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I. INTRODUCTION

1. In compliance with decision 2006/13, UNFPA is pleased to present its Management Response to the report on UNFPA internal audit and oversight activities in 2008 (DP/FPA/2009/5). This response is supplementary to DP/FPA/2009/5 and should be read in conjunction with that report, including its annex 3, which contains the UNFPA Management Response to the annual report of the Audit Advisory Committee (AAC)(. The present report focuses on how UNFPA is systematically addressing the key risks outlined in DP/FPA/2009/5 and includes sections on the following: management systems to address audit outcomes; major developments; significant oversight issues; and an overview of the follow-up on the implementation of internal audit findings.

2. Throughout 2008, UNFPA benefited from the regular interactions with the United Nations Board of Auditors (external audit) and from the work of the UNFPA Division for Oversight Services (internal audit). UNFPA also engaged with the Audit Advisory Committee on a regular basis in 2008. 
II. MANAGEMENT SYSTEMS TO ADDRESS AUDIT OUTCOMES

3. Audit outcomes guide UNFPA management priorities. UNFPA senior management reviews outcomes of audit (internal and external and AAC guidance) on a regular basis to guide its management priorities for the year, and to monitor progress. The audit outcomes are reflected in the Fund’s annual organizational priorities and office management plans (OMPs). In 2008, they included risk management related to reorganization, enterprise risk management (ERM), implementation of the International Public Sector Accounting Standards (IPSAS), internal controls, ethics, human resources, results-based management (RBM), and national execution (NEX).

4. The design of the reorganized UNFPA and the updating of job profiles and competencies takes into consideration the priorities emerging from audit findings, including, for example, the strengthening of country office operations capacity and the monitoring and evaluation of capacity throughout the organization. The UNFPA human resources training strategy for each year is based on needs emanating from audits. Professional certification programmes are and will be put in place in a phased manner, including mandatory ethics and harassment training, and certification in the internal control framework (ICF).

5. With increasing requirements, including for accountability, oversight, RBM and monitoring and evaluation, an overriding objective has been to focus on the consolidation of existing initiatives and the simplification of processes. Operational and programming processes have become complex over the years and at times heavy or duplicative. As a result, UNFPA is committed to streamlining and simplifying processes while simultaneously seeking to reduce transaction costs, achieve efficiency gains and optimize United Nations coherence.

6. UNFPA strategies include continuing to pursue joint United Nations system and other collaborative initiatives. A major part of this is the collaboration among UNDP, UNFPA and UNOPS as Atlas partners in leveraging joint enterprise resource planning (ERP) systems. Other key examples include the implementation of IPSAS, which is a major United Nations system collaboration initiative; and the harmonized approach to cash transfers (HACT). Furthermore, UNFPA purchases services from UNDP and other United Nations system service providers (for example, UNOPS) at headquarters and at the country level, where these are competitive and provide value for money. Major areas of such shared services include human resource management, treasury and payment-related functions, and information technology services and security in field offices.

7. Another pillar in the systematic use of audit findings is the regular senior-level review of progress made in implementation of audit recommendations across the organization. This takes place during the UNFPA Executive Committee’s quarterly reviews. Audit is prioritized in the organizational unit workplans, as well as in individual performance planning and appraisals. 
III. MAJOR DEVELOPMENTS

8. For UNFPA the year 2008 was marked, inter alia, by the operationalization of the UNFPA strategic plan and the accountability framework, the approval of the Fund’s oversight policy by the Executive Board in September 2008, and the establishment of the UNFPA Ethics Office. All of these form the basis of the ongoing work and initiatives to strengthen oversight and accountability in UNFPA, which are described in this paper.

9. A number of global risks and emerging issues are identified in DP/FPA/2009/5. This section of the present report will highlight progress made and plans in place to address those issues, as well as note key ongoing challenges.

Enterprise risk management and the internal control framework 

10. With encouragement from the Executive Board, UNFPA is developing its ERM initiative. The purpose of ERM is to strike an optimal balance between the maximization of UNFPA impact (as defined in the mission statement) and related risks. Maximizing impact requires that UNFPA take risks to remain on the leading edge in its field of expertise and work in challenging environments. This requires that UNFPA accept risk as part of its operations and minimize the potential negative impact: loss of reputation or of capacity to serve clients resulting, for instance, from inadequate or failed internal processes or from external events. The ERM approach will allow UNFPA to assess and review risks systematically at various levels, including those highlighted through the work of internal and external audit and the AAC; and to prioritize and target interventions accordingly.

