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I.  INTRODUCTION

1. The Executive Director is pleased to present to the Executive Board a summary of the internal audit and oversight activities of UNFPA in 2006.

2. During its Annual session 2006, the Executive Board welcomed the risk-based approach proposed by UNFPA.  The Board indicated that this approach should include the identification of risk areas, their evolution, the analysis of their causes, and suggestions for improvement.  The present report complies with the Board’s request.  With a structure and format comparable with those of the 2006 annual report on internal audit and oversight activities (DP/FPA/2006/4) in compliance with decision 2006/13, the present report also responds to the decisions by the Board in 2004 and in 2005 for UNDP, UNFPA and UNOPS.  As indicated in document DP/FPA/2006/4, the risk-based approach for reporting is still a learning process for the Fund.  The approach marks a transition from the traditional enumeration of audit findings to the mapping of risks and the analysis of trends. Its main purpose is to provide a comprehensive review of issues that are at times complex and technical to enable the Board to monitor the performance of UNFPA and to give guidance to the Executive Director on the work of the Fund, as set forth in resolution 48/162 of the General Assembly.

II. Assurance in UNFPA

A. Oversight activities in 2006

3. In 2006, the UNFPA Division for Oversight Services (DOS) carried out 29 audits (see also figures 1 and 2 and tables 1 and 2). Pursuant to Executive Board decision 2005/19, one audit was performed at headquarters which reviewed regional projects under the responsibility of UNFPA geographical divisions.

4. The internal audit activities carried out during 2006 included the following: 

(a)
Audits of 17 offices (13 in the Africa region, two in the Latin America and the Caribbean region, one in the Arab States, Europe and Central Asia regions, and one in the Asia and the Pacific region); 

(b)
Contracted audits in six country offices in the Asia and the Pacific region, five country offices in the Arab States, Europe and Central Asia regions, and one audit of regional projects at headquarters.
5. To strengthen oversight follow-up, DOS and the UNFPA Management Information Systems Branch are developing an improved oversight recommendation tracking tool which will replace the current one.  The new tool, which will be fully operational during the last quarter of 2007, will be web- based and more user-friendly so that UNFPA country offices and geographical divisions can more easily enter and monitor their actions taken to implement the oversight recommendations.
B. Quality assessment of the Division for Oversight Services

6. For the first time since its creation, DOS undertook a quality assessment of its procedures and operations benchmarking against the professional standards of the Institute of Internal Auditors (IIA).  The quality assessment, that took place from July to September, was validated by the IIA.  The assessment which was partially satisfactory recommended that:

•
The division should expand the risk model to include the whole auditable population;

•
The DOS charter should be approved;

•
Staffing resources should be increased for adequate coverage of investigations and information systems;

•
The practices and procedures of DOS should be documented;

•
The supervision over assignments should be strengthened; 

•
The system and procedures leading to the issuance of audit reports should be reviewed to decrease the release lead time.

7. Most of the recommendations by the validator from the IIA have already been addressed or are being addressed: the risk model has been further developed to better analyse the auditable population; the charter of DOS has been endorsed by the Audit Advisory Committee (AAC).  DOS is planning a full-scale independent review at the end of 2008.

C. Audit Advisory Committee

8. The Audit Advisory Committee was established in October 2006 and had two meetings in 2006.  The Chair of the AAC attended the 2006 Second regular session of the Executive Board.  The relation between the Audit Advisory Committee, the United Nations Board of Auditors, the Executive Director, and the Executive Board has been defined in the Charter of DOS and the terms of reference of the AAC.

9. In accordance with its terms of reference, the AAC submits a report on its work for the previous year to the Executive Director at the end of March every year and would present it to the Executive Board at its annual session. This provision has been included to increase the reliability and the quality of the assurance provided to the Board (see section H). The Executive Board is expected to take a formal decision regarding the modalities of reporting by the AAC, including the nature of the document which could be either an official one or a separate section of the annual report on internal audit and oversight activities presented at every annual session. 

D. Inter-agency cooperation and harmonization

10. In accordance with the request made by the Executive Board in decision 2006/13, UNDP, UNFPA, UNICEF and WFP harmonized and standardized their audit ratings.  The memorandum of understanding was signed by the Heads of these funds and programmes in October 2006.  UNFPA adopted the new rating for its internal audit reports by June 2006.  The standardization of audit terms has been achieved by the formal adherence to the International Standards for the Professional Practice of Internal Auditing set up by the Institute of Internal Auditors, as recommended by the Representatives of the Internal Audit Services of the United Nations Organizations and Multilateral Financial Institutions (RIAS).  UNFPA and UNDP oversight divisions tried to harmonize, to the extent possible, the structure of their annual reports to the Executive Board; the variations are mainly due to different approaches and functions.

