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Note by the Deputy Secretary General

1. | attach the two International Board of Auditors for NATO (IBAN) reports on the
audits of the financial statements of the New NATO Headquarters for the years ended
31 December 2013 and 2014.

2. The IBAN issued unqualified audit opinions on both the 2013 and 2014 financial
statements of the New NATO Headquarters.
3. The 2013 report was already submitted to Council under C-M(2015)0022.

However, there was a subsequent break of silence at Council level by four nations which
challenged the appropriateness of the classification for the 2013 audit report and
financial statements. As a result, the report was sent back for further discussion in the
Resource Policy and Planning Board (RPPB). The 2014 audit report was held in
abeyance pending the resolution of the 2013 report.

4, After consultations with all relevant stakeholders, a proposed solution has now
been found. The International Staff Financial Controller, in close cooperation with all
relevant stakeholders, has provided redacted financial statements for the years 2013
and 2014, thus allowing downgrading of the financial statements to NATO Unclassified.
In line with PO(2015)0052, the RPPB consequently recommends that the Council agree
to the public disclosure of the two subject IBAN reports and the related redacted
financial statements.

5. | consider that no further discussion regarding these reports is required.
Consequently, unless | hear to the contrary by 15:00 hours on Friday, 26 May 2017,
| shall assume that the Council has noted the two IBAN reports IBA-AR(2015)04 and
IBA-AR(2015)35 and agreed the RPPB recommendation regarding public disclosure
contained in the enclosed RPPB report.

(Signed) Rose E. Gottemoeller

1 Annex Original: English
4 Enclosures
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IBAN REPORTS ON THE NEW NATO HEADQUARTERS 2013 AND 2014 FINANCIAL
STATEMENTS

Report by the Resource Policy and Planning Board (RPPB)

References: (A) IBA-A(2015)49 & IBA-AR(2015)04
(B) IBA-A(2015)192 & IBA-AR(2015)35
(C) FC(2016)182
(D) C-M(2015)0022

1. The IBAN issued unqualified audit opinions on both the 2013 and 2014 financial
statements of the New NATO Headquarters. The two audit reports (references (A) and (B))
will be forwarded to Council for notation, as per agreed procedures. The 2013 report was
already submitted to Council under Reference (D). However, there was a subsequent break
of silence at Council level by four nations® which challenged the appropriateness of the
classification for the 2013 audit report and financial statements. As a result, the report was
sent back for further discussion in the RPPB. After consultations with all relevant
stakeholders, a proposed solution has now been found. The 2014 audit report was held in
abeyance pending the resolution of the 2013 report.

2. Council agreed with PO(2015)0052 that, in principle, unclassified IBAN audit
reports, together with any related financial statements, should be made publicly available
after they have been dealt with by Council.

3. The 2013 and 2014 New NATO Headquarters financial statements were originally
classified as respectively NATO Restricted — Commercial for 2013 and NATO Confidential
— Commercial, later downgraded to NATO Restricted — Commercial for 2014.
Consequently, due to their classification, these two sets of financial statements could not be
publicly disclosed as per the provisions of PO(2015)0052.

4. The International Staff Financial Controller, in close cooperation with all relevant
stakeholders, has recently provided redacted financial statements for both 2013 and 2014,
thus allowing downgrading of the financial statements to NATO Unclassified (reference (C)).
The IBAN confirm that the findings reflected in their original audit reports remain valid with
the redacted versions of the two sets of financial statements. The current proposed
recommendation for public disclosure of the 2013 and 2014 New NATO Headquarters
financial statements is consequently based on these redacted financial statements.

5. In conclusion, with regard to public disclosure, the RPPB concludes that the two
subject IBAN reports does not contain information which, according to NATO Policy on
Disclosure of NATO Information?, shall be withheld from public disclosure, and in line with
the agreed policy in PO(2015)0052, therefore recommends that the Council agree to the
public disclosure of the two subject IBAN reports and the related redacted financial
statements.

