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Introduction
 AUTONUM   This paper describes the UNDP management responses to the 2007 Report of the Office of Audit and Investigation (OAI) (DP/2008/20). This paper takes into account inputs from the UNDP Audit Advisory Committee (AAC) as well as audit findings from the UN Board of Auditors (UNBOA) arising from their audit of 11 UNDP country offices and their interim HQ audit in 2007. Pursuant to decisions of the Executive Board (EB) (DP/2007/29) this paper has been organized to address the following areas as specifically directed by the Board:
(a) Management plans in addressing key audit issues raised in the OAI report;

(b) Measures taken to further strengthen national execution modality while addressing associated operational risks and weakness identified; and
(c) Measures taken to mitigate risks related to the bank reconciliation, the management of trust funds deficits and Atlas.
 AUTONUM   Consistent with its commitment to strengthen its culture and system of accountability, UNDP management values the independent institutional oversight roles of the OAI and the AAC in providing independent assurance and drawing management attention to key audit findings and related operational risks. It is also important to note that, inherent in the current risk-based audit planning methodology adopted by OAI, some of the high priority audit issues raised also reflected the nature of risks in these high risk country offices audited. While relevant, these results should not be taken summarily as representative of the global UNDP country offices. 
A. Management plans in addressing key audit issues raised in OAI report
 AUTONUM   UNDP will continue to build upon efforts  since 2006 to address both the specific audit findings highlighted in the OAI report as well as systemic and/or structural issues underlying these audit observations.  The Operations Group (OG) chaired by the Associate Administrator will monitor progress made in addressing the Top 15 management priorities
 in UNDP and review measures to strengthen programmatic accountability and to enhance internal capacity to address the main causes of recurring audit observations identified by OAI namely; (a) compliance issues regarding prescribed regulations, rules and procedures and (b) insufficient supervision by managers at country office and regional levels. In addition, current and emerging country and/or region-specific audit issues are currently been reviewed at quarterly dialogues between Bureau of Management (BOM) and Directors of Regional and Central Bureaus and their senior management teams. UNDP will continue to leverage the Programmatic and Operations Policy & Procedures (POPP)
 launched in January 2008 that provides clear, up-to-date direction to UNDP staff on programming and operational requirements, with a view to achieving the development and management results set forth in the organization’s strategic framework; and set standards for accountability and transparency. 
 AUTONUM    UNDP management has taken careful note of the recommendations described in Section III of the OAI report. In response, it is taking specific actions to address the following 5 key and most recurrent audit issues raised in the report.
 AUTONUM   Improving timeliness of NEX audit reports and audit follow-up:  UNDP management is pleased to note that there has been “substantial improvement” in the administration of NEX audit process at UNDP country offices compared with previous year. With the move by OAI (at the recommendation of the Audit Advisory Committee) to a more risk based approach to the selection of  NEX projects to be audited annually, UNDP believes that it will in part address the issue about the persistently late submission of NEX audit reports. In addition, with the planned regionalization of NEX audit report evaluation support at the 5 regional audit centers, UNDP expects to be able to improve the quality of NEX audit reports produced by Supreme Audit Institutions (SAI) in the country and by appointed auditing firms.  Where there is limited capacity within the national SAI, different options are being explored including formalizing Long Term Arrangement at the Regional or Sub Regional level with prescreened auditing firms so that we can benefit from our investment in the learning curve of NEX auditors and ensure consistent NEX audit quality. As flagged by OAI, “distribution of ratings for audit outcome was  comparable to 2006” indicating the need to address responsiveness of NEX project management in the programme government to NEX audit recommendations and prompt audit follow-up particularly in the area of financial management and project monitoring. Different measures in terms of better communication, training, work-planning and capacity development are currently being examined. The Regional Bureau of Latin America and the CIS is exploring options to implement its NEX audit dashboard monitoring system. 
 AUTONUM   While UNDP management is pleased that the financial impact of audit qualifications on nationally implemented projects in 2006 has been significantly reduced to $11.8 million or 0.7% of audited expenditure (compared with $24.1million in 2005), UNDP will pay specific attention to a handful of country offices where there were significant financial impacts in its audit qualification. In response to specific audit concerns flagged by the UN Board of Auditors in their recent audits of 11 country offices and Global Environment Facility (GEF), UNDP is working with programme country governments to address capacity interventions required and/or alternate project arrangement for projects that continue to receive qualified audit opinions with significant financial qualification. In addition, UNDP is amending its financial policy and procedure instructing UNDP country offices that until long outstanding NEX advances (more than one year) have been liquidated, no further NEX advances would be disbursed. As more and more harmonized programmes implementing the Harmonized Approach to Cash Transfer (HACT) in 2008, a HACT specific audit regime and guidelines would be developed by OAI.  