11. UNFPA has interfaced the development of ERM with the further expansion of the ICF, both of which will be compliant with the standards of the Committee of Sponsoring Organizations of the Treadway Commission (COSO). In order to ensure consistency, ERM and the ICF are being developed with support from an expert private consulting company. The global ERM implementation and integration plan includes an internal governance structure with an executive-level risk committee, ERM charter and related organizational roles and responsibilities building on existing best practice. The ERM plan will also include the development of a methodology for in-depth risk assessments for detailed analysis and improvement of risk management efforts around certain key enterprise-level risks. The implementation of the ERM plan will begin in the last quarter of 2009 and extend through 2010. One of the key challenges regarding ERM is to ensure that it will be designed and implemented in a way that leverages existing processes and systems and also contributes to further simplification of work processes through the organization.

12. The ongoing work regarding the ICF includes: reviewing the existing internal controls, policies and processes; conducting a detailed documentation review of UNFPA internal controls; integrating the internal control framework across key processes and organizational units; and revising the existing ICF to make it compliant with COSO standards. 

Reorganization 

13. The UNFPA implementation of reorganization is proceeding on target in accordance with the internal implementation plan and as approved by the Executive Board. All regional and subregional offices have been established. The regional office for Arab States, as well as the regional and the subregional offices for Eastern Europe and Central Asia are currently operating from UNFPA headquarters in New York, and will be located in their respective regions by the end of 2009. A new Programme Division has been established at headquarters. 

14. During the reorganization, business continuity is maintained through the implementation of business continuity plans and through a communication strategy and a knowledge sharing approach that ensure that information and knowledge are shared and capitalized on in the reorganized UNFPA. A results-based framework is being put in place to ensure that achievement of the reorganization objectives is measured based on a set of indicators which can also be used, in due course, to evaluate the impact of reorganization. Maintaining organization-wide coherence and strong internal communication are among the key challenges that UNFPA is addressing.
Atlas upgrade

15. UNFPA, together with the other Atlas partner agencies, has completed the upgrade of the Atlas financials module (from PeopleSoft 8.4 to PeopleSoft 9.0). The upgraded system went live on 2 January 2009 and was followed by a three-month period of stabilization.  During this period, the application was fine-tuned and work-arounds for some functionalities were identified. The system is now stable and all the critical functions are working.

16. The performance of the system was slow in the first two months of the stabilization period, partly due to a lack of adequate processing power in the existing host hardware infrastructure, which is over five years old. The current hosting contract for Atlas is ending in December 2009. From the onset of the existing contract, the content in the Atlas database of the partner agencies has grown by about 10 times. The processor and memory capacity have reached the maximum level and the current infrastructure no longer meets the requirements of the partner agencies. The partner agencies are in the process of migrating to the new hosting partner, the United Nations International Computing Centre (UNICC). It is expected that Atlas will be fully migrated to UNICC by the end of 2009. The new hosting environment will provide a significantly increased and more flexible hosting capacity for the Atlas partners.

International Public Sector Accounting Standards 
17. Preparation for and implementation of IPSAS is ongoing. The introduction of IPSAS is a significant organizational change effort which UNFPA is fully committed to, in close coordination with other United Nations organizations, in particular, the Atlas partner agencies (UNDP and UNOPS). UNFPA is an active part of the United Nations system-wide working group on IPSAS and has contributed to the joint project, which has enabled UNFPA to avoid having to develop its own separate training materials on IPSAS, thus realizing cost savings for UNFPA. 

18. The UNFPA IPSAS project team has developed an IPSAS risk-mitigation strategy, which was presented to the Audit Advisory Committee and the Board of Auditors. Additionally, an analysis of the impact of each of the IPSAS standards on Atlas and on the business operations was completed.

19. UNFPA has launched its internal IPSAS project board, the purpose of which is to provide guidance, advice and support on IPSAS implementation and ensure engagement of UNFPA headquarters units, and regional and country offices in the entire process. The board is composed of directors/chiefs from each of the divisions in UNFPA and is scheduled to meet monthly, or more often, should the need arise.

