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Summary

The present report on UNFPA internal audit and oversight activities in 2011
responds to Executive Board decision 2011/22 and other pertinent Board decisions.
The report seeks to inform the Board of the most significant risks that could impact
the work of the Fund in a development environment marked by change and
challenges.

Following the introduction, section 1l of the report presents a review of oversight
activities completed in 2011. Section |11 provides an overall audit assessment of the
risk exposure of UNFPA. Section 1V highlights significant issues revealed through
the audit and evaluation activities of the Division for Oversight Services (DOS).
Section V discusses investigations. Section VI provides a detailed review of
internal audit recommendations issued in 2007-2011 and their implementation
status. Section V11 notes the management actions undertaken in follow-up to the 15
recommendations issued by DOS in its previous report (DP/FPA/2011/5). Section
VIII contains a recommendation. It should be noted that the audit and evaluation
reports issued in 2011 are listed in a separate annex available on the UNFPA
website.

The annual report of the UNFPA Audit Advisory Committee and the management
response thereto are contained in the addendum DP/FPA/2012/9 (Add.1). In
addition, a separate comprehensive management response is made available on the
UNFPA website.
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I ntroduction

1.  The present report provides the Executive Board with a summary of the internal
audit, evaluation*and investigation activities of UNFPA in 2011. It is presented following
the first full year of leadership under the present Executive Director. UNFPA is
undertaking several key initiatives associated with the implementation of a new business
plan. The present report seeks to inform the Executive Board of the most significant
UNFPA achievements in 2011 and the major risks that could impact the Fund's work in
an environment marked by development challenges in assisting countries in
implementing the Programme of Action of the International Conference on Population
and Development, and achieving the Millennium Development Goals. Furthermore,
pursuant to decision 2008/37, the annual report of the UNFPA Audit Advisory
Committee (AAC) and the management response thereto are provided in the addendum
(DP/FPA/2012/9, Add.1) to the present report. In addition, a separate comprehensive
management response is made available on the UNFPA website. Also, the audit and
evaluation reportsissued in 2011 are listed in a separate annex on the UNFPA website.

2. This report is presented at a time when UNFPA continues to address, as a top
organizational priority, the issues raised by the United Nations Board of Auditors (BOA)
in its report (A/65/5/Add.7) which was issued with a qualification on the financial
statements for the biennium 2008-2009. In its annual report on UNFPA internal audit and
oversight activities in 2010 (DP/FPA/2011/5) the Division for Oversight Services (DOS)
provided a risk analysis with 15 high-level recommendations aimed at bringing about
change and improvement in UNFPA operations. In response to that report and under the
guidance of the Executive Director, UNFPA has established its priorities through the
midterm review (MTR) of the strategic plan and the establishment of a business plan.
Annex 1 reflects the status of the implementation of the 15 recommendations issued in
2011 (in DP/FPA/2011/5) as reported by UNFPA management. DOS will bein a position
to vaidate the implementation of the management actions concerning these 15
recommendations during the course of the next 12-24 months.

3. Alist of audit reports issued by DOS is available on its website in accordance with
Executive Board decisions 2008/37 and 2011/23. The procedures for disclosure, as
stipulated in DP/FPA/2008/14, continue to apply. The two independent country
programme evaluations (CPESs) for Bolivia and Cameroon conducted by DOS are posted
on the evaluation page of the UNFPA website.

Oversight activitiesin 2011

4,  DOS completed 13 internal audit engagements, five advisory services and two
country programme evaluations in 2011. Details of these activities are provided in an
annex on the UNFPA website. Furthermore, DOS led and/or participated in joint audits
(for example, of the harmonized approach to cash transfers to implementing partners,
HACT, and Delivering as One) and in joint evaluations. DOS was active in inter-agency
activities and meetings, including on internal audit (Meeting of Representatives of
Internal Audit Services of the United Nations Organizations, Multilateral Financial

! See biennial report on evaluation (DP/FPA/2012/8) for acomprehensive analysis of the evaluation function at UNFPA.
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Institutions and Associated International Organizations), investigations (Conference of
International Investigators) and evaluation (United Nations Evaluation Group, UNEG).

Resour ces

Human resources

5. Asat 10 February 2012, DOS had 21 professiona posts, out of which one internal
auditor position remains vacant. An analysis of the 2011 saffing situation shows
significant improvement in filling the professional staff vacanciesin al three Branches of
DOS. Two additional professional posts were created in the Investigation Branch
representing a significant investment in the promotion of fraud prevention and detection
activities. Thisisin accordance with Executive Board decision 2011/22.

6.  The Director of DOS retired on 31 January 2012. A new Director joined DOS in
mid-March 2012. On 15 February 2012, the Deputy Director transferred to the United
Nations Secretariat and recruitment is under way to fill the vacancy. Table 1 summarizes
the authorized DOS professional postsin 2011.

Tablel
Human resourcesin the Division for Oversight Servicesin 2011
N umb_er of Person- Person-months Percentage
professional
months vacant vacant
posts
Director 1 12 0 0%
Deputy Director 1 12 0 0%
Specid Assistant 0
to the Director 1 12 0 0%
Internal Audit 8 % 9 9%
Branch
Evaluation 5 60 7 120
Branch
Investigation 3 36 3 8%
Branch
Total for DOS 19 228 19 8%

Financial resources

7.  The Division for Oversight Services receives funding from two sources: (a) the
UNFPA institutional budget; and (b) UNFPA programme resources (globa and regional
programme). In 2011, the DOS budget amounted to $6,298,842 of which $4,341,842 (69
per cent) was from institutional budget funds and $1,957,000 (31 per cent) from the
UNFPA global and regional programme resources. There was a 22 per cent increase in
overall budget funding for the oversight function compared to 2010 ($5,152,884).
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Compliance with the oversight policy — Disclosur e of internal audit reports

8. As at 10 February 2012, a total of 13 internal audit reports were disclosed in
response to the requests from the United States of America (11 reports) and the United
Kingdom of Great Britain and Northern Ireland (two reports). All disclosures took place
at the UNFPA headquarters in New York, and were undertaken in accordance with the
relevant provisions of the UNFPA oversight policy and pertinent Executive Board
decisions, and under conditions of confidentiality.

