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Introduction
1. This report is organized into four sections. Section I provides management updates pursuant to Executive Board decision 2010/22 and 2011/9. Section II provides management response to key audit issues identified in the Annual Report of the Office of Audit and Investigations (OAI) (DP/2011/29). Section III provides management responses to the strategic advice contained in the 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/2011/30). 
2. The findings of OAI and the recommendations of the AAC reaffirm the strategic focus on the current UNDP Top 10 audit priorities (see Annex 1) as endorsed by the Executive Board (DP/2011/14). While the audit findings do not require a shift in current management action plans already in motion, it does require a renewed management focus and urgency in more strategically addressing high risk programme portfolios such as selected Global Funds and key projects directly implemented by UNDP (DIM); residual risks with selected nationally implemented projects (NIM) and accelerated efforts in strengthening procurement management in UNDP offices while promoting a workplace that underscores ethical behaviour consistent with UN Standard of Conduct.
I. Management updates on key items requested by Executive Board 
(a) Actions taken to ensure appropriate and timely capacity for investigation

3. Over the years, the audit and investigation capacity at UNDP has been progressively strengthened. The number of approved investigator posts at OAI for example has increased from 5 in 2006 to 8 as at end 2010. The investigation function is now headed by a deputy director at the D-1 level. The work of the investigation office is supplemented by a fully functional and effective Ethics Office which serves an important goal of raising overall awareness and understanding of value-based ethical standards in UNDP as well as by the Legal Support Office of the Bureau of Management (BoM) which has been strengthened following the implementation of the new system of administration of justice introduced since July 2009. 
4. UNDP management recognizes that the current positive trend of staff stepping forward to report allegation of frauds or presumptive fraud requires that the investigative function of OAI be appropriately strengthened to deal with the current increase in the number and complexity of the caseloads and yet flexible enough to deal with changes in risk assessment. To this end, the Administrator intends to strengthen the oversight function (including investigative function) as a corporate strategic priority.   
(b) Steps taken to address the increase in number of complaints of alleged frauds
5. UNDP management considers that the current upward trend in terms of the number of complaints is a reflection of the growing understanding amongst staff and personnel of their responsibility in reporting 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. The increase in the number of complaints does not necessarily mean that such frauds/wrongdoings have occurred.
6. At the recommendation of the AAC, the Administrator, in late 2010, has approved the revised Charter of the OAI which, inter alia, expanded the mandate of the investigation function to assess and conduct investigations into allegations of frauds and other financial irregularities committed by contractors, implementing partners and other third parties, and to conduct proactive investigation in high risk areas susceptible to fraud, corruption and other wrongdoings.
7. In the interest of transparency and setting the tone at the top, UNDP, has, since 2001 been publicizing on a regular basis the summary of disciplinary cases involving UNDP staff which resulted in the imposition of disciplinary sanctions or in administrative measures taken subsequent to an investigation.  Recently, UNDP has revised its Anti-Fraud Policy (codified since 2005).  This revised UNDP policy on fraud and other corrupt practices (which also draw from principles underlying the United Nations Convention Against Corruption (UNCAC) and the United Nations Convention Against Transnational Organized Crime (UNTOC)) forms an important part of UNDP’s corporate governance, establishing the framework for preventing, identifying, reporting and effectively dealing with fraud and other forms of corruption.  

(c) Information on unspent funds and steps taken to ensure a more appropriate level of liquidity