20. In January 2008, UNFPA adopted the delivery principle for goods and services. Under this principle, expenses are recorded based on receipt of goods and services.  By adopting this principle UNFPA effectively eliminated encumbrance accounting and moved the organization towards full accrual accounting. Effective January 2009, UNFPA changed its accounting practice in regard to expense recognition on NEX advances made to implementing partners. The change in accounting practice is consistent with the treatment as offered by the United Nations system-wide IPSAS team on this issue. Revisions that are needed to UNFPA Financial Regulations and Rules to allow UNFPA to operate under IPSAS, beginning in 2010, have been identified. The revisions are expected to be presented to the Executive Board for approval later in 2009.

21. Given that a number of United Nations organizations, including UNDP, have decided to postpone their full implementation of IPSAS to 2012, and in light of UNFPA dependence on UNDP for Atlas and human resources services, UNFPA has reviewed its various options and related risks and is seeking to implement IPSAS using a phased approach with full implementation by 2012. The delayed implementation exposes UNFPA to two main challenges, namely, to sustain momentum, which is being addressed by continuing with a phased implementation; and to ensure harmonized phased implementation with Atlas partners, and in particular with UNDP, in areas where this is critical.

IV.
SIGNIFICANT OVERSIGHT ISSUES

22. The significant oversight issues as identified in section IV of DP/FPA/2009/5 pertain to the 21 internal audit and oversight reports issued by the UNFPA Division for Oversight Services in 2008. The internal audit and oversight reports are a selective source of information as each year different organizational units are selected to be audited based on the risk model. It can therefore be expected that there are some findings that recur over time. UNFPA is working in more than 100 countries around the world, including under very challenging conditions. Therefore, while UNFPA is seeking to continuously improve its performance and reduce and mitigate risks, which will improve with the introduction of ERM, it is expected that there will continue to be oversight issues to be addressed, in particular, in those areas where UNFPA depends on the collaboration and support of others, such as under NEX.

23. Meanwhile, UNFPA is addressing the issues in three key ways: (a) audit issues are a key priority for senior management to ensure systematic review and support; (b) issues identified in audits lead to policy and procedural changes; and (c) capacity is being strengthened through learning and training activities, as well as through the establishment of international operations managers positions and enhanced monitoring and evaluation capacity.

24. The following sections cover the management response to the significant oversight issues identified in audited high risk country offices, with a particular focus on results-based management and programming as the only two very common significant oversight issues. This also refers to actions taken to address the issues identified in last year’s Management Response.

A.
Results-based management and programming
Results-based management and monitoring and evaluation

25. A number of efforts to enhance results-based management and monitoring and evaluation in UNFPA are under way. A results-based management initiative was launched in late 2008 to lay the groundwork for a strengthened RBM regime that can play a significant role in improving the effectiveness and efficiency of programmes, supporting accountability and reporting, as well as streamlining and simplifying RBM systems and tools. To further strengthen emphasis on and priority attention to this area, all the UNFPA regional planning meetings in the first quarter of 2009 focused on accountability and RBM. The UNFPA strategic plan management output 2 focuses on strengthening RBM and quality programming and forms the framework of the OMPs of all country offices. UNFPA OMPs at country, regional and global levels for 2009 include initiatives on strengthening RBM. Work related to the development of a training package for strengthening UNFPA country office capacity in RBM is also ongoing.

26. The UNFPA evaluation policy (submitted to the Executive Board at its Annual session 2009), in addition to evaluation from an oversight perspective, provides emphasis on programmatic and thematic evaluations. Next steps include the development of evaluation guidelines and the provision and use of evaluation plans as a means to elevate the quality of evaluations and the use of their findings. UNFPA has strengthened the human resources capacity in monitoring and evaluation at country office, regional office and headquarters levels.

27. Enhanced attention has been given to linking the country programme outputs to the strategic plan outcomes. As reported in the Report of the Executive Director for 2008: Progress in implementing the strategic plan, 2008-2011 (DP/FPA/2009/2 (Part I), all of the existing UNFPA country programme outputs have been linked to the strategic plan outcomes through Atlas. Under the new evaluation policy, the evaluation guidelines for country programme evaluations are also envisaged to be revised to provide guidance on the conduct of quality country programme evaluations focusing on both outcomes and outputs.

28. The linkage between results and resources is an area of ongoing strengthening. The Atlas programme module was launched in January 2008 to facilitate the linkage between annual workplan activities and budgets. However, the quality and completeness of the data in the programme module needs further strengthening.