Integrity of the Division for Oversight Services

9. Theintegrity of DOS is ensured by measures taken to guarantee its objectivity and
independence. It is mandatory for al staff to declare any conflict of interest and to file a
financia disclosure form annually with the UNFPA Ethics Office.

10. The quality of DOS work is regularly monitored by BOA and AAC. All auditors
are encouraged to pass the Certified Internal Auditor examination, and DOS was certified
to be Institute of Internal Auditors (I1A) compliant in 2010. All investigators have passed
the Certified Fraud Examiners examination.

M ethodology for internal audit engagements

11. In accordance with the International Standards for the Professional Practice of
Internal Auditing, the assurance process performed by DOS is risk-based. Two main
factors determine the audit plan that is approved by the Executive Director after review
by the AAC: the risk exposure of business units and the time elapsed since the last audit.
The risk assessment is conducted at all levels of operations in UNFPA. The risk
classification adopted by UNFPA has been extensively described in earlier reports to the
Executive Board (DP/FPA/2006/4, DP/FPA/2007/14 and DP/FPA/2010/20).

UNFPA risk exposure and trends

Key global risksderived from audit activities

12. There are significant global risks for UNFPA, many of which emanate from a
highly decentralized operation with over 130 offices worldwide; a large number of
implementing partners and annual workplans (AWPs); and programming fragmented
across country programmes, thematic areas, humanitarian response as well as globa and
regional programmes. In addition, there are several compliance gaps concerning resource
mobilization, human resources, timeliness, the quality of donor reporting, and operating
fund account (OFA) management.

13. Moreover, there is a multiplicity of significant ongoing initiatives such as the
enhancement to enterprise risk management (ERM), the internal control framework
(ICF), the information and communications technology (ICT) strategy, implementation of
the International Public Sector Accounting Standards (IPSAS), and the implementation of
the new business plan.
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14. Additiona efforts are needed to strengthen the ICF for programme execution as
well as develop mechanisms to ensure ICF compliance and adherence in various
operational areas. To better address the priorities of the new business plan, continued
efforts are required to apply evidence-based programming methodology and better align
programme resource allocation with beneficiary needs, streamline the country
programme action plans and AWPs in country offices; develop a succession planning and
management framework; strengthen the monitoring and evaluation (M&E) function in
country offices; and reassess the ICT architecture, including the management, staffing
and organization of the Management Information Services (MIS) Branch.

15. Many of the above-mentioned challenges are in the process of being addressed
through the business plan and a new cluster approach is being operationalized to optimize
resources, break silos, and deliver results by achieving the objectives of the strategic plan.
DOS acknowledges the preliminary efforts by management in addressing risks in many
of these areas, which require a well-planned and thoughtful approach to integrate and/or
consolidate tools, resources and processes in implementing the new business plan.

Country officesrisk assessment derived from audit activities

16. The risk universe encompasses al UNFPA country offices, with the expenditure
amounting to $575 million as at 10 February 2012, or 69 per cent of the UNFPA total
annual expenditure. Asindicated in figure 1, the country offices risk mapping is showing
an improvement characterized by a migration of the points to the left side of the risk
matrix. This positive finding shows that the actions initiated by UNFPA to correct some
deficiencies have started showing results. DOS noted that a series of initiatives were
undertaken to improve controls over the national execution (NEX) modality as well as
the funding provided through OFA.
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IMPACT

Figure 1
Country officesrisk profiles
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17. With the availability of comparable data from previous years, the model provides
an indication of trends by risk categories (for definitions see DP/FPA/2006/4 and
DP/FPA/2007/14). The results of the analysis carried out in February 2012 show that
relationship and process risks still remain high (see figure 2).
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Figure 2
Consolidated risk profile of country offices
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18. The trend in these risks can be associated with weaknesses in internal controls,
programme management and monitoring. These issues, aready mentioned in
DP/FPA/2007/14, DP/FPA/2008/11, DP/FPA/2009/5 and DP/FPA/2010/20, should
continue to receive greater attention by management. These findings are congruent with
those identified by the external auditors and those detailed in earlier DOS oversight
reports as depicted in figure 3.
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Figure 3
Trend in risk categories (2007 baselineindex at 100 per cent)

120%

100%
80% -
= 2007
2008
60% |
= 2009
= 2010
40% m2011
20% -
0% |

Fxternal IT Peaple Process Relationship

Significant issuesrevealed through activities of the Division for
Oversight Services

Significant issues derived from audit activities

Country offices

19. Four of the audit engagements completed in 2011 assessed controls and operations
at UNFPA country offices with expenditures amounting to $43.26 million in 2010 (5 per
cent of total UNFPA expenditures). The risk management performance of two of the
country offices assessed was rated as unsatisfactory due to internal control, compliance
and operational issues that could prevent the achievement of the objectives of the entities.
The performance of the other two country offices was assessed as partially satisfactory
and satisfactory, respectively. As shown in figure 4, the country office audit assessment
reports issued in 2011 contained 100 recommendations, 55 per cent of which were rated
as high or very high impact. Annex 2 provides details on the most common audit issues
identified within those categories.
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Figure 4
Country offices audit recommendations by area
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Headquarters units

20. The Division for Oversight Services completed nine headquarters audits in 2011.
One of these engagements (2010 NEX expenditure audit process) received a satisfactory
audit rating. Three audits (contracts management; governance arrangements in support of
country office programme delivery; and ICT procurement and cost management) were
rated as unsatisfactory. Issues identified as a result of these engagements are discussed in
section IV of this report. Three engagements (OFA monitoring process; procurement of
reproductive health commodities;, and Windows file server and security controls) were
rated as partially satisfactory. The final reports corresponding to two additional
engagements. performance audit of the global and regional programme, and the joint
assessment with UNDP and UNICEF of HACT had not been issued at the date of
submission of the present report. In total, DOS issued 148 recommendations as a result of
its internal audit assessments of headquarters units and functions, 59 per cent of which
were rated as high or very high risk.

