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Internal audit and oversight

Responding to the emerging demand for greater information disclosure of internal audit reports
I. Executive Board request

1. In its decision 2010/22, the Executive Board requested the Administrator of UNDP and the Executive Directors of UNFPA and UNOPS “to submit a coordinated conference room paper to the Executive Board at its second regular session 2011 [i.e., September 2011], outlining the implications of the emerging demand for greater information disclosure of the internal audit reports of UNDP, UNFPA and UNOPS, including options for responding to the need for relevant information”.
II. Background

2. The current process for disclosure of internal audit reports is governed by Executive Board decision 2008/37.  It was established to respond to the considerable and legitimate interest expressed by donor country and programme/host country Member States for access to information that can provide assurance on the use of the resources entrusted to UNDP, UNFPA and UNOPS.  While assurance is provided through the internal and external audit regimes of the United Nations organization concerned, the present document is solely concerned with internal audit reports. 

3. The assurance provided by the Internal Audit Service of an organization normally relates to the governance, risk management and controls of the organization, not to a specific programme, project or activity. Nevertheless, certain programmes, projects or activities administered by the organization can be subjected to specific audit procedures. The scope of such project or activity-related audits (hereinafter referred to as ”project audits”) is limited to the project or activity in question and may cover financial and operational aspects.  The costs of project audits are generally borne by the project in question as a direct project cost.  In this respect, it is important to note that for UNDP and UNOPS, the largest volume of projects are funded from Other Resources contributed bilaterally by Member States and non-member State “institutional” donors, including, but not limited to the Global Fund to Fight Aids, Tuberculosis and Malaria  (Global Fund), the European Union, the World Bank and regional development banks. 

4. The practice of conducting separate internal audits of projects varies in the three organizations:


(a) UNDP does not routinely engage in separate audits of its directly implemented projects, but selects a limited number of projects for audit (some 30-50 per year), based on an annual risk assessment exercise. The risk assessment takes into account, inter alia, the size and complexity of projects, the environment, as well as concerns and assurance needs raised by management, donors or programme countries. Most project audits are conducted by audit firms on behalf of and under the supervision of the Office of Audit and Investigations. In the specific case of Global Fund programmes managed by UNDP, UNDP internal auditors directly conduct audits.


(b) UNOPS has many of its projects audited separately: either in the form of an opinion on the project’s financial statements or of an opinion on both the project’s financial statements and internal control environment, as specified in project agreements; such audits are conducted by audit firms on behalf of and under the supervision of the Internal Audit and Investigations Group (IAIG) of UNOPS; or, as is the case in one programme, directly by a dedicated programme-funded IAIG internal auditor. 


(c) UNFPA does not routinely engage in separate audits, but has conducted a few project audits and may continue to do so, based on the results of its risk assessment. 
III. Assurance needs of institutional donors

5. Under the current procedure, any Member State (donor or programme country) may request access to project audit reports in their capacity as States Members of the United Nations. The institutional donors, in particular large ones referred to above, some of whom fully finance projects, currently do not have such access.

6. UNDP and UNOPS experienced repeated demands from institutional donors for disclosure of project audit reports, and the audit provisions have often been an issue in negotiating cost-sharing agreements.

7. If unresolved, this may lead institutional donors to channel funds through organizations other than UNDP, UNFPA or UNOPS, choosing organizations, within or outside the United Nations system, which are more forthcoming in providing assurance. Alternatively, some institutional donors may seek assurance through their own assurance activities, which would ultimately undermine the internal audit function of organizations. 

8. The situation, if unresolved, may even affect the level of confidence of such donors in the organization and their willingness to fund projects. It may also lead to reduced funding for certain programmes in certain countries. 
IV. Options for responding to the need for greater information disclosure

9. The present section outlines the implications of the emerging demand for greater information disclosure of internal audit reports of UNDP, UNFPA and UNOPS, including options for responding to the need for relevant information. The option of maintaining the status quo is not included as that does not respond to the “emerging demand for greater information disclosure of the internal audit reports” (as stated in decision 2010/22) from “institutional” donors, including the Global Fund. 