29. Working in close collaboration with the sister organizations of the United Nations Development Group (UNDG), UNFPA has a dedicated team in place that provides support in the area of aid effectiveness issues. An interdivisional working group has also been established in UNFPA to review the Fund’s experience with the new aid modalities. The working group is currently working on developing a revised version of the UNFPA guidance note on aid effectiveness based on the country experiences from the recent evaluations and other analysis. 

30. In the last year the gender mainstreaming strategy and the sexual and reproductive health (SRH) strategy were developed to guide country offices on how to achieve goals and outcomes. The development of guidelines for evidence-based programming is under way. One of the key challenges in RBM is to enable all staff to implement the available guidance in a consistent and meaningful manner across the organization.

National execution and the harmonized approach to cash transfers 

31. Strengthening the national implementation and execution of programmes has been a priority for UNFPA in 2008 and will continue to be a priority in 2009. Given the need for priority attention, UNFPA established a major initiative on NEX in 2008. UNFPA seeks to improve its own and its implementing partners’ ability to strengthen capacities related to NEX, and is doing so in close cooperation with UNDG partners.
32. A new database for NEX audit is under development and will enhance accountability for more thorough follow-up of NEX audit issues by the units managing programmes with partners. The application will cover the entire NEX audit process from planning, reporting to systematic follow-up actions to address auditors’ recommendations. Auditors will enter and submit their audit reports online and in the required standard format, including the required certified documents. Implementing partners and UNFPA will provide their management response online. This will allow UNFPA to better monitor compliance with the process and to react earlier if deficiencies are identified.

33. To improve the quality and increase the coverage of audits, work is progressing on making arrangements to establish a regional pool of auditors to ensure that auditors with the required profile are selected and receive thorough briefing. The creation of regional pools of auditors, who will be retained for work in various countries and will have the advantage of familiarity with UNFPA policies and procedures, is expected to improve the quality of audit reports. Furthermore, the terms of reference for NEX auditors have been improved to increase the quality of audits and facilitate follow-up.

34. UNFPA is fully committed to the implementation of HACT. HACT is a way for the United Nations system to work together in a harmonized manner vis-à-vis national implementing partners towards the increased use of and reliance on national systems and processes, while at the same time managing the risks and supporting capacity-building efforts. This includes steps to identify how the United Nations system can assist with capacity-building related to financial management, procurement and audit. In conformity with Executive Board decision 2008/13, UNFPA has included a more detailed update on progress related to HACT in annex I of the present report.

B. Operations

Internal controls and procurement

35. During 2008, UNFPA undertook a variety of steps to strengthen internal controls and to increase transparency and efficiency. Internal controls refer to the Fund’s structure, the work and authority flows, and people and management information systems, designed to help UNFPA accomplish its goals. Internal controls also refer to the means by which resources are directed, monitored, and measured. Internal controls play an important role in preventing and detecting fraud and protecting UNFPA resources, both tangible (for example, property) and intangible (for example, reputation).

36. In order to ensure Atlas controls, UNFPA has conducted a number of internal reviews on systemic weakness in the current operational procedures in Atlas. For example, the bypassing of Atlas features or non-compliance with procedures has been included in the data quality dashboard so that weaknesses can be efficiently addressed. An oversight software jointly operated with UNDP identifies data errors, potential fraud and segregation of duties violations. In some cases, the internal reviews resulted in investigations and disciplinary measures. In other cases, country offices were provided with operational guidance. Vendor management and the associated cash disbursement remain areas of concern. During 2009, the management of vendor data, including the modification of existing vendor profiles, will be outsourced and vendor data will not be directly accessible to UNFPA staff. Disbursement through cash advances and deviations from authorized thresholds is carefully monitored. A financial accountability checklist has been developed for use by all offices to facilitate adherence to financial procedures. This checklist is being expanded to cover other key areas, such as procurement and asset management.

