the
value is from 30.000 USD to
100.000 USD Evaluation
committee Evaluates, CAPC
Reviews the case and sends
comments and request for
approval to RR.
>100.000 Requisition in Atlas is Request for quotation (RFO) / RACAP in PO Approver Project
prepared by Project Invitation to Bid (ITB)/Request for Bratislava Manager
Assistant. Proposal (RFP) issued by based on CAP DRR/RR
PM/Public advertisement. recommendati Programme
Approved by PM, PO ons approved Associate
Evaluation of at least three by RR
responsive offers done by ’ Programme
Officer

Evaluation committee and
submitted to UNDP CO/RR for CAP
review and RACP submission for
final decision. Final Approval by
the RACP

g) All the contracts for recruitment of personnel and all the Special Services Agreements are
signed by the DRR/RR of the UNDP Country Office.

h) The documentation related to the project are maintained as follows:

The project documentation on procurement, contracts and payments is kept at (i) the PMU
- copies of all documents and (ii) UNDP Country Office: originals including vouchers, signed
Requests for Direct Payments along with set of supporting documents and copies of bank
transfer orders or check.

10




United Nations Development Programme Project:
Mitigating climate change through energy efficiency in building sector

1. UNDP REGULATIONS FOR PROJECT MANAGEMENT (Continued)

e The equipment (expendable and non-expendable) procured under the project is the
property of the UNDP CO uniess a decision on transfer of equipment is taken by UNDP
during or at the end of the project. The non-expendable equipment form part of the
inventory of the project. When no longer needed by the project, equipment may be
transferred to another project or to the government, or it may be disposed of by sale or
donation. In all cases of transfer, a transfer document must be prepared and kept on file.

i) Based on UNDP Cost Recovery Policies, the cost sharing projects are subject to General
Management Support (GMS) and Implementation Support Service (ISS) fees. The GMS rate is
set at the percentage negotiated and agreed with donors and is calculated by the financial
department. The UNDP Country Office will ensure that the total 1SS and GMS is properly
charged over the project life based on incurred expenditures.

i) In accordance with the agreement signed between the UNDP and Government of Republic of
Macedonia date 30 October 1995, the project as a receiver of UNDP funds is exempt from the
profit tax, withholding tax and personnel income tax.

Procedure relating to project delivery and assessment

Annual Work Plan (AWP) is agreed at the beginning of the year by all the partners of the project.
The AWP sets out the expected outputs, monitoring activities, key activities, the timeframe for
the activities/outputs and the responsible agency for each activity/output. A financial budget
based on the activities planned is prepared and taken as the approved budget for the year. Budget
revisions are conducted when needed during the year to reflect changes in activities or re-phase
unspent funds.

Monitoring and reporting of delivery is done against the AWP. Also the following reporting / review
schedule is followed:

Report/Review Frequency

Annual work plan (AWP) Year-end

Annual program/project Year-end

report

Final report At the end of the project

11
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UNDP “Mitigating climate change through energy efficiency in building sector’”

Management letter

PRIVATE AND CONFIDENTIAL

20 May 2011

To the management of the
UNDP Country Office in Macedonia

Dear Sirs,

Herein with, we attach a report covering issues as stated in Terms of
Reference (ToR) for the project “Mitigating climate change through energy
efficiency in building sector” (herein after the “Project”) audit for the period
from 1 July 2009 to 31 December 2010. We report only on those matters
that came to our attention during the normal course of our audit that
included a general review of the project progress and timeliness and
evaluation of the project's system of internal control to the extent
necessary to determine the nature, timing and extent of other procedures.

This work is not primarily directed towards the discovery of weaknesses, the
detection of fraud or other irregularities and should not, therefore, be relied
upon to show that no other weaknesses exist or areas require attention.

Our report is solely for the purpose of expressing an independent audit
opinion on the financial and operational activities of project and for UNDP's
information and it is not to be used for any other purpose or to be
distributed to any other parties. This audit was carried out on behalf of the
UNDP's Office of Audit and Performance Review (OAPR).

We would like to express our appreciation to the Project’'s management and
staff and UNDP Country Office Macedonia for the courtesy and co-operation
we received during the audit.

