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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 2012/18 and 2013/7. Section II provides management response to key audit issues identified in the Annual Report of the Office of Audit and Investigations (OAI) (DP/2013/35). Section III provides management responses to the strategic advice contained in the 2012 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/2013/36).
2. Consistent with the principles of accountability outlined in the UNDP accountability framework and oversight policy (DP/2008/16/Rev.1), UNDP continues to apply an accountability-based and risk-informed approach to strengthen the areas identified by independent oversight bodies and offices i.e. Audit Advisory Committee, the UN Board of Auditors, the Office of Audit and Investigations (OAI), the Ethics Office and the Evaluation Office, and to act upon the Executive Board decisions in this regard. Implementation of the recommendations made by these independent oversight bodies and offices are embedded in UNDP’s integrated work plans (IWP).
3. The Executive Group (EG) under the leadership of the Administrator and the Organizational Performance Group (OPG) under the leadership of the Associate Administrator regularly and strategically review progress made in addressing the underlying causes of the audit observations and recommendations. In addition, audit risks that may affect the ability of the organization to carry out its mandate and strategic plan are brought to the attention of the Enterprise Risk Management Committee, which is chaired by the Associate Administrator. Thus corporate risks arising from audits are closely monitored and mitigated.

4. All the identified areas for improvement for which details are provided below are included in the Top 9 audit-related management priorities established by UNDP for 2012-2013, and presented to the Executive Board during its first regular session in January 2013 (DP/2013/8).
I. Management updates on key items requested by Executive Board
(a) Actions taken to ensure sufficient resources allocated for audit and investigative purposes
5. UNDP management has continued its efforts to strengthen its audit and investigation function, acknowledging the importance the Executive Board places on these matters. This is reflected in the increase of $3.3 million in OAI budget for 2012 as compared to the budget for 2011. It is particularly significant in a constrained financial environment and demonstrates the importance that UNDP management places on ensuring an effective audit and investigation function. Moreover, OAI continues to use risk-based audit approach to ensure optimal utilization of audit/investigation resources and also continues to consult United Nation Board of Auditors (UNBOA) to ensure proper coverage and minimize duplication of efforts in providing assurance to the Administrator and the Executive Board.
6. In addition, UNDP now has dedicated audits for the projects directly implemented by UNDP (DIM). OAI has been provided additional resources for these audits. This provides synergic impact on country office audits and helps to alleviate the current strain on core funded audit resources.
(b) Efforts made in following up on fraud cases;

7. UNDP continues to have zero tolerance for fraud and corruption, and addresses any such allegations swiftly and effectively. UNDP management is committed to ensuring that appropriate disciplinary actions are taken in all cases where the investigation substantiates allegations of wrongdoing.
8. UNDP has strengthened its investigation function. Revised Investigation Guidelines were released in November 2012 following a comprehensive review of the process and inputs from all the relevant offices. Training was provided to OAI staff in order to enhance their expertise for effective assessment and investigation, particularly in the area of procurement. 
9. Legal Support Office of UNDP diligently follows up all cases where fraud has been established, usually in cooperation with the Country Office concerned. On occasions where staff member has separated, the Legal Support Office cannot directly take proceedings in national courts to recover funds defrauded from the Organization, however, it attempts to find recovery in all such cases, whether by deduction from staff members’ and contractors’ final payments, or through requests to the national governments to prosecute wrongdoers and to thereby recover defrauded amounts. In certain cases, the recovery depends very much on the wrongdoers’ capacity to pay. 

10. In 2011, Procurement Support Office of UNDP spearheaded the establishment of the Bureau of Management’s Vendor Review Committee and drafted and implemented a new Vendor Protest mechanism. Procurement Support Office routinely collaborates with the Legal Support Office, the Ethics Office and the Office of Audit and Investigations to supplement their in-house expertise on procurement. Procurement Support Office also informs actual and prospective vendors of the Zero-Tolerance Policy concerning unethical, unprofessional or fraudulent acts as well as of the UNDP Fraud Hotline to ensure that any instances of procurement fraud are readily identified and reported. 

