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Summary

The present report from the Office of Internal Audit (OIA) is the first to be prepared
based on the proposal made by the Executive Director to the Executive Board at its third
regular session of 1997 that an annual report on internal audit activities be presented to the
Board. The report includes the major findings and conclusions of internal aundit activities and
enables conclusions to be drawn on the strength of the control environment within UNICEF.
It shows that UNICEF has allocated increased resources to internal audit activities, which has
enabled OIA to increase the number of audits undertaken and to strengthen further the tar-
geting of efforts to priority risk areas.

Priority has been given to audits of field locations, The report shows that the stan-
dards of internal control in the offices visited varied from good to weak. It also notes that
great efforts to improve controls are being made in many offices. In a number of offices, there
had been a significant improvement in the control environment since the last audit. OIA re-
ports that action to implement earlier recommendations generally was good. The report shows
that OIA played an active role in helping to secure the improvements required by, for exam-
ple, participating with management in designing improved practices and procedures and par-
ticipating in local training and control self-assessment exercises.

98~-14669

E/ICEF/1998/12.




E/ICEF/1998/AB/L.7

Contents

L Introduction .....................coill

II.  Accountability, strategy and resources of the

Office of Internal Audit ................

A. Accountabilities and oversight role

.....................................

.....................................

B. Auditstrategy and approach ............coooiiiiiiiiiiii i,
G, RESOUICES .. veeeenteet et e et et et eanean e e ea e eeaeeeaaanaens
1L Results of work undertakenin 1997 ... ..o
A. Programme Management ..........ovveeneiinerereeiiraeaeeerreiineanns
B. Cash assistance to Governments and
non—governmental organizations .................ociiiiiiii ..
C. Saleofgreetingcards ..........couviiiiiirieiriiiiieiriiiiiiaeneerennns
D. Private sector fund-1aising ..........ooiiiiiiiiiii i
E. Donorreporting .........ocoiiiiiiiiiiiii i i
F.  Structural isSSues .......... ..ottt
L 1 | 7o)
H. Finance and aCCOUNLS .........ovvuutierinnneiii it eeiiereennnnnans
L Personnel ... e e
oo Travel oo e
K. Administration .............cocoiiiiiiiiiiii i e
L. Information Systems .............ccovviiiiiiiiiiiiineeennneeeninenenns
M. InVeStigAtiONS .......cceveuirieiiirerinnriiiereteerieierreereensrennn.
N. Regional office supervision .............coviiiiiiii i,
IV. Implementation of Office of Internal Audit recommendations ...............
V. Standards of internal control ...l

Paragraphs

19-24
25-28
29-30

31
32-33
34-39
40-42

Page

i L L W W W

N = = e - - - B N I S R - T Y 1

—_
o o

11
11



E/ICEF/1998/AB/L.7

I. Introduction

1. At its third regular session of 1997, the Executive
Board welcomed a proposal by the Executive Director to
issue an annual report to the Board on internal audit activi-
ties. The report was to include major findings and conclu-
sions of audit activities, and would enable conclusions to
be drawn on the strength of the control environment within
UNICEF. This is the first such report.

2. The mission of the Office of Internal Audit (OIA) is
to assist management throughout UNICEF in assessing the
responsible use of scarce resources to maximise programn-
matic output for children and women. In pursuit of this
mission, OIA in 1997 continued to devote significant re-
sources to the examination of internal controls, particularly
in field offices, and to making recommendations for im-
provement where necessary. In addition, OIA efforts during
1997 were directed towards assisting UNICEF manage-
ment in the further development of the Management Ex-
cellence Programme (MEP).

3. The MEP began in 1993, its objective being to
strengthen accountability at all levels of the organization, to
institutionalise best management practices and standards of
behaviour for all UNICEF staff, and to make systems im-
provements o support oversight and control. Its aim has
been to establish a stronger management performance cul-
ture based on perscnal accountability, where management
standards are applied and followed, and each staff member
is held accountable for performance and use of UNICEF
resources. The present report shows how OIA has contrib-
uted to the achievement of the MEP objectives by working
with management, both at headquarters and in the field, to
identify the areas where improvements are necessary and
the means of achieving them, to assist in staff training and
to develop the tools and methodologies required.

4, The work undertaken and the main audit findings
and conclusions are dealt with under subject headings,
giving examples and in some cases details of the estimated
savings identified. The report also shows that during 1997,
management had a positive attitude to the audits in terms of
both participation in audits and implementation of audit
recommendations. The role of OIA in the investigation of
suspected irregularities is also described.

II. Accountability, strategy and re-
sources of the Office of Internal
Audit

A, Accountabilities and oversight role

5. OIA is accountable to and reports to the Executive
Director, who chairs the Audit Committee. The Com-
mittee: (a) provides advice on long-term and annual
strategies and plans internal audits and investigations; (b)
monitors, based on both internal and external audit re-
ports, the adequacy and application of internal controfs,
and arrangements for securing value for money and
measuring performance; {(c) reviews cases of presump-
tive or actual mismanagement, including irregularities
and fraud, and assigns follow-up responsibilities; and (d)
monitors progress in the implementation of both internal
and external audit recommendations. The audited body,
i.e., the director of the appropriate headquarters division,
the regional director in the case of regional offices, or the
UNICEF representative in the case of country offices, is
accountable for the implementation of audit recommen-
dations. OIA assists regional offices in exercising their
supervisory roles and has developed a database of audit
recommendations which is to be made available to re-
gional offices and headquarters divisions.

B. Audit strategy and approach

6. To fulfil its accountabilities, OIA in 1997 devel-
oped a multi-year strategy, in consultation with manage-
ment at headguarters and in field locations. This strategy
shapes the content and direction of OIA audit coverage.
The major components of the OIA strategy are to:

{a) Address systemic issues in the organization,
such as the supervisory role of regional offices, cash
assistance, the supply function and the sale of greeting
cards, and to consolidate the results of audit field work
by proposing or participating in the development of so-
lutions to underlying problems;

(b) Review programmes to identify risks to the
achievement of country programme objectives and assess
the effectiveness of 2 UNICEF representative’s actions to
manage those risks;
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(¢) Help the organization to move towards a sus-
tainable control environment by providing and participating
in the application of control self-assessment techniques;

(d) Review the development of information systems
as well as the integrity, accuracy and reliability of those
systems;

(e) Cover at least 30 per cent of field locations each
year plus the highest-risk headquarters functions;

() Follow-up on implementation of previous audit
recommendations;

(g) Provide constructive support to management to
address critical issues;

(h) Respond to urgent requests for support from
management such as unplanned investigatory—type assign-
ments.

7. OIA has identified 109 entities within UNICEF on
which it should report, including 95 field locations. Each
year, these entities are assessed, using risk assessment cri-
teria to ensure that audits target areas of higher risk. For
this purpose, risk is defined as the potential for breakdowns
in the organization’s internal control framework which
could adversely affect UNICEF operations, programmes
and relationships with its principal constituents, i.e., the
Executive Board and host and donor Governments. The
present Audit Risk Model, which was developed in 1997,
uses both subjective and quantitative variables as risk at-
tributes. The latter vary between headquarters and country
office locations.

8. Having defined the audit universe and identified
audit priorities, OIA in 1997 selected the following ap-
proaches:

(a) Team assignments (of two or more auditors)
covering annually the largest country offices and high-
est-risk headquarters functions;

(b) Single-auditor assignments covering regional
offices, small~ to medium-sized field offices and head-
quarters functions that are selected using risk—assessment
criteria; ' B

(c) Reviews of the control environment and partici-
pation in and validation of control self-assessments for
field offices and headquarters functions;

(d) Providing limited in-house resources for un-
planned investigatory— type assignments, contracting for
specialist outside expertise as necessary;

(e) Using local public accountants for cost-effective
augmentation of the in-house teams, and contracting na-
tional and international accounting firms, under careful

supervision, to undertake assignments requiring special
expertise;

(D Expanding the programme component of
audits, commencing mid-1997;

(g) Examining the development of information
systems, the computer environments and preparedness
for the new Programme Manager System (PROMS),
primarily at field offices, and for the new headquarters
financial management system.

9. These approaches incorporated some important
developments to meet the objective of assisting man-
agement with MEP, including;

(a) The development of such new methodologies
as programme audits, involving joint exercises with field
staff (see paras. 15-18 below);

(b) Leading country office staff in control self-
assessment exercises to identify risks, as well as the
country office controls necessary to guard against those
risks and any improvements required,

(c) Participation in such joint OIA/management
exercises as PROMS training, the preparation of an in-
formation technology/information management strategy
in a country office and preparation of an action plan for
pharmaceutical procurement;

(d) Increasing involvement with headquarters and
field staff in developing policies and procedures to deal
with some of the issues raised in audits;

(e) Participation of regional operations officers in
some country office audits to assist the regional offices
in fulfiling their supervisory responsibilities;

(f) Dissemination by OIA of advice on good
practices and “do/don’t” guidance based on the experi-
ence of OIA during audits.