Yours faithfully,

Ernst & Young Certified Auditors Lf - Skopje



UNDP “"Mitigating climate change through energy efficiency in building sector”

Management letter

General review of the Project progress and timelines

The project is one of the three components of Energy Efficiency programme,
financed by the Austrian Development Cooperation, aimed in enabling the
environment for mitigating climate change in the country through improving
energy efficiency in the building sector and enhanc awareness and
capacities of the stakeholders involved in energy efficiency issues. The
programme aimed to strengthen the capacities of the Macedonian Energy
Agency, to develop energy efficiency regulations in the building sector, to
develop applicable energy efficiency tools, to ensure long term sustainability
by supporting the curricula changes in the appropriate faculties, to improve
interactive cooperation between the Government and the appropriate
business community and to rise awareness among the stakeholders on
energy efficiency issues.

Project objectives

The main objective of the project is to contribute to an enabling environment
for improving energy efficiency in building sector and at that end
contributing to climate change mitigation at national level. The project
objectives were implemented through realisation of the following activities /
outputs:

Output 1: National database, including required climate parameters per
regions in the country developed.

Output 2: Inventory of Public buildings and dynamic database development,
the most effective investment - oriented energy efficiency building
programme identified and energy efficiency programmes for public buildings
in selected municipalities developed.

Output 3: Public awareness and knowledge about energy efficiency and
energy saving measures in building sector increased.

The project is executed using the national implementation (NIM) modality.
Main national counterparts are: the Ministry of Environment and Physical
Planning (MEPP) as an implementing partner and the Ministry of Economy as

Executing Agency for the overall Energy Efficiency Programme financed by
Austria Development Cooperation.

UNDP concluded a Letter of Agreement with Government as of 3th July
2009 for the provision of the support Services for the project, where is
agreed that UNDP role is Executing agent. The funds from the Austrian
Government were channelled through the Energy and Environment Thematic
Trust Fund.

The following is a summary of the project expenditure schedule for the
period from 1 January 2009 to 31 December 2010:

Start Date
New completion date
Total budget (Austrian Government):
Budgeted for 2009 61.880
Budgeted for 2010 227.534
Total for the Project as of 31 December 2010 289.414

July 2009
December 2011

Expenditures CDR as of 31 December 2010
Actual Expenditures CDR for 2009 61.880

Actual Expenditures CDR for 2010 226.504
Actual Expenditures CDR for the period ended as of

31 December 2010 288.384
Delivery rate as of 31 December 2010 99,6%

Additional funds for implementing a study tour to Czech Republic as well as
for development of report on the Czech experience implementing the EBPD
were granted by the Czech Trust Fund. This activity was complementary to
the Output 3 of the project: Raising awareness and knowledge about energy
efficiency and energy saving measures in building sector increased. This
activity included preparation of a report on the Czech experience in
implementing the EPBD and organization of a Study Tour for representatives
of Local Self Government to relevant stakeholders in the Czech Republic.




UNDP “Mitigating climate change through energy efficiency in building sector”

Management letter

In addition, during the implementation of the activities, strategic partnership
was established with the key energy distributions companies like EVN
Macedonia and Toplifikacija AD Skopje through signing Memorandum of
Understanding. The main objective of this partnership was creation of the
national inventory database on public buildings.

The project was initially planned to be executed during the period from June
2009 to May 2011. However, the project was extended till 31 December
2011 because of the following reasons:

1. General management issues: According the Project Document the
official project start was planned for June 2009, but due to delays in the
recruitment process, the project team was fully established end of
October 2009.

2. Networking and development of partnerships: signing Memorandum of

Understanding with Toplifikacija A.D. and EVN Macedonia preserved a

significant amount of funds that were initially planned for data gathering

from the municipalities.

Mobilization of additional resources from the Czech Trust Fund

4. Technical issues: Possible technical intervention can be implemented
only when the public objects are closed. Considering the fact that most
of the public objects under the municipal jurisdiction are schools and
kindergartens, those technical activities can only be implemented during
the period of June 2011 and September 2011 and when the weather
conditions are suitable for implementation of these activities.

w



UNDP “Mitigating climate change through energy efficiency in building sector”

Management letter

Assessment of the Project’s internal control

a) The adequacy of expenditures made by implementing partner

Based on our audit procedures, nothing has come to our attention that
causes us to believe that the expenditures were not in accordance with
project document, AWP and budgets, except for the findings described in
notes no. 1 and 3 below.