10. Public disclosure of all internal audit reports, whether project- or non-project related, may be an option. That would, however, require fundamentally revisiting the present disclosure policy.

11. Disclosure of project audit reports only, to all donors irrespective of size, status (Member State or institutional) and link to said projects, may also be considered. That would require modifying the present disclosure policy, as non-member State donors would otherwise have easier access to internal audit information than that currently granted to Member States in accordance with decision 2008/37 (read-only access; access on-site only; information of Executive Board; consultation of Government concerned). Consideration of this option may pave the way to full public disclosure of all internal reports, previously mentioned.

12. Another option may be to fully disclose project audit reports to Member States and to those institutional donors with direct contributions to said projects. One alternative may be either to provide a copy of the report automatically or to send it upon simple written request. In that case, the ability to consult the Government concerned prior to issuance may be an issue and the ability to raise clarifying questions on the contents of an audit report would be limited.  While this option would grant institutional donors access only to relevant audit reports, they would, if the current disclosure policy is maintained, still have easier access to such reports than Member States.

13. Another alternative may be to disclose project audit reports to all institutional donors with direct contributions to said projects under conditions similar to that currently applicable to Member States, irrespective of the level of their contribution. This would also require a modification of the existing disclosure policy but would put institutional donors on a par with Member States. However, the costs associated with disclosure to all donors with direct contributions, irrespective of the level of contribution (e.g., on-site visits; information of Executive Board and consultation with the Government concerned), may prove high and divert internal audit resources, in particular senior ones (e.g., handling donors’ questions).

14. Yet another option, balancing institutional donors’ information needs while taking into account the principles of the disclosure policy adopted by the Executive Board and the confidentiality requirement for internal audit reports, would be to grant those institutional donors, who hold a significant financial stake in a given project, access to any audit report of that specific project, under modalities similar to those applicable to Member States, which may look as follows:


(a) The financial stake of a given donor would be considered significant, if the donor’s direct contribution to the project constitutes a major portion of its funding
 (e.g., 25 per cent or more), or, irrespective of funding share, exceeds a certain amount (e.g., $10 million). Limiting access to institutional donors with a “significant stake” would be a prerequisite to keep the disclosure process manageable (on-site visits; information of Executive Board and consultation with the Host Government concerned, etc.). Accepting joint disclosure requests from several donors, whose cumulative funding shares exceed the threshold established (e.g., 25 per cent), may also be considered.


(b) As is currently the case for Member States, access would be made upon written request, for viewing the audit report on the premises of the Internal Audit Service, and under condition of confidentiality.


(c) The Internal Audit Service would inform the Executive Board of the request and would provide the Host Government concerned the opportunity to view the report and comment on the disclosure request within a reasonable time frame.  A variant to the existing access procedure mentioned in subparagraph (b) above would be to view the audit report under condition of confidentiality, in a mutually agreeable secure location or process (e.g., including video-conference to answer questions). This would require modifying this particular point in the current policy.

15. Further and in addition to the options mentioned above, to better respond to the need for relevant financial information, the audited financial statements of the project (statement of expenditure = Combined Delivery Report; statement of assets; statement of cash) with the opinion of the audit firm could be made available to bilateral and institutional donors without any restrictions.  Unlike a comprehensive internal audit report, this document contains purely financial information and provides assurance on the financial position of the project without disclosing information about programmatic and operational issues.  Access to the audited financial statements of a project therefore does not affect the interests of the Government concerned.
V. Applicability of the disclosure policy 

16. The disclosure policy applies to audit reports issued by the Internal Audit Service of the organization.  Audits of projects directly implemented by the organization are, technically and legally speaking, internal audits of the organization.  The organization is the auditee and the owner of the audit report.  The disclosure of internal audit reports is governed by the disclosure policy adopted by the Executive Board. Each organization must ensure that its project and cost-sharing agreements are consistent with this policy.

[image: image1.wmf]
�  UNDP Financial Regulation 27.02 defines “cost-sharing” as a co-financing modality under which contributions can be received for specific UNDP programmes, in line with UNDP policies, aims and activities.


� This may differ by organization, depending on respective project portfolio.
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