10.  OIA now ensures that it has the capacity to re-
spond quickly to unplanned requirements. This is im-
portant in the light of increasing requests by offices both
at headquarters and the field, that OIA provide help and
undertake tasks at short notice. Although this makes
planning more difficult, OIA regards the work as impor-
tant and the increase in such requests as an indicator that
its input is welcomed by management.

11. In addition to the Audit Committee, the work of
OIA is subject to review by the United Nations Board of
Auditors. In planning and carrying out its work, OIA
collaborates and liaises with these bodies and other
United Nations agencies, in particular their internal
auditors (a joint review of common services was under-
taken with auditors of the United Nations Development
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Programme (UNDP) in one location and more joint efforts
are planned).

C. Resources

12, Inlate 1997, OIA had 15 audit staff, having acceler-
ated recruitment to fill vacancies. Recognizing the impor-
tance of this function, management included an additional
post in the OIA budget for 1998-1999 (plus a Junior Pro-
fessional Officer) and recruitment is in progress to fill these
posts. Increasingly, emphasis is placed on team work, with
senior auditors leading teams including more junior audit
staff,

I11. Results of work undertaken in 1997

13.  1In 1997, the work of OIA was based on a strategy to
increase the number of audits and strengthen further the
targeting of OIA efforts to priority risk areas. During 1997,
OIA undertook 39 audits, including examinations at 29
field offices, reaching some 30 per cent of the total number
of field locations. OIA therefore met its target of visiting at
least 30 per cent of such offices during the year and in-
creased its coverage over 1996, when 30 audits were un-~
dertaken (25 in field offices). A total of 1,302 audit rec-
ommendations was made in the reports issued. In the re-
sponses received as at the end of April 1998 (covering 839
recommendations), some 90 per cent had been accepted by
auditees and had been or were being implemented.

14, The following paragraphs describe the work under-
taken and the results achieved under a number of subject
headings, using examples to illustrate the results. Individual
audits did not cover all the aspects listed below. The major
areas covered by audits were: {a) programme management;
(b) cash assistance to Governments and non-governmental
organizations (NGOs);{(c) sale of greeting cards; (d) private
sector fund-raising; () donor reporting; (f) structural is-
sues; (g) supply; (h) finance and accounts; (i) personnel; (j)
travel; (k) administration; (1) information systems; (m) in~
vestigations; and (n) regional office supervision,

A. Programme management

15.  1In 1997, OIA introduced a new methodology for the
mid-term assessment of country programmes which was
successfully used in two countries. A programme audit is
implemented to identify the major threats to the achieve-
ment of the country programme objectives and to assess the
effectiveness of a UNICEF representative’s efforts to man-
age the identified risks. A key feature of the approach is
focus group discussions with the country management
teams, to identify their own strengths and shortcomings and
to develop actions to strengthen further the management of
UNICEF responsibilities within a programme of coopera-

tion. The focus group discussions are supplemented by
interviews with partners and donors and visits to field
activities.

16. The programme audits are reported by manage-
ment to be highly useful exercises which have helped
offices identify and address important programme man-
agement issues. Common areas for improvement include
a need to:

(a) Define better country programme objectives
and the specific UNICEF role within the programmes of
cooperation;

(b) Strengthen the understanding and commii-
ment of UNICEF staff to the major strategies of the pro-
gramme of cooperation;

{c) Establish clearly defined and realistic annual
programme and office management priorities and main-
tain a focus on those priorities through the year;

{d) Strengthen attention to programme monitor-
ing and evaluation through improved programme plan-
ning, assigning clear responsibility for the implementa-
tion of monitoring and evaluation activities, and training
for staff and partners.

17.  Inboth country offices where the new method was
used, there were effective country management feams to
take the recommendations forward. Implementation re-
quires considerable time and effort, and the first imple-
mentation reports are niot required until two months after
the 1998 mid-term reviews. However, by the end of
1997, important actions had already taken place in both
countries, particularly in the definition of clear pro-
gramime and office management priorities for the coming
year, many of which were directed towards the imple-
mentation of the key recommendations from the pro-
gramme audits.

18.  Concerning other country office audits, general
points that emerged on programme management were the
need to: (a) improve collaboration between programme
and operations staff; (b) strengthen further tracking of the
achievement of programme objectives; and {¢) spend
more time on, and set targets for, programme monitoring
and field visits.

