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Introduction
1. This report is organized into four sections. Section I provides an update on management actions taken pursuant to EB decision 2011/22. Section II provides management response to key audit issues identified in the Annual Report of the Office of Audit and Investigations (OAI) (DP/2012/13). Section III provides management responses to the strategic advice contained in the 2011 Annual Report of the Audit Advisory Committee (AAC), which is appended to the OAI report. Section IV provides management response to the Annual Report of the UNDP Ethics Office (DP/2012/14). 
I. Management updates on key items requested by Executive Board 
(a) Actions taken to ensure sufficient resources allocated for audit and investigative purposes
2. In line with the emphasis given by the Executive Board, the Biennial Support Budget (BSB) for 2012-2013 (DP/2011/34) which have been approved by the Executive Board reflects increased investment in strengthening the audit and investigation function recognizing the significant increase in the number and complexity of complaints and requests for investigations. This is particularly significant in a budgetary reduction environment and demonstrates the importance that UNDP management attached to ensuring an effective audit and investigation function. Careful risk-based audit planning by OAI continues to be important so as to ensure optimal utilization of limited audit/investigation resources.
3. In addition, UNDP management is also making provisions for supplementary audit resources to be funded directly from projects implemented by UNDP (Directly Implemented Projects) (DIM) so as to alleviate the current strain on core funded audit resources. 
(b) Steps taken to improve reporting on fraud and presumptive fraud cases and action taken  in cases of misconduct;

4. UNDP management is pleased to note a 6.5% reduction in the number of new complaints received by OAI in 2011 (201 cases versus 215 cases in 2010). It also wishes to underscore the report by OAI that a large percentage of these complaints received did not warrant further investigations and/or found to be unsubstantiated. UNDP management also considers the high number of incident reporting is a reflection of the growing understanding amongst staff and personnel of their responsibility to report allegations of presumptive frauds or wrongdoings contributing to transparency.  It also reflects the increasing confidence in the organizational system for secured anonymous reporting and whistleblower protection. 
5. UNDP has zero tolerance for fraud and corruption and is determined to address any such allegations swiftly and effectively. Since 2001, UNDP has been publicizing, by way of an internal report, the results of disciplinary cases concerning staff members of UNDP, including staff members of other agencies and entities holding UNDP contracts.  Starting 2011, UNDP has decided to expand the scope of such a report to encompass administrative and disciplinary measures taken with regards to cases of violation of the UN standards of conduct not only of staff members but also of other personnel and to publicize the report on its website. These include Service Contract holders, Individual Contractors and private entities selling goods or services to UNDP. 
6. UNDP management is committed to ensuring that appropriate disciplinary actions are taken in all cases where the investigation substantiates allegations of wrongdoing.  Disciplinary actions may include dismissal of staff members or the termination of contracts of other personnel, as well as referral to national authorities for criminal investigation and prosecution of anyone found to have engaged in fraud or corruption in connection with UNDP programmes or UNDP funded activities. In addition, actions are also taken to ensure recovery of moneys owed to the Organization associated with disciplinary cases involving sanctions and other measures, and cases of possible criminal behavior that UNDP transmitted to the United Nations Office of Legal Affairs (OLA) for consideration of referral to national law enforcement authorities
7. By providing details on the cases of wrongdoing identified (within confidentiality clauses), UNDP Management is hopeful that all personnel and other partners will be even better prepared to identify and report any similar cases of fraud and/or presumptive frauds that they may become aware of at their workplace.
II. Management response to significant audit results reported by OAI
(a) Addressing key issues identified in headquarters and country office audits
8. UNDP management shares the view of the Audit Advisory Committee that the risk based audit planning approach adopted by OAI is an effective approach in optimizing limited audit resource and in ensuring systematic audit coverage of all UNDP offices and key functions by risk profiles, by implementation modality and across cross cutting areas. 