' Break of silence by Canada, France, Netherlands and United Kingdom dated 30 March 2015.
2 C-M(2008)0116; AC/324-D(2014)0010-REV1
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Summary Note for Council by the
International Board of Auditors for NATO
on the audit of the restated financial statements of the
New NATO Headquarters (NHQ)
for the year ended 31 December 2013

At the Washington Summit, in April 1999, the Heads of State and Government of NATO
countries formally decided to build a new NATO Headquarters in Brussels to meet the
Alliance’s needs in the twenty-first century. The North Atlantic Council, upon
recommendation of the Civil Budget Committee, approves the budget for the new NATO
Headquarters. It is funded from national contributions based on a specific cost-share
agreement among the NATO nations.

Budget authorizations for 2013 totalled EUR 197.6 million, of which EUR 118.4 million
relates to the 2013 budget and EUR 79.2 million relates to credits brought-forward from
prior year budgets.

As a consequence of a claim submitted by the construction contractor, the estimated date
for completion of the project has been deferred to the second semester 2016 with an
extra cost of EUR 120.1 million to an overall budget of EUR 1,124 million.

The Board issued an unqualified opinion on the New NATO Headquarters’ Financial
Statements for the year ended 31 December 2013 and on compliance.

During the audit, the Board also made two observations and three recommendations
related to advances made to sub-contractors, disclosures of budget execution of the
nationally funded component of the Long Term Programme Budget (LTPB) and a
recommendation on the level of call for funds requested by the NATO Communication
and Information Agency (NCIA).

These findings are summarized in the Letter of Observations and Recommendations. The
Board also followed up on the status of the observation from previous years’ audits and
noted that the observation has been settled.

The Board also issued a separate management letter to the International Staff Financial
Controller with an observation related the implementation of the Enterprise Resource
Planning (ERP) system and the follow-up of prior year management letter observations.
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REPORT OF THE INTERNATIONAL BOARD OF AUDITORS
FOR NATO TO THE NORTH ATLANTIC COUNCIL

Report on the Restated Financial Statements

The International Board of Auditors for NATO (Board) audited the accompanying
Restated Financial Statements of the New NATO Headquarters, which comprised the
Statement of Financial Position as at 31 December 2013, and the Statement of Financial
Performance, Statement of Changes in Net Assets and Cash Flow Statement for the year
then ended, and a summary of significant accounting policies and other explanatory
notes. The Board also audited the Statements of Budgetary Operations and Credit
Transfers Authorized by the Financial Controller for the year ended 31 December 2013.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these restated
financial statements in accordance with the NATO Accounting Framework and the
requirements of the NATO Financial Regulations as authorized by the North Atlantic
Council (NAC). This responsibility includes the design, implementation and maintenance
of internal control relevant to the preparation and presentation of financial statements that
are free from material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these restated financial statements based
on our audit, which is conducted in accordance with our Charter and international
standards on auditing. Those standards require that we comply with ethical requirements
and plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free from material misstatement.

An audit involves performing procedures to obtain evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor's
judgment, including the assessment of the risks of material misstatement of the financial
statements, due to fraud or error. In making those risk assessments, internal control
relevant to the entity's preparation and presentation of financial statements is considered
in order to design audit procedures that are appropriate in the circumstances, but not for
the purpose of expressing an opinion on the effectiveness of internal control. An audit
also includes evaluating the appropriateness of accounting policies used, the
reasonableness of accounting estimates made by management, as well as evaluating the
overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to
provide a basis for our opinion.

NATO UNCLASSIFIED
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Opinion on Financial Statements

In our opinion, the restated financial statements present fairly, in all material respects, the
financial position of the New NATO Headquarters as of 31 December 2013, and of its
financial performance and its cash flows for the year then ended in accordance with the
NATO Accounting Framework.

Report on Compliance
Management’s Responsibility for Compliance

In addition to the responsibility for the preparation and presentation of the restated
financial statements described above, management is also responsible for ensuring that
the financial transactions and information reflected in the financial statements are in
compliance with the NATO Financial Regulations and the NATO Civilian Personnel
Regulations as authorized by the North Atlantic Council (NAC).