 AUTONUM   Strengthening project monitoring as a key component of programmatic accountability: UNDP recognizes its roles and accountability as a key development partner in programme countries, for the quality of project design and for monitoring the effective and efficient use of resources for the achievement of programme results.  This is a gradual process with improving methods and assessment instruments, with the necessity for project monitoring at various levels within the organization. Key measures taken so far to strengthen project monitoring include: (a) On-going project management training for UNDP programme and project staff with specific emphasis on areas of recurring audit concerns; (b) the launch of the updated Programme ad Operations Policy and Procedure (POPP) including Project and Programme Management in UNDP to underscore programmatic accountability and responsible risk management and reporting; (c) the further clarification of the different level of country office support modality to nationally implemented projects and aligning them to national procedures; (d) the formalization of the expected standards for quality assurance activities associated with project design, project monitoring and reporting in compliance with prescribed programmatic policies and (e) the launch of the new Enhanced Results Based Management (ERBM) Platform – an online results management tool, populated with verifiable ATLAS data, through which Country Offices plan, monitor and report on project level results and link these to higher level development outcomes, including Strategic Plan Outcomes.

 AUTONUM   Implementing Regional Shared Accounting Service Center to address capacity issues in bank reconciliation issues: This is further elaborated in section C of this report. UNDP believes that together with a push for the increase in the number of finance staff professionals in UNDP offices,   the implementation of the Regional Shared Accounting Service Center within the larger regionalization initiative is central to addressing the sustainability of regular bank reconciliations in country offices facing either temporary and/or limited capacity. This reimbursable service level arrangement enables management in smaller and targeted country offices to have access to the required pooled financial expert resources in financial management and monthly bank reconciliations that otherwise would have been unsustainable or not cost-effective.
 AUTONUM    Building procurement oversight capacity and improving asset recording at country offices: Targeted training and management support will be provided by the Regional Chief Procurement Officer (RCPO) .In addition, the Procurement Support Office (PSO) of the Bureau of Management will extend its on-line Procurement Contract Monitoring and Approval system (called ACP online system currently implemented at HQ to country offices to ensure visibility of procurement contract approval process at the country offices and strengthen procurement oversight. In relation to contract approval committee (CAP) competencies the procurement certification examination will be made mandatory. In addition, the Procurement Support Office within the Bureau of Management is in the process of establishing specific policy guidelines on suspension and removal of vendors from UNDP rosters if they perform poorly or engaged in unethical and/or corrupt practices. In consultation with other members of the High Level Committee (HLCM) of the Procurement Network, UNDP will also establish policy to deal with vendors that have been suspended or removed from rosters of other UN and international organizations. On asset records management, UNDP will build on past software customization to prevent key asset data entry errors. In addition, , the Office of Finance and Administration (OFA) in the Bureau of Management has implemented half yearly asset certification exercise in 2007 to minimize last minute work to rectify asset recording errors at year end. Specific additional guidelines on the recording and disposal of non-functioning assets past its useful life span have been provided to improve quality of asset recording at UNDP offices.
 AUTONUM   Promoting an environment for transparent and competitive recruitment and selection processes: UNDP will continue to strengthen its recruitment planning, vacancy management and talent support systems to address gender and demographic imbalances in its staff composition. The recruitment policy guidelines are currently being updated to reflect the expected standards of due diligence in the selection and appointment of staff and service contract holders. As part of the current review of the national recruitment policy and post classification exercise, UNDP will examine different options to strengthen transparency and due diligence in recruitment processes including how to empower HR practitioners administering the recruitment process in country offices for reporting recruitment irregularity to Office of Human Resource. 
 AUTONUM   On a broader level, UNDP continues to place increased emphasis on accountability and ethical standards. The UNDP Ethics has now been established following the appointment of an interim Ethics Advisor who also serves as a member of the UN Ethics Committee. The Ethics Advisor, who is the head of the UNDP Ethics Office, is now responsible for the implementation of the Financial Disclosure Policy and takes a proactive role in fostering management and staff awareness of UNDP standards on ethical behavior, the prevention of conflicts of interest, proper conduct and sound business practices. The Ethics Advisor will receive complaints of retaliation and review them in accordance with the updated Legal Framework for addressing non compliance with UN Standard of Conduct issued in September 2007.  The Ethics Office has recently launched the UNDP specific computer-based training course on Ethics that explains important aspects of the United Nations Code of Conduct which is based on the Secretary-General’s Bulletin on the Status, Basic Rights and Duties of UN Staff Members (ST/SGB/2002/13) as well as the Standards of Conduct for the International Civil Service and the UN Staff Regulations and Rules. This on-line course on Ethics is mandatory for all UNDP colleagues at all levels to be completed by the fourth quarter of 2008.  
B. Measures to strengthen national execution while addressing associated risks