11. DOS participated in the bimonthly meetings of the Inter-Agency Audit Working Group on joint-offices and multi-donor trust funds which were initially composed of UNICEF, UNDP and WFP.  In the fourth quarter of 2006, the membership of the working group was expanded to include all agencies participating in the United Nations Development Group (UNDG) multi-donor trust fund for Iraq.  In 2006, this working group developed a risk model for the selection of joint offices for audit and a framework for the preparation of audit guidelines for common services and joint offices.  Processes were also developed for the formation and management of joint office audit teams.  In addition, processes to issue joint office audit reports and follow up on recommendations arising from these audits were agreed upon. The members of the working group also agreed upon arrangements for performing audits and preparing and issuing standardized reports on multi-donor trust funds.  These efforts contributed to further harmonization of audit work processes across the four funds and programmes of the Executive Committee of the UNDG.

12. UNFPA participated in the working groups and task forces of the United Nations Evaluation Group on evaluation and oversight, country-led evaluations, evaluation capacity development and results-based management (RBM), and contributed to the task force to prepare the revised United Nations Development Assistance Framework (UNDAF) guidelines.  In the area of humanitarian response, UNFPA contributed to an inter-agency real-time evaluation of the emergency response to the Horn of Africa crisis. 

13. The UNFPA country offices in Indonesia, Maldives, Sri Lanka and Thailand, whose operations have been affected by the December 2004 tsunami disaster were audited during the first half of 2006.  The results of the audits did not reveal any misuse of the tsunami funding, but emphasized the country offices’ lack of adequate structure in terms of human resources to cope with disasters of high magnitude.  During 2006, UNFPA participated in the Tsunami Evaluation Coalition (TEC), which initiated five parallel evaluations of the international response to the tsunami.  The purpose of the evaluations was to determine the impact of the tsunami response, particularly the impact of international actors on local and national capacities for relief and recovery and risk reduction.  These oversight activities were conducted in close collaboration with other funds and programmes to compare results and risks levels.  The activities had been undertaken before the adoption of the General Assembly resolution 60/259 in May 2006.  The forensic data analysis performed pro bono by PricewaterhouseCoopers, using their proprietary software to analyse UNFPA Atlas data has not identified potential fraud, anomalies or other irregularities.  The contribution by PricewaterhouseCoopers helped UNFPA to carry out for the first time an integrated risk assessment and helped to identify the need for a comprehensive approach to address risks.  This has materialized in the organization-wide fraud prevention and risk management training initiated in early 2007.

E. Fraud monitoring and control activities

14. In 2006, UNFPA initiated a series of important activities to prevent fraud.  The fraud hotline which was redesigned to be more accessible and user-friendly has not been used as much as anticipated.  This low level of use might be due to the time needed for staff members to accommodate this new reporting mechanism within the context of a new culture of fraud awareness and prevention.  In order to foster transparency in the organization, the Executive Director called for managers, at all levels in both headquarters and the country offices to be provided training on fraud prevention and risk management.  A global accounting firm, was contracted to implement a cost-effective anti-fraud programme and controls methodology within UNFPA which is consistent with the standards of the Committee of Sponsoring Organizations of the Treadway Commission (COSO).  UNFPA will also use this exercise to sensitize its staff, especially senior managers, on what constitutes risk, and what risk management involves.

F. Staffing 

15. DOS is headed by a Director and consists of two Branches: (a) the Oversight and Evaluation Branch; and (b) the Audit Services Branch.  The staffing status is presented in table 3.  Authorized posts in the Oversight and Evaluation Branch include one Chief, four Evaluation Advisers and two support staff; and in the Audit Services Branch, one Chief, five Audit Specialists at headquarters and two based in Africa, as well as two support staff.  The staffing and structure of the division will be reviewed to enable the division to fulfil the roles and functions assigned by its Charter.  This will be reflected in the UNFPA biennial support budget for 2008-2009.

16. DOS continued to face a shortage of staff during 2006. Until September 2006, the post of the Deputy Director and Chief of the Oversight and Evaluation Branch was vacant.  In addition, throughout 2006, one audit specialist post and one evaluation adviser post were vacant.  The difficulties in finding a suitable candidate resulted in re-advertising of the audit specialist post.   The recruitment process is under way.  As in 2004 and 2005, the work of the division was supplemented by two international accounting firms who performed 12 audits.  To be more effective, the division would require one additional auditor with expertise in information technology and one investigator.

G. Accountability in UNFPA

17. In 2006, accountability remained an organizational priority established by the Executive Director. During the year, UNFPA undertook several management reviews, the development of the new strategic plan, 2008-2011, and the strengthening of country-level operations to improve the Fund’s effectiveness and efficiency, especially at the country level. These activities have encouraged managers to review the accountability framework of the Fund, and to integrate the assurance process as well as develop a more systematic approach to measure performance at individual and programmatic levels.