B. Cash assistance to Governments and
non-governmental organizations

Cash assistance to Governments

19.  In 1997, considerable efforts were made within
UNICEF to improve accountability for funds provided
by UNICEF to government and NGO counterparts. OIA
played a major role in these efforts, drawing on the re-
sults of current and past audits. UNICEF procedures pro-
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vide that such cash payments be supported by a detailed
plan of action plus a detailed financial budget before pay-
ment. The counterparts and UNICEF monitor implementa-
tion to ensure that the planned activities have taken place.
Subsequently, liquidating documents submitted by coun-
terparts should compare actual expenditures against those
budgeted earlier, with explanations for significant vari-
ances. Many countries have signed agreements requiring
them to provide audited financial statements to UNICEF.
Audits had flagged the need to obtain evidence to support
liquidation of cash assistance on a timely basis and to im-
prove the standard of evidence obtained.

20. In addition to giving priority to the examination of
cash assistance during field audits, including joint work on
the problems with field office staff and advising those staff
on the accountability concepts involved, OIA has held dis-
cussions with counterparts, with auditors general in partner
countries, and with other organizations providing similar
assistance. OIA staff have also worked closely with the
Division of Financial and Administrative Management
(DFAM) to strengthen arrangements for obtaining audited
statements to support liquidations.

21. The main points arising from the OIA examination
and discussions were as follows:

(a) The level of unliquidated cash assistance over
nine months old was reduced considerably in many offices
but was still high in some offices. In a few cases, further
assistance was being provided to the counterparts con-
cerned despite the failure to submit evidence to justify lig-
uidation;

(6) OIA found that in many of the country offices,
the standard of liquidation statements received was not
satisfactory and made recommendations covering the fol-
lowing points:

(i) country offices needed to monitor counterparts
and satisfy themselves that the systems of internal control
in organizations submitting statements were satisfactory;

(i) liquidations should be supported by adequate
documentation;

(iii) liquidations were not supported by independent
audit certificates. In several countries, OIA met the auditors
general and established that they would be prepared to pro-
vide such certificates:;

(c) Inone country, further cash assistance was sus-
pended by management in October 1997 pending clearance
of outstanding cash assistance. OIA was auditing the coun-
try office at the time and worked with local management to
constitute teams, including government and contracted lo-
cal accountants, to go out into the field to collect evidence
to liquidate outstanding cash assistance. As a result of these
efforts, the provision of cash assistance has now resumed.

22.  OIA has consolidated the results of the audit field
work and has made proposals to management to contrib-
ute to the development of solutions to these problems.

Cash assistance to non-governmental or-
ganizations

23.  Cash assistance to these counterparts is increasing.
The points made above relating to the need for monitor-
ing, assurance on standards of accounting and internal
control and satisfactory support for liquidation state-
ments, apply equally to cash assistance to NGOs. In ad-
dition, a number of points specific to NGOs arose:

(@) There should be vigorous screening of NGOs
before cash assistance is approved;

(b) There was a need to strengthen accountability
and for headquarters to consider what arrangements for
obtaining audited statements to support liquidations
would be appropriate;

(© NGO agreements should be subject to the
same review and assessment requirements as other con-
tracts.

24. A New York headquarters working group, which
includes OIA, is reviewing the guidelines on NGOs
(which are now referred to as community service organi-
zations).

C. Sale of greeting cards

25. OIA examined the arrangements for the sale of
greeting cards during field audits and the arrangements
for greeting card procurement. Three audits of greeting
card operations were contracted out to local accountants.

26.  Generally, there was a need for improved control
of greeting card operations in a number of countries. In
one country, there were some delays in cashing receipts
and inventory discrepancies. OIA recommended en-
hanced oversight and supervision by the area office in
addition to action on the specific points identified. The
area office responded positively and acted quickly to
strengthen controls and oversight. In another country,
controls over cash receipts were not wholly effective and
there was a need to undertake inventory checks and re-
view accounting arrangements. The office has acted to
strengthen internal controls over sales.

27.  Anaudit of the procurement of greeting cards and
products in Geneva completed in May 1997 found that
the control environment needed to be strengthened. OIA
recommended urgent action, as follows:

(a) In procuring paper, printing services and non-
card products, to identify more sources of supply and
generate competition;
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(b) To overcome quality problems with non-card
products;

(¢) To ensure effective oversight of contracts by the
Contract Review Committee (CRC) and headquarters as
appropriate;

(d) To ensure that UNICEF did not meet costs that
should be borne by the supplier;

{¢) To clarify reporting lines and accountabilities.

28. Management has taken corrective actions, in many
cases in the context of restructuring that was already in
progress. Management also has undertaken further analysis
which has identified the scope for significant financial
savings by revising business processes.

