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UNDP management response to
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(Item 17: DP/2007/37)
Executive Board of UNDP/UNFPA

Annual Session, June 2007, New York

Introduction
This paper provides the UNDP management responses to the 2006 Report of the Office of Audit and Performance Review (OAPR). Pursuant to decisions of the June 2006 session of the Executive Board (EB) (2006/13), this paper has been organized to address the following areas as directed by the Board:
(a) Management strategy for managing and monitoring audit findings;

(b) Status update on Enterprise Risk Management (ERM) initiative in UNDP;
(c) Status update on measures to promote the use of national execution while addressing fiduciary risks associated with Nationally Executed (NEX) modality;

(d) Management responses to key and recurring issues identified by internal audit report including audit recommendations that have been outstanding for 18 months or more.

In our response, we have taken duly into account the advice of the Audit Advisory Committee (AAC)
A. Management strategy for managing and monitoring audit findings
 AUTONUM   The key aspects of our strategy for managing and monitoring audit findings are: (1) Focusing on the top 15 audit priorities
 to ensure management focus (2) Reinforcing our risk based audit planning methodology for audit of country and HQ offices; (3) Enhancing our audit tools and processes for more timely management interventions and (4) Identifying systemic issues in the framework of the regular update to Operations Group chaired by the Associate Administrator as well as in regular update meetings with respective Bureaux.
 AUTONUM   Focusing on the Top 15 audit priorities list to ensure clear management focus and audit accountability across the organization. The top 15 audit priorities are currently being used for monitoring at the Operation Groups chaired by the Associate Administrator and communicated at Regional Bureaux (RBx) cluster meetings to highlight management priority at all levels (Bureau and CO office).  The top 15 audit issues and the accompanying accountability matrix for audit follow up clarifies expected responsibilities and accountability of RR, Bureau Directors to Associate Administrator and Administrator. See Annex A
 AUTONUM  .Reinforcing our risk based audit planning methodology for audit of country and HQ offices: The country office risk assessment methodology developed by OAPR since 2005 continues to be an important management tool to ensure that we optimize the utilization of our audit resources and that risks are addressed at the earliest stage. As noted in the report, currently the audit plans of both OAPR and UN Board of Auditors are aligned to leverage independent risk assessments of both parties and to avoid unintended duplication of audit coverage.  The result of this effort gave management the assurance that all country offices rated as “very high risk” and “high risk” as well as carefully selected offices rated as “medium risk” have been audited in 2005-2006 or will be audited in 2007. This risk based planning methodology is now extended to audit planning of HQ offices.
 AUTONUM   Enhancing audit reporting tools and processes for more timely management interventions: To encourage transparent reporting of audit results and audit implementation status and to ensure more timely management interventions at the country office and HQ Bureau level, Management is working with OAPR to explore how the results of audits including high risk areas could be communicated formally to management at HQ and Country office within 4 months after the completion of the field work. 

 AUTONUM   Identifying systemic issues: To proactively address emerging systemic issues, OAPR will brief the Operations Group on a six monthly basis on key and emerging audit issues identified in their audit work. At the regional levels, RBx will work with the respective OAPR Regional Audit Service Centers (RASC) to identify regional specific audit issues. 

B. Status update on ERM initiative
 AUTONUM  . Risk Management continues to be an important focus area within the overall Accountability Framework to be implemented. The Risk Management Committee chaired by the Associate Administrator will continue to provide strategic leadership and guidance to the mainstreaming of ERM into our organizational policy, processes and culture. The ERM Policy and Guideline document and the ERM Portal pilot launch will be rolled out soon. 

 AUTONUM   Leveraging on the pro bono services of external consultants and building on the preliminary work done by OAPR, ground work on the ERM initiative started in mid 2006 under the direction of the Risk Management Committee chaired by the Associate Administrator. 