18. The accountability framework of UNFPA includes two components, namely, individual accountability and organizational accountability. Individual accountability which is the duty to account for the fulfilment of responsibility is the result of a combination of the delegation of authority, the right to direct and exact performance from others, and the responsibility and obligation to perform. In connection with this level of accountability, the Performance Appraisal and Development (PAD) application implemented in 2004 is the corporate tool used to measure individual performance. The PAD has had a significant positive impact on the culture of the Fund by encouraging supervisors to link workplans and results with individual appraisal. The system has been widely accepted by the staff members, as it has enhanced objectivity through its feedback features. It has proven useful in holding managers and staff accountable for results. The organizational accountability revolves around the Fund’s strategic plan, the centrepiece for organizational programming, management and accountability for the period 2008-2011.  The strategic plan, 2008-2011, will be used to guide all programme development and implementation, and to monitor performance and progress in achievements. Figure 3 provides an overview of the accountability framework in UNFPA and shows that accountability in UNFPA integrates the assurance process and the measurement of performance.

H. Assurance in UNFPA

19. Assurance is the process by which the internal and the external auditors, or the Audit Advisory Committee express a conclusion designed to enhance the degree of confidence of the Executive Board about the outcome of the evaluation or measurement of effectiveness and efficiency of UNFPA against internationally recognized criteria. The reliability of assurance in UNFPA is guaranteed by the articulation of three levels of assurance. The first level is provided by the work of DOS, and in particular by the presentation of the report on internal audit and oversight activities at the annual session of the Executive Board. The second level of assurance is ensured by the external auditors, the United Nations Board of Auditors, whose primary role is to certify the financial statements of UNFPA. The Board of Auditors also audits country offices, regional, and headquarters operations, including DOS. They therefore assess the first level of assurance. The independent Audit Advisory Committee through its interaction with management, and internal and external audit, is able to provide the third and highest level of assurance through its annual statement to the Executive Board. The independence of both internal audit and the Audit Advisory Committee is ensured by their respective charters and terms of reference, which, inter alia, allow them to contact the President of the Executive Board at any time. Figure 4 depicts the overall design of the assurance process in UNFPA.

I. Performance measurement in UNFPA

20. Section V of the General Assembly resolution 59/250 remains the guiding principle for effectiveness and relevance of operational activities in the Fund, and therefore for the measurement of performance.  Like accountability, the measurement of performance has to be made in two dimensions, individual and institutional. The PAD measures the performance of staff members according to individual outputs agreed upon at the beginning of the year in relation to the programme annual workplan or office management plan. In addition, UNFPA is adopting Balanced Scorecards™ (BSC) that should enable management to define in a better way the strategic linkages that integrate the performance of the multiple units of UNFPA, to relate individual and organizational performance, and to monitor results. Combined with results-based budgeting, BSC should provide additional performance feedback on strategies and should ensure that the resources requested address functions and activities to support the strategic plan, 2008-2011, as approved by the Executive Board. The use of these tools should strengthen accountability in the Fund.

III. RISK Assessment and audit planning

J. Risk classification

21. The risk classification adopted by UNFPA has been extensively described in document DP/FPA/2006/4. In accordance with the request made by the Executive Board in decision 2006/13, the same approach has been followed in the present report. Further refinements have been made in the linkages between risks, deficiency category and causes and in the statistical design of the risk model (annex 1 provides an overview of the risk linkages). The UNFPA risk model was peer reviewed at the annual meeting of the Representatives of the Internal Audit Services of the United Nations Organizations and Multilateral Financial Institutions.

K. Risk model

22. The purpose of the risk model is to: (a) assess the risk profiles of UNFPA entities (headquarters divisions/units, country offices and country technical services teams) and to decide on the priorities of the audit and oversight missions to be undertaken in the year; and (b) keep track of the Fund’s risk universe.  The risk model developed for the selection of the field audit locations in 2006 maintains the importance of more frequent audits of the larger (in terms of financial expenditure) and more risky entities.  The model also includes considerations of financial management and programme performance in order to highlight potentially weaker entities for an oversight mission.  The quantitative aspects of the model serve as the basis for further analysis and for further discussion with the Audit Advisory Committee.  

23. The Division for Oversight Services continued to improve its risk-based audit planning system to ensure that its priorities are consistent with the goals of UNFPA.  The risk model used in 2006 was improved to include additional factors of risk such as the extent of the existence of baselines, targets and monitoring systems in country offices. The list of variables is provided in annex 2. The improved model provides management with more precise indication of areas of vulnerabilities. The development of another application – Worldwide assessment of vulnerabilities system (WAVES) -- that assesses the vulnerabilities of entities will provide information on the ranking of the risk level of organizational units within the entire risk universe or within its regional subsets and will help managers to take corrective measures.