D. Private sector fund-raising

29. OIA examined the arrangements for raising funds
from the private sector in field offices and for accounting
for those funds. The main points arising were:

(a) In afew cases, expenditure on fund-raising was
high in relation to revenue secured;

{b) There was scope for improving accounting and
contro! arrangements in some field offices;

(c) There was a need for headquarters to issue
guidelines and to strengthen the management of private
sector fund-raising in field offices.

30. Inresponse, action was taken to strengthen controls
and to issue guidelines to strengthen management of pri-
vate sector fund-raising.

E. Donor reporting

31, O1IA, in undertaking its examinations, is conscious
of the need to provide donors with the assurance that their
funds are being properly and effectively used. With that in
mind, OIA has increased specific coverage of donor re-
porting and produced aundit guidelines on donor reporting
and fund-raising to support current headquarters initiatives

to improve control of donor contributions, to document best -

practices and to give appropriate training to field office
staff.

F. Structurai issues

32. OIA examined structural and staffing issues during
visits to some offices and identified scope for significant
potential savings in some cases, in particular: .

(a) $300,000 per annum from establishing a com-
mon services unit to provide support 1o a country office and
a regional office located in the same city;

(b) $164,000 per annum from structural changes
in another regional office;

{¢) Recommendations related to structural issues
with potential for savings or efficiency gains were made
and accepted for five other offices.

33. The OIA recommendations were accepted and
have been implemented.

G. Supply

Headquarters

34. In light of the concern expressed in 1996 about
conirols over some aspects of procurement in Supply
Division, OIA examined procurement of computers,
pharmaceutical products and vaccines in 1997. As noted
in paragraph 9(c) above, OIA worked jointly with man-
agement in developing an action plan to respond to the
recommendations resulting from the examination of
pharmaceutical procurement,

35. Numerous recommendations were made as a re-
sult of the three audits, such as the need to: (a) strengthen
criteria for selecting potential suppliers; (b) enhance the
supplier database; (c) search more widely for potential
new suppliers to improve competition and reduce prices
paid; {d) ensure that CRCs were presented with all rele-
vant information; (e) strengthen quality assurance; (f)
monitor raw material prices and strengthen contracting
arrangements 1o help secure price reductions; {g) rotate
supply officers; and (h) improve documentation and fil-
ing in Supply Division.

36.  Supply Division responded very positively to the
OIA recommendations and, in parallel with the audits,
made major changes to its organizational structure and
control systems, in particular;

(a) Clearer accountabilities for technical experts
and procurement officers;

{b) Action to improve pre-contract vetting and
performance appraisal of contractors;

(c) Stricter contract conditions to penalise poor
performance;

(d) Negotiation of long-term agreements;

(¢) Introduction of control self-assessment in
Supply Division;

(f) Improved customer service and support ar-
rangements;

(g) Improved quality assurance arrangements;

(h) Clearer segregation of duties;
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(1) Improved arrangements for examination and
documentation of bids and CRC oversight;

(§) Training for staff in fraud awareness.

Field offices

37. OIA also examined local supply and procurement
arrangements during visits to field offices. Scope for im-
provement was identified in a number of locations:

(@) In one country office, OIA made recommenda-
tions to improve controls over the procurement and man-
agement of supplies and recommended that one logistics
base with annual running costs exceeding $25,000 be
closed. These recommendations were acted upon swiftly
and the base has been closed;

(b) In another country office, local conditions made
it very difficult to implement fully the normal procedures
providing for competitive bidding before award of con-
tracts. OIA made recommendations to improve the ar-
rangements and agreed with management on revised proce-
dures;

(c) In a third country office, OIA tracked one large
procurement of pipes from the initial planning and identifi-
cation of need to utilization by the end-user. OIA identified
scope to strengthen controls at each stage in the process.
The country office introduced similar procurement reviews
for other major supply items, beginning in 1997, to be
made mandatory for all project officers, supported by op-
erations and supply staff, with the aim of ensuring that sup-
plies reached end—users;

(d) In another country office, OIA highlighted the
fact that there was no requirement for the office to receive
annual reports from counterparts on the use of equipment
supplied by UNICEF. OIA discussed with Programme Di-
vision the need to establish such a system to safeguard
UNICEF- supplied equipment to ensure it was not put to
other uses. Programme Division agreed that the matter re-
quired further attention.

38. Examination by OIA of both headquarters and local
procurement highlighted the need to have effective CRCs.
Recommendations made in 1997 included the need for:

(a) All contracts meeting the specified criteria to be
submitted to CRCs;

(b) Submissions to contain full details of all rele-
vant facts;

() CRC meetings and decisions to be adequately
supported and recorded, indicating clearly the factors con-
sidered and reasons for decisions;

(d) Conditional CRC recommendations to be re-
viewed subsequently.