37. A key aspect of internal controls, especially at country office level, relates to procurement matters. UNFPA has sought to improve the capacity of some country offices through the introduction of positions for operations managers. In addition, the UNFPA Procurement Services Branch, located in Copenhagen, ensures continuous capacity-building efforts of country offices through their geographical focal point set-up. The procurement staff also undertake missions to selected country offices to strengthen capacity and to assist in resolving difficult procurement-related matters. The procurement procedures are updated on an annual basis to take into consideration new developments and issues identified through audits. 
Security and control environment in Atlas

38. To ensure updated and full Atlas security concurrent with the release of Atlas financials module 9.0, UNFPA deleted existing access rights of all staff in Atlas and all offices had to put in place new Atlas user rights. This was done as UNFPA had outgrown the old, paper-based system of requesting and approving Atlas access which was difficult to monitor on a systematic basis for possible separation of duties conflicts. Requests are now processed through an automatic system that assigns pre-determined access rights to staff members based on their job titles and ensures the required separation of duties. All Atlas access right requests must be approved by the senior manager in the office. In case an office requests access rights that deviate from the pre-determined rights, then additional approval is required from headquarters. All information related to request and approval of access to Atlas is fully and automatically documented and with all these measures the Atlas security environment has been significantly strengthened.

39. UNFPA, together with other Atlas partner agencies, has undertaken a thorough review of any excessive access rights of external parties that provide maintenance and support to Atlas. Action to rectify any such cases has been completed. Such rigorous review will be maintained going forward. Because of the nature of support that is provided by the Fund’s external Atlas hosting partner (IBM) and due to the contractual obligations related to this, some comprehensive access rights to the Atlas environment by IBM personnel will continue to be needed. The activities of the concerned personnel will be monitored closely through weekly reports. Partner agencies are planning to move the hosting environment to UNICC. In this process, efforts will be made to reduce the need for access required by the hosting partner.

40. Information technology security and disaster recovery matters are a priority for UNFPA, and all UNFPA corporate level applications (Atlas and others), which are also used by country offices have their established disaster recovery plans and these are being tested regularly. It is only individual documents that are produced in country offices that will be in danger of being lost if the country office does not have its own robust disaster recovery plan. While in general country offices are compliant with the disaster recovery plan requirements, in some cases there are weaknesses because they have limited access to information technology resources. Most UNFPA country offices do not have their own dedicated information technology capacity and rely on service from other United Nations agencies, such as UNDP.

41. UNFPA has taken new measures that will result in better compliance with information technology security requirement by all country offices. The measures include:
· Establishment of a checklist for all country offices that includes verification of disaster recovery compliance.

· Revision of UNFPA field office disaster recovery and business continuity planning guidelines, which will help the country offices understand and put in place a better disaster recovery and business continuity plan.

· Piloting of the provision of direct support to country office network and information technology resources which would bring the information technology resources of country offices under the direct control of UNFPA headquarters and enable out-of-country server replication. If the pilot is successful, UNFPA will begin implementation in additional country offices over the coming years.

Vacancy management

42. External factors have contributed to the challenges in recruitment at headquarters and in the field offices, not just for UNFPA, but for the United Nations system in general.  Recruitment and the placement of staff have been impacted by attrition rates due to the decreasing attractiveness and competitiveness of the United Nations system employment conditions, the difficult living conditions and increasing security concerns in a number of duty stations. There is increased competition for suitable candidates from within the United Nations family of organizations, the private sector, and resource-rich non-governmental organizations and foundations. United Nations salaries and conditions of service are not as competitive as those offered in other sectors. In some instances, delays in government clearance for positions of the UNFPA Representative have jeopardized UNFPA ability to maintain the interest of internal and external candidates.

43. UNFPA is taking a multipronged approach to address the challenges in recruitment and placement, including by putting in place a robust succession planning framework, rosters and recruitment drives; paying increasing attention to promoting UNFPA as an attractive employer by focusing on developing an enabling work environment where staff are given opportunities to realize their potential and acquire new skills; supporting work/life balance; and ensuring staff well-being, safety and security.

44. UNFPA continues its recruitment drives, and periodically conducts accelerated competency-based recruitment campaigns. On a regular basis, senior management reviews the status of key vacancies with a view to reducing the vacancy period. The expansion of dedicated rosters for key positions in the organization has contributed to further expediting the filling of vacancies.

45. UNFPA launched PeopleSoft e-Recruit, a software which enables the collection of applicant data through a web-based self-service system. The system conforms to best practices and standards, and has already improved the processing of application management. During the reorganization in 2008, UNFPA used e-Recruit to expedite processing of approximately 15,000 applications received in the Job Fair. 

46. In line with the UNFPA policy on geographic rotation, UNFPA conducts an annual rotation exercise which reviews anticipated vacancies and staff due to rotate a year in advance. The process has enhanced the Fund’s ability to systematically plan and manage staff moves against anticipated vacancies, thereby reducing delays in filling some vacancies.