9. HQ and interagency audits. The Organizational Performance Group will continue to monitor the implementation status of all 86 HQ audit recommendations issued and to ensure that lessons learnt from the joint audits of the implementation of the Harmonized Approach to Cash Transfer (HACT) are applied accordingly. Of the 5 audit recommendations with organizational wide impact, 4 recommendations relate to the management of third party cost sharing resources issued by OAI in December 2011. Specific action steps to be taken progressively include re-establishing and clarifying the accountability for managing donor relations at Country and Headquarters levels;  establishing and rebalancing partnership measures to incentivize and reward managers for meeting donor expectations; and strengthening capacity, tools and support mechanisms throughout UNDP to support the management and meeting of donor expectations by UNDP. Already, the corporate repository for signed contribution agreements has been established as part of the roll out of IPSAS. 
10. Country office audits. UNDP management believes that its current strategy for addressing recurring weaknesses in project monitoring and oversight, procurement management, asset management recording are still relevant and valid. This is evident in that close to 40% of the 327 audit recommendations issued by OAI in 2011 have been implemented.  Consistent with the UNDP accountability framework, Regional bureaus continue to play key monitoring role and supported targeted offices with capacity challenges specifically country offices that received unsatisfactory rating from OAI in 2011.
11. There has been good progress made with our redesigned systems to link progress monitoring and reporting to the underlying evidence base, the newly introduced Balance Scorecard indicators on quality of reporting and quality of decentralized evaluation to help drive the change we envision, as well as the added emphasis in training workshops to improve both the evaluability of UNDP programmes and project results frameworks, and bolster the links between outcomes and national priorities. 
12. There is important progress made under the UNDP procurement roadmap which is an important component of the Agenda for Organizational Change (AOC). These included a review of procurement policies under the fast track strategy to support countries in special development situations; further enhancement of the procurement staff professionalization programme accredited by respectable institutions; improved collaboration within the UN system for vendor management and sanctions and the recent approval of the Procurement Capacity Assessment Framework for ensuring effective delegation of procurement authority. In the area of asset management, efforts have been stepped up in training staff and in enhancing systems leading to the roll out of IPSAS. These are expected to put UNDP in a better position for the first IPSAS based audit by the UN Board of Auditors.
13. At the more strategic level, UNDP believes that the current review of the UNDP business models under the AOC, will inform our strategy for addressing unique challenges of UNDP in a decentralized environment while ensuring the optimal use of resources while mitigating inherent risks of an increasingly complex operating environment. 
(b) Addressing key audit findings in project audits
14. Global Fund project audits:  As the last resort Principal Recipient of Global Fund, UNDP management is mindful that UNDP offices had to operate under difficult circumstances or where local implementing capacity is limited, such as for grants in fragile States. UNDP’ partnership with the Global Fund in these high risk countries is first informed by the county office’s self-assessment as well as headquarters’ internal risk assessment of the country office capacity and its overall organizational risk exposure.  Dedicated resources have been funded to supplement the audit capacity in OAI to conduct global fund audits. Portfolio risks continue to be reviewed on a six monthly basis by the OPG chaired by the Associate Administrator. This encourages healthy inter-bureau dialogues and promotes collective discipline in addressing organizational risks related to global fund projects. Further, with the implementation of inventory accounting under IPSAS, UNDP expects that this will contribute to greater visibility of inventory and hence will enable UNDP to better manage inventory related audit issues noted by OAI.
15. Directly Implemented projects (DIM): While not a preferred modality, UNDP has been called upon in selected instances to directly implement programme/projects where speed of resource mobilization, delivery and decision-making is crucial, where national authorities presently lack the implementation capacity or where the work is of a sensitive nature and the government agrees that UNDP direct implementation would bring necessary impartiality and where other implementation modalities are not feasible. UNDP management noted that a significant majority (78%) or 21 of the 27 DIM audits were rated “satisfactory”. Notwithstanding, UNDP is mindful of the specific challenges in the implementation of DIM projects especially in transition States. 
16. Nationally Executed/Implemented projects (NEX/NIM): UNDP management considers that the NEX/NIM projects to be a key and preferred implementation modality to meet national capacity building objectives. With more than $2.6 billion in estimated expenditure (in 2011), the audits are conducted by the Supreme Audit Institutions and/or professional audit firms and their work are being independently reviewed by the OAI so as to allow the UN Board of Auditors to rely on the audit work performed.  