L. Risk model results

24. The risk model gives three types of results: (a) an entity-specific risk assessment, based on the variables; (b) a global one, based on the aggregation of variables for each risk category; and (c) an entity’s risk rank versus other entities in the global country office universe. The risk model monitors the structure and the dynamics of the risks and of the risk universe. Its representation uses a risk matrix that relates to management and audit decisions (see figure 5).

1. UNFPA risk universe

25. The risk universe of UNFPA includes 129 entities (country offices, subregional offices and country technical services teams) and headquarters. The risk model produces a mapping of entities according to their vulnerability.
 Figure 6 provides a mapping of entities according to the likelihood
 of risks
 and their vulnerability in 2005. The model provides some ideas on the volatility of the risk universe. Out of 129 UNFPA entities, 35 per cent had a greater vulnerability and 65 per cent a lesser one in 2005, compared with 2004. An analysis of the volatility pattern (see figure 7) indicates that the higher the exposure to risks, the higher the likelihood of improvement. This might be explained by a greater responsiveness of management in highly exposed entities. However, this statement needs to be validated against the availability of additional time series since not all the pertinent 2006 data were available at the time of this report preparation. 

2. Global risk assessment

26. As indicated in document DP/FPA/2006/4, the risk model provides a global risk assessment. With the availability of comparable data for 2004 and 2005, the model also provides some indications of trends (see figure 8). The expected values of People risk, and External risk categories are decreasing, while the expected values of Relationship risk and Technology risk categories are increasing. There is no significant change in Process risks between the years 2004 and 2005. The lack of change in Process risks might be due to the fact that the risk approach and the internal control framework (ICF) were only implemented in 2006, while the increase in Relationship risk might be due to a better identification of the risks with the systematic measurements of financial and programme performance indicators. The increase in the expected value of the Technology risk category may be explained by two concomitant phenomena: while the performance of information technology in the Fund has improved with systematic recovery procedures, more reliable Internet connections and use of a web-based enterprise resource planning system (ERP), the potential impact of loss has increased with more reliance on information technology applications. In this connection, the ERP (Atlas) would remain a source of concern until its controls are further strengthened and a reliable audit trail is introduced.  Another review of Atlas controls will be made jointly with UNDP and UNOPS in 2007.  
3. Predictability value of the risk model

27. The risk model is used to select entities for audits. Therefore, it is important to statistically test if the model has any validity in predicting the performance of an entity.  The tests conducted by DOS show that the rank of vulnerability given by the model and country offices audit ratings correlate. 

28. The Division for Oversight Services will continue to monitor the accuracy and reliability of the risk model and will improve it through an iterative process based on the accumulation of a series of data and a more precise analysis of the risk factors.  The risk model is improving the ability of UNFPA to assess the likelihood of risks and their evolution over time. 

IV. Significant audit results

M. Main findings in 2006

29. Of the 41 reports issued in 2006, the level of internal controls and the compliance with financial, administrative, human resource, information technology and programme requirements were found to be satisfactory in nine offices, partially satisfactory in 25 offices and unsatisfactory in seven offices. Table 1 shows the breakdown of audit ratings by year of report issued.  Figures 2 and 9 provide additional details with a breakdown of audit ratings by region, year and category.  Figure 2 shows that two regions are exposed to higher vulnerability that may be attributed to programme implementation by national partners, who require capacity development in this area; and cash transfer modalities, a recurring issue of concern as it has financial and programme implications and contributes to the lower ratings of internal audit reports in country offices. The new harmonized approach to cash transfers to implementing partners (HACT) may help reduce the risk associated with national execution (NEX) through the adoption of the appropriate transfer modality based on capacity assessment. To be successful, it must also be accompanied by the development of programme and financial tools to facilitate the work of implementing partners and the provision of support to enhance their capacity.

1.
Process risk

30. In general administration, significant findings relate to the procurement of goods and services, assets and inventories, travel planning and contracting, vehicle management, registry, communications, disposal of obsolete equipment, management of premises and records maintenance. In programme management, findings pertain to project documents, development and implementation of annual workplans, project budgets and expenditures, project monitoring, evaluation, and project reporting. In financial management, findings relate to weaknesses in disbursements, support budget monitoring, grants to institutions, year-end closure, and safe management. Personnel and other findings relate to weaknesses in attendance and leave records, overtime and office management plan processes. See figure 10 for details. 