8. Pursuant to its decision 2011/9, UNDP is organizing an informal briefing session to provide detailed information on the high level of unspent balances noted in the Audit Report of the UN Board of Auditors for the biennium ended 31 December 2009 (A/65/5/Add. 1). 
9. Several factors contributed to the high level of unspent balances at the close of financial statements for the biennium 2008-2009.  Detailed information and explanations on the UNDP investment guidelines as well as its approach in maintaining the required level of liquidity in the current fiscal environment will also be provided during the briefing session for the Executive Board. 
(d) Actions taken to address long outstanding audit recommendations 
10. UNDP management has made concerted efforts during the year in closing long outstanding audit recommendations for more than 18 months. This is one of the top 10 audit priorities for 2010-2011. From an initial list of 157 (comprising 56 audit recommendations that were unresolved as at December 2009 (per DP/2010/31) and another 101 audit recommendations issued by OAI between June 2008 and June 2009 that would have become long outstanding by December 2010), management has implemented 116 of the 157 long outstanding audit recommendations as at end December 2010.  
11. As at end April 2011, the number of unresolved recommendations has been further reduced to 35 (compared to 56 in 2010).  This represents 1.0% of the 3,715 audit recommendations issued by OAI between 2006 and 2009. Of these, 11 recommendations are not expected to be fully implemented without the reciprocal actions of host country governments and/or other UN entities; 4 recommendations relate to the implementation of contract modules in Atlas which can only be implemented in January 2012 when UNDP adopts the International Public Sector Accounting Standards (IPSAS) and 7 recommendations involve a country office currently undergoing political challenges.  This leaves 13 audit recommendations which UNDP is targeting to close by the end of third quarter of 2011.

(e) Improvements made in addressing key project management audit issues raised

12. Programme/project design, monitoring and evaluation remain one of the Top 10 audit priorities for UNDP in 2010-2011. UNDP management believes that it must go beyond addressing the specific audit issues identified by OAI. It has adopted a more comprehensive and integrated approach in strengthening the culture and system of results-based management (RBM) in UNDP.  This is currently spearheaded by the Programme and Project Management (PPM) Task force commissioned by the Associate Administrator to establish streamlined programme and project approaches that are applicable to different country development contexts; promote programme/project quality and reduce transactional burdens on country offices. The Task Force will also make recommendations to substantially improve the full-cycle support to programme and project management with quality assurance and appraisal arrangements.