17. UNDP management is pleased to note that 70% of NEX/NIM audit reports reviewed by OAI received a “satisfactory” rating (compared with 63% in 2009). UNDP remains concern with a handful of NEX/NIM projects with “unsatisfactory” overall NEX audit rating including those with high financial impact associated with their qualified audit and offices that have long pending NEX audit reports past the dateline. This will be monitored closely by the Regional Bureaus to ensure mitigation measures are in place to address underlying capacity issues and weaknesses in the financial management system of the implementing partners. UNDP will continue to require that UNDP offices review the cash transfer modality with their implementing partners for projects/awards which continue to receive 2 consecutive years of qualified audit opinions and significant net financial impacts associated with the audit opinions. Alternatives include reverting to direct payment by the UNDP office instead of cash advances to the implementing partners or reimbursement modality or direct agency implementation OAI.
(c) Management update on long outstanding audit recommendations 
18. UNDP management is pleased to note that efforts in closing out long outstanding audit recommendations have resulted in a 92.7 per cent audit implementation rate as reported by OAI in its report.  There has been a substantial improvement noted compared to 31 December 2010, where the implementation rate was 87.1%, covering reports from 1 January 2006 to 30 November 2010. Also the number of long outstanding audit recommendations has dropped from 41 (as at December 2010) to 28 recommendations (as at December 2011).  These 28 recommendations represented 0.6 per cent of the total of 4,347 recommendations issued since 2007.  While acknowledging the improvements made, UNDP management remains committed to addressing these long outstanding recommendations particularly for 14 of these recommendations which could be resolved internally without third party actions.
III. Management response to strategic advice of the Audit Advisory Committee

19. UNDP management welcomes the 2011 Annual Report of the AAC and specifically strategic advice in 6 different areas identified in the report. The full written management response has been provided to the Chair of the AAC and is reproduced below :
(a) IPSAS
20. Management shares the view of the AAC that the smooth roll out of IPSAS to UNDP offices on 1st January 2012 is just the beginning and not an end. This will indeed be a new way of accounting and reporting. More importantly, IPSAS brings greater transparency and accountability to the organization, enabling UNDP to carry out its mission better. However we also recognize that there are significant impacts internally on staff/management in UNDP offices and externally on programme governments, donors and other implementation partners. Drawing on lesson learnt from other IPSAS implementation experience, UNDP is mindful not to underestimate the efforts and resources required to support country offices in its first year of IPSAS implementation. 
21. In this context, UNDP is taking specific steps to identify remediation training needs and capacity gaps in UNDP offices based on internal assessment and experience gained in the implementation of the Global Shared Service Center (GSSC) which has been established at Malaysia.  Separate budgetary requirements have been approved by the Executive Board for post- implementation support of IPSAS including the technical development/testing of IPSAS compliant financial/management reports as well as training requirements for 2012-2013. 
22. The year 2012 will be the first year in which the financial statements of UNDP will be prepared based on IPSAS. It is also significant in that UNDP will be audited by the newly appointed member of the United Nations Board of Auditor from the United Republic of Tanzania which will take over from the existing South African team effective 1 July 2012.   
(b) Agenda for Organizational Change 
23. UNDP management appreciates the continuing interest of AAC in this important corporate initiative in moving UNDP “from good to great” which is in line with the Administrator’s vision for UNDP. As the AAC has noted, the focus on strengthening accountability is a key aspect of the organizational multi-faceted agenda to lift performance in UNDP at the local, regional and organizational levels. Important progress has been made in 4 inter-related areas of improving governance, improving organizational effectiveness, lifting leadership, culture and behaviors. 

24. As aptly pointed out by the AAC, clear policies and appropriate management oversight is an important element of a strong accountability framework in a decentralized set up. In this regard, UNDP believe that the recent implementation of the revised corporate strategic planning system and specifically the Performance Accountability Framework (ASG Compact) serves to demonstrate how UNDP is operationalizing its commitment and emphasis on the accountability of bureaus directors and Heads of UNDP offices for delivering on its agreed results in support of the UNDP Strategic Plan.