 AUTONUM   This is the start of a longer term effort to mainstream risk management as an integral part of our activities and operations. Over the longer term, it will enable UNDP to move towards more systemic and proactive risk management, to mainstream risk management into our planning, operational and management practices to facilitate effective strategic planning and accountable decision making process. The key next steps include the endorsement of the strategy for mainstreaming ERM into UNDP work planning policy and processes and the formalization of the Risk Management processes within UNDP.
C. Measures to promote national execution and address fiduciary risks

 AUTONUM   UNDP is committed to the goals of national capacity building and will continue to leverage the Harmonized Cash Transfer (HACT) modality as a way of addressing fiduciary risks associated with NEX financial management while contributing to national capacity building with programme countries. Specific steps include: (1) Using results of macro and micro assessment instrument within HACT to coordinate capacity building of Government Institutions; (2) Reviewing current NEX project arrangement with recurring audit qualifications; (3) Working with Government to strengthen the understanding and clarity of responsibilities and accountability for NEX projects; (4) Strengthening country office NEX support unit and (5) the UNDP NEX Task Force to make specific policy and practice recommendations.

 AUTONUM   Using results of macro and micro capacity assessments to coordinate capacity building of Government institutions: Current HACT policy requires that for each Implementing Partner, the Agencies effectively and efficiently manage this risk by conducting an assessment of  the Implementing Partner's financial management capacity; applying appropriate procedures for the provision of cash transfers to the Implementing Partner; and maintaining adequate awareness of the Implementing Partner's internal controls for cash transfers through assurance activities. UNDP is fully committed to capacity building of programme countries and will use the results of the macro and micro assessments to identify strengths and weaknesses in the Public Financial Management (PFM) system and the financial management practices of individual Implementing Partners so as to identify targeted areas for capacity development within the Government Institutions.
 AUTONUM   Reviewing project arrangement with NEX projects with recurring audit concerns: Based on results of the capacity assessment, UNDP will propose the appropriate cash transfer modalities within the frameworks of programme content and operational agreements described in the Country Programme Actions Plans (CPAPs). Different cash transfer modalities carry with them different level of responsibility and accountability. Given the current concern expressed by the UN Board of Auditors regarding financial qualification of NEX projects, UNDP is preparing to review current project arrangement with Implementing Partners in programme countries that are receiving significant financial qualification with their qualified audit opinions of NEX projects. Therefore where there is evidence that the Implementing Partners do not have adequate capacities for financial management and/or weak internal controls, the modality may have to be reviewed or adjusted accordingly. UNDP is sensitive to the overarching objective of national capacity building and also the ramification of a change and intends to approach the matter on a consultative manner with the required guidance and support of the Executive Board. 
 AUTONUM   Working with Government to strengthen understanding and clarity of responsibilities and accountability for NEX projects: This is an on going process and in line with the overall objective of national capacity building. There will be continuing efforts at regional and country level. RBLAC for example translated NEX guidelines into the working language of the government providing greater clarity of mutual responsibilities and accountability in project execution. In Afghanistan, where there was significant NEX audit qualification, the office, in consultation with HQ RBAP has introduced specific measures to strengthen internal controls and clarity of responsibilities and accountability for NEX projects. These included (a) the recruitment of a Control and Oversight Officer well versed in UNDP Financial Rules and Regulations (b) Further strengthening of internal controls and procedures at the office (c) Reconciliation of the transitional items due to differing practice of accounting periods of the Government and UNDP 
 AUTONUM   Strengthening internal NEX support unit at the country offices: To address weaknesses identified by OAPR in the administration of NEX audit exercise, UNDP will continue to strengthen internal capacity of its NEX support unit locally and regionally through targeted training at regional training workshops. In addition, one of the Regional Bureau is exploring the development of an interactive NEX training course targeted at UNDP staff, project personnel and local auditors. 
 AUTONUM   UNDP NEX Task Force to make specific policy and practice recommendations:  At the corporate level, UNDP has established a NEX Task Force to be chaired by the Comptroller and Director Office of Finance and Administration in close consultation with Director of Capacity Development Group (CDG) and other Bureaux representatives. The Task Force will be responsible for making specific recommendations on related NEX policies and practices including specific recommendations raised by the Audit Advisory Committee. 