13. In 2010 several steps were taken towards promoting a culture and system of results-based management in UNDP. For example, the country office scans at the Regional Bureaus were conducted to agree on key action plans to address performance and oversight challenges faced by country offices, including project management.  There are planned enhancements of the project management module in Atlas, and in the RBM platform. It includes an interface that guides, facilitates and simplifies project management. The revised UNDP Evaluation Policy approved by the Executive Board in February 2011 requires Country Programme Document (CPD) evaluation plans more outcome-oriented and strategic. It encourages organizational learning and the use of evaluation findings to improve the quality of programmes, and guide strategic decision-making on future programming and positioning. In addition, project staff now has access to recently updated guidelines on project planning and monitoring activities for different project implementation modalities, and to exchange ideas and experiences with fellow practitioners via the recently launched UNDP knowledge management platform (Teamworks).  
II. Management response to significant audit issues raised by OAI
(a) Management plans to address key issues in headquarters and country office audits
14. UNDP welcomes the increased internal audit focus on Headquarters units and corporate functions. While Heads of HQ offices audited have oversight responsibilities to monitor and ensure timely implementation of unit specific audit recommendations, central bureaux will be accountable to the Administrator through the Associate Administrator for the reviews of relevant policies and assessing the effectiveness of the implementation of corporate policies. 
15. In the area of procurement management, UNDP has taken a strategic and integrated approach in addressing underlying systemic issues as well as in strengthening its internal procurement policies and practices. Procurement remains one of the Top 10 audit priorities in 2010-2011. The UNDP Procurement Roadmap which was approved by the Operations Group (OG) chaired by the Associate Administrator continues to guide the organizational effort in strengthening procurement capacity and enhancing procurement support at the country office.  Besides encouraging staff to complete the procurement certification programmes, UNDP is also actively building expertise and capabilities for highly specialised procurement in the areas of crisis response/recovery, pharmaceuticals, construction and civil works and specialised equipment for electoral support. Further, plans are currently underway (as part of the Atlas Enhancement initiative) to implement an enhanced procurement management system that supports an integrated workflow for the efficient review and approval of contracts at the country, regional and headquarters levels with analytics/reporting features to support effective oversight. 
16. Besides strengthening our vendor review process, UNDP is also currently formalizing its vendor suspension policy to ensure that prohibited vendors (due to poor performance records or corporate policies) are effectively prevented from future contracts in UNDP.  Also, UNDP is leading the effort in advocating the formalization of the policy and procedures for the voluntary sharing of agency-specific list of suspended vendors with UN system organizations. 
17. In the area of financial management and in the context of preparing for the transition to IPSAS by January 2012, UNDP will continue to invest in the professionalization of its finance community.  These include inter alia, urging staff to take the Finance Training and Certification Programme, and ensuring, through appropriate online courses and training, that financial staff has clear understanding of key changes to the UNDP accounting policies related to asset recording and depreciation as well as recording of donor contribution.  UNDP will continue to focus on clean-up  of balance-sheet accounts. Furthermore, UNDP is also conducting an independent assessment of the accounting skills of all new finance staff to be recruited, to ensure that the appropriate capacity is in place for the performance of their functions.  
(b) Management plans to address key issues in project audits
18. UNDP management welcomes OAI’s audit of selected projects funded by the Global Fund in which UNDP offices have been appointed as Principal Recipient (PR) at the request of its national Country Coordinating Mechanism (CCM).  UNDP’s work as PR in these high risk programme countries, is often compounded by lack of and/or inadequate national financial management capacities to prepare financial, performance and monitoring reports as well as the limited choices in selecting Sub-Recipients within the country. As of 1 April 2011, UNDP is serving as interim “Principal Recipient” of the Global Fund in 29 countries facing exceptional humanitarian and development challenges, a programme amounting to approximately US$1.1 billion in currently signed grants (2-5 year duration).
19. UNDP’s partnership with the Global Fund in these high risk countries is based on the county office’s self-assessment as well as by headquarters’  internal risk assessment of the country office capacity and its overall organizational risk exposure. UNDP actively mitigates risks that are within its control and recognizes that the implementation of mitigation strategies may take time.  This is supported by an exceptional level of oversight and scrutiny of the grant portfolio by UNDP senior management. Every six months, the Operations Group reviews portfolio implementation and risk management issues, including cross-cutting or recurrent audit findings, and takes action as required. A dedicated Global Fund support team straddling the Bureau for Development Policy and the Bureau of Management is monitoring audit findings very closely and provides the necessary support to country offices to ensure timely implementation of recommendations. For the 2009 Global Fund audits, the implementation rate as of 31 January 2011 was 98%.
20. Several management measures are already in place to address key issues noted by OAI in its report.  These measures include: targeted regional workshops and the roll-out of innovative on-line learning tool to strengthen the capacity of country offices in Procurement and Supply Chain management; promulgation of specific guidelines for the improved management of “Sub-Recipients” for country offices to remediate major risks at this level as noted by OAI; and regular assessments of major Sub-Recipient Contracts to reduce risk and improve implementation. Other measures include development of a standing arrangement with WHO-approved laboratories to facilitate the use of quality testing of medicines by country offices, and a guidance note on quality assurance plans for country offices and support to country offices in formulating and implementing Capacity Development Plans. These plans are part of the Global Fund strategy to strengthen the capacity of Ministries of Health and other national partners in project monitoring, stock supply management, financial management, asset management, as well as other priority areas.  Currently thirteen countries already have Capacity Development Plans in place. These plans will also ensure a smooth transition to national entities taking over the role of ‘Principal Recipient’ as soon as circumstances permit and ensure sustainability of the programmes. 
21. Consistent with the UNDP Regulation and Rules, UNDP has been called upon in selected instances to directly implement programme/projects (DIM).  These include crisis countries and those in special development situations, where speed of resource mobilization, delivery and decision-making is crucial or where the work is of a sensitive nature or where the programme country government has requested UNDP to do so.  While undertaking such direct implementation modality, UNDP also works to support the development of appropriate national capacities, based on country demand.

22. In the spirit of continuous improvements, the Operations Group chaired by the Associate Administrator has recently approved  measures to further strengthen both ex ante arrangements (for instance preparation for project appraisal and steps leading to approval), as well as ex post arrangements (for oversight and review) for cases of direct implementation under regional and global cooperation frameworks. Similar measures are under discussion for cases of direct implementation under country programmes. 
23. The management of audit of projects implemented/executed by programme countries (NIM/NEX) and audit follow-up remain one of the Top 10 audit priorities for biennium 2010-2011. While progress has been recognized by OAI in the timeliness of NEX audit report submissions and the improvements in overall NEX audit implementation rate, there is a need to manage fiduciary risks in a handful of programme countries with significant and/or recurring Net Financial Impacts (NFI) associated with their qualified NEX audit results.
24. UNDP is committed to strengthening national capacity in programme countries. To address associated fiduciary risks, UNDP management has required Resident Representatives of these programme countries to reassess the current implementation arrangement and cash transfer modality of their Implementing Partners which have two or more consecutive years of qualified audit opinions.  Where there are recurring capacity issues, country offices should pursue discussion with their implementing partners to change the disbursement modality.
III. Management response to strategic advice of the Audit Advisory Committee

25. UNDP management welcomes the 2010 Annual Report of the Audit Advisory Committee (AAC) including its revised Terms of Reference. The management response to the Chair of the AAC is provided below. 
(a) Adoption of International Public Sector Accounting Standards (IPSAS)
26. Current indication is that UNDP is on-track to adopt IPSAS in January 2012 pursuance to Executive Board decision 2009/15 though management is keenly aware that it should not underestimate the efforts and resources required to support country offices in preparation for and after IPSAS has been implemented. UNDP continues to draw on applicable experiences of other UN agencies and apply relevant lessons documented by the Joint Inspection Unit in its review of IPSAS preparedness in UN system organizations (JIU/REP/2010/6).  Following several months of iterative in-depth policy discussions with the UN Board of Auditors and in consultation with Atlas Partner agencies of UNFPA and UNOPS, a total of 31 key policy papers (out of 36) have been finalized and approved by Senior Management.  Throughout 2010, the AAC has been updated on overall implementation progress as well as related change management challenges.  UNDP welcomes the independent review by the AAC of key IPSAS related accounting policies.
27. UNDP is now in the Atlas system configuration and testing phase of the IPSAS implementation roadmap while it continues to build upon change management and communication efforts that started earlier. System and User Acceptance testing for key IPSAS related functionalities (including Contract module and Revenue module as well the Procurement catalogue in Atlas) have already started or in progress.  In line with the advice of the AAC, UNDP has leveraged its Long Term Arrangement (LTA) with pre-qualified professional firms to mobilize additional short term technical expertise for the timely implementation of planned system changes within the overall IPSAS resource funding envelope approved by the Executive Board (DP/2010/3).