National execution

21. The assessment of the 2010 NEX audit process completed by DOS in 2011
revealed a significant improvement in the planning, execution and tracking of NEX
audits. This resulted from: (a) the review of the NEX audit terms of reference; (b) clear
guidance and communications to business units; (c) the inclusion of direct payments
made on behaf of implementing partners within the scope of the audits;
(d) enhancements to the system used to plan, track and report the audits (NEXAMS -
national execution audit management system); and (e) a better oversight of the process by
DOS. Together with the decision to engage a global audit firm to perform a significant
portion of all NEX audits, these enhancements contributed to an improved rate of audit
plan and report completion, providing management with a high level of assurance
regarding NEX expenditures (see table 2).

11
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-Crt?)br:li)irison of 2009 and 2010 national execution audit performance

I ndicator 2009 2010 Trend
Audit coverage
Expenditures audited ($ millions) 129.1 171 m?pgrrz)l\f/lecr?]ne;z t
Percentage of total NEX expenditures audited 61 76

Qualified, modified or adver se NEX opinions
Number of reports 107 102 I mprovement
Percentage of audits performed 16.6 131

Unsupported NEX audit expenditures

Amount ($ millions) 38 6.1 Deterioration

Percentage of audited NEX expenditures 29 3.8

NEX audits not completed for reasons other
than force majeure

Expenditures not audited ($ millions) 13 0.7 | mprovement
Percentage of total NEX expenditure Lessthan 1 Lessthan 1
NEX audit reports submitted late 16 2 |mprovement

(percentage)

22. The increase in the amount of unsupported expenditures reflected in table 2 is a
result of a more consistent and focused audit approach, and should not be construed as a
representation of weaknesses in the NEX audit process. As at 10 February 2012,
management had engaged the concerned implementing partners to ensure that corrective
actions are implemented to address the issues that could result in unsupported
expenditures going forward. Furthermore, efforts are under way to clear the 2010
unsupported expenditures by either obtaining appropriate supporting documentation or a
refund of the funds advanced from the concerned implementing partners.

23.  UNFPA management at headquarters and in country offices undertook a series of
initiatives to improve the control over the national execution of UNFPA-supported
programme activities and the funding provided to implementing partners through OFA.
While noteworthy, these efforts have not yet allowed UNFPA to address root issues that
result in a high level of outstanding advances towards the last quarter of each year, and
their liquidation over a short period of timein January of each year, as shown in figure 5.
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Figure5
Evolution of operating fund account balances from December 2009 to December 2011
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24. Similar to the position in 2010, OFA month-end balances peaked at a high of
$91.88 million at the end of September 2011 ($95.54 million in September 2010),
subsequently decreasing to $9.67 million by 31 December 2011. The pace of fund
advances and corresponding liquidation of this account continues to raise questions about
the adequacy of financial reporting by country offices. Of particular concern is the lack of
compliance by many business units with the new OFA management policy that was
communicated by the Executive Director in January 2011, as advances continued to be
made to implementing partners with qualified audit opinions and unsupported NEX audit
expenditures and before clearing advances previoudly issued. This is a significant issue
that requires continued attention and actions from senior management.

Contract management

25. During 2011, DOS completed an assessment of headquarters contracts which
revealed multiple exceptions that could potentialy prevent UNFPA from consistently
obtaining best value for money from the procurement of goods and services. To a great
degree, these issues are a result of: (a) lack of a clear definition and ownership of the
contract management process; (b) lack of an integrated, end-to-end contract management
system; (c) weaknesses in preventive controls to enforce contract award approval
requirements; and (d) gaps in policies and procedures and staff capabilities. Management

actions to address the gaps identified have aready started and will continue throughout
2012.

13
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Governance arrangements in support of country office programme delivery

26. In 2011, DOS conducted an audit of the governance arrangements supporting
country office programme delivery through the coverage of areas including:
(@ programme formulation; (b) programme financia management; (c) performance
monitoring and reporting; (d) technical assistance; (€) monitoring and evauation;
(f) human resources management; (g) resource mobilization; and (h) commodities
procurement. DOS identified several improvements in each of these areas, particularly in
specifying clear and simple operational procedures, and designating responsibility for
tasks within the structures of headquarters and regional offices to oversee the country
office programme delivery. Improvement opportunities identified include: (a) the need
for greater clarity on the organization's expectations from restructuring and whether
regional offices should primarily develop regional expertise or act as a clearing house for
all oversight functions; (b) clearer definition of roles and responsibilities between
headquarters and regional offices for the provision of country programme quality
reviews; and (c) the need to simplify and better articulate the performance reporting
framework. While vacancy management has improved, the process continues to be too
slow to respond to country offices demands leading to prolonged vacancies in senior
posts such as those of Representative and Deputy Representative.

Information and communications technology

27. The 2011 assessment of ICT procurement and cost management activities revealed
weak controls, increasing the risk of: (&) contract awards not being made in accordance
with applicable policies and procedures or not being based on a sufficiently competitive
procurement process; (b) additional costs and overpayments to vendors; and (c) project
delays and performance shortfalls. Many of the issues resulted from the low maturity of
ICT processes in place at UNFPA, as revealed in the ICT control risk assessment
performed in 2010. Further, there was an increased demand for ICT services and goods,
placing heavy pressure on existing ICT supply capabilities.