 AUTONUM   UNDP is fully committed to the call arising from the Triennial Comprehensive Policy Review (TCPR) to continue to strengthen national execution bearing in mind the importance of building national capacity to meet national priorities whilst simplifying procedures and aligning them with national procedures.  Together with its ExCom partner agencies, UNDP has since 2006 adopted a common operational framework for transferring cash to National Implementing Partners. The implementation of the Harmonized Approach to Cash Transfers (HACT) is a multi-step process before country offices are fully HACT compliant. More than 120 country offices have started to prepare for HACT and are at various stages of implementation. Steps in the implementation include conducting training workshops, briefing UN country teams (UNCT) and Heads of Excom Agencies, setting up of HACT Task Force, developing roll out plans, conducting macro and micro assessments and assurance activities etc. Its implementation will significantly reduce transaction costs and lessen the burden that the multiplicity of UN procedures and rules creates for its partners pursuant to the Rome Declaration on Harmonization. In line with the Paris Declaration on Aid Effectiveness, the approach allows efforts to focus more on strengthening national capacities for management and accountability, with a view to gradually shifting to utilizing national systems. It will also help ExCom Agencies to shape their capacity development interventions and provide support to new aid modalities. Progress of the implementation has been encouraging and for it to succeed, it will also require active cooperation of other UN Agencies in the host country and willing participation of the programme country governments.
 AUTONUM   The implementation of the HACT for harmonized programmes is a key component of UNDP’s strategy for meeting the Board’s call for further strengthening national capacities in programme countries while managing fiduciary risks associated with nationally implemented projects. Operational and fiduciary risks (as identified by audit) are effectively and efficiently managed by: (a) assessing the Country Public Financial Management System and the Implementing Partner's financial management capacity; (b) applying appropriate procedures and modality for cash transfers to the Implementing Partner; and (c) conducting assurance activities on the  Implementing Partner's internal controls for cash transfers. Details of HACT are available at the UNDGO web site. 
 AUTONUM    The results of capacity assessments
 must be included in the CPAP so as to allow for coordination in resource mobilization for capacity development. Such assessments are undertaken once per programme cycle, preferably during Common Country Assessment (CCA), CPAP and AWP preparation, and enable ExCom Agencies and the Government to identify strengths and weaknesses in the Public Financial Management (PFM) system and the financial management practices of individual Implementing Partners, and identify areas for capacity development. It also helps ExCom Agencies to identify the most suitable resource transfer modality and procedures, and scale of assurance activities to be used with each Implementing Partner. 
C.  Measures to mitigate risks related to bank reconciliation, Trust Funds deficits and Atlas
 AUTONUM    Bank reconciliation: Measures taken by UNDP management included simplifying the bank reconciliation report and providing targeted support to specific country offices with temporary capacity and/or competency issues. These are now yielding encouraging results. As at January 2008, all 167 UNDP country offices have completed their bank reconciliations for the 2007 year end closing. This shows significant improvement when compared with 42 country offices in 2006. For the 2007 year-end closing, only a handful of country offices required direct support from Office of Finance and Administration, Bureau of Management (OFA/BOM), to their bank reconciliation. In line with the recommendation of the Audit Advisory Committee (AAC) UNDP has been working on reducing the amount of reconciling items. 
 AUTONUM   To ensure sustainability over the longer term, UNDP is currently piloting the implementation of the Regional Shared Accounting Service Center in Thailand. This arrangement enables smaller and targeted country offices with the required pooled financial expert resources in financial management and monthly bank reconciliations. Similar discussions are currently in progress with remaining bureaus within the larger regionalization framework. While the full impact could only be fully established over time, the UNDP professional certification programmes continue to be the primary means for UNDP to build internal staff competency in our core business functions. This is particularly important for financial staff in anticipation of the implementation of the International Public Sector Accounting Standards (IPSAS) by 2010. 
 AUTONUM   Trust Funds (TF) in deficits: EC funded trust funds deficits continue to be a concern. The existing Financial and Administrative Framework Agreement (FAFA) between UNDP and the EC calls for both budgetary control and financial reporting (from UNDP to the EC) to be done in Euros. However, since UNDP’s base currency is USD, all of its budgetary controls have been applied in USD. Those offices managing their EC-funded budget only using the USD budget/funding balance have, as a result, incurred significant exchange losses due currency exposure and exchange rate fluctuations. Measures taken to mitigate the associated risks have included the roll out of a Euro Reporting tool to better manage exchange rate fluctuations and the preparation of prescriptive content to further clarify the roles and responsibilities of Trust Fund Managers. 
 AUTONUM   Atlas: Measures implemented to further mitigate operational risks in Atlas include: (a) enhancement of audit trail capabilities in Atlas to track high risk transactions such as changes to key Atlas tables including staff payroll, personal bank accounts, compensation and pension fund tables, vendor approval, vendor bank accounts information and investment or foreign exchange documents; (b) enhancement of approval workflow in Atlas to ensure authorized approval of payment vouchers based on pre-defined approval limits defined in the Internal Control Framework (c) restriction of access to Atlas pages for unauthorized transactions and (e) the implementation of the Oversight system to detect potential payment anomalies, infringement of internal control policies and guidelines. The Internal Control Framework codified since 2005 is currently being updated to provide updated guidelines on expected duty of care in asset recording, disposal and certifications, additional controls implemented with the introduction of electronic procurement in Atlas, management of safes in HQ and country offices and specific guidelines on bank signatories and segregation of duties for treasury functions. In line with plans for the implementation of the International Public Sector Accounting Standards (IPSAS), UNDP will upgrade Atlas to capitalize on software enhancements provided by the vendor so as to address specific risks associated with current Atlas configuration.  