28. Consistent with the strategic advice of the AAC, UNDP has stepped up its efforts in helping country offices prepare for anticipated changes in how donor contribution, programmatic expenditure and assets would be treated under IPSAS and its impact on management and financial reporting. Progress will be monitored through the IPSAS Readiness Dashboard which will inform our strategy in assisting UNDP offices with limited capacity or those in special development situations. 
29. Action is currently underway to establish a Global Shared Services Center (GSSC) in a programme country by end 2011. The GSSC will undertake complex IPSAS transactions and provide advisory services to country offices and headquarters units.  This is in response to the anticipated challenges posed by IPSAS-related accounting changes, including increased complexity and workload, and the limited financial management capacity in some country offices. The presence of IPSAS experts in a single GSSC should create economies of scale and thus contains the cost of adopting IPSAS, whilst contributing to the formulation of best practices and knowledge sharing.  The consultations with the potential host government for the GSSC are on-going, and at present are on track to achieve the establishment of the GSSC by end of 2011. 
(b) Applying lessons learnt from joint audits of HACT 
30. UNDP agrees with AAC that there are important lessons to be gleaned from the joint audit of the implementation of the Harmonized Approach to Cash Transfer (HACT) at Vietnam and Mozambique.  As affirmed by the Director of Development Operations Coordination Office (DOCO), the Inter-Agency HACT Advisory Committee is currently in the process of making specific recommendations to the Chair of United Nations Development Group (UNDG) on necessary measures to address, inter alia, observed inconsistency in the implementation of spot checks and micro/macro assessment required under HACT as well as HACT capacity building challenges at the country level. This will in turn inform appropriate changes to the HACT policy framework and implementation oversight arrangement at the UN country level.
31. At UNDP, OAI will continue to require UNDP country offices to conduct annual audit of nationally implemented projects with expenditure of more than $100,000.  For HACT compliant country offices, there are stringent criteria established by OAI to be met before the country office is placed on a HACT audit regime which focuses on institutional level audit of implementing partners (as opposed to project level audits).  UNDP will require that these country offices provide clear and detailed joint audit plan of implementing partners based on the results of the micro and macro assessment. 
(c) Taking a corporate view of ICT system
32. UNDP is appreciative of the continuing efforts of the AAC in encouraging UNDP to adopt relevant leading practices in information and communications technology (ICT) governance and ICT management while recognizing the inherent challenges of a highly decentralized organizational structure.
33. UNDP management agrees that it should take a more corporate and strategic view of ICT in UNDP. ICT governance will be further enhanced through concrete measures and with the Operations Group assuming a more direct role for implementing and overseeing changes to ICT governance.
(d) Strengthening linkages: ICF, IWP and ERM 
34. UNDP appreciates the positive feedback from the AAC on the organization’s efforts in recent years in making risk management and accountability an integral part of the unit work-planning, monitoring and reporting process and strengthening the linkage between individual performance goals, unit/office workplan and the Strategic Plan as approved by the Executive Board. UNDP has also made specific efforts to ensure that the Top 10 audit priorities are discussed at the OG and are escalated to the Corporate Risk Log as appropriate.
35. While the independent review conducted recently by Joint Inspection Unit (JIU/REP/2010/4) of Enterprise Risk Management (ERM) practices in the United Nations system against a set of 10 best practice benchmarks considered UNDP to be “relatively advanced in comparison to the other organizations”, UNDP recognizes that it must continuously improve its policy and practices. In this context and in line with the recommendation of the AAC, the ERM Secretariat is currently leading an effort to make its corporate risks more succinct with clarification of lead units and responsible parties. Further, the Operations Group (which serves as the body to oversee ERM) has also decided that the current Integrated Work Plans platform will be used to monitor the adequacy of UNDP’s response to corporate risks identified.
36. UNDP agrees with the AAC that mainstreaming control activities can contribute to more effective risk mitigation. UNDP is committed to proactively and systematically identify and manage risks that can impede the achievement of results.  
(e) Strengthening procurement management at UNDP offices 
37. The UNDP Procurement Roadmap (2010-2011) which was approved by the Operations Group chaired by the Associate Administrator reflects UNDP’s management commitment to take an integrated approach in strengthening procurement management policies and build capacity in UNDP offices while addressing underlying procurement audit risks in a highly decentralized organization. Key thematic areas of the Procurement Roadmap include: enhanced procurement support; streamlining processes and realizing cost and time savings; strengthening specialized procurement; professionalization and capacity building; risk management; green and sustainable procurement; and contributing to UN harmonization and coordination.
38. Important progress has been made so far. These include: the launch of the Level II Procurement Certification programme (first of its kind in the UN system) accredited with the Chartered Institute of Purchasing and Supply (CIPS) to further professionalize procurement functions in UNDP; streamlining the layers of review for procurement contracts for increased efficiency; and the revision of the policy for engaging individual contractors.   
39. UNDP management agrees with the AAC that there are continued challenges in fully implementing all elements of the UNDP Procurement Roadmap and have taken specific actions to address them. For example, all proposed changes to the UNDP Enterprise Resource Planning System (Atlas) including those for procurement are rationalized and prioritized by the Atlas Enhancement Project Board in consultation with the IPSAS Project Board to ensure that the proposed changes do not impact the planned adoption of IPSAS by January 2012.  
(f) Addressing specific issues raised by the UN Board of Auditors 
40. UNDP agrees with the AAC that management attention is needed in key areas as identified by the UN Board of Auditors in its Audit Report.  The current Top 10 audit priorities for UNDP for 2010-2011 biennium which was endorsed by the Executive Board (DP/2011/14) in its First Regular session in 2011 reflects the follow-up discussion that UNDP had with the UN Board of Auditors. These include inter alia, the management of high risk programmatic portfolios including Multi-Donor Trust Funds; the oversight support to the implementation of Harmonized Approach to Cash Transfer (HACT) modality; IPSAS readiness (including ICT system readiness) as well as the cleanup of financial account balances and leave records in preparation for IPSAS.  
IV. Management response to Annual Report of the Ethics Office