31. More detailed findings are available from the seven countries where an oversight
 mission was conducted with an expanded coverage on the programme aspects. In those countries, results-based programme management was not well implemented and field-monitoring visits were not as frequent as required. Programme results statements and indicators were often insufficiently specified. Programme baseline data were not consistently available, particularly data related to the gender and population and development components. As a consequence, programme monitoring and reporting tended to be activity-based, thus hampering impact measurement. This was further compounded by the low results-based management capacity of national implementing partners and in some cases the weak national demand for evidence-based programming. These findings stress the important need for capacity-building of staff of UNFPA and implementing partners in evaluation, results-based management and impact measurement. This capacity-building should be a joint effort of the United Nations country team, taking advantage as much as possible of South-South cooperation modalities. The evaluation coverage of UNFPA investments was generally insufficient and with some exceptions evaluation quality could be improved by a better compliance with recognized standards for measuring relevance, effectiveness, efficiency, impact and sustainability. To improve the quality of evaluation, and in accordance with the request made by the Executive Board in decision 2006/11, UNFPA is issuing minimum evaluation standards to all offices and is reviewing its evaluation policy, in order to provide the necessary guidance on standards and on the measurement of impact in relation to the strategic framework of the Fund. 

2. People risk

32. The major People risk findings relate to service contracts and special service agreements, staff contracts, vacancies, recruitment, staff files, payroll, performance appraisals, staff capacity, training plans and reports, organization charts and typology (see table 5 for details). 

3. Relationship risk

33. In 2006, UNFPA received audit reports for nationally-executed projects for expenditure amounting to $90,868,893 (an increase over the expenditure of $86,875,334 in 2005), representing 85 per cent (77 per cent in 2005) of the total expenditure incurred on projects executed by governments and non-governmental organizations. DOS reviewed the audit reports for the year ended 31 December 2005, for which the reports were scheduled to be received by 31 March 2006.  A key challenge is that the reliability of current national execution processes has only marginally improved over time.  In 2005, 31.2 per cent of all NEX reports received were qualified, as opposed to 32.7 per cent for 2004.  The risks related to national execution relate to the ability of UNFPA country offices to provide assurance on the use of funds and capacity-building support, and to commission quality audits. UNFPA issued new standard terms of reference for audits of nationally-executed projects in November 2006. 

34. Figure 11 gives an overview of the quality of nationally-executed project audits.  Of the 60 audit reports from 27 countries that were reviewed and evaluated for the year 2005, the adequacy of the audit plan, the audit scope, the completeness of the reports and the country office management plan improved in comparison to 2004 (see figure 12).  However, the timeliness of the audit reports and the certification of financial forms declined over the same period. The main causes identified by the NEX auditors relate to expenditure not in accordance with activities and budgets, a lack of supporting documentation, financial statements not being available, inadequate books and accounting records, and weak internal controls and monitoring. These findings underscore the close link between relationship and external risks and the need to develop national capacity in programme implementation and financial management.

4. Technology and systems risk

35. The major technology and systems risk findings relate to inadequacies in disaster recovery plans, data backup processes, local area network, computer security, computer maintenance, computer inventory lists, Atlas reconciliations errors and reports, software licenses, antivirus software and unauthorized software (see table 5 for details). This category includes segregation of duties in the information technology environment, budgetary controls of development, physical and environmental and system software controls.   

5. External risk

36. The main findings in this risk category pertain to the inadequate assessments of the capacity of counterparts, the assurance provided by the assessments and the registration of non-governmental organizations, and also the compliance with security standards, insurance and theft of project equipment.  Staff security remains an area of concern for UNFPA operations in the field.

N. Recurring issues

37. The distribution of significant oversight findings by categories of risks and their recurrence are summarized in tables 4 and 5. The purpose of the analysis of oversight observations and their recurrence is to identify areas of focus by management to improve both efficiency and effectiveness. However, this analysis remains partially reliable for the following reasons:

(a)
Internal audit and oversight reports are a biased source of information, as the selection of organizational entities to be audited is based on their vulnerability. This bias is the reason why the reports identify the same deficiencies over time.  For the same reason, no correlation can or should be made between the recurrence of deficiencies and the reliability of the management of the Fund;

(b)
The recurrence of observations concerns only a very small biased sample within the risk universe and is not representative of the entire UNFPA population;

(c)
Because of the volatility of the working environment and of the risk universe of UNFPA (see figure 7), an organizational unit can become suddenly at risk even if its management has been exemplary for several years;

(d)
New modalities of intervention require a constant adaptation, and innovation carries its own risks. New aid modalities, direct budget support or participation in sector-wide approaches (SWAp), are a typical example of new challenges that need to be managed by the Fund with or without an explicit recognition of an acceptable level of risk appetite
. 

38. Since they cannot be correlated with the deficiencies in UNFPA management processes, recurrent and unresolved findings should be reviewed in relation with the levels of vulnerability to get a better understanding of efficiency and effectiveness in UNFPA. 