39. OIA has included advice on the effective opera-
tion of CRCs in “do/don’t” guidance issued to country
offices.

H. Finance and accounts

40. Examination by OIA showed that most offices
already had sound accounting and financial control or
were making efforts to effect improvements and over-
come weaknesses, but in some offices there was greater
scope for improvement.

41.  In one country office, OIA helped management to
take initiatives to strengthen control over cash manage-
ment in sub-offices by reviewing proposed enhancements
to systems and procedures and advising on the strength-
ening of internal controls. OIA also met representatives
of the country’s central bank to discuss currency restric-
tions and proposed arrangements to simplify payments
made locally. In particular, this reduced the need for
making payments in cash, which involved the importa-
tion and distribution of large volumes of dollars. The
arrangements were subsequently endorsed by UNICEF
headquarters.

42. In a number of offices, OTA made recommenda-
tions to improve the use and control of bank accounts,
€.8., to reduce the number of accounts, reduce charges or
tender for selection of banks, obtain more competitive
interest rates, or effect prompt reconciliation of balances.
In some offices, OIA-identified scope to obtain better
exchange rates and in one case, the country office acted
immediately on the OIA recommendation and obtained
exchange rates up to 40 per cent better than those previ-
ously obtained.

1. Personnel

43. OIA examined a variety of personnel matters
during visits to field offices, including pay and allow-
ances, training, recruitment, consultancies and special
service agreements (SSAs). Examples of some of the
matters which arose are given below:

(a) In one country office, OIA suggested that
with appropriate training, a number of staff could be re-
deployed to undertake some of the tasks currently carricd
out by consultants and recommended a review of the
office structure and staffing levels. Such a review was
carried out for inclusion in the 1998 management plan;

(b) In another country office, although restruc-
turing of the office had been well managed, there was a
training requirement and OIA recommended a detailed
training plan for all members of staff. This was accepted,
to be implemented partially in 1997 and fully in 1998;
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(¢) A number of audits indicated scope for better
control of SSAs, such as the need to adhere to the require-
ment for SSAs to be duly approved and executed prior to
commencement of the assignment, the need to ensure that
the services contracted for are actually delivered before
payments are made and the need to ensure that field offices
do not issue SSAs above their delegated authority, The
need for additional guidance on SSAs is currently under
consideration with inputs from OIA, which is giving spe-
cial attention to examination of SSAs in 1998;

(d) There was also scope for improved control of
overtime in some offices.

J. Travel

44,  OIA examination of travel covered a number of dif-
ferent aspects. Travel will feature more prominently in
1998 audits. Examples of the work undertaken in 1997 are
given below:;

(a) In June-July 1997, OIA facilitated an exercise
being undertaken by a country office on use of control and
risk self-assessment. Local travel was one of the three risk
areas identified by the country office for the exercise. A
number of useful recommendations emerged from the re-
view, including the need for management to develop a
system for office-wide travel planning and coordination
and to analyse alternatives to travel; the need for manage-
ment to ensure that trip reports were always made and that
better use was subsequently made of them; and the need for
better rates and value for money to be negotiated with
travel agents;

{(b) Numerous recommendations were made on
other audits with a view to obtaining more favourable rates
and service. For example, OIA showed that discounts could
be obtained by booking air travel through the regional of-
fice, recommended that travel agency contacis should be
placed out for bids, and encouraged coordination with other
United Nations agencies. In one location, OIA suggested
that a common travel agency might be incorporated in
common services for all United Nations agencies, a possi-
bility that was being explored in joint work with UNDP
auditors at the time of the OIA visit in September—October
1997,

K. Adminristration

45, Examination by OIA of administration covered such
matiers as use and cost of premises, control of expendable
property, numbers and use of official vehicles, common
services and other support costs. Examples of the matters
which arose are described below:

(a) In one country office, OIA noted that although
the country office had reduced its occupancy of the office

building where it was located, utilization of space still
was notf optimal. OIA recommended that 2 more efficient
space utilization plan should be submitted to DFAM for
1eview;

{(t) In another country office, OIA concluded
that office space was in excess of need and that options
for moving out of the current premises should be ex-
plored;

(¢) In a third country office, OIA recommended
that the scope for sharing common services with other
United Nations agencies should be explored;

(d) In two country offices, OIA identified the
need for better records of movements and fuel consump-
tion of the vehicle fleet and better control of their private
use in accordance with established rules and procedures.