25. Specific to the advice from the AAC about ensuring the appropriate level of internal controls particularly in the area of procurement, UNDP management is clearly mindful of the need of finding the right balance between the risk of missing out on the opportunity on being appropriately responsive to urgent programmatic needs at the ground (especially for those in crisis and/or special development situations) and the risk of over extending the bounds of proper accountability and risk management. 
26. Beyond enhancing our contract approval and system to ensure that oversight is duly exercised at the appropriate levels in the organization, the Organizational Performance Group (OPG) has recently approved the implementation of a Procurement Capacity Assessment (PCA) Framework. This will be progressively mainstreamed as an institutional procurement capacity and risk assessment which will inform country office capacity building needs. As a departure from past practices, further delegation of procurement authority is no longer an entitlement but will be based on demonstrated performance as well capacity/risk assessment including appropriate risk mitigation and capacity building plans. 
(c) Financial stability
27. UNDP management is appreciative of the AAC’s ongoing interest and willingness to share their collective experience and expertise in financial management and treasury risks management.  This is particularly important given the instability in the current global financial markets and risks associated with high volatility of major currencies. UNDP is glad to note the AAC’s comment that the current UNDP’s current investment strategy and risk management guidelines (which have protected UNDP against any loss of principal during the peak of the financial crisis) remain sound and relevant.
28. In response to the advice of the AAC, UNDP has already implemented a fine tuning of its investment guidelines in connection with increased default risk. Specifically, two criteria have been defined and will serve to inform the decision of the Chair, Investment Committee to determine liquidation of treasury investments. One relates to issuer credit rating downgrade of 2+ levels and the other is a widening of 33% or more of the spread over the relevant benchmark plus estimated loss based on actual market bids. UNDP continues to be diligent and prudent in its investment activities and its oversight will be through the UNDP Investment Committee which is regularly informed of all credit related events. 
29. UNDP management remains cautiously optimistic about the financial sustainability despite the limited visibility beyond 2013. The Integrated Resource Management Framework (IRMF) being developed currently aims to provide a more strategic and integrated approach in the allocation, management and, reporting of resources entrusted to UNDP to better achieve development results and in response to the call for greater organizational efficiencies and effectiveness.
(d) Harmonized Approach to Cash Transfers (HACT) 
30. UNDP welcomes the continuing interest of the Internal Auditors as well as the AAC on the implementation arrangements of HACT and the related accountability and responsibility issues. Indeed, HACT is an important mechanism for meeting the twin objectives of effectively managing financial risks associated with the transfers of financial resources to national implementing partners as well as supporting national capacity development requirements.
31. The Regional Director’s Team (RDT) is the principal oversight mechanism for monitoring the HACT implementation within the respective regions while the inter-agency UN country team (UNCT) manages the implementation issues at the field level.  Inter-agency related policy and implementation issues are referred to HACT Advisory Committee established by Development Operations Coordination Office (DOCO) which UNDP is a member of, and the Framework for Cash Transfers to Implementing Partners is in the process of being revised. In this regard, whilst there may be some practical issues on coordination and monitoring arrangements, there is already a clearer delineation of responsibilities for the implementation of HACT. The report of the joint audit of the HACT governance mechanism by the three internal audit offices of UNDP, UNFPA and UNICEF will assist in addressing these challenges and help further refine arrangements which could be implemented at the UN level in general and at the respective UN agency levels.
(e) Information & Communication Technology (ICT) management
32. UNDP management shares the view of the AAC that a robust ICT governance is essential to ensure that capital investment decisions are made based on an enterprise view of ICT systems including being cognizant of the cost implications (both one time and recurring costs) in the life cycle costing of the key corporate systems.
33. To the end and following a comprehensive review commissioned by the Associate Administrator, the ICT governance group has been recently reestablished with a revised Terms of Reference for its mandate and decision making authorities. The ICT Governance Group (ICTGG) which will be a sub-group of the OPG is vested with full decision-making capacity for business ICT decisions across all units (with authority derived from the OPG, and advising / seeking guidance from the OPG as necessary). It will also advise UNDP senior management biennially on priorities for UNDP ICT resource allocations, investments and implementation, with the recognition that the ICT resources currently include other inter-Agency, non-UNDP dimensions.