V. Conclusion

39. Based on the analysis of risks and the recurring types of audit recommendations, three main areas require attention: business processes, national execution, and information technology security.
40. Management procedures in UNFPA should improve after the internal control framework is further developed and its implementation strengthened. The current fraud prevention sensitization project should help entities to decrease the levels of residual risks and enable them to monitor activities in a more systematic way.
41. Addressing the challenges of national execution, especially within the context of the new aid modalities and given the lack of clarity on an acceptable level of risk, requires greater attention from both the Fund and the Executive Board.  HACT is indeed harmonizing the modalities of financial transaction. However, when HACT is fully implemented, it will rely more on the accountability and audit systems of implementing partners. The potential consequences on the financial statements of the Fund must be reviewed by its management, the Executive Board, the United Nations Board of Auditors and the AAC to avoid any difficulties with the certification of financial statements. This risk/reward dilemma is of paramount importance for it relates to a much broader debate on the work of the Fund and on aid modalities such as basket funding or direct budget support.

42. In less than two years the ERP (Atlas) has transformed the financial control and management of the Fund. Expenditures are better monitored, budgets are not overridden, and financial statements are easier to produce and are more reliable. The introduction of a new technology always carries a certain degree of uncertainty. Atlas is no exception. By offering more access to users, the system creates new opportunities for fraud and misuse. UNFPA and its service provider, UNDP, should reconsider the risk/ reward balance of the system, the implementation of a comprehensive audit trail and should systematically check its controls. Both organizations should consider the cost-benefit of introducing new features in the current system before the upgrade to PeopleSoft™ version 9.0 which will require an overhaul of the current system.

43. The above-mentioned challenges should not overshadow the outstanding leap achieved by UNFPA in the areas of accountability, assurance, risk management, internal controls, and fraud prevention. Many of these terms were neither mentioned nor debated two years ago. However, in a very short period of time, they have received increased attention from the management of the Fund; they have transformed the role of the oversight function; and will continue to re-shape the work of UNFPA. The change in organizational culture that has been initiated requires, more than ever, the continued and full support of the Executive Board.

VI.
RECOMMENDATION

44. The Executive Board may wish to: 

(a)
Take note of the present report DP/FPA/2007/14 and express support for the continued strengthening of the accountability and assurance process in UNFPA and the reorganization of the internal audit and oversight services of the Fund;

(b)
Provide the necessary guidance to the Executive Director in addressing challenges in the following three main areas: business processes, national execution and information technology; 

(c)
Advise on the appropriate modalities of reporting by the Audit Advisory Committee.

Annex 1:  Risk groups and description

	Risk category
	Deficiency category
	Cause

	External risk
	 
	 

	 
	Inadequate assessment of governance and capacity of counterparts and provision of assurance activities
	Absence of or delayed macro and micro assessments of financial management capacity, technical and programme management capacity, lack of or inadequate capacity building support and assurance activities

	 
	Inadequate security assessment and management
	Lack of compliance with Minimum Operating Security Standards (MOSS) and Minimum Operating Residential Security Standards (MORSS), lack of office security plan, theft

	
	Incomplete arrangement and transparency in UNDP common services
	Regulatory change, legal change, inaccurate charges, etc.

	People risk
	 
	 

	 
	Delayed appointment of office staff
	Long vacancies in critical management, programme and operations posts, unavailability of qualified staff, hiring/firing, etc.

	 
	Deficiency in contracting project staff and consultants
	Long vacancies in critical project posts, unavailability of qualified staff and consultants, hiring/firing, etc.

	 
	Fraud
	Fraud, trading misdeeds, infractions to the United Nations standards of conduct

	 
	Unethical behaviour
	Abuse of authority, harassment, abuse, illegal acts

	 
	Lack of or inadequate staff management and capacity-building 
	Absence of office training plan, performance appraisal and feedback, supervision and guidance, and staff development opportunities.

Lack of or inaccurate organizational chart, staffing table and deviation from typology

	 
	Lack of capacity to articulate, monitor and evaluate the country programme/country programme action plan  priorities 
	Vacancies, lack of posts, staff competency in results-based management, monitoring, evaluation and operations research 

	Process risk
	 
	 

	 
	Lack of bank reconciliation
	Lack of proper due diligence, inadequate/problematic account reconciliation, etc.

	 
	Lack of or inadequate supporting documents
	Lack of proper due diligence, inadequate/problematic account reconciliation, etc.

	 
	Unnecessary manual payments
	Lack of proper due diligence, inadequate/problematic account reconciliation, etc.

	 
	Slow financial closure of projects
	Lack of proper due diligence, inadequate/problematic account reconciliation, etc.

	 
	Improper processing of purchase orders (pending, not approved, inaccurate)
	Lack of proper due diligence, incorrect procurement procedures, etc.

	 
	Inadequate procurement processes
	Lack of proper due diligence, incorrect procurement procedures, etc.