L. Information systems

46. OIA is a member of the UNICEF System Coordi-
nating Steering Committee and the Systems Working
Group. The objective of OIA is to offer advice and re-
view information systems prior to their implementation
or revision, as well as after implementation. In addition,
OIA considers controls related to computer environments
and infrastructure. The volume of such work undertaken
in 1997 was constrained by the limited specialist re-
sources available. This situation continues in 1998, Nev-
ertheless, OIA made contributions in a number of areas:

(a} At headquarters, OIA conducted an interim
review of control and security issues arising from the
introduction of PROMS;

(b) In the first office in the Middle Fast and
North Africa (MENA) region to introduce PROMS, OIA
participated in the PROMS training process in order to
consider the risks involved and make recommendations
to minimize the risks to successful implementation. OIA
was concerned about the short time allotted for training
and the consequent lack of in-depth training and recom-
mended that the regional management information sys-
tem team should prepare a work plan, recognizing the
additional training required, before expanding PROMS
to the rest of the region. Further detailed recommenda-
tions were made and action was taken to implement
them;

(c) Elsewhere, OIA noted that some, but not all,
offices were prepared for PROMS, but there was a need
in some offices to ensure that the PROMS timetable was
compatible with procurement of computers;

(d) In another country office, OIA led an initia-
tive to develop an information technology/information
management strategy;
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(e) OIA reviewed the system selection process for
the new financial management systems application package
for headquarters. OIA was satisfied that the evaluation pro-
cess was objective and extremely thorough;

() OIA also participated in a one-week workshop
for the new financial system and is part of an “on call”
working group which provided comment on various aspects
of the systems required during the year;

(g) OIA led a joint exercise to develop security and
back-up procedures for manuals for the new Supply Divi-
sion systems;

(h) Other work included contributions on informa-
tion technology  governance and business continu-
ity/disaster contingency planning.

M. Investigations

47.  Where it is suspected that fraud or irregularities have
occurred, OIA is required to undertake an examination to
ascertain whether there are matters requiring disciplinary
action (where staff members are involved) and possibly,
police investigation, and also to determine whether changes
in UNICEF practices and procedures are required and to
make recommendations accordingly. Where the police are
involved, OIA sometimes assists with the collection of evi-
dence from headquarters and local records as appropriate.
During 1997, OIA work associated with known or sus-
pected frauds or irregularities was particularly heavy as a
result of support to ongoing police investigations of the
Kenya country office and Supply Division, which led to the
prosecutions previously reported. This work occupied the
time of the equivalent of 1 of the 15 OIA audit staff. OIA
has also called in specialist outside help and requested as-
sistance from the United Nations Office of Internal Over-
sight Services when necessary. The work has concentrated
on ensuring that appropriate remedial actions have been
taken. Examples of the work undertaken are described be-
low:

(a) Inthe Kenya country office, substantial OIA in-
put was required to examine records and collect evidence in
connection with the police investigations of irregularities.
OIA also made numerous recommendations to improve
internal control and reported to the Executive Board at the
end of 1996 that of 67 audit recommendations, 57 had been
finalised by the country office and good progress was being
made on the other 10. OIA concluded that a strong internal
control framework was in place, although it had not been
fully tested. Following a further audit in Novem-
ber-December 1997, OIA confirmed that sound internal
controls were now in place and in large measure working
as intended. Controls over cash assistance had been signifi-
cantly tightened, although further action was still required
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on some $1.6 million of cash assistance not cleared from
1995 and earlier years;

(b) Substantial OIA resources were similarly de-
ployed in Supply Division to assist in the collection of
information required in connection with police enquiries
and 1o help establish what changes in systems and proce-
dures were required. Late in 1997, Supply Division re-
ported that many improvements were being introduced
(see paras. 34-36 above).

N. Regional office supervision

48. MEP clarified the role of the Regional Director as
the leader of the regional management team, with in-
creased responsibility for performance monitoring of
country offices within the region, including providing
support and guidance. This includes monitoring of pro-
gramme implementation and identifying examples of
good practices and areas in need of improvement.

49. Regional offices’ responsibilities related to the
audit function include: (a8) monitoring corrective action
taken on audit recommendations and supporting country
offices in implementing them; (b) recommending audit
priorities; (¢) monitoring for high-risk situations and
requesting audits where appropriate; (d) participation in
selected country office audits; (¢) monitoring for possible
wrong-doing; and (f) supporting investigations and tak-
ing corrective and disciplinary action as required.