41. UNDP management welcomes the third Annual Report of the Ethics Office (DP/2011/30).  The Office which was established by the Administrator in 2007 continues to make important contributions in 2010 in supporting UNDP’s management effort in strengthening and nurturing a system and culture of accountability, transparency and ethical standards. The Financial Disclosure Policy as administered by the Ethics Office fulfills an important function of preventing conflicts of interest and safeguarding organizational integrity. As detailed in its report,  there have been many notable achievements in 2010 as the Office (in collaboration with UNDP management) became increasingly focused on advising and advocating ethical considerations and risk implications in decision-making process both at the corporate and at the individual levels.  
42. At the corporate level, UNDP management sets the tone of high ethical standards and actively supports the role and functions of the Ethics Office.  Consistent with Executive Board decision 2010/17, the Director of the Ethics Office currently participates (as an observer) in  Operations Group meetings, chaired by the Associate Administrator and contributes to key policy matters. Management has also leveraged the expertise in Ethics Office for several initiatives including the recent review of the Anti-Fraud Policy.  At the regional level, ethics-related topics have been featured and discussed with senior management teams consisting of UNDP Resident Representatives and Country Directors at the Cluster meetings of all five Regional Bureaux held in the past few years.  The Ethics Office has also participated at various regional workshops for staff representatives at the invitation of the Staff Council.
43. At the group and individual levels, there has and continues to be increasing management emphasis in deepening the level of awareness of the potential ethical risks and integrity issues faced by UNDP staff. The on-line Ethics training, which is mandatory for all staff, and the Ethics workshops conducted jointly by the Ethics Office and the Bureau of Management (BoM) serve to meet this objective.
44. UNDP management is committed to promoting a work environment where managers uphold the highest standards of ethical values, consistent with the United Nations Charter, and a culture of accountability and transparency within the office. UNDP staff members and personnel can benefit from confidential advice from the Ethics Office and should be vigilant in promptly reporting alleged frauds or other corrupt practices without fear of retaliation.   At its March 2011 meeting, the AAC noted UNDP’s work in promoting ethics and strengthening internal controls. The revised terms of reference of the AAC now include advising on the ethics function. 
Conclusion

45. UNDP management remains firmly committed to addressing the Top 10 audit priorities as endorsed by the Executive Board (DP/2011/14). It is also keenly aware not to underestimate the resource and change management efforts required for the adoption of IPSAS in January 2012. The contents of the annual report of the OAI and the strategic advice of AAC reinforce UNDP’s management focus and urgency in even more strategically addressing high risk programme portfolios, addressing residual risks with selected nationally implemented projects (NIM), accelerating efforts in strengthening procurement management in UNDP offices and ensuring a workplace that encourages ethical behaviour consistent with UN Standard of Conduct.
Annex 1. Top 10 audit-related management priorities for 2010-2011
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