Auditor’s Responsibility

In addition to the responsibility to express an opinion on the restated financial statements
described above, our responsibility includes expressing an opinion on whether the
financial transactions and information reflected in the financial statements are, in all
material respects, in compliance with the NATO Financial Regulations and the NATO
Civilian Personnel Regulations. This responsibility includes performing procedures to
obtain reasonable assurance about whether the funds have been used for the settlement
of authorized expenditure and whether their operations have been carried out in
compliance with the financial and personnel regulations in force. Such procedures
include the assessment of the risks of material non-compliance.

We believe that the audit evidence we have obtained is sufficient and appropriate to
provide a basis for our opinion.

Opinion on Compliance
In our opinion, in all material respects the financial transactions and information reflected
in the restated financial statements are in compliance with the NATO Financial

Regulations and the NATO Civilian Personnel Regulations.

Brussels, 27 February 2015

Dr Charilaos Charisis
Chairman

NATO UNCLASSIFIED
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INTERNATIONAL BOARD OF AUDITORS FOR NATO

LETTER OF OBSERVATIONS AND RECOMMENDATIONS
FOR THE NEW NATO HEADQUARTERS

(NNHQ)

FOR THE YEAR ENDED 31 DECEMBER 2013
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Introduction

The International Board of Auditors for NATO (Board) audited the New NATO
Headquarters (NNHQ) Restated Financial Statements for the year ended 31 December
2013, and issued an unqualified opinion on those financial statements, and on
compliance.

Observations and Recommendations

During the audit, the Board identified two observations and provided three
recommendations. The first observation relates to the restatement of the financial
statements, which was done to correct a material misstatement that had occurred in the
accounting treatment of some of the advances made by Belgium (the Project
Management Team, or PMT) to the contractors and to include additional disclosure on
the nationally funded component. The second observation relates to the level of cash
advances made to NCIA.

The Board issued its audit opinion on the restated financial statements. As a result, these
observations and recommendations do not impact the audit opinion.

The Board also followed up on the status of the observation from previous years’ audits
and noted that the observation has been settled.

The Board also issued a separate management letter (IBA-AML(2014)03) to the
International Staff Financial Controller with an observation related the implementation of
the Enterprise Resource Planning (ERP) system and the follow-up of prior year
management letter observations.

NATO UNCLASSIFIED
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1. RESTATEMENT OF THE FINANCIAL STATEMENTS
Reasoning
1.1 The costs related to the New NATO Headquarters construction contract are

currently being reported as an asset called ‘Infrastructure, Plant and Equipment’ in the
Statement of Financial Performance. Only works that have actually been completed
(billed before or during the period year or to be billed after the period year) should be
recognized as ‘Infrastructure, Plant and Equipment’.

1.2 Also, the financial statements should present information on the execution related
to all funding in the approved Long Term Programme Budget (LTPB). This includes the
common funding and the national funding components. A national funding component
(“the external walls”) of EUR 99 million is included in the LTPB.

Findings

1.3 As part of an agreement (Convention 1) related to a 2012 contractor claim, PMT
has made EUR 19.3 million of cash advances at the end of 2012 and the beginning of
2013 to cover the pre-financing needs of some of the sub-contractors.

1.4 The full amount of these advances had been recorded as ‘Infrastructure, Plant
and Equipment’ as of 31 December 2013. However, the Board found that only EUR 7.6
million of these advances were related to works completed by 31 December 2013. This
resulted in misstatements in the Statement of Financial Position. ‘Infrastructure, Plant
and Equipment’ was overstated and ‘Prepayments’ was understated by EUR 11.7 million.
This also resulted in the current liability ‘Unearned Revenue and Advance Contributions’
to be understated and the non-current liability ‘Long-term Unearned Revenue Funding
Work in Progress’ to be overstated by the same EUR 11.7 million.  The financial
statements were restated to correct for these misstatements.

1.5 Separately, the Board found that, despite the national funding component
expenditure being reported in the ‘Infrastructure, Plant and Equipment’ asset account in
the Statement of Financial Position, there was no further information on the execution of
the nationally funded component of the LTPB in the financial statements. To be
consistent and transparent, the Board recommended that such information be included
in the financial statements. The financial statements were restated to include such
information at the end of Note 16 to the financial statements.

Recommendation 1

1.6 The Board recommends that the IS requests and reconciles regularly the PMT
monthly status of advances made to sub-contractors so that only the value of invoices
related to work completed is recorded against ‘Infrastructure, Plant and Equipment’.

NATO UNCLASSIFIED
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Comment of the Financial Controller, International Staff, and the Director, HQ
Project Office

We agree with the recommendation.

Recommendation 2

1.7 The Board recommends that the IS continue to disclose separate execution
information related to the nationally funded component of the LTPB.

Comment of the Financial Controller, International Staff, and the Director, HQ
Project Office

We agree with the recommendation.

2. LEVEL OF CASH ADVANCES REQUESTED BY THE NATO
COMMUNICATION AND INFORMATION AGENCY (NCIA)

Reasoning

2.1 NCIA is the Host Nation for the implementation of the Active Network
Infrastructure project (ANWI). Based on NATO Security Investment Programme (NSIP)
procedures, NCIA requests an advance payment from the NATO Headquarters Project
Office each year.

Finding

2.2 The Board found that NCIA has requested the full amount of the budget line for
ANWI in the LTPB irrespective of actual cash needs. See the following:

- The LTPB 2013-2017 included a budget line for ANWI for the year 2013 of EUR
8.1 million (without contingencies). NCIA sent a EUR 8.5 million advance invoice
dated 4 November 2013. However, only EUR 1.7 million had been incurred as
expenses by the year end 2013.

- The LTPB 2014-2017 included a budget line for ANWI for the year 2014 of EUR
24 million. NCIA sentin 2014 an advance invoice of that full amount. This invoice
was not paid, though, as the Office of Financial Control and the New
Headquarters Project Office assessed that it was an advance for 2015 and the
payment was not justified.

2.3 The impact on the ANWI project of the 4.5 month extension to the construction
contract has been assessed later in 2014 with extra costs of + EUR 1.5 million' and a
shift of the ANWI project starting date.

1 Actually offset by savings of EUR 2 million since inception of the ANWI project. Therefore as at November
2014 there was an overall savings of EUR 500,000 for the ANWI project.

NATO UNCLASSIFIED
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24 It was only in November 20142 that the LTPB 2015-2017 adjusted the
implementation planning of the ANWI, resulting in a much lower level of expenditures in
2015: EUR 5 million instead of EUR 31 million as had been planned in the previous LTPB.
NCIA call for funds could be based on outdated LTPB figures instead of actual expected
expenditures.

Recommendation 3

2.5 The Board recommends that the IS request NCIA call for advance payments
based on actual expected expenditures rather than LTPB approved amounts.

Comment of the Financial Controller, International Staff, and the Director, HQ
Project Office

As from the second bullet of paragraph 2.2 and beyond, IBAN refers to facts
which took place after 31 December 2013. IBAN is not challenging the way these
events were treated and disclosed in the 2013 financial statements. It is,
therefore, unclear how the observation refers to the audit of the New NATO HQ
2013 financial statements. The invoice of EUR 24 million was not paid because
it was assessed by the OFC and NHQPO that it was an advance for 2015 and
that the payment was not justified. In so doing, related cash continues to
generate interest to the benefit of member Nations. Therefore IBAN appears to
recommend that we continue to do as we have been doing. The IS will continue
to address this with NCIA, in particular to clarify whether the invoices received
are advances or correspond to services provided.

We assume that IBAN will also raise this matter with NCIA.

Board’s Position
The Board mentioned the 2014 advance requested by NCIA in order to highlight
the practice of NCIA to call for funds based on LTBP rather than expected cash
expenditures. There is no impact on the 2013 New Headquarters Financial

Statements.

The Board concurs with the way OFC and NHQPO have treated the 2014 calls
for funds of the Agency and reiterates its recommendation.

2 The last LTPB (2015-2017) has been approved on 4 November 2014 (DPRC-D(2014)0001 & 0001- REV1
on 7 November 2014.

NATO UNCLASSIFIED
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FOLLOW-UP OF PREVIOUS YEARS’ OBSERVATIONS

The Board reviewed the status of the observation and recommendation arising from the
previous report. The observation and its status are summarised in the table below.