11. UNDP management also wishes to draw the attention of the Executive Board to the fact that, as per the OAI report, out of a total of 232 presumptive fraud cases processed during the year 2012, only 65 warranted a full investigation of which only 45 cases were substantiated. UNDP management also considers the high number of incident reporting, 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. 

II. Management response to significant audit results reported by OAI
(a) Addressing key issues identified in headquarters, interagency and country office audits
12. HQ audits. As in the past, the Organizational Performance Group (OPG) will continue to monitor the implementation status of all 23 HQ audit recommendations issued and to ensure that lessons learnt from these audits are applied accordingly. 
13. For the 9 audit recommendations which have organization-wide impact, management has taken specific steps in a progressive manner. For example, since the fast track procedures (FTP) were implemented, Procurement Support Office of UNDP has mainstreamed most elements of the fast track procurement, including streamlined micro purchasing, increased delegation of authority which now requires Procurement Capacity Assessment (PCA), full assessment of the business unit’s procurement plan, procurement capacity and associated risks, and more strategic use of other agencies long term agreements (LTAs), which are now incorporated in the central depository in Procurement Support Office’s share-drive. Management is now working on how procurement can be further streamlined with-in the context of the second phase of the fast track procedures (FTP). Procurement Support Office is also looking for options on pre-positioning of emergency items to react quickly to sudden onset emergencies. The procurement planning tool has been developed and procurement planning is now a pre-requisite for any increased delegation of authority approvals. Over 60 procurement plans were received from country offices in 2012. A formal framework for the PCA has been delivered through an Agenda for Organizational Change (AOC) funded project as is now used to determine country offices delegation of authority levels and prevents from automatic up-scaling of delegation of procurement authority. Over 45 offices have been assessed using the tool resulting in 15 country offices getting increased delegation and others getting extensions of already increased delegated authority.

14. Interagency audits. As a result of the HACT global assessment conducted in response to the recommendation from the high-level mission report of the High-level Committee on Management (HLCM) of the United Nations Development Group (UNDG) and the joint internal audit report, focus has been on revising the HACT framework. Under the coordination of UNDG/Development Operations Coordination Office (DOCO), with inputs provided by HACT participating United Nations organizations, the current HACT framework is in the process of being revised. External consultancy has been retained to assist the revision process and the revised HACT framework is scheduled to be completed by the second quarter of 2013. The aim is to improve the effectiveness of the framework, articulate the requirements of audit and assurance activities, streamline practices, develop additional guidance, and revise HACT applicability and compliance criteria, accountability framework, procedures and tools for use by country offices to reflect the recommendations made in the global assessment and the joint internal audit report. It is expected that, once launched, the revision to the HACT framework will address key audit issues. UNDP is actively taking part in this inter-agency effort. The ultimate responsibility for HACT implementation resides with United Nations country teams, which take into consideration the unique background of each programme country’s setting. In addition, there is a need to enhance the performance of the regional UNDG teams. In UNDP, all stakeholders including the senior management, internal and external auditors have been actively engaged in this process.

15. Country office audits. Under the Agenda for Organizational Change (AOC), UNDP management has continued its current strategy for addressing recurring weaknesses in project monitoring and oversight, and procurement management. Consistent with the UNDP accountability framework, Regional bureaus continue to play key monitoring role and support targeted offices with capacity challenges specifically country offices that received unsatisfactory rating from OAI in 2012.
16. UNDP believes that strengthening UNDP capacity and performance in managing for development results is a long term process requiring ongoing management attention. Under the Agenda for Organizational Change (AOC), UNDP is placing high priority on strengthening programme and project management and is undertaking a number of complementary initiatives to improve performance in this area. This work builds on the relatively recent re-design of the results oriented annual report (ROAR) reporting facilities, to facilitate more evidenced based reporting on results and to capture new results.

17. UNDP’s programme and project policies and procedures are currently undergoing an end to end re-write to ensure, among other changes, that projects are designed and appraised based on sound quality criteria, including stronger monitoring systems. A dedicated task force is developing and testing this new approach so that it will be ready for January 2014 when the new strategic plan begins.