47. In 2008, UNFPA put in place a system of strategic human resources planning meetings between the Division for Human Resources and the management team of each of the other organizational units. In these meetings, future staffing requirements and other human resources matters are discussed, taking into account upcoming retirements. 

48. A succession planning framework was approved in 2008. Elements of the framework will continue to be developed in 2009. The aim is to structure the planned management of the UNFPA workforce, linking it to recruitment and staff development with an emphasis on developing high-performing, talented and versatile staff with the potential for upward progression within the organization. For example, the leadership and applied management programme, which was launched in 2008, aims to bridge the gap between skills required at the working level and those required at the supervisory and/or managerial level. In 2009, key positions and specific functional streams will be targeted, particularly those that will be impacted in the next five years by retirement. These will help define implications for recruitment strategy and career management.

49. In addition, UNFPA continues to explore systems and services that could enhance its ability to effectively and efficiently search for high quality candidates and process applicants. These efforts include building on elements of marketing strategies that could increase candidate intake into rosters, exploring appropriate online recruitment marketing strategies that are targeted, and undertaking targeted recruitment missions. UNFPA also plans to explore alternatives to standard interviews as a mode of candidate selection and the application of additional assessment tools and approaches.

50. UNFPA is strongly committed to inter-agency mobility between United Nations agencies and has informed its UNDG partners that it is willing to open up internal vacancies to other United Nations agencies on a reciprocal basis.

51. Hiring of consultants is decentralized to the different organizational units both at headquarters and in the field offices. Specifically for field offices, the current UNDP policy on special service agreements (SSAs) applies for hiring of local consultants. The policy includes having a competitive process as one of the requirements in the selection of consultants. UNFPA is working on revising the SSA guidelines to have only one comprehensive policy applicable to both headquarters and field offices. At the same time, UNFPA is working with UNDP to address the issue of administration of SSAs and service contracts in the human resource module of Atlas.

V. OVERVIEW OF FOLLOW-UP ON IMPLEMENTATION OF
INTERNAL AUDIT FINDINGS

52. The UNFPA follow-up process for internal audit recommendations, as is the case with external audit recommendations, is systematic and institutionalized. The first step is that the head of the organizational unit that has been audited is accountable for ensuring that all audit recommendations are closed within a certain deadline. The second step is that on a regular basis the UNFPA Operations Committee reviews the status of implementation based on updated reports from the enhanced internal audit recommendation database (CARDS II).

Latest status

53. With reference to annex II of the present report, it is important to note that for those internal audit recommendations issued in 2006 and 2007, which are older than 18 months, 92 per cent of the recommendations are closed, 6 per cent are in progress and the status is unknown for 1 per cent
.

54. Last year, the comparable figures for 2005 and 2006 were 95 per cent closed, 4 per cent in progress and 1 per cent unknown. This means that overall there has been a slight decrease in the closure of old audit recommendations. UNFPA has therefore renewed its efforts and resolve to close these old recommendations.

55. An analysis of the recommendations issued in 2007 that were not closed as of April 2009  (older than 18 months**) shows that this subset is not significantly different in terms of geographical origin (region and headquarters) and risk category (external, relationship, process, people and information technology) from those recommendations that had already been closed. In terms of geographical origin the majority of the recommendations that have not been closed are from the Africa region and in terms of risk category they are related to process risks. A more detailed look at each of the recommendations indicates that it is likely that some of them have indeed been closed operationally but that this has not been properly reflected in the database. In conclusion, this means that management must continue its ongoing efforts, across the board, to close all recommendations issued regardless of risk category and geographical origin and to ensure that such closure is properly recorded in the audit recommendation database.

56. Even so, 85 per cent of all recommendations issued in 2006, 2007 and 2008 are closed at this stage (i.e., as of 15 April 2009), with 14 per cent in progress and 1 per cent with status unknown. In comparison, in April 2008, recommendations from 2005, 2006 and 2007 were 84 per cent closed, 15 per cent in progress and 1 per cent with status unknown. For those recommendations issued in 2008, 59 per cent are already closed and 41 per cent are in progress. In April 2008, comparable figures for 2007 showed that 42 per cent of recommendations were closed and 56 per cent were in progress. This significant improvement may be the result of the immediate follow-up as soon as an audit is issued, where, for example, senior management sends a letter to the audited country office highlighting the expectation of senior management that audit recommendations must be attended to immediately and closed quickly.