International Public Sector Accounting Standards

28. From 1 January 2012, UNFPA is implementing IPSAS. IPSAS compliance will
ensure that UNFPA financia reports will provide a complete and accurate picture of its
financial performance and position. Adopting IPSAS implies improved accountability,
greater transparency, improved management and planning, better support for results-
based management and harmonization of reports and statements across the United
Nations system.

29. In 2010, DOS recommended that UNFPA should clearly identify the implications
of the adoption of IPSAS for programme and operations, review the project
implementation plan, assign sufficient resources, and enhance project governance and
oversight to minimize the risks that could prevent an effective IPSAS implementation by
the established deadline of 1 January 2012.

30. Despite noteworthy efforts to implement DOS recommendations, significant risks
still remain which require management attention as they could adversely impact the
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successful implementation of IPSAS. These risks include, inter alia, the accuracy and
completeness of inventory records and the accounting recognition of inventory
transactions; the accuracy of fixed asset records; and the accuracy of leave records and
their related accounting valuesin the UNFPA financial statements.

Significant issues derived from evaluation activities

Evaluation quality assessment

31. In response to the Executive Board request, all country programmes coming to an
end in 2010-2011 were subject to evauation prior to the development of subsequent
country programme documents. This resulted in an increase in the evauation coverage
from 30 per cent in 2009 to 100 per cent in 2011. However, as shown by the 2012
evaluation quality assessment (EQA) review, the increase in country programme
evaluation coverage did not result in an improvement in the quality of evaluations
conducted by country offices. The EQA review covered 34 country programme
evaluation reports, out of which 23 (68 per cent) were rated as “poor”, eight as
“unsatisfactory” (23 per cent) and three (9 per cent) were deemed of “good” quality. For
more detailed information, see the 2012 report on Quality Assessment of UNFPA
Decentralized Country Programme Evaluations available at
www.unfpa.org/public/home/about/Eval uation.

Three-tier quality enhancement process

32. In order to address the requirement of improved coverage and quality of
evaluations, the Evaluation Branch adopted a three-tier quality enhancement process.
This consisted of: (a) developing the Handbook on How to Design and Conduct UNFPA
Country Programme Evaluations; (b) conducting selected CPEs in close collaboration
with the concerned country offices; and (c) designing and conducting training on CPE
methodology to increase the capacity of UNFPA country office staff and national
counterparts.

33. The handbook has been issued in 2012 and is posted on the UNFPA website. It
aims to raise the quality of country-level evaluations and improve the use of evidence-
based evaluation results and lessons learned in the preparation of country programmes.
The CPE methodology draws on lessons learned from two pilot CPEs designed and
conducted by the Evaluation Branch in Bolivia and Cameroon in 2011. The final reports
for both evauations are available on the above-mentioned website and the main
conclusions and recommendations are available in the biennial report on evaluation
(DP/IFPA/2012/8).

34. The thematic evaluation of UNFPA support to maternal health, including the
midterm review of the Maternal Health Thematic Fund, initiated by the Evaluation
Branch in 2011 is still ongoing. The evaluation assesses the extent to which UNFPA
overall assistance has been relevant, effective, efficient and sustainable in contributing to
the improvement of maternal health in the last 10 years. The final report will be available
in mid-2012.

15
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Other evaluation activities

35. The Evaluation Branch collaborated with United Nations organizations on the
evaluation of joint United Nations programmes in gender equality and women’'s
empowerment. The purpose of this evaluation is to provide credible information on the
added value and efficiency of joint programme implementation in gender equality, and to
generate knowledge, identify challenges, lessons learned and best practices in
implementing joint programming. In addition, the Evaluation Branch actively supported
inter-agency cooperation and the United Nations reform process by participating in four
UNEG task forces on: human rights and gender equality; strengthening the evaluation
function; norms and standards; and harmonization.

Investigations

36. A total of 48 cases were managed by the Investigation Branch in 2011 (30 new
incoming cases in 2011 and 18 cases carried forward from 2010). The five major
categories of complaints received in 2011 are delineated in figure 6. The majority of the
complaints received in 2011 (80 per cent) were forma complaints from either
management or personnel (including whistle-blowers).

Figure 6
Types of complaints, 2011
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37. Of thetotal caseload of 48 cases, DOS closed 28 cases. 11 cases were closed after a
preliminary assessment, and 17 cases were reported to management and other agencies.
As at February 2012, 19 cases relating to 2011 remain in progress (see table 3). DOS
recommended actions on 11 cases reported to management. In one case, the Executive
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VI.

Director has taken action to terminate personnel based on evidence of misconduct and in
two cases, reprimands were issued. On eight cases, management action is awaited.

Table 3
Closing of investigationsin 2011

Number Percentage

Complaints closed after preliminary assessment 11 39
Formal report issued to the Office of the Executive

. 11 39
Director
Reports to other UNFPA Divisions 4 14
Reportsto sister agencies 2 7
Total casesinvestigated 28 100

38. In 2011, strong efforts were undertaken in conducting misconduct prevention
activities. The Investigation Branch conducted training sessions and distributed
educational material to both headquarters and country office locations. This was
accompanied by flyers reminding staff of the Fund's zero-tolerance approach towards
malfeasance; and the possibility of reporting misconduct through the confidential
investigation hatline.

39. The Investigation Branch supported the Enterprise Risk Management Senior
Adviser in performing an agency-wide fraud risk assessment. This is a follow-up to a
similar exercise that was first conducted in 2007. Management will use the findings to
mitigate any identified fraud control weakness.