D.  Management responses to key and recurring audit issues identified by OAPR

 AUTONUM   The five specific areas
 raised by OAPR report is a subset of the larger top 15 audit priorities that were shared with the Executive Board session in January 2007. UNDP will continue to leverage the top 15 audit issues identified and to communicate its management expectations for managers at the country offices and the RBX to deal with the underlying issues associated with these audit priorities. UNDP has and will continue to focus on specific key and recurring high priority audit concerns raised by OAPR in 2006. 

 AUTONUM   Reinforce the policy and practice of regular project monitoring visits and reporting and evaluation: This is an ongoing effort. While current evaluation policy
 has made evaluation plan a required submission to the Executive Board along with the Country Programme Document (CPD) for approval, the implementation of project review, project visits etc require further reinforcement. Prescriptive content on responsibility and accountability of the project monitoring and reporting visits etc will be further clarified and reinforced in training workshops. 

 AUTONUM   Mix of a short term solution of centralized support and SWAT team approach to bank reconciliation for offices with limited capacity with a medium to long term approach of exploring the establishment of Regional Accounting Service Centers: In the short term, for the few country offices that do not have the required staff capacity, the bank reconciliation duties will be performed centrally by the Office of Finance and Administration (OFA). At the same time, OFA is working in close collaboration with the Regional Bureax to establish SWAT teams (special task forces) to assist country offices that require additional assistance in completing their bank reconciliations. Over the medium to longer term, UNDP will not only continue to encourage financial professionalization through the Financial Training and Certification Programme (FTPC), but will also work with the respective RBx on the establishment of the Regional Accounting Services Centers in line with the Regionalization review study currently in progress.
 AUTONUM   Leveraging procurement dashboard and post facto follow up with potential cases of non submission to contract committee: UNDP will leverage the Procurement dashboard to track potential deviation of the current policy. The current practice is for all contracts exceeding $30,000 to be reviewed by the local contract committee at the country office while contract in excess of $100,000 must be cleared by the ACP Committee at HQ.  The procurement dashboard will enable country offices and Regional Bureaux to look into instances where there is no submission of contract to the relevant contract approval committee. At the HQ level, the on-line ACP system that was implemented in 2006 has been useful in enabling the ACP track and process contract approval electronically and transparently. A similar on-line CAP system is being explored that will enable transparent reporting of contracts reviewed by the local contract committee.

 AUTONUM   Reinforcing responsibility of executing partners to record project assets: This is one of the top 15 audit issues identified and also one of the key observations by the UN Board of Auditors in their recent audit of 8 country offices in January-March 2007. There is a need for executing partners to comply with requirement for proper recording, certification and maintenance of project assets.  The prescriptive content on the responsibility and accountability of project asset recording and physical verification is being further clarified in the UNDP User Guide.
 AUTONUM   Clarifying recruitment policies and guidelines for country offices including competency based recruitment training. The Office of Human Resource (OHR) has and will continue to provide training (through Regional Training Workshop) and guidance to country offices on recruitment standards. Starting with HQ offices, OHR will conduct competency based recruitment training to reinforce the importance of transparent and objective staff selection.
 AUTONUM   Addressing underlying issues with outstanding audit recommendations for 18 months or more: UNDP has also reviewed the underlying issues around the list of 34 audit recommendations that have not been resolved for 18 months or more. A review of the outstanding audit recommendations indicates that several of these outstanding audit recommendations require direct cooperation of our government counterparts and development partners. These included collection of Government Local Office Contribution and dues from Government Cost Sharing funds, updates to Standard Basic Assistance Agreement etc. These 34 audit recommendations are being followed up by respective country offices in consultation with their Bureaux. 
 AUTONUM   In the area of IPSAS implementation and Atlas upgrade, UNDP will address key system and organization change management issues and related risks with the convergence of the Atlas upgrade and the phased implementation of IPSAS. Governance of the IPSAS and Atlas upgrade project has been formalized at an inaugural workshop and at the Project Board meeting in mid April 2007. The Comptroller and Director, Office of Finance and Administration (OFA) is the Executive Sponsor responsible for the overall direction and business case of the project while the Director of the Center for Business Solutions (CBS) has been appointed the programme manager responsible for overall project quality and system integration between the Atlas upgrade and IPSAS project.  The project scope includes the accounting policy reviews, reporting and training arrangement for management users as well as for donors. The current training and certification programme is another key component of the strategy in preparing the staff for the implementation of IPSAS.
 AUTONUM   In the area of bank reconciliation, UNDP is currently actively exploring both short term and longer term measures to implement more sustainable solutions to the issue. Besides targeted training on bank reconciliation, implementation of a simplified bank reconciliation upload facility in Atlas, closer country office monitoring and targeted support for offices with capacity issues, UNDP will be implementing sub regional shared service centers to provide pooled financial expert resources to ensure performance of monthly bank reconciliations. At the HQ level, OFA has engaged independent consultants to review the bank reconciliation processes, perform a workload analysis and also identify gaps in skill sets in the current change management process.
 AUTONUM   In the area of the Trust Funds deficit, Specific risk management guidelines are being provided for contributions by donors to “Other Resources” as well as to enhancing our Euro reporting tool to enable country offices to better manage growing gaps in currency related deficits. UNDP management is also reviewing specific requirements on conducting business with the EC as a donor.