b) The transparency of procurement/contracting activities

Based on our audit procedures, nothing has come to our attention that
causes us to believe that the procurement process for goods and services
was not appropriate, adequate and working, except for the findings
described in notes no. 2 below.

c) The use, control and disposal of equipment

Based on our audit procedures, nothing has come to our attention that
causes us to believe that the procurement process for goods and services
was not appropriate, adequate and working.

d) The transparency of recruitment and hiring process;

Based on our audit procedures, nothing has come to our attention that
causes us to believe that the recruitment and hiring process was not
appropriate, adequate and working.

e) The adequacy of accounting records;

Based on our audit procedures, nothing has come to our attention that
causes us to believe that the accuracy and completeness of records of
receipts and disbursements of cash and for supporting the preparation of
the Statement of expenditures was not appropriate, adequate and working,
except the following - see findings no. 1 and 3 below.

f) The adequacy of direct payments and their proper
authorization

Based on our audit procedures, nothing has come to our attention that
causes us to believe that the verification and authorization of direct
payments was not appropriate, adequate and working.

q) The implementation level of previous audit recommendation

This is the first time the project is audited therefore there are no
previous audit recommendation.



UNDP “Mitigating climate change through energy efficiency in building sector”
Project ID 00059896
Action Plan for Addressing Findings in 2010 NIM Audit

of USD 8.070 related to advance payment to supplier
DANOFFICE for purchase of hardware (SERVER) for the
ExCITE software and the web portal. In addition, UNDP
HQ has concluded long term agreement (LTA) with this
vendor.

According to the LTA, the invoice is payable within 30
days of receipt of supplier's invoice for the goods and
copies of the shipping documents or if otherwise stated
in the Purchase order. However, terms of payment are
not defined in the purchase order.

In addition, according to the UNDP policies and
procedures, the advance payment should not exceed
20% of the total contract amount. The advance paid by
the project relates to the total value of the contract.

followed without exceptions.

No Risk Description Recommendation Management response
severity
1 Low Included in account 72805 in CDR 2009 is the invoice | The expenses should monitored with due care This invoice (dated September 2009) is
dated 09.09.2009 of MKD 95.865 or EUR 2.237 | otherwise the project will be overburden with from the vacuum period when UNDP was
(including VAT of MKD 4.565 or EUR 107) for purchase | expenditures not related to the project communicating with the Ministry of
of computers that are used by the project manager and | activities and project period. Finance on the issue - VAT return for
assistant, for which no request for return of VAT in “official need of the projects” (UNDP
2009 was submitted, and therefore this invoice is paid cannot open accounts for each project).
and recorded in CDR in total amount (including VAT). According to the new reqgulations (starting
from 1 Jan 2010) VAT exemption for
"official need of the project” is no longer in
effect. The projects cannot reimburse paid
VAT for invoices for official need.
By the time this communication with the
Ministry of Finance was resolved, the
deadline for VAT return of this invoice has
passed.
2 High Included in the account 72805 in 2010, is the amount | UNDP policies and procedures should be | According to the UNDP Corporate LTA

with supplier DANOFFICE for purchasing IT
equipment, purchase order (PO) replaces a
contract. The PO was raised in December
2010 and was paid on the last possible
date according to deadline for payments in
ATLAS for the vyear. The server was
delivered immediately upon clearance from
the custom office which confirmed the
judgment of the project on low risk of non-
delivery of the product by this vendor,
which has a good track record with UNDP
as evidenced by the corporate LTA.
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Audit Data and Observations

UNDP “Mitigating Climate Change through Energy Efficiency in Building Sector”, Project ID: 00059896

Table 1 - Report on the audit of the UNDP CDR

UNDP Combined Delivery Report (CDR)
as at 31 December 2010

Amount audited and

Audit opinion (unquaiified,

Total amount of
qualification of audit

Total amount of Net financial impact
{NFI) of qualification of audit opinion

Reason(s) for
qualification of audit

Observation(s) that had impact on
qualification of audit opinion {list

ward No Project No certified (US$) q“a"f'ed' 2 dverse, opinion (if qualified, adverse | (if qualified, adverse or disclaimer |opinion and breakdown| observation number(s) and page of audit
disclaimer) N ] . L
or disclaimer opinion) opinion) of NFl amount (US$) report/management letter)
00049238 00059896 $ 288.384,21 Unqualified nfa n/a nfa n/a