Status of previous years’ observations

OBSERVATION / RECOMMENDATION ACTION TAKEN

STATUS

Audit Report 2011 Financial Statements
IBA-AR(2013)09

Miscalculation of “Advance to PMT”
recorded in current assets

In the 2011 New NATO HQ Financial The calculation has been
Statements, an amount of EUR 15.1 million | corrected in the 2013 financial
was recorded as an advance towards PMT. | statements.

This balance corresponds to the difference
between all payments made to PMT minus
all costs and liabilities to suppliers recorded
by PMT up to 31 December 2011.

Due to a mathematical error, the advance to
PMT of EUR 15.1 million (included in
current assets) is not accurate. According
to the Board’s calculation, the amount
should be EUR 13.9 million; therefore the
advance to PMT is overstated by EUR 1.2
million. This error impacts both the
"Advance to PMT" account in receivables
and the "Unearned Revenue from
Budgetary Credits Line" account in
liabilities.

Conclusion
The “Advance to PMT” recorded in current

assets and unearned revenue is overstated
by EUR 1.2 million.

Observation
Settled.

NATO UNCLASSIFIED
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Summary Note for Council by the
International Board of Auditors for NATO
on the audit of the financial statements of the
New NATO Headquarters (NHQ)
for the year ended 31 December 2014

At the Washington Summit, in April 1999, the Heads of State and Government of NATO
countries formally decided to build a new NATO Headquarters in Brussels to meet the
Alliance’s needs in the twenty-first century. The North Atlantic Council, upon
recommendation of the Civil Budget Committee, approves the budget for the new NATO
Headquarters. It is funded from national contributions based on a specific cost-share
agreement among the NATO nations.

Budget authorizations for 2014 totalled EUR 288.7 million, of which EUR 239.5 million
relates to the 2014 budget and EUR 49.2 million relates to credits brought-forward from
prior year budgets. The total valuation of the New NATO Headquarters under
construction as of 31 December 2014 has been recorded for an amount of EUR 575.4
million.

As a consequence of a claim submitted by the construction contractor, the estimated date
for completion of the project has been deferred to the second semester of 2016 with an
extra cost of EUR 120.1 million, bringing the total overall budget to EUR 1.124 billion.

The Board issued an unqualified opinion on the New NATO Headquarters’ Financial
Statements for the year ended 31 December 2014 and on compliance without any current
year observation.

The Board also followed up on the status of the observation from previous years’ audits
and noted that the observations have been settled.

The Board also issued a separate management letter to the International Staff Financial
Controller without any observation and the follow-up of prior year management letter
observations.

The International Staff Financial Controller did not make any formal comments.
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INTERNATIONAL BOARD OF AUDITORS FOR NATO

AUDITOR’S REPORT ON THE FINANCIAL STATEMENTS OF
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REPORT OF THE INTERNATIONAL BOARD OF AUDITORS
FOR NATO TO THE NORTH ATLANTIC COUNCIL

Report on the Financial Statements

The International Board of Auditors for NATO (Board) audited the accompanying
Financial Statements of New NATO Headquarters, which comprised the Statement of
Financial Position as at 31 December 2014, and the Statement of Financial Performance,
Statement of Changes in Net Assets and Cash Flow Statement for the year then ended,
and a summary of significant accounting policies and other explanatory notes. The Board
also audited the Statements of Budgetary Operations and Credit Transfers Authorized by
the Financial Controller for the year ended 31 December 2014.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial
statements in accordance with the NATO Accounting Framework and the requirements
of the NATO Financial Regulations as authorized by the North Atlantic Council (NAC).
This responsibility includes the design, implementation and maintenance of internal
control relevant to the preparation and presentation of financial statements that are free
from material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our
audit, which is conducted in accordance with our Charter and international standards on
auditing. Those standards require that we comply with ethical requirements and plan and
perform the audit to obtain reasonable assurance about whether the financial statements
are free from material misstatement.