VI.
CONCLUSION

57. UNFPA management is strongly committed to continuously improving and addressing issues raised by internal auditors, external auditors and the Audit Advisory Committee with a view to making UNFPA an even more efficient and effective organization that assists countries in implementing the Programme of Action of the International Conference on Population and Development and achieving the Millennium Development Goals.   

Annex I

Update on the harmonized approach to cash transfers( 
1.
As of September 2008, the implementation of the harmonized approach to cash transfers (HACT) has commenced in over 120 countries. The HACT implementation process calls for a number of steps to be undertaken to ensure full compliance and achievement of the efficiency gains that were envisaged through this harmonization. The agreed compliance criteria for HACT are given below.
· Macro assessment has been completed or high risk has been assumed

· All partners receiving $100,000 (or limit set by the agencies at the country level) collectively from UNDP, UNFPA, UNICEF and WFP (and any other agencies that have agreed to adopt HACT in the country) have had a micro assessment or high risk has been assumed for implementing partners where a micro assessment could not be completed 

· There is agreement on HACT implementation with the government either in the country programme action plan (CPAP) or through exchange of letters

· Assurance and audit plan of implementing partners has been developed and implementation mechanisms agreed upon

Since HACT is a harmonized approach amongst all United Nations agencies in the country, if any agency does not meet the above criteria, the country cannot be considered HACT compliant. The Resident Coordinator along with the Representatives of the individual agencies certifies that the above-mentioned steps have been completed and that the United Nations Country Team (UNCT) is HACT compliant.
2.
As of September 2008, UNCTs reported the following figures to the United Nations Development Operations Coordination Office (DOCO): 
· 67 macro assessments have been completed or are ongoing  

· 49 countries have completed (or are in the process of completing) micro assessments
· 65 countries have ensured (or are in the process of ensuring) agreement of the government for the adoption of HACT 
· 4 countries have developed audit and assurance plans, while 27 countries have indicated that the process is under way 

3. During the 2008 national execution (NEX) audit planning phase, UNFPA asked all country offices to determine their HACT status according to the agreed inter-agency criteria for HACT compliance. Five country offices -- Mozambique, Nicaragua, Philippines, United Republic of Tanzania and Viet Nam (for one joint implementing partner) -- are compliant and will, with the other agencies, undertake assurance activities and audit in line with the agreed HACT framework. Only country offices that were able to supply documentation on the four criteria mentioned above were considered compliant and were therefore not required to undertake an annual project audit, which is a basic UNFPA programme requirement. 
4. Several countries requested postponement/deferral of the HACT initial deadlines due to the time required to conduct the assessments and/or because of specific country situations. As the primary responsibility and accountability for the implementation of HACT, as a part of the common country programming process, lies with the Resident Coordinators and the respective agency heads at the country level, follow-up by the Regional Directors Team will be required in each country/office that is not yet fully HACT compliant, in order to identify the obstacles, provide timely assistance and ensure that oversight is fully exercised. 
5. The initial feedback confirms that partners see HACT as contributing to better planning and monitoring with great potential to reduce transaction costs: Mozambique, for example, has estimated that about 20 per cent of Government and United Nations staff time has been saved with the adoption of the HACT.  

6. Support to country offices is provided on an ongoing basis through discussions with the inter-agency HACT advisory committee and DOCO, as well as through the HACT e-mail network. HACT focal points at the country and regional levels are also available to clarify issues arising in the process of implementation.

7. A number of challenges in the implementation of HACT have been identified. On the part of United Nations staff, it is observed that HACT is delegated by senior staff to finance and operations staff and not integrated in overall programming and policy dialogue. While guidance on communications exists, increased efforts are required to ensure that the benefits of the approach for the implementing partners are clearly conveyed (for example, harmonized procedures, audit and assurance based on risk, not indifferent control, and capacity development opportunities). Where the assessments have shown high risk, focused capacity development interventions for national partners, in order to reduce the risk in the future, are often not planned or budgeted by agencies. Some agencies may not consider financial capacity development of their partners as part of their mandate and budget. However, UNFPA is firmly committed to national capacity development and is working on a broad capacity development strategy for improved national execution and implementation, including HACT, for staff and implementing partners. UNFPA is also actively involved in the inter-agency HACT advisory committee and is working with the other agencies to provide better guidance to UNCTs on the capacity development element of HACT. 