18. Country offices are being assisted to systematically strengthen programme quality through better results planning, monitoring and evaluation. The Country Office Business Model Task Force was set up to develop new country office business models to address three interlinked challenges: improving operational efficiency, strengthening critical functions, and enhancing change agility of country offices. Programme cycle Monitoring and Evaluation was one of the critical functions identified by the group, and the Country Office Support Initiative (COSI) was established as one mechanism to assure strengthened results based management, quality assurance, learning and programme alignment in time for the start of the next strategic plan in January 2014. Training has been provided to country offices on results-based management, and results-based management has been integrated in capacity development and programme/project management training. An on-boarding and orientation tool for new and reassigned personnel, which describes how results should align with programme priorities, has been recently launched. In addition, discussions are underway to find ways to improve monitoring and evaluation and RBM practices at the inter-agency level.
19. As mentioned in paragraph 13 above, the procurement planning tool has been developed and procurement planning is now a pre-requisite for any increased delegation of authority approvals. Over 60 procurement plans were received from country offices in 2012. Further, the implementation of the Advisory Committee on Procurement (ACP) Online, and its use to review Contracts, Asset and Procurement (CAP) cases, now allows Advisory Committee on Procurement to spot check cases to ensure compliance to procurement policy. Under the Agenda for Organizational Change (AOC), UNDP, through the on-going Country Office Business Models Initiative, continues to pursue efficiencies and ensure compliance in the case of international procurement, by clustering procurement activities where possible, and in the case of local procurement, by providing further reinforcement regionally or from headquarters to compensate for capacity gaps in country offices. In the area of procurement capacity, UNDP has put in place a formal system of procurement professionalization programmes with different levels of certification. These programmes are accredited by the United Kingdom-based Chartered Institute of Purchasing and Supply.
20. In the area of asset management, staff members have been trained and systems have been enhanced as part of the implementation of IPSAS. Year-end reconciliation of assets by headquarters units and country offices for the year 2012 is planned in the first half of 2013. Plans are underway to provide independent support to country offices in year-end verification of the assets.
(b) Addressing key audit findings in project audits
21. Global Fund projects audits: UNDP is generally chosen as the interim Principal Recipient of grants from the Global Fund to Fight AIDS, Tuberculosis and Malaria in countries with significant risk and is usually the principal recipient of last resort. There is already an established strategy for addressing audit risks. Members of the senior management are tasked with providing close oversight and monitoring of Global Fund grants. Every six months, the UNDP Organizational Performance Group (chaired by the Associate Administrator) reviews implementation issues and risk management concerns across the grant portfolio. Frequent reviews are undertaken to address implementation bottlenecks, strengthen risk management and support the timely implementation of audit recommendations. Corporate tools and guidelines have been developed to ensure consistency and transparency in the management of the Global Fund grants by country offices. 

22. To strengthen stock management and safeguarding of assets among UNDP Global Fund projects, the UNDP Global Fund Partnership Team (BDP/HIV, Health and Development) developed a Guidance Note titled ‘Asset Management in the Context of Global Fund Grants’ and Country Offices in their negotiations with the Global Fund ensure that costs associated with effective asset management are budgeted. As the interim Principal Recipient of Global Fund grants, UNDP is more often than not working with partners as sub-recipients, whose financial management and reporting capacities require considerable amount of support. Recognizing the need for close monitoring and oversight on sub-recipient management, the Terms of Reference for the NGO/NIM audits have been strengthened for financial management and expanded to include review of controls and processes. The Partnership Team has also engaged in 2012 into long term agreements (LTAs) with audit firms for future audits of sub-recipients to improve the consistency and quality of the sub-recipients audit reports. 