 AUTONUM   As noted by the Audit Advisory Committee, Atlas has become critical to UNDP in its operational support function and as a key management tool for its programmatic oversight and accountability at country offices, regional bureaus and at the organizational levels. As with other organizational experiences, taking the Atlas decision means that there is an on-going organizational commitment to periodic software and technology upgrades as well as the need for capital asset replacement strategy. In line with the recommendation of the AAC and in response to audit recommendation highlighted in the OAI report, UNDP is currently consulting with other UN Agencies and independent experts on how funding decisions for Atlas and key IT systems in UNDP could be better aligned with projected total life cycle costing information to protect the organizational investment and ensure business continuity. Support of the Board will be critical in implementing the multi-year funding support for the capital replacement strategy for Atlas.
� The Top15 management priorities were established in 2006 based on the joint effort of senior management team and OAI in identifying the key and recurring audit issues raised in both internal and external audit reports.


�  POPP is the authoritative source of operation and programmatic policies in UNDP. It  outlines key operational procedures and business processes, including results management; partnership management; contracts, assets and procurement management; financial management; human resources management; and project and programme management


� There are 2 levels of capacity assessments. The macro assessment that is conducted by independently qualified party) will review the country’s Public Financial Management (PFM) system. Areas typically covered include national budget development and execution process, the functioning of the public sector accounting and internal control mechanisms, audit and oversight, and financial recording systems and staff qualifications. The key findings of the Macro Assessment should be summarized in the Common Country Assessment (CCA). Micro assessment is a review of the each Implementing Partner (government or NGO that receives or is expected to receive cash transfers above an annual amount (US$ 100,000 combined from all Agencies, or as locally agreed among the ExCom Agencies. It reviews the Implementing Partner’s system of accounting, reporting, auditing, and internal controls. The results of micro assessments including the cash transfers modality to be effected, types of assurance activities to be conducted should be included in the Country Programme Action Plan (CPAP).
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