40. Due diligence guidance was provided to both the Division for Human Resources
and the Procurement Services Branch. The aim is to improve policies and procedures
related to the recruitment of staff and the engagement of suppliers.

41. Detection activities in 2011 were led by the implementation of the forensic
continuous monitoring system. As at February 2012, the project was in the third phase.
The fourth and final phase is expected to be completed by mid-2012. This will further
enhance the Fund’ s ability not only to detect potential fraud but to prevent it aswell.

Follow-up of 2007-2011 inter nal audit recommendations

42. In 2011, to address the pending audit recommendations as well as the concerns of
the Executive Board and BOA, UNFPA management established an audit monitoring
committee, chaired by the Executive Director, to review the status of audit
recommendations and the actions taken by the business units to implement them.
Together with a scaled-up review effort by DOS, this process enabled the closing of a
significant number of audit recommendations. In total, 328 recommendations (121
pertaining to country offices and 207 to headquarters units) remained open as at 10
February 2012, a reduction of over 35 per cent in comparison to the previous year. Table
4 summarizes the status of implementation of internal audit recommendations.
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Table 4
Implementation status by year of audit/oversight recommendations
Year Numbger of Recommendations r &(g;tr?]tzggla?i%ns
reportsissued issued
2010 2011
2007 18 1,052 12 (1%) 5 (1%)
2008 20 882 42 (5%) 9 (1%)
2009 19 631 50 (8%) -
2010 18 463 401 (87%) 90 (19%)
Subtotal 75 3,028 505 (17%) 104 (3%)
2011 11 248 - 224 (90%)
Grand total 86 3,276 505 (17%) 328 (10%)

43. Approximately 20 per cent of the outstanding recommendations correspond to ICT
issues, including those noted as aresult of the control risk assessment performed in 2010.
Management efforts to address these recommendations, which began in 2011 and will
continue throughout 2012, include the development of an ICT internal control and
governance framework, and the implementation of the Information Technology
Infrastructure Library which is a set of best practices for information technology service
management. Significant management attention needs to be devoted to this area. Other
areas requiring management attention pertain to programme management; financia
operations and controls; and general administration controls.

44. Only 29 of the outstanding recommendations have remained unimplemented for
over 18 months. This improvement is a result of management implementing stronger
monitoring processes. As shown in figure 7, approximately one third of these
recommendations relate to ICT matters, the implementation of some of which (e.g., Atlas
security and controls) would require enhancements to the enterprise resource planning
(ERP) system. Other recommendations also requiring management attention pertain to
humanitarian response, programme relevance, programme and budget expenditure
controls, and human resources succession planning and payroll controls.
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Figure7
Recommendations unresolved for 18 monthsor more (total 29)

Programme Relevance

Programme Manage ment

IT and Systems
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Human Resources
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Number of Recommendations
VII. Follow-up to recommendations issued in the report of the

Director of the Divison for Oversight Services on UNFPA
internal audit and oversight activitiesin 2010

45. In its previous report (DP/FPA/2011/5), DOS identified key risks in UNFPA
operations. This resulted in the issuance of 15 recommendations focused on
organizational structure, organizational strategic focus, operations management,
including ERM, IPSAS implementation, monitoring and evaluation, and staff
performance and development.

46. In 2011, UNFPA management went through a number of strategic undertakings to
address these 15 recommendations. They include the midterm review of the strategic
plan, 2008-2013, and the development of an internal business plan with organizational
priorities focused on programme results, accountability, staff capacity development,
information technology and communication strategies.

47. Through a consultative process DOS has documented these efforts and they are

reflected in annex 1. The verification process of the management actions will be
conducted by DOS in 2012-2013.

VIIl.  Recommendation
48. The Executive Board may wish to:
(@) Take note of the present report DP/FPA/2012/9;

(b) Expressitscontinuing support for strengthening the over sight function
at UNFPA;
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(c) Take note of theannual report of the Audit Advisory Committee and the
management response thereto contained in DP/FPA/2012/9 (Add.1).
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ANNEX 1
STATUSOF IMPLEMENTATION OF 15 RECOMMENDATIONSISSUED IN
2011 BY THE DIVISION FOR OVERSIGHT SERVICES'
(as of January 2012)

Recommendation

Status asreported by management

Recommendation 1, regarding development of a
vision statement, supported by a strategic
communication approach

*The business plan's first goal is to focus the
country programmes on the refined strategic
direction and the revised development results
framework. A country programme review process
was established to enhance quality assurance for
adherence to the strategic priorities.

*A communication strategy was developed, with an
am to define clear and consistent internal and
external messaging driven by the refined strategic
focus, and to address the required changes to the
communication structure and culture within the
organization. A web page was developed to
communicate various elements of the business plan
including the vision statement and the strategic
priorities to al staff. Additionally, the new vision
and focus were communicated to al UNFPA
representatives at the meeting held in December
2011.

Recommendation 2, regarding human resources
management, including vacancy rates, staff
competencies and succession planning

*The Division for Human Resources (DHR) uses a
recruiter console that enables tracking of the
vacancy process and reports on vacancy timelines
for headguarters-managed vacancies as well as
rosters and recruitment missions.

*DHR plans for upcoming vacancies due to natural
attrition, e.g., retirement. At least six months before
an anticipated vacancy, DHR liaises closely with
organizational unit managers to advertise the
vacancy subject to the agreement of the line
manager. To expedite recruitment, hiring managers
are given a 14-day deadline to revert to DHR on a
short list of candidates. A dashboard for managers

to track the vacancy status of their posts
(international professional posts only) will be

developed in 2012.

* Reference is made to 15 recommendations issued in the Report of the Director of the Division for Oversight Services on
UNFPA interna audit and oversight activities in 2010 (DP/FPA/2011/5) submitted to the Executive Board at the annual session

2011
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Recommendation

Status asreported by management

*DHR follows up regularly with country offices to
determine needs for programme-funded vacancies.