23. To further enhance risk management of Global Fund programmes in the first half of 2012 the Control Self-Assessment (CSA) was rolled out as a risk management approach in 3 pilot countries. The CSA is an initiative by UNDP Global Fund Partnership Team (BDP/HIV, Health and Development) and the three pilots were in the form of workshops facilitated by OAI in an advisory role for the purpose of assisting work teams in the evaluation of risks and controls. The CSA approach is viewed to be a more systematic, comprehensive and participatory approach to risk management that allows both UNDP and Global Fund risk management requirements to be met. It allows the Country Offices to take a broader perspective on risk management, prioritize risks, identify functional risks emanating from business processes, identify those risks within its sphere of influence, and develop action plans for proactive risk management. In early 2013, a review shall be conducted of the Global Fund-UNDP project portfolio in the context of OAI audit reports and feedback from Regional Bureaus, and Country Offices to identify those countries that may benefit most from employing the CSA approach to risk management.

24. Directly implemented projects: Although national implementation modality (NIM) is the 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. 
25. UNDP management is cognizant of the challenges faced while directly implementing programmes/projects, particularly in transition or crisis States. Therefore, UNDP management approved a new audit approach for directly implemented projects in 2011, which has been implemented starting from 2012. The new audit approach would allow obtaining more assurance from project audits as a supplement to periodic country office audits. Also, an enhanced Atlas (ERP) Project Management module was launched in January, 2013, featuring improvements in capturing pipeline data, required project information, standard cost recovery rates, and project documents. UNDP is currently designing a project quality assurance mechanism that will bring about additional improvements to the Atlas Project Management module, which will result in enhanced monitoring of projects. Management will also issue guidelines to country offices in this regard.
26. Projects executed by non-governmental organizations and/or national governments NGO/NIM: UNDP management considers the NGO/NIM projects to be a key and preferred implementation modality to meet national capacity building objectives. With more than $2.66 billion in estimated expenditure (in 2012), 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.
27. UNDP management is pleased to note that 82% of NGO/NIM audit reports reviewed by OAI received a “satisfactory” rating (compared with 76% in 2010). UNDP management is also pleased to note a substantial decrease in the net financial impact for the fiscal year 2011. Net financial impact decreased from $39.7 million (1.9% of the total audited expenditures) in 2010 (which was due to an exceptional case of destruction and loss of documents following political crisis in a country) to $11.7 million (0.6% of the total audited expenditures) in 2011. However, UNDP management remains focused on a handful of NGO/NIM projects with “unsatisfactory” overall NGO/NIM audit rating including those with high financial impact associated with their qualified audit. This will continue to 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.
(c) Management update on long outstanding audit recommendations
28. UNDP management is pleased to note that efforts in closing out long outstanding audit recommendations have resulted in a drop in the number of long outstanding audit recommendations from 41 as at December 2010 and 28 as at December 2011 to 21 recommendations as at December 2012. These 21 recommendations represented 0.6 per cent of the total of 3,634 recommendations issued since 2008. While acknowledging the improvements made, UNDP management remains committed to addressing these long outstanding recommendations, which is evident from the fact that 12 out of these 21 recommendations have been implemented as of 24 April 2013 (the cut-off date for the management response).
29. Out of the three recommendations which had been outstanding for over 36 months, the one related to the implementation of a software system to assist business units in procurement planning has been implemented as at 4 April 2013. This was a long term undertaking which required formulation and development of project details. For the recommendation related to recovering implementation support services, significant work has been completed, and implementation will be completed with further guidance in this matter in 2013. In regards with the recommendation related to auditing certain DIM projects of the United Nations Capital Development Funds (UNCDF), UNCDF has performed an audit risk assessment and identified which projects need to be audited for 2012. It has discussed these audit priorities with UNDP OAI to ensure UNCDF takes advantage of UNDP OAI procedures and audit contracts to facilitate the auditing process and minimize the costs for audits. The implementation of the recommendation will be completed once the audits of the selected projects are complete and audit reports are submitted. 
III. Management response to strategic advice of the Audit Advisory Committee