	 
	Lack of physical receipts of goods
	Lack of proper due diligence, incorrect procurement procedures, etc.

	 
	Incomplete or inaccurate records of assets
	Lack of proper due diligence, incorrect procurement procedures, incorrect asset management, etc.

	 
	Lack of or inadequate personnel administration
	Lack of proper attendance and leave records, overtime, personnel records, etc.

	 
	Inadequate situation analysis and identification of programme priorities
	Lack of compliance with CCA/UNDAF guidelines, lack of vulnerability analysis and targeting, data unavailability, etc.

	 
	Inadequate systems of results-based management in place, including database and knowledge sharing
	Poor knowledge and capacity in RBM, poor logical framework and inappropriate indicators, lack of data collection and database

	 
	Inadequate programme monitoring and reviews
	Poor knowledge and capacity in monitoring, lack of compliance with programme guidelines, lack of monitoring plan, time/staff constraints, unavailability of reports

	 
	Inappropriate measurement of programme impact and poor evaluation coverage and quality
	Poor knowledge and capacity in evaluation and impact measurement, lack of operations research, poor evaluation standards, small number of evaluation, difficulty with joint programmes and sector programmes

	Relationship risk
	 
	 

	 
	Lack of compliance with legal requirements, programming processes, national relevance and selection of partners
	Missing signatures, agreements, inadequate stakeholder involvement, non-alignment with real needs and national priorities, ability of implementing partners to meet requirements

	 
	Lack of or inadequate alignment with UNFPA strategies in programme
	Lack of compliance with the strategic plan (Inadequate policy dialogue and advocacy, partnerships, use of knowledge base, and capacity building strategies)

	 
	Lack of or inadequate extra-budgetary resources and compliance with agreements
	Absence of fundraising plan, incorrect agreements, non-fulfilment of substantive and financial requirements

	 
	Inaccurate and untimely financial reports
	Certificate of expenditure (COE) systematically incorrect or not signed, no matching with workplan, lack of supporting information, delays in submission

	 
	High operating fund account balances (above 25% of annual expenditure) for national execution
	COE systematically incorrect or not signed, accumulated delays of financial reports, operating fund account not reconciled

	 
	Inadequate substantive reporting by counterparts
	Poor quality of reports, delays in report submission, inaccurate information, absence of reports

	 
	Inadequate control and assurance, unclear accountability
	Participation in sector-wide approaches, joint-programming risk, complications arising from multi-party agreements

	Technology and systems risk
	 
	 

	 
	Deficient information technology security and controls
	Hacking, firewall failure, external disruption, lack of backup

	 
	Inadequate information technology   backup plan and disaster recovery
	System failures, system maintenance, telecommunications, etc.

	 
	Inadequate and inappropriate use of Atlas
	Lack of segregation of roles, deficient trail, security

	 
	Unreliable audit trails
	System failures, system maintenance, telecommunications, etc.


Annex 2:  RISK MODEL – RISK MODEL LIST OF VARIABLES

	Category of risk
	Variables

	External
	1.   Security phase in the country

2.   World Bank governance rating 

	People
	3.   Vacancy in representative, deputy representative or country director

4.   Proficiency in monitoring and evaluation methodology

5.   Proficiency in results-based management

6.  Use of programme managers monitoring and evaluation toolkit by country office staff 

7.   Monitoring and evaluation entities in the country office

	Process
	8.   Financial performance on regular resources

9.   Requisition, purchase order and local expenditure patterns

10. Forecast expenditure in the fourth quarter on regular resources

11. Monitoring and evaluation activities and investment in two previous years

12. Extent of a monitoring database

13. Extent of existence of baselines, indicators and targets 

14. Field monitoring visit plan and extent of achievement

15. Mid-year and annual reviews of the office management plans

	Relationship
	16. Financial performance on other resources

17. Resource mobilization performance

18. Forecast expenditure in the fourth quarter on other resources

19. Operating fund account management

20. National execution accountabilities 

21. Growth of programme budget 2006 over 2005

22. Timing of programme evaluation and of new country programmes 

23. Implementing partners use of programme managers toolkit

24. Annual reviews with partners

25. Support to building monitoring and evaluation systems in the counterpart ministry

	Technology and systems
	26. Quality of Atlas data

27. Proficiency of country office staff in Atlas


 Annex 3:  figures

Figure 1:  Internal audit activities
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Figure 2:  Breakdown of audit ratings by geographical division
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AP: Asia and Pacific Region; LAC: Latin America and Caribbean Region; ASECA: Arab States, Europe and Central Asia Region