Table 2 - Report on the audit of the statement of cash position

Statement of Cash Position

Value of Cash Position

Statement Audit Opinion - Total amount of Total amount of Net financial impact
Award No. Project No. - b s c qualification - Statement of | (NFI) of qualification of audit opinion -
as at 31 December 2010 tatemen_t'of ash Cash Position (US$) Statement of Cash Position (US$)
(US$) Position
00049238 00059896 $ - Unqualified nfa nfa

Table 3 -~ Report on the audit of the statement of assets and equipment

of ts and
Value of Assets and . -
, Audit -
equipment udit Opinion Total amount of Total amount of Net financial impact,

. qualification on the {NFI) of qualification of audit opinion

Award No. ProjectNo. | a5 at 31 December 2010 | o 0o ment of Assets and | Statement of assets and on Statement of assets and
(cumulative from project Equipment equipment (US$) equipment (US$)
start date) (US$)

00049238 00059896 $ 3.431,00 Unqualified n/a n/a




Table 4 - Report on audit observations and recommendations

Award

eorere———

Audit Observation

—

Recommendation

Audit Area

Included in account 72805 in CDR 2009 :s the invoice dated
09.09.2009 of MKD 95.865 or EUR 2.237 (including VAT of
MKD 4.565 or EUR 107) for purchase of computers that are
used by the project manager and assistant, for which no request
for return of VAT in 2009 was submitted, and therefore this
invoice is paid and recorded in CDR in total amount (including

The expenses shouid monitored with
due care otherwise the project will be
overburden with expenditures not
related to the project activities and
project period.

Record Keeping Systems

and Controls

fLack of inadequate policies/
procedures/ guidelines

: ProjectiCO Mngmt Comments = .

 This invoice (dated September 2009) is from the vacuum period
'when UNDP was communicating with the Ministry of Finance on the
issue - VAT return for “official need of the projects” (UNDP cannot
open accounts for each project). According to the new regulations
(starting from 1 Jan 2010} VAT exemption for “official need of the
project” is no longer in effect. The projects cannot reimburse paid
VAT for invoices for official need.

By the time this communication with the Ministry of Finance was
resolved, the deadline for VAT return of this invoice has passed.

Included in the account 72805 in 2010, is the amount of USD
8.070 related to advance payment to supplier DANOFFICE for
purchase of hardware (SERVER) for the ExCITE software and
the web portal. In addition, UNDP HQ has concluded long term
agreement (LTA) with this vendor.

According to the LTA, the invoice is payable within 30 days of
receipt of supplier's invoice for the goods and copies of the
shipping documents or if otherwise stated in the Purchase
order. However, terms of payment are not defined in the

In addition, according to the UNDP policies and procedures, the
advance payment should not exceed 20% of the total contract
amount. The advance paid by the project relates to the total

UNDP policies and procedures should
be followed without exceptions.

Financial Management

Intentional overriding of
internal controls

High

According to the UNDP Corporate LTA with supplier DANOFFICE
for purchasing IT equipment, purchase order (PO) replaces a
contract. The PO was raised in December 2010 and was paid on the
last possible date according to deadline for payments in ATLAS for
the year. The server was delivered immediately upon clearance from
the custom office which confirmed the judgment of the project on
low risk of non-delivery of the product by this vendor, which has a
good track record with UNDP as evidenced by the corporate LTA.

Project Observ. No
00049238 00059896 1
VAT).
2
purchase order.
value of the contract.
3

The expenditures charged in 2010 for communication fee were
calcutated based on old version of budget instead of using the
latest approved budget for the period. As a resuit, the
expenditures for 2010 were overstated for USD 1.036.

The calculation and charge of the
expenses should be made with due care
otherwise the project will be overburden
with expenditures not related to the
project activities and project period.

Financial Management

Lack offor inadequate
policies/ procedures/
guidelines

Medium

As stated in the description field, the communication fee for 2010
has been calculated and paid according to budget revision that was
valid at the beginning of 2010. Since another budget revision was
done in 2010 which decreased the project budget a difference of
1.036US$ occurred. However, this amount will be taken into
consideration when calculations for communication fee are made for
2011.

Name and position of Auditor:

Signature of Auditor:

Name and stamp of Audit Firm:




