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1. [ am pleased to present the report on the above-mentioned audit.

2. Based on your comments, we are pleased to inform you that we will close
recommendation 6 in the OIOS recommendations database as indicated in Annex 1. In
order for us to close the remaining recommendations, we request that you provide us with
the additional information as discussed in the text of the report and also summarized in
Annex 1.

3. Your response indicated that you did not accept recommendations 2 and 8. In
OlOS’ opinion however, these recommendations seek to address significant risk areas.
We are therefore reiterating them and requesting that you reconsider your initial response
based on the additional information provided in the report.

4. Please note that OlOS will report on the progress made to implement its
recommendations, in its annual report to the General Assembly and semi-annual report to
the Secretary-General.
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TXECUTIVE SUMMARY
Budit of adiinisiration of DPFKD, DFS and OPA ftrust funds

OIOS conducted an audit of the administration of trust funds managed by
the Department of Peacekeeping Operations (DPKO), the Department of Field
Support (DFS), and the Department of Political Affairs (DPA). The overall
objective of the audit was to assess: (i) the effectiveness of the administration of
general trust funds managed by DPKO, DFS DPA and field missions; (ii) the
adequacy of related internal controls; and (iii} the appropriateness of trust fund
reporting and interaction between desk officers at Headquarters and the missons.
The audit was conducted in accordance with the Intemational Standards for the
Professional Practice of Internal Auditing.

Internal controls were in place and generally operating effectively.
However, opportunities for improvement were identified that could enhance the
management of trust fund administration. These include:

. The role of DFS trust fund focal points should be more clearly defined,
as should the roles and responsibilities of desk officers in administering trust
funds. A newly appointed DPA trust fund focal point at Headquarters was
developing a comprehensive database that would better organize records of
disbursements and donations. This initiative requires further support to improve
the trust fund monitoring function;

) Guidance on trust fund administration in DPKO, DFS and DPA needs to
be up-dated, clarified and modified to ensure clear lines of accountability;

. Trust fund reporting could be improved to ensure greater consistency.
Standard formats and minimum reporting for all funds administered should be
introduced including guidance on the reporting timelines, report preparation,
review and final issuance; and

. To ensure quick availability of donated funds, the donors need to be
encouraged to separately earmark funds for specific projects/trust funds when
transferring their donations.
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i. INTRODUCTION

1. The Office of Internal Oversight Services (OIOS) conducted an audit of
the administration of trust funds by the Department of Peacekeeping Operations
(DPKQ), the Department Field Support (DFS) and the Department of Political
Affairs (DPA). The audit was conducted in accordance with the International
Standards for the Professional Practice of Internal Auditing.

2. Trust funds are established to finance extra-budgetary activities which
include funds from all sources other than those derived from assessed
contributions and revenue producing activities. These activities include, but are
not limited to, electoral assistance, peacebuilding, HIV/AIDS programmes,
international justice and law, political affairs and social development.

3. OIOS reviewed the nine trust funds administered by DPA, which had
reserves and fund balances of $32.1 million as of 31 December 2006 down from
$39.5 million as of 31 December 2005. The 11 funds administered by DPKO
and/or DFS were valued at $22.7 million as of 31 December 2006 up from $17.6
million as of 31 December 2005. Detailed information concerning DPKO, DFS
and DPA fund balances, contributions and expenditures appears in Annex 2.

4. Certain staff members within the DFS Field Budget and Finance
Division (FBFD), in addition to their other duties, serve as desk officers
responsible for overseeing the activities of DPKO/DFS trust funds in
peacekeeping missions. These desk officers in turn report to the headquarters
trust fund focal point for guidance and direction. Peacekeeping missions have
generally established trust fund units to administer the funds locally. DPA has
also established a trust fund focal point at Headquarters to oversee the activities
of the Department’s trust funds.

5. Comments made by DFS, DPKO and DPA are shown in italics.
PE. A T OBJECTIVES
6. The main objectives of the audit were to assess:
{a) The effectiveness of the administration of general trust funds

managed by DPKO, DFS, DPA and field missions,
{b) The adequacy of related internal controls; and

{c) The appropriateness of trust fund reporting.

Bli. AUDIT SCOPE AND METHODOLOGY

7. The audit covered the period from March 2005 to March 2008. OIOS
reviewed the overall administration of trust funds by DPKO, DFS and DPA and
tested internal controls related to trust funds reporting and interaction between
desk officers at Headquarters and trust fund units in the missions.



8. OIOS interviewed DPKO, DFS and DPA staff responsible for the
administration of trust funds and reviewed policies, procedures and pertinent
documentation. The audit was conducted at Headquarters in New York.

IV. AUDIT FINDINGS AND
RECOMMENDATIONS

A. Trust fund monitering

Trust fund fecal point responsibilities

9. The primary responsibilities of DPKO/DFS trust fund focal point are
shown in Figure | below.

Figure 1. Trust fund focal point responsibilities
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10. Based on interviews with the staff of FBFD, OIOS noted that the trust
fund desk officers did not know who the assigned trust fund focal point was. The
desk officers advised that they had not been adequately briefed on their specific
responsibilities regarding the administration of trust funds and some were not
aware of the available guidance. As a result, the desk officers often relied on
their general knowledge and asked colleagues or unit chiefs when they had
questions relating to trust fund administration. In OIOS’ opinion, such an
approach can lead to inconsistencies and delays in administering trust funds.

11. DFS clarified that the FBFD did not have an established post for a focal
point for trust funds. These functions are undertaken on an ad hoc basis within
current resources. It is therefore important that trust fund responsibilities,
including interaction with desk officers administering trust funds and
communication with the Department of Management (DM), donors, and other
offices, are clearly defined.



Recommendation 1

1 The Department of Field Support should develop and
promulgate specific guidance defining the roles and
responsibilities of trust fund focal points and disseminate this
guidance to staff responsible for administering trust funds.

12. DFS accepted recommendation | and stated that the standard operating

procedures on the use of trust funds in peacekeeping operations will be updated
to include the terms of reference for the focal point for trust funds in the FBFD.
Recommendation 1 remains open pending receipt of the revised standard
operating procedures.

Responsibilities of desk officers in trust fund administration

13. FBFD desk officers are generally responsible for providing policy
guidance to ensure consistency of the application of trust fund guidelines,
including reporting requirements. According to the standard operating procedure
(SOP) on trust fund administration used by DFS, one of the specific duties of
desk officers is a review of the fund’s annual report before it is submitted to the
Controller. During interviews with FBFD staff, we noted that most desk officers
could not provide copies of the annual reports for the trust funds they
administered. Only two of the eight annual reports prepared were provided to
OlOS.

14. New staff members serving as desk officers were not always aware of
their responsibilities and roles in support of programme managers in the
missions. In OlOS™ opinion, all desk officers, especially newly appointed staftf,
need to have a better understanding of their responsibilities.

Recommendation 2

2) The Department of Field Support should provide
desk officers with adequate guidance on their roles and
responsibilities to ensure they adequately support trust fund
activities/reporting.

15. DFS did not accept recommendation 2 and clarified that programme
managers in the missions were responsible for ensuring that trust funds were
used for their intended purpose, and that field certifying officers ensured that
expenditures were incurred in accordance with applicable financial and staff
regulations. Programme managers of trust funds were responsible for submitting
activity reports to the donors directly with copies to FBFD and the Olffice of
Programme Planning, Budget and Accounts (OPPBA). DES further stated that
donor reporting rests with field programme managers and not with FBFD's desk
officers. Cost plans are submitted to OPPBA to facilitate issuance of allotment
advices. Notwithstanding, DFS agreed to review all Memoranda of
Understanding (MOUs) stressing the imporiance of timely submission of annual
activity reports to those missions that did not comply with donor reporting
requirements. Recommendation 2 remains open pending receipt of guidance on
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the supporting roles of DFS’ desk officers. In this regard, OIOS clarifies that,
based on interviews with desk officers, it was determined that not all of them
were aware of their responsibilities concerning trust fund administration.

DPA focal point for monitoring trust funds

16. In December 2007, DPA appointed a professional staff member and an
assistant to administer trust funds. Previously, this responsibility was divided
among a number of staff in DPA’s Executive Office.