*Regarding operations, a comprehensive workshop
was conducted for 79 international operations
managers, which covered finance, budgets, internal
control framework, asset management, leave
management, national execution (NEX), human
resources matters, and International Public Sector
Accounting Standards (IPSAS). In addition, e
learning courses on the internal control framework
(ICF) and asset management will be launched in
early 2012.

*Regarding programming and monitoring and
evaluation, the Learning and Career Management
Branch (LCMB) of DHR, together with the
Programme Division worked on the finalization of
nine modules of the results-based management
learning programme. Module 1 was released in mid-
2010, and the other eight modules will be finalized
in2012.

L CMB partnered with the Programme Division to
send 12 UNFPA staff to complete the International
Programme on Development Evaluation Training by
the World Bank/Carleton University.

*A revised succession planning and management
framework will be presented to senior management
in 2012. Developing young taent is part of the
“LEAD UNFPA” management and leadership
programme to be launched in the first half of 2012.
The prioritization of the different target groups will
depend on priorities set in the new business plan.

Recommendation 3, regarding development of an
evidence-based methodology to be applied for
investment decisions and programming, including
relevant training for staff

*An evidence-based programming guide was
developed and capacity-building efforts are under
way. The next step is to deliver the long overdue
theory of change to complete the system. This has
been under discussion since 2008 during the
development of the UNFPA evaluation policy.
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Recommendation

Status asreported by management

Recommendation 4, regarding better focused
programme priorities and optimized number of
deliverables and implementing partners

*Significant efforts were undertaken by the regional

offices to address this recommendation:

e Direct programming and technical assistance
provided to country offices for using optimal
number of outputs and focusing of programme
objectives.

e A programme review committee established
with responsibilities to coach country offices in
development, review, quality assurance,
oversight and clearance of the programme
documents.

e Staff in the country offices trained and guided in
enhancing the focus of the country programmes
presented to the Executive Board in 2011, and
in reducing the number of outputs. This resulted
in the streamlining of country programme action
plans and annual workplans as well as the
number of implementing partners to fit the
required programmes’ implementation capacity.

Recommendation 5, regarding review of the
system for alocation of UNFPA resources to
country programmes

*Management has taken steps to ensure country
programme documents (CPDs) are fully aigned
with the revised strategic plan. The CPD quality
assurance and other measures to enhance
programming adopted as part of the follow-up
action to the midterm review of the strategic plan
address the concern raised by the Division for
Oversight Services (DOS). The resource allocation
system will be reviewed as part of the next strategic
plan and any required adjustments will be made to
address beneficiaries needs.

Recommendation 6, regarding an assessment of
the new organizational structure and its use for
designing of the next strategic plan

*Management accepted this recommendation and
will prepare a report for the Executive Board and
use the assessment results for the development of
the next strategic plan.

Recommendation 7, regarding streamlining the
results framework during the midterm review of
the strategic plan, 2008-2013

*This has been addressed through the recent
midterm review of the strategic plan, 2008-2013.
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Recommendation Status asreported by management

*A revised competency framework to be introduced
in 2012 will update the skills and expertise required
for key positions. The job descriptions will be
updated accordingly.

*The performance appraisal and development
system continues to serve as a means to promote
accountability of performance.  Addressing
performance is now part of the UNFPA orientation
Recommendation 8, regarding streamlining job | programme, and will be a pillar of the “LEAD
descriptions, identifying skills and expertise | UNFPA” management and leadership programme.

needed for key positions, defining clear
responsibility lines, transparent assessment of staff | s®DHR/LCMB created an induction/orientation
performance and development of training | programme that includes a portal providing critical
packages to improve the overall accountability | information for all new staff members and is
culture available through the Intranet MyUNFPA; the
“Welcome to UNFPA induction/orientation
programme”’, which is part of the mandatory
learning for new staff through the e-Learning
Management System, was re-launched; the
orientation programme at headquarters to include
new professional staff was expanded. Three sessions
of the orientation programme are planned for 2012 -
one specificaly for new Representatives and
Subregional Office Directors, and their Deputies.

*A number of actions were undertaken by the
regional offices to create a culture of results-based
programming, monitoring, evaluation and reporting.
These include: providing integrated assistance and
advice to country offices, quality assurance and
capacity-development initiatives implemented at
regional, subregional and field levels.

*However, strengthening the monitoring and
Recommendation 9, regarding strengthening of | evaluation (M&E) function within country offices
the monitoring and evaluation function and | remains a chalenge, partly due to absence of M&E
development of country programme evaluation | dedicated staff in the country offices. At present, the
methodol ogy situation in country offices of the Latin America and
the Caribbean (LAC) region is the following: only
four out of the 21 LAC country offices have M&E
dedicated staff (Colombia, Haiti, Jamaica
subregional office and Venezuela). Seventeen
country offices have focal points, but six of them are
Assistant Representatives, Deputy Representatives
or Liaison Officers who are required to perform
several other functions, and 11 are Programme
Officers for population and development, gender,
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Recommendation

Status asreported by management

HIV, and other areas. In the Arab States region, only
three country offices (out of 14) have M&E
dedicated staff. The situation has worsened due to
the loss of the M&E adviser in the middle of 2011.
Two regions, Africa, and Asia and the Pecific are
reportedly in better positions in terms of dedicated
M&E human resources. The Asia and the Pacific
Regional Office moved towards recruiting M&E
officers instead of having M&E focal points so that
the function is not seen as an add-on. In the Africa
region, there are a total of 50 country-level M&E
officers, of which 40 are core M& E staff and 10 are
focal points. All country offices in the Africaregion
including the new South Sudan country office have
functional M&E officers and focal points.

*Finding good evauation consultants has proved to
be difficult. UNFPA needs to consider providing
orientation to those evaluation consultants on its
roster to better prepare them regarding the standards
and expectations. Resource constraints remain a
major challenge.

Recommendation 10, regarding a more strategic
approach to the management of risks, internal
controls and policies

*The Policies and Procedures Manual (PPM) was
revised in order to address the most recurrent and
important risks related to programme design,
approval, and management and
monitoring/reporting as well as investment for
evaluation (coverage, quality and utilization
challenges). These steps will eventually form part of
the ICF for programme activities. In order to
improve adherence to ICF, the Division for
Management Services (DMS) reviews country
office transactions for compliance with existing
procedures. Internal audit is being informed of
individual and systemic compliance issues. DMS
collaborates with DOS in the SAS real-time fraud
monitoring system. No agreement exists within
UNFPA for the formal development of an enterprise
risk management (ERM) framework in line with
International Organization of Supreme Audit
Institutions or any other international standard (e.g.,
1SO31000).
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Recommendation

Status asreported by management

Recommendation 11, regarding ensuring that risk
management is a systematic approach embedded

in UNFPA culture and used for decision-making,

the design of control activities including the

enterprise resource planning (ERP) system

*The focus of ERM activities was on better
understanding the current risks that UNFPA faces
rather than on the undertaking of a comprehensive
risk exercise across al operations. This resulted in
the following activities: (a) NEX risk review in the
Africa region to identify the key issues regarding
national execution; (b) strategic risk review at the
UNFPA corporate level to identify key issues
regarding al operations, (c) Africa region risk
assessment to review and identify the key issues at
the regional, subregional and country levels within
UNFPA operations in Africa; and (d) global country
office fraud risk assessment to understand the key
fraud-related issues facing country offices.

*All these activities are currently being consolidated
to build a single comprehensive picture of risk
across UNFPA operations and be the starting point
for determining risk mitigation/management actions.
Additiona non-ERM, but risk-related work was
undertaken to finalize the UNFPA headquarters
business continuity plan as well as monitoring of
implementation of outstanding internal audit
recommendations.

*ERP user profiles were defined to comply with the
established ICF. A periodic review of ERP user-
access rights was implemented to ensure managers
are aware and are in agreement with segregation of
dutiesin their respective organizational units.

Recommendation 12, regarding development of
the ICF following international guidance and

standards,

including training provided to all

UNFPA staff on use and monitoring of internal

controls

*Management continues to enhance the ICF, which
was further strengthened for the information
technology area in 2011. A computerized ICF
training course was completed and is expected to be
launched in 2012. The programming ICF project
will be revisited in 2012.

26




DP/FPA/2012/9

Recommendation

Status asreported by management

Recommendation 13, regarding information and
communications technology (ICT) architecture,
including the strategy, organization, management
and staffing of the Management Information
Services (MIS) Branch

*With the move to new premises and new data
centres in October 2010, MIS Branch redesigned,
restructured, and strengthened UNFPA network
architecture to efficiently support the organization.
A new Voice over Internet Protocol (VolP) phone
system, new audio and video conferencing facilities
were installed in al headquarters premises,
proximity printing using card authentication, and
wireless capability on al floors. MIS Branch
continues to provide managed network security,
Internet connectivity, video conferencing, and Vol P
services to regional and subregiona offices. The
number of MIS Branch posts increased by six in
2010, two temporary appointmentsin 2011, and two
more posts will be added in 2012. In addition to
establishing the ICT Board for governance and the
ICT control framework, the ICT risk assessment
was undertaken. The ICT strategy, approved by the
UNFPA Operations Committee in November 2011,
is currently under implementation.

Recommendation 14, regarding the root causes of
deficiencies of programme implementation and
execution modalities and follow-up on the
recommendations of the external auditors

e PPM wasrevised

e Quality assurance system put in place

e Tools and systems were developed to address
the most recurrent challenges

e Actions contemplated in the business plan will
address the residual challenges

e Taking into account the outcome of the NEX
audit process, a revised letter of understanding
was introduced for use with al implementing
partners starting with the 2012 programme
cycle.

e Guidance notes were issued to clarify recovery
of support costs from the implementing partners
as wel as the entire area of programme
coordination and assi stance.

These actions coupled with a comprehensive NEX
audit guide issued recently will improve programme
implementation and execution modalities.
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Recommendation

Status asreported by management

Recommendation 15, regarding minimizing the
risk of effective and timely [IPSAS
implementation, including review of the project
implementation  plan, assigning  sufficient
resources and enhancing IPSAS governance and
oversight

*The implications of IPSAS adoption, especidly at
the country office level, were assessed through an
ongoing series of webinars, face-to-face training,
newsletters and "Quick Reference" sheets. The
IPSAS project team regularly reviewed the IPSAS
workplan; provided project progress reports with
defined milestones and deliverables, project issues
lists, and risk mitigation log. Specific business
owners were identified as part of the IPSAS
workplan. UNFPA enhanced the IPSAS governance
structure during 2011 by having the IPSAS Project
Board chaired by the Executive Director and
reaffirming the membership of the Board at the
director level and above. The United Nations Board
of Auditors in their 2011 report reaffirmed UNFPA
readiness to adopt IPSAS, effective January 2012.
All necessary accounting policy documents were
finalized and submitted for review by the Audit
Advisory Committee. At the first regular session
2012, the Executive Board approved the revision to
the UNFPA financial regulations and took note of
the changes to the financia rules.
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ANNEX 2