30. UNDP management welcomes the 2012 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) International Public Sector Accounting Standards (IPSAS)
31. UNDP has noted the AAC’s appreciation for the continued support of the Associate Administrator as the champion of IPSAS and the investment by UNDP in an effective change management process. Management is also pleased to note that AAC members received a very positive and consistent feedback from the country offices which they visited. 
32. UNDP shares the view of the AAC that IPSAS implementation reflects a new way of accounting and reporting that has significant implications as it effects programme management, donor relations and financial reporting. UNDP also agrees with the AAC that this will place demands upon the Organization in 2013 and thereafter, and UNDP is mindful not to underestimate the efforts and resources required in this regard. 
33. UNDP expresses its strong appreciation for the AAC’s support with respect to IPSAS implementation.
(b) Agenda for Organizational Change (AOC)
34. UNDP management once again appreciates the continuing interest of the AAC in this important corporate initiative which is in line with the Administrator’s vision for UNDP. 

35. Over the last two years, UNDP has taken significant steps to lift performance and be better fit for purpose to respond to the development challenges of the 21st century. This has included the introduction of a robust annual business planning process across the organization from country offices and to headquarters, improved integrated approaches to resource mobilization and management, the development of an updated approach to country office presence and improved efficiencies in recruitment and procurement. UNDP will continue to take forward measures to strengthen accountability at all levels of the Organization and is paying careful attention to ensure that the drive for procurement efficiencies does not undermine internal controls. The Agenda for Organizational Change (AOC) is now coalescing and accelerating with the development of the new Strategic Plan 2014-17, with further change required for UNDP to deliver effectively in line with new strategic directions. Change will continue to be integral to our approach to our work. 
(c) UNDP financial stability
36. UNDP acknowledges the AAC observation that harmonization of treasury activities needs to be well thought through. This collaborative effort is focused less on consolidation of treasury functions, rather the emphasis is on identifying opportunities to streamline operations and working methods within and among agencies, as well as finding opportunities to reduce costs. Risk in implementation is managed through the oversight of the Working Group on Common Treasury Services (WGCTS) chaired by WHO and IFAD. Regular meetings are held to update the participating treasuries on the work of each project track.

(d) Harmonized Approach to Cash Transfers (HACT)
37.  UNDP appreciates the continuing interest and guidance of the AAC in this matter. Management has noted the AAC’s comment that whilst the original purpose of the HACT regime remained valid, there is a need to review and improve the implementation measures, to define clearer accountability within each organization and put an overall HACT governance arrangement in place. However, taking into account these comments and also the recommendations of the high-level mission report of the High-level Committee on Management (HLCM) of the United Nations Development Group (UNDG) and the joint internal audit report, management has decided to review the framework. The aim is to improve the effectiveness and implementation of the framework, articulate the requirements of audit and assurance activities, streamline practices, further clarify accountability, and streamline practices, procedures and tools for use by country offices. 

(e) Information & Communication Technology (ICT) management
38. UNDP management agrees with the views of the AAC on the importance of the clarity of the role of a corporate ICT function and the necessity of the entity-wide view of ICT systems and budgetary resources. Based on the AAC advice, an ICT governance group has been re-established with revised terms of reference for its mandate. This group has the appropriate authority for business ICT decisions across all units. It also advises UNDP senior management biennially on priorities for UNDP ICT resource allocations, investments and implementation, recognizing that ICT resources currently include other inter-agency, non-UNDP dimensions. Moreover, a medium-term investment plan and ICT Roadmap 2014-2015 is underway, to be finalized by October 2013, to address issues of corporate ICT functions, a holistic view of the enterprise ICT portfolio, and its financial management. Further, Deputy Assistant Administrator & Deputy Director, Bureau of Management (BoM), has been appointed to the ICT Governance Group as of March 2013, to ensure proper representation of the Bureau of Management, as advised by the AAC. 
(f) Enterprise Risk Management
39. UNDP management appreciates the guidance that the AAC has provided in mainstreaming the ERM. During the 25th AAC meeting in April 2013, the AAC has been briefed by the management on how ERM is now working in practice. The evidences from Integrated Work Plan 2012 and 2013 have indicated that offices have mainstreamed ERM into their periodical planning, budgeting, and monitoring process. Some of the notable progress that has been made in the ERM includes better clarification on the form and purpose on risk escalation, which have now been included in UNDP Programme and Operations Policies and Procedures (POPP). Evidences from the country offices risk log also indicated that escalated risks do warrant the attention of the regional bureaus, and that the bureaus have systems in place to respond to these escalations.

40. UNDP management is pleased to note that the AAC appreciated the effectiveness of the management practice of identifying and managing a set of top audit-related management priorities and the commitment shown by the Organizational Performance Group by monitoring the progress regularly.

IV. Management response to the Annual Report of the Ethics Office

41. UNDP management welcomes the fifth Annual Report of the Ethics Office (DP/2013/36) which has been independently prepared by the Ethics Office. UNDP management is pleased to note that the Office which was established by the Administrator in 2007 is fully functional and the transition between the outgoing and incoming Director has been effective. This has resulted in strengthening and nurturing of a system and culture of accountability, transparency and ethical standards in general and in the implementation of the Agenda for Organizational Change (AOC). UNDP management has taken notice of the recommendations made in this report of the Ethics Office and taken the several steps as described in the following paragraphs.
42. Consider adoption and approval of the proposed amendments to the financial disclosure and the protection against retaliation policies: UNDP management would like to inform the Executive Board that proposed amendments to the financial disclosure and the protection against retaliation policies are in the final stage of approval.
43. Consider adoption and approval of the proposed amendment to the family relationships policy to harmonize it with similar United Nations policies: The proposed amendment to the family relationships policy to harmonize it with similar United Nations organizations’ policies has been reviewed by the Office of Human Resources, Bureau of Management, and is now in the final stage of the approval. 

44. Embed ethics into all business decision-making: UNDP management continues to acknowledge the importance of embedding ethics into all business decision-making, and continues to emphasis that managers model ethical behaviors and demand the same of staff. Ethical role model behavior is already a critical component of the performance appraisal for UNDP staff at all levels.

45. Improve online staff communications vehicles (such as intranet): Through a cross-functional team, which includes a representative from the Ethics Office, efforts are already underway to modify the UNDP intranet site to ensure that staff can be reached in an effective and prompt manner. 

46. Improve management training: UNDP management agrees that the leadership skills in managing human resources are vital for the success of the Organization. Management is in the process of strengthening its training regimen to ensure that managers acquire enhanced leadership skills. 

47. Formally resolve guidance for secondments, special leave without pay, and loaned personnel arrangements: UNDP management agrees that clearer rules and guidance concerning the arrangements of secondments, special leave without pay and loaned personnel are essential to protect against conflicts of interest and avoid opportunities of inconsistent treatment. The Office of Human Resources, Bureau of Management, has already started cross-functional efforts to identify, document and monitor the various arrangements existing in UNDP for minimizing conflicts of interest and inconsistent treatment. 

48. Encourage managers to refer pertinent matters to the Ethics Office for advice and guidance: As stated in paragraph 41 above, UNDP management places significant importance on the role of the Ethics Office in ensuring that staff, particularly managers, understand the ethical standards expected of them as International Civil Servants. Hence, UNDP management continues to encourage its managers to seek guidance from the Ethics Office regarding potential conflicts of interest, financial and outside interests, outside activities, gifts and entertainment, speaking engagements, fee, etc.
Conclusion

49. As always, UNDP management acknowledges and appreciates the contribution of the independent oversight bodies and offices i.e. Audit Advisory Committee, the UN Board of Auditors, the Office of Audit and Investigations (OAI), the Ethics Office and the Evaluation Office. UNDP management believes that the work of these independent bodies and offices is essential in providing the UNDP Administrator and the Executive Board with the necessary independent and professional advice and risk-based assurance that all the resources including financial resources entrusted to the Organization have been managed efficiently and effectively to achieve the expected development results. This continues to be an essential element of UNDP accountability framework and serves to ensure that areas of further organizational learning and improvement are identified and acted upon.
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