17. OIOS reviewed the annual report for each of the nine trust funds
administered by DPA. The presentation of the reports was not consistent and
OIOS could not reconcile the total expenditure data in the reports with the
amounts reported by the OPBBA in the Schedule of Individual Trust Funds. In
OlOS’ opinion, better reporting accuracy could have been achieved by DPA if
donor reports were consolidated in a database.

18. DPA planned to develop a comprehensive trust fund database to better
organize records of disbursements and donations, and to improve monitoring.
This initiative requires further support, including either IT staff resources or
consultancy services. However, according to DPA, additional resources were not
available.

Recommendation 3

3) The Department of Political Affairs should prioritize
the development of a comprehensive database to better
organize records of disbursements and donations and to
improve the trust fund monitoring.

19. DPA accepted recommendation 3 stating that at present DPA does not
have resources for this purpose in either regular budget or trust funds. DPA has
identified the requirements and will include them in the DPA extrabudgetory
resource appeal to donors. DPA will proceed with implementation of the
recommendation once the funding for this purpose is received. Recommendation
3 remains open pending the development of a comprehensive database for trust
fund administration.

B. Guidance on trust fund administration

Policies and procedures

20. The establishment and management of trust funds are governed by the
Financial Regulations and Rules. Overall guidance for administering general trust
funds is promulgated in Secretary-General’s Bulletin ST/SGB/188 dated 1 March
1982 and Administrative Instructions ST/A1/284 and ST/Al/286 dated 1 March
1982 and 3 March 1982 respectively. Furthermore, ST/SGB/1997/1 explains the
scope of administration policies. Although more than 25 years old, these
directives constitute the main guidance for trust fund administration.



21. The current DPKO/DFS SOP, “Use of Trust Funds in Peacekeeping
Operations”, was issued in April 2003. The SOP is now outdated and does not
adequately cover important functions in trust fund administration such as: (a)
responsibility and accountability of trust fund managers in the missions and at
Headquarters; (b) clear differentiation between desk officers and trust fund
managers in terms of duties and responsibiities; (c) DFS’ monitoring role; (d)
samples and templates of essential documents including the cost plan, substantive
reports and annual reports; (e) flowcharts of specific procedures and internal
controls; and (f) planning of donor conferences to seek voluntary funding.

22. DPA’s administrative guidance covers the basics of trust fund
administration. While this is a step in the right direction, more detailed guidance
on administration of trust funds is necessary. In this regard, DPA could benefit
from working with DFS in developing more detailed guidance consistent with the
current policy and relevant Secretary-General’s Bulletins and Administrative
Instructions.

Recommendation 4

) The Department of Field Support should update its
standard operating procedure on trust fund administration
in order to provide improved guidance to staff by identifying
specific roles and responsibilities and flowcharting key
processes/controls.

23. DFS accepted recommendation 4 and stated that the SOP will be
updated to include samples and templaies of essential documents including the

cost plan, substantive reports and annual reports. Recommendation 4 remains
open pending receipt of the revised SOP.

C. Trust fund reporting

Reporting to denors

24. As indicated in ST/AI/284, reporting to trust fund donors should occur
annually or more frequently as requested, and substantive progress reports on
implementation of trust fund projects are to be prepared for each trust fund by the
implementing office. The time spent on donor reporting depends largely on the
size and activity of the fund. Donors may also contact substantive offices
directly to obtain additional up-to-date information.

25. To ensure consistency in reporting, standard formats and minimum
reporting requirements are needed for all funds administered by DFS and DPA,
including timelines for report preparation, review and final issuance. In OIOS’
view, a fund report should be prepared even if there was no financial activity in a
given year., Furthermore, due to a high staff turnover in the field and at DFS,
there is a need to include detailed instructions on donor reporting in the trust fund
SOP, including annual report templates, for consistency in reporting to donors.

N



Recommendation 5

5 The Department of Field Support, in cooperation
with the Department of Political Affairs, should develop
detailed instructions, including standard formats and
templates and timelines, for preparing reports to donors on
trust fund activities.

26. DFS uaccepted recommendation 5 stuting that, in collaboration with
DPA, it will develop standard formats and templates for donor reporting on trust
Jfund activities. Recommendation 5 remