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FC 170/10

EXECUTIVE SUMMARY

At its 169" Session in November 2017, the Finance Committee reviewed proposed
amendments to the Terms of Reference of the FAO Audit Committee.

Following its review of the proposed update, the Finance Committee requested that the
revised draft Terms of Reference of the Audit Committee discussed at the 169" Session of
the Finance Committee be presented as an agenda item for decision at its next regular
Session in May 2018. The Finance Committee also requested that its consideration of this
matter be facilitated through informal consultation with Members prior to its May 2018
Session.

This document presents revised versions of the proposed update of the Terms of Reference
of the FAO Audit Committee, including the further revisions proposed by the Finance
Committee at its informal meeting held in March 2018, as well as an updated text as
proposed by FAO management, together with supporting comments regarding proposed
amendments.

GUIDANCE SOUGHT FROM THE FINANCE COMMITTEE

The Finance Committee is requested to review the revised update of the Audit Committee’s
Terms of Reference as proposed during an informal session of its members prior to its May
2018 session , and the management comments thereon.

Draft Advice

The Committee notes that amendments to the Terms of Reference of the audit
Committee as proposed would result in a change of its purpose, roles and
responsibilities transforming it from an advisory body to the Director general into a
subsidiary body of FAO Council.

The committee recommends that in view of the magnitude, intricacies and potential
major impact of the proposed changes, which would eventually require amendments
of FAO basic texts, the matter be re-examined at a future session of the finance
committee after issuance of the report of the *'review of audit/oversight committees in
the united Nations System' currently being undertaken by the UN Joint Inspection
Unit (J1U).
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Introduction
1. At its 169" session in November 2017, the Finance Committee:
a) reviewed proposed amendments to the Terms of Reference of the FAO Audit

Committee, including with regard to the reporting line to the Governing Bodies and the
process for appointment of members of the FAO Audit Committee;

b) requested that, prior to decision by the Finance Committee at its May 2018 session,
the Secretariat implement a road map for the review of the proposed amendments, through
informal consultations with members of the Finance Committee; and

C) requested that the revised draft Terms of Reference of the Audit Committee proposed
and discussed at the 169th Session of the Finance Committee be presented as an agenda item
for decision at its next regular Session in May 2018.

2. An informal meeting of the Finance Committee was held on 14 March 2018 to discuss the
revised draft Terms of Reference of the Audit Committee. At this informal meeting, the Committee
reviewed the proposed revisions in detail and agreed on further updates to the draft Terms of
Reference.

3. The full text changes proposed to the Terms of Reference, including the further changes
discussed at the informal meeting, are presented in Annex | to this document.

4, Management, in general, wishes to draw the attention of the Members of the Finance
Committee to the impact of some proposed amendments to the Terms of Reference and to the status of
the Audit Committee. Essentially, proposed amendments to the Terms of Reference of the Audit
Committee would result in a change of its purpose, role and responsibilities, transforming it from an
advisory body to the Director-General into a subsidiary body of the FAO Council. Two overarching
observations are of particular importance, prior to addressing some specific issues.

General considerations

5. The first observation is related to the important role of the audit function. Traditionally, the
audit function, which is an element of the general oversight system of the Organization, is a critical
management tool, a support to Management. In parallel, there is an external audit function, entirely
independent from Management, relying on an external auditor, appointed by the Council, reporting to
the Finance Committee, the Council and the Conference.

6. Also, over past years, the nature and status of the Audit Committee has evolved. Its current
format was stabilised following the implementation of the Immediate Plan of Action for FAO
Renewal. The Audit Committee advises Management and, in particular, the Director-General. At the
same time, the Audit Committee provides annual reports to the Finance Committee. It has is therefore
a double reporting line both to Management and to the Finance Committee. In Management's view,
this double reporting line achieved a suitable compromise between an independent function vis-a-vis
the Membership and an effective advisory tool to the Director-General. Management has consistently
and fully respected the operational autonomy of the Audit Committee. Reports of the Committee to the
Finance Committee have never been modified upon the initiative of Management which has never
placed any hindrances upon the operation of the Audit Committee, or upon the presentation of the
report to the Finance Committee by the Chairperson.

7. Having set the context, and while noting that some of the amendments proposed reflect
current practice in other agencies, they would seem to create more issues than improvements to the
audit function within FAO specific management and governance set up. In fact, with the proposed
amendments Management could possibly be unable in the future to rely on the advisory function of the
Audit Committee which would tend to be perceived as a governance body, subsidiary to the Council
and extraneous to internal Management. The level of engagement of Management with the audit
function would likely diminish, which would have a negative impact upon the operations of the
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Organization. The direct link to the Council would de facto result in, or imply a reconfiguration of the
role and functions of the Finance Committee which is dealing with issues related to risk management,
internal control, audit and oversight. It may be of interest to mention, in this connection, that in its
early days, the Finance Committee was called the Committee on Financial Control.

8. Under this logic, the internal audit function would operate under the guidance of an Audit
Committee with the nature of a governance body, reporting to the Council, and with the status of a
subsidiary body of the Council. The internal audit function, seen together with the operation of a
"governance" Audit Committee, would become essentially an external audit function, overlapping
with the existing External Audit function.

Specific observations

9. In a constructive spirit of improvement of the Terms of Reference of the Audit Committee,
Management is proposing a number of amendments with the aim of making more explicit the
Committee's reporting relationship and advisory function to the Finance Committee as the appropriate
Governing Body for oversight of the audit function. In doing so, account is taken of the particular
governance structure of FAO, the desirability of safeguarding the integrity of the Finance
Committee's role, as well as the current model of the Audit Committee which proves to play a valuable
role.

10. Management's alternative text to the Terms of Reference and related comments are included
(see underlined text) in the matrix (in Annex 1) presenting the draft amendments and comments as
proposed by Finance Committee members during their informal meeting prior to the regular May 2018
session.

11. Management's comments focus primarily on three inter-related aspects:

i) the proposed new reporting line of the Committee to the Council instead of to the
Finance Committee, at the expense of prime reporting line to the Director-General
compromising the very purpose of the Committee on the premises of which it was
established:;

ii) the proposed new respective roles of the Director-General, the Finance Committee
and the Council in the selection of members of the Committee; and

iii) the proposed expanded independent advisory role of the Committee in matters falling
under the authority of the Director-General such as 'proposals of the Organization to
recruit, terminate or not renew the appointment of an Inspector-General.

12. It is Management's considered view that the initial purpose which led to the establishment of
the Committee should remain:

a) The Audit Committee serves as an expert advisory panel to assist the Director-General on the
internal control arrangements, risk management processes, financial reporting and internal audit,
inspection and investigation functions of the Organization. The Audit Committee advises on these
matters taking into consideration the Financial Rules and Regulations as well as policies and
procedures applicable to FAO, and its operating environment.

b) The Audit Committee provides information to the Governing Bodies in these areas, through its
annual reports being made available, and the Chair (or other designated member) presenting on this
report directly to the Finance Committee. It is proposed to maintain these arrangements which have to
date operated very satisfactorily.

C) With regard to internal audit, inspection and investigation, the Committee operates in an
advisory capacity to the Office of the Inspector-General (OIG). As such it assists the Inspector-
General with regard to ongoing quality of performance of the Office.
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13. Selection of the Members of the Committee: the current arrangement foresees that the
Committee consists of five external members and a Secretary ex-officio. All members and the
Secretary are appointed by the Director-General. The Committee membership is agreed to by the
Council on the recommendation of the Director-General and Finance Committee. It is proposed to
maintain these arrangements.

14. Recruitment, termination or non-renewal of the appointment of the Inspector-General: the
amendment proposed following the informal meeting of the Finance Committee reads as follows: "the
Committee reviews and advises the Council, through the Finance Committee, and the Director-
General on:.... proposals of the Organization to recruit, terminate or not renew the appointment of an
Inspector-General." Under the Charter of the Office of the Inspector-General, the Finance Committee
is already consulted on the proposed appointment and termination of the appointment of the Inspector-
General. It does not appear that there would be a need for the Audit Committee to be involved in
these processes, introducing an additional layer into a process of appointment which is already a
complex onel. Moreover, the involvement of such bodies in managerial issues has the potential to
transform questions of conduct into delicate intergovernmental issues.

15. As part of its 2018 work plan, the UN Joint Inspection Unit (JIU) has initiated a system wide
"review of audit/oversight Committees in the United Nations system. It is expected to provide a
balanced picture of the situation within the UN system, a benchmarking between UN entities and
recommendations for a coherent UN approach taking into account commonalities but also diversity
amongst UN entities. FAO has already engaged proactively with the JIU on this important review,
starting with the filling of a detailed questionnaire on the practices of the Organization in this regard.
There is a sense that given the experience gained throughout the United Nations System with Audit
Committees, the time has come to review the matter thoroughly, assess current practices and deal with
the matter in a systemic and comprehensive manner, rather than through individual and uncoordinated
initiatives.

16. Management proposes that consideration of the proposed amendments be deferred until the
time of issuance of the JIU report and its review by the Chief Executives Board. Alternatively,
Management invites the Finance Committee to review its proposed draft amendments.

L In practical terms we would have a cumbersome process of appointment involving a series of stages, including,
Secretariat review, interview panel, review by the Director-General, review by the Audit Committee, review by
the Finance Committee, review again by the Director-General.
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