(f) Enterprise Risk Management
34. UNDP management is appreciative of the guidance of the AAC which has contributed to its ability to move ERM progressively into mainstream management and its integration with the Top audit priority list which has been used effectively by UNDP to mitigate audit related risks.  

35. UNDP shares the view of the AAC that it is important to give continuous attention to ensuring that risk management and specifically risk escalation process is clear to all staff in form and in substance. UNDP believes that a shared view of risk improves coordination and communication between different levels within the organization and that managers should be encouraged to take appropriate risks responsibly and to leverage collaborative efforts of concerned parties to mitigate residual risks.   
36. In this context, UNDP notes that there is a growing recognition amongst development partners that more effective risk management especially in fragile states can contribute to stronger overall outcomes and results by allowing more appropriate and calculated risk-taking and that the risk of non-engagement in these contexts can outweigh most risks of engagement.  UNDP therefore sees an opportunity to align itself with current efforts amongst interested development partners to harmonize its risk taxonomy and to progressively build the needed capability for risk management in the field. 
IV. Management response to Annual Report of the Ethics Office

37. UNDP management welcomes the fourth Annual Report of the Ethics Office (DP/2012/14) which has been independently prepared by the Director of Ethics Office.  The Office which was established by the Administrator since 2007 continues to make important contributions in 2011 in supporting UNDP’s management effort in strengthening and nurturing a system and culture of accountability, transparency and ethical standards in general and in the implementation of the Agenda for Organizational Change (AOC).  
38. UNDP management considers that a fully functional and effective Ethics Office (complemented by a well capacitated audit and investigation office, a professionally competent Legal Support Office and clear and fair implementation of human resources policies by the Bureau of Management) is central to ensuring that staff (and particularly managers) understand and internalize the value-based ethical standards expected of them as International Civil Servants. 
39. In this regard, UNDP management is pleased to note that the external independent peer review conducted in 2011 (by two highly qualified professionals in this field), has indicated that the UNDP Ethics Office “has successfully carried out its mandate in an excellent manner and with demonstrable results” and that “the quality of the Ethic Office’s work is all the more impressive given the resource constraints of the Ethics Office”.
40. Creating the awareness and discussing openly about ethical challenges at the workplace as well as providing counsel on potential conflict of interest situations are important preventive measures in promoting compliance and value based ethical standards in UNDP. In this regard, UNDP management is glad that as at end December 2011, nearly 3800 personnel (across all the five regional bureaus including HQ) has participated in face to face ethics training conducted by the Ethics office and/or peer trainers; that more than 10,900 personnel has completed the online training module since its launch in 2008; that consistently close to 100% target has been met for filing in accordance with financial disclosure policy (FDP).

41. UNDP management agrees with the recommendation of the Ethics Office to include ethical decision-making as an important tool for staff members in implementing the Agenda for Organizational Change.   UNDP management shares the view of the Peer Review Panel that “ethics issues are management issues” and is committed to reiterating the same at induction/training programmes and requiring managers to play active roles in promoting transparency and exemplifying the highest standards of ethics and integrity in applying policies and making decisions at the workplace. 
Conclusion

42. Within the overall UNDP Accountability Framework (approved by the Executive Board), the work of Audit Advisory Committee, the Office of Audit and Investigations (OAI), the Ethics Office (together with those of the Evaluation Office and the UN Board of Auditors) collectively provide the Executive Board and the Administrator with the necessary independent and professional advice and risk-based assurance that resources (financial and otherwise) entrusted to the organization has been managed effectively to deliver the expected development results and with the expected organizational efficiencies and effectiveness. UNDP management is therefore appreciative of the contributions of these independent oversight bodies. As emphasized by the Administrator in the Agenda for Organizational change (AOC), individually and collectively as an organization, UNDP must lift its performance “from good to great” to more effectively support our country offices to deliver visible, consistent impact on the ground while addressing underlying management and capacities issues arising from audit findings, investigations and ethics related activities. 
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