RECURRENT AUDIT ISSUES

Audit Most significant Recommendations
arealcause FISHE ETES recurrent oversight issues to address the issues
External risk
1. General Recurrent Lack of compliance with | Perform more frequent
administration: security  standards  exposing | monitoring of  non-compliant
inadequate UNFPA to liability in the event | operations
security, safety of security incidents
and protection of
staff and
premises
Relationship risk
2. Financia Recurrent Insufficient  assessment  of | Perform a more rigorous
operations and implementing partner capacities | assessment of implementing
controls: lack of partner capacities as a basis to
accountability in Utilization of implementation | determine the most appropriate
operational modalities not aligned to | implementation modalities and
activities for operational  challenges and | to determine the scope and
development implementing partner capacities | frequency of monitoring
(national
execution, NEX) | Recurrent Delays in funding to | Ensure an earlier completion,
implementing  partners  and | approval and signing of key
project initiation documents such as letters of
understanding and  annua
workplans
Enhance controls as regards
submission, review, approval
and timely payment of funding
requests
Recurrent Insufficient  monitoring  of | Increase the scope and frequency
project  implementation by | of monitoring for projects

implementing partners

implemented by partners with
weak capacities

Remediated in
2011

Poor planning, coordination and
monitoring of NEX audits

N/A
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Audit Prevalence Most significant Recommendations
arealcause recurrent oversight issues to address the issues
3. Programme Recurrent Late planning and initiation of | Enhance the planning process to
management: project implementation activities | ensure a more accurate and
weak timely completion of annual
programme Unclear or outdated annual | workplans -- implement an
planning, workplans automated application to support
implementation preparation and maintenance of
and monitoring Discrepancies and lack of | annual workplans and budgets
support and revision of annual
workplans and project budgets
Recurrent Insufficient  monitoring  of | Increase the scope and frequency
programme implementation and | of project monitoring and ensure
outcomes due to lack of staff, | that appropriate tools and
processes and tools resources are deployed to
support it
New Use of programme coordination | Provide training regarding the
and assistance (PCA) projects | proper use of PCA projects and
and funds for programme and | funds, and the costs considered
institutional budget costs eligible for charging against
them
Increase the scope and frequency
of monitoring of significant
chargesto PCA projects
Processrisk
4. Financial Recurrent Lack of reconciliation of project | Provide training and tools and
operations and expenditures to budgets increase the level of supervision
controls: weak to ensure that actual
budgeting, expenditures  are  regularly
accounting and reviewed by programme officers
financial and reconciled to project and
reporting activity budgets
Recurrent Recording of procurement and | Enhance the chart of accounts

other financia transactions in the
wrong ledger, project, activity or
fund codes

and provide training on its
proper use

Enhance supervisory controls to
ensure the accurate and timely
recording of financial
transactions, including their
review by project and operations
managers
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Audit
area/cause

Prevalence

Most significant
recurrent oversight issues

Recommendations
to address the issues

Recurrent
(controls to
address the issue
have been
designed but have
not yet been fully
implemented)

Lack of reconciliation of NEX
expenditures  recorded  and
operating fund account (OFA)
balances to the corresponding
Funding  Authorization and
Certificate of  Expenditures
(FACE) forms

Implement appropriate
supervisory controls to enforce
the controls designed by the
NEX unit over the review,
processing and recording and
reconciliation of certificates of
expenditures  submitted by
implementing partners, including
the use of the recently released
FACE checklist

Implement appropriate
supervisory controls to enforce
the controls designed by the
Finance Branch over the
reconciliation and cleansing of
OFA balances

Maintain management focus on
the process implemented as from
2011 to monitor the balance,
trend and ageing of the operating
fund account and of adjustments
thereto

5. General
administration:
weak purchasing
and
disbursement
procedures and
practices

Recurrent

Deviations from procurement
policies and procedures as
regards bidding and purchase
approval

Strengthen  country  office
management and Procurement
Services Branch monitoring and
supervisory controls to ensure
that procurement transactions are
in compliance with procurement
policies and procedures

Enhance the purchase order and
accounts  payable  voucher
approval workflows and roles
within Atlas or, should it not be
possible to change the Atlas
configurations,  through  the
implementation  of  business
process management or similar
tool to automatically enforce
approval levels and submissions
to the Contracts Review
Committee
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Audit Prevalence Most significant Recommendations
arealcause recurrent oversight issues to address the issues
New Inadequate planning and needs | Strengthen  capabilities  and
assessment  for  procurement | processes related to procurement
activities planning and needs assessment
New Funding to  implementing | Clarify the guidance regarding
partners for programme | instances where funding to
activities provided outside of the | implementing partners can be
OFA process through the issue | provided outside the OFA
of purchase orders or accounts | process
payable vouchers
Implement appropriate
supervisory controls by country
office management and the
Finance Branch to ensure that
funding to implementing
partners is provided through the
OFA process and subject to the
controls defined for this process
Ensure that NEX audits are
performed in 2012 for any
implementing  partners  that
received funding outside of the
OFA processin 2010 and 2011
6. Genera Recurrent Incompl ete fixed asset records Enhance controls over fixed
administration: asset capitalization and transfers
weak asset Assets transferred to | to implementing partners
management implementing  partners  not
procedures and timely removed from fixed asset | Enhance the effectiveness of the
practices records annual fixed asset inventories
New Lack of tracking process to | Strengthen  monitoring  and

effectively monitor reproductive
health commodities shipments,
stocks and distribution

tracking of reproductive health
commodity  shipments and
inventory controls
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Audit

Most significant

Recommendations

arealcause FISEIEREE recurrent oversight issues to address the issues
7. Financial Recurrent Lack of tracking of cash Minimize the use of cash
operations and advances to staff and advances to the greatest possible
controls: implementing partners degree allowed by operational
inappropriate conditions
handling of cash

Enhance the process and
accounting controls for tracking
cash advances paid, including
the payroll deduction of any
amounts not timely liquidated
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