Figure 3:  The accountability framework in UNFPA
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Figure 4:  Overview of the assurance process in UNFPA
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Figure 5:  Risk matrix
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Figure 6:  The risk universe of UNFPA
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Figure 7:  Dynamics of the risk universe
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Figure 8:  Global risk profile and trends
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Figure 9:  Audit recommendations by risk category: 2005 & 2006
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Figure 10:  Breakdown of process risk by cause
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Figure 11:  2005 NEX evaluations
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Figure 12:  2004 NEX evaluations
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Annex 4:  Tables

Table 1: Number of reports and rating of reports issued by year

	Year
	Number of Reports (Per Cent)

	
	Unsatisfactory
	Partially Satisfactory
	Satisfactory
	Total

	2004
	4 (22%)
	10 (56%)
	4 (22%)
	18 (100%)

	2005
	4 (15%)
	19 (73%)
	3 (12%)
	26 (100%)

	2006
	7 (17%)
	25 (59%)
	9 (24%)
	41 (100%)


Table 2:  Distribution of 2006 recommendations ratings by risk category

	Risk category
	High
	Medium
	Low
	Total

	Process
	563
	520
	115
	1198 (53%)

	Technology & systems
	267
	168
	12
	447 (20%)

	People
	177
	174
	24
	375 (16%)

	Relationship
	97
	93
	4
	194 (9%)

	External
	32
	21
	2
	55 (2%)

	Total
	1,136 (50%)
	976 (43%)
	157 (7%)
	2,269 (100%)


Table 3:  DOS staffing as at 31 December 2006

	Functional title
	Authorized
	Encumbered
	Vacant

	Director and Managers
	3
	3
	0

	HQ Audit Specialists
	5
	4
	1

	Outposted Audit Specialists
	2
	2
	0

	Evaluation Advisers
	4
	3
	1

	Support staff
	5
	5
	0

	Total
	19
	17
	2


Table 4:  Change in the distribution of findings between 2005 and 2006 by risk category

	Risk Category
	Percentage of Total Recommendations in
	Increase or (Decrease)

	
	2006
	2005
	

	Process
	53%
	78%
	(25%)

	Relationship
	20%
	4%
	16%

	People
	16%
	8%
	8%

	Technology and systems
	9%
	8%
	1%

	External
	2%
	2%
	0%

	Total
	100%
	100%
	


Table 5:  Details of recurring findings and their change in frequency

	Process risks
	Percentage of Total Recommendations
	Increase or (Decrease)

	
	2006
	2005
	

	General Administration
	38%
	32%
	6%

	Programme
	35%
	30%
	5%

	Finance
	21%
	16%
	5%

	Other
	6%
	22%
	(16%)

	Relationship risks
	Percentage of Total Recommendations
	

	
	2006
	2005
	

	Project documents, letters of understanding, annual work plans 
	17%
	59%
	(42%)

	Inter-agency and common services
	3%
	6%
	(3%)

	Project closure
	2%
	8%
	(6%)

	Financial Reporting, controls and processes in partners
	30%
	12%
	18%

	National execution audit processes and results
	30%
	15%
	15%

	People risks
	Percentage of Total Recommendations
	

	
	2006
	2005
	

	Service contracts and special service agreements
	42%
	10%
	32%

	Vacancies and timely recruitment
	14%
	19%
	(5%)

	Training plans and reports
	13%
	19%
	(6%)

	Organization chart, typology
	5%
	7%
	(2%)

	Technology and system risks
	Percentage of Total Recommendations
	

	
	2006
	2005
	

	Disaster recovery plan and back up of data
	45%
	35%
	10%

	Computer security, maintenance and equipment listings, information technology controls
	32%
	53%
	(21%)

	External risk areas
	Percentage of Total Recommendations
	

	
	2006
	2005
	

	Inadequate assessment of the capacity of counterparts, the assurance provided by assessments and the registration of NGOs
	62%
	39%
	23%

	Security issues, compliance with security standards, insurance, theft of project equipment
	38%
	14%
	24%
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* The compilation of data required to provide the Executive Board with the most current information has delayed the submission of the present report.


� 48/162. Further measures for the restructuring and revitalization of the United Nations in the economic, social and related fields.


� The vulnerability is the level of potential financial gain or loss in relation with the level of risk. It is an expected value.


� The likelihood of a risk is the probability that the risk will affect the operations of an entity.


� A risk is the chance of something happening that will have an impact on an organization’s objectives.


� An “oversight” mission is the combination of internal audit and evaluation. It corresponds to the “Full scope” type of audit in UNDP as defined in Annex 6 of DP/2006/31 with a particular emphasis on relevance, strategic compliance and quality of impact measurement. It is conducted by a multidisciplinary team of auditors and evaluators.


� Risk appetite defines the degree of risk UNFPA or any other organization is willing to accept in pursuit of its goals, as determined by executive management and governance. Risk appetite can specify, for example, whether or not UNFPA will take a proactive role in the deployment of new and emerging technologies or aid modalities.
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