An audit involves performing procedures to obtain evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor's
judgment, including the assessment of the risks of material misstatement of the financial
statements, due to fraud or error. In making those risk assessments, internal control
relevant to the entity's preparation and presentation of financial statements is considered
in order to design audit procedures that are appropriate in the circumstances, but not for
the purpose of expressing an opinion on the effectiveness of internal control. An audit
also includes evaluating the appropriateness of accounting policies used, the
reasonableness of accounting estimates made by management, as well as evaluating the
overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to
provide a basis for our opinion.

NATO UNCLASSIFIED
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Opinion on Financial Statements

In our opinion, the financial statements present fairly, in all material respects, the financial
position of the New NATO Headquarters as of 31 December 2014, and of its financial
performance and its cash flows for the year then ended in accordance with the NATO
Accounting Framework.

Report on Compliance
Management’s Responsibility for Compliance

In addition to the responsibility for the preparation and presentation of the financial
statements described above, management is also responsible for ensuring that the
financial transactions and information reflected in the financial statements are in
compliance with the NATO Financial Regulations and the NATO Civilian Personnel
Regulations as authorized by the North Atlantic Council (NAC).

Auditor’s Responsibility

In addition to the responsibility to express an opinion on the financial statements
described above, our responsibility includes expressing an opinion on whether the
financial transactions and information reflected in the financial statements are, in all
material respects, in compliance with the NATO Financial Regulations and the NATO
Civilian Personnel Regulations. This responsibility includes performing procedures to
obtain reasonable assurance about whether the funds have been used for the settlement
of authorized expenditure and whether their operations have been carried out in
compliance with the financial and personnel regulations in force. Such procedures
include the assessment of the risks of material non-compliance.

We believe that the audit evidence we have obtained is sufficient and appropriate to
provide a basis for our opinion.

Opinion on Compliance
In our opinion, in all material respects the financial transactions and information reflected
in the financial statements are in compliance with the NATO Financial Regulations and

the NATO Civilian Personnel Regulations.

Brussels, 27 November 2015

Lyn Sachs
Chairman

NATO UNCLASSIFIED
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INTERNATIONAL BOARD OF AUDITORS FOR NATO

LETTER OF OBSERVATIONS AND RECOMMENDATIONS
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Introduction

The International Board of Auditors for NATO (Board) audited the New NATO
Headquarters (NNHQ) Financial Statements for the year ended 31 December 2014, and
issued an unqualified opinion on those financial statements, and on compliance.
Observations and Recommendations

There are no current year observations.

The Board also followed up on the status of the observation from previous years’ audits
and noted that the observations have been settled.

The Board also issued a separate management letter (IBA-AML(2015)16) to the IS
Financial Controller on the follow-up of prior year management letter observations.

The International Staff Financial Controller did not make any formal comments.

NATO UNCLASSIFIED
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FOLLOW-UP OF PREVIOUS YEARS’ OBSERVATIONS

The Board reviewed the status of the observation and recommendation arising from the
previous report. The observation and its status are summarised in the table below.

Status of previous years’ observations

OBSERVATION / RECOMMENDATION ACTION TAKEN STATUS
1. Audit Report 2013 Financial Statements
IBA-A(2015)49 paragraph 1
The Board recommends that the IS requests and | PMT monthly status reports were | Observation
reconciles regularly the PMT monthly status of | sent on a timely basis to HQPO for | Settled.
advances made to sub-contractors so that only | reconciliation.
the value of invoices related to work completed is
recorded against “Infrastructure, Plant &
Equipment”.
2. Audit Report 2013 Financial Statements
IBA-A(2015)49 paragraph 1
The Board recommends that the IS continue to | Nationally Funded Component | Observation
disclose separate execution information related | execution statements are | Settled.
to the nationally funded component of the LTPB. | summarized in Note 16 of the

financial statements.

3. Audit Report 2013 Financial Statements
IBA-A(2015)49 paragraph 2
The Board recommends that the IS request NCIA | Call for advance payments adjusted | Observation
call for advance payments based on actual | to expected expenditures. Settled.

expected expenditures rather than LTPB

approved amounts.

NATO UNCLASSIFIED
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