50. OIA has worked closely with headquarters and
regional offices in the evolution of this role. During the
audit of the MENA regional office in April 1997, OIA
worked with the Regional Director and his management
team, at their request, to review how the office could
adapt its capacities to address the new responsibilities,
functions and supervisory roles resulting from MEP. OJA
has also. given advice to other regional offices. The main
points arising from this work are:

(a) The regional operations officers in three re-
gions participated in a number of OIA examinations in
1997. OIA is encouraging participation of regional of-
fices more generally in 1998 as a means of assisting them
to exercise more effectively their developing monitoring
and supervisory roles;

(b) Regional offices have a key role in ensuring
that audit recommendations are properly and effectively
implemented. OIA recommended as good practice the
case of a regional operations officer who was assigned to
support a country office and participate in the imple-
mentation of audit recommendations.

51. In 1998, OIA will be reviewing how all regional
offices have progressed in exercising their supervisory
responsibilities.
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1V. Implementation of Office of Inter-
nal Audit recommendations

52. It is OIA policy to discuss audit recommendations
with appropriate headquarters and/or local management
before issning the formal audit report, a copy of which goes
to the Executive Director and the United Nations Board of
Auditors. Management is usually required to respond io
recommendations within two months. During subsequent
visits to the offices in question, OIA follows up to ascertain
whether the agreed actions arising from the previous audits
have been properly implemented.

53. In 1997, OIA found that local offices’ actions to
implement earlier recommendations were generally good
and there was a positive response to current recommenda-
tions, e.g.,:

(a) In one country office, of 65 recommendations
made in 1995, 56 had been satisfactorily implemented and
further action was required on the other nine. The regional
operations officer was drafted in to establish procedures
required as a result of current OIA recommendations, and a
joint programme/operations unit was established at the
country office to assess and control risk. OIA regarded
these developments as a model for other offices;

(®) In another couniry office, all 53 recommenda-
tions from the previous 1993 audit had been substantially
followed up and the country office acted swifily to imple-
ment current OIA recommendations;

(c) In another country office, out of 62 recommen-
dations from the previous audit, 54 had been closed or su-
perseded. Management was working actively on the other
eight but these involved other international organizations
and could not be resolved quickly;

(d) In a fourth country office, the 1994 audit had
noted that administrative costs were heavy. OIA recom-
mendations to centralise and streamline activities had been
acted upon, so that by February 1997, staff numbers had
reduced from 163 to 118 and programme activities had
been rationalized. In 1994, OIA had estimated potential
savings at several hundred thousand dotlars per annum and
much of the action required to secure those savings had
been achieved;

(&) Another country office prepared for the OIA
visit in 1997 by forming an audit task force and the audit
was conducted in a participatory spirit.

54.  As indicated in paragraph 10 above, OIA often pro-
vided help and undertook tasks at short notice. For exam-
ple, one large country office specifically requested an audit
to help identify the risks involved and propose solutions to
managing those risks, in relation to a large and complex
programme which at the time involved the procurement

and distribution of supplies worth $34 million. Prior to
the audit, the country office, with support from the re-
gional office, undertook its own risk assessment exercise
which informed the OIA examination. OIA received ex-
cellent cooperation from all staff during the audit and
made a number of recommendations to improve internal
control. Afterwards, management acted quickly to im-
plement key recommendations to a tight time schedule.
As a result, programme management and the control en-
vironment have been considerably strengthened, with
particular emphasis on improved coordination and over-
sight of sub-offices by the country office.

V. Standards of internal control

55, The standards of internal control in the offices
visited by OIA in 1997 varied from good to weak but, as
indicated elsewhere in this report, many offices were
making great efforts to improve controls as part of the
advances being made through the MEP. In a number of
offices there had been a significant improvement in the
control environment since the 1ast audit. The reasons for
weak controls are often related to adverse local condi-
tions and the small size of some sub-offices, which does
not permit the normal segregation of duties required for
effective control.

56. OIA believes that further improvements in internal
control will be dependent on:

(a) Understanding by staff of accountability and
control concepts, and the quality of related training;

() Enhanced monitoring by regional, area and
country offices and dissemination of good practice by
regional offices, to bring the weaker offices and sub-
offices up to the standard of the best offices.

57.  OIA intends to continue to play its part in achiev-
ing the improvements required by MEP on the lines out-
lined in this report and in particular by:

(a) Appropriate recommendations in audit re-
ports;

(b) Participation with management in designing
improved practices and procedures;

(c) Contacts with local and regional office staff
during field audits and encouragement of their participa-
tion in audits;

{d) Participation in headquarters and local train-
ing and control assessment exercises;

(e) The issue of good practice and “do/don’t”
guidance to country and area offices based on the knowl-
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edge gained from the audits carried out (the first such guid-
ance has already been issued).
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