 AUTONUM   In the area of Internal Control and Accountability, UNDP is taking steps to strengthen the Accountability Framework (AF) throughout UNDP. Building on the effectiveness of the Fraud hotline for anonymous reporting as well as through the office of the Ombudsperson, UNDP is implementing a number of accountability related instruments to be completed in the course of 2007. This includes: (1) rolling out the Ethics and Code of Conduct training to all staff, (2) implementing the Financial Disclosure policy (FDP); (3) formalizing the legal framework for addressing non compliance with ethical and professional standards with specific emphasis on whistle blower protection policy against retaliation by affected parties. (4) Update of the UNDP Organizational Handbook to reflect increasing focus and clarity on expected responsibilities and accountabilities of staff and managers across the organization and between departments to achieve organizational results and mandate. 
 AUTONUM   Other control measures taken include: (1) leveraging audit trail implemented since Atlas Go Live to track high risk areas such as changes to key Atlas tables including staff payroll, dependent tables, job tables, personal bank accounts, compensation and pension fund tables etc (2) additional implementation of audit trail functionality in Atlas since July 2006 to track changes to vendor approval, vendor bank accounts information and investment or foreign exchange documents; (3) the implementation of approval workflow in Atlas to ensure authorized approval of payment vouchers based on pre-defined approval limits (4) the restriction of access to Atlas pages for unauthorized transactions (5) the roll out of the Procurement and Finance User Guide and more recently (6) the implementation of the Oversight monitoring system to  strengthen the monitoring capability of central Bureaux and country offices to detect potential payment anomalies, infringement of internal control policies and guidelines. 

Conclusion

 AUTONUM   Proactively addressing the top 15 audit issues continues to be the management priorities at UNDP in 2007. Besides taking a more risk based approach in the selection of offices to be audited, it is necessary to address the underlying structural and capacity issues in collaboration with our partners and programme countries. At the Regional Bureau level, specific efforts have been made to reinforce oversight support arrangement to enable UNDP proactively manage risks, address underlying reasons for recurring audit issues and provide quality assurance of project design, management and evaluation plans as well as the promotion of best practices etc. We will continue to work closely with our Government implementing partners to contribute towards national capacity building. UNDP will use the results of the macro and micro assessments under the Harmonized Cash Transfer (HACT) to identify areas for capacity building in Government Institutions and to balance fiduciary risks associated with NEX financial management. Where there are recurring audit concerns, a review of the existing project arrangement with the implementing partners in programme countries will be explored with the objective of addressing NEX audit risks within the overall framework of national capacity. At the corporate level, UNDP will also continue to build upon the very constructive and useful interaction with the Audit Advisory Committee in key areas. 
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Annex A: Top 15 audit concerns and accountability matrix for audit follow up in UNDP
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� The Top15 audit priorities were established based on a joint effort of senior management team and OAPR in identifying the key and recurring audit issues raised in both internal and external audit reports.


� (1) Development Services including project management; (2) Country programme monitoring and reporting etc (3) Financial management including bank reconciliation (4) Procurement and project asset management and (5) Human resource including recruitment and transparent selection process.


� As endorsed at the June 2006 session of the Executive Board (DP/2006/28)
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