8. Another major challenge for the United Nations agencies is the area of audit: of the four HACT compliance criteria, this one seems to be the most difficult one to meet for UNCTs. Guidance and instructions from the different agency headquarters are often cited as the major obstacle. The internal audit services of the agency headquarters have yet to define their approach to auditing the implementation of HACT and to gain confidence in risk management based on assessments. For the NEX audit of 2008 expenditure, both UNDP and UNFPA have issued instructions for those country offices that are HACT compliant, as well as for those that are not yet HACT compliant. 

9. On the part of implementing partners, UNCTs have experienced some hesitation from some country authorities to be subject to micro assessments, audit and assurance. There is also a concern regarding the cost of conducting the HACT micro assessments.  

10. Based on the implementation status and other feedback that was received, the HACT advisory committee has reviewed the recurring obstacles to HACT implementation and has developed additional guidance on responses to key implementation challenges; application of HACT in a situation of weak implementing partners; and an updated paper on talking to partners.  Also, a HACT decision tree was developed as a visual guide on HACT. Additional guidance has been shared with the Regional Directors Team, Resident Coordinators and HACT focal points at regional and country levels. The United Nations agencies that have adopted HACT will need a coordinated and concerted effort to commit to building financial management capacity in national counterparts and to follow through on this commitment if the full benefits of HACT are to be realized.  

11. In 2008, HACT was expanded beyond the four United Nations funds and programmes in the “Delivering as One” pilot countries. UNESCO, UNOPS, FAO, UNIDO and HABITAT have confirmed that they will use HACT where applicable to their operations in the pilot countries. However, HACT still remains to be adopted more broadly by other specialized agencies and to be extended by them to countries beyond the “Delivering as One” pilot countries.

Annex II

Status of implementation of internal audit recommendations

as of 15 April 2009(
	Year issued
	Recommendations (%)

	
	Total
	Closed
	In progress
	Status unknown

	2006
	100%
	95%
	4%
	1%

	2007
	100%
	88%
	11%
	1%

	2008
	100%
	59%
	41%
	1%

	All 3 years
	100%
	85%
	14%
	1%


Note:
“Status unknown” means that no entry has been made by the unit audited in the recommendation tracking database. It does not necessarily mean that no action has been taken by the unit. Similarly, “In progress” data are based on the latest information entered in the database. Since the last entry the recommendation may in fact have been closed.

	Older than 18 months
	Recommendations (%)

	
	Total
	Closed
	In progress
	Status unknown

	
	100%
	92%
	6%
	1%


Note:
“Older than 18 months” refers to those recommendations issued in 2006 and 2007. “Status unknown” means that no entry has been made by the unit audited in the recommendation tracking database. It does not necessarily mean that no action has been taken by the unit. Similarly, “In progress” data are based on the latest information entered in the database. Since the last entry the recommendation may in fact have been closed.

____________
List of acronyms
AAC

Audit Advisory Committee

COSO

Committee of Sponsoring Organizations of the Treadway Commission
CPAP

Country Programme Action Plan

DOCO

United Nations Development Operations Coordination Office
ERM

Enterprise Risk Management

ERP

Enterprise Resource Planning

HACT

Harmonized Approach to Cash Transfers
ICF

Internal Control Framework

IPSAS

International Public Sector Accounting Standards

NEX

National Execution

OMP

Office Management Plan

RBM

Results-Based Management

SRH

Sexual and Reproductive Health

SSA

Special Service Agreement

UNCT

United Nations Country Team

UNDG

United Nations Development Group

UNICC
United Nations International Computing Centre
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( As requested by the Executive Board in decision 2008/37, the report on UNFPA internal audit and oversight activities in 2008 (DP/FPA/2009/5) includes annexes containing the annual report of the Audit Advisory Committee and the Management Response thereto. 


� In this section totals may not add up due to rounding.


** A similar analysis for 2006 could not be performed due to the migration in 2007 to the use of a new internal audit recommendations database.








( This update is provided in response to Executive Board decision 2008/13 and has been prepared based on information obtained from the United Nations Development Operations Coordination Office (DOCO) and the 2008 UNDP Management response to the UNDP report on internal audit and investigations.


( Totals may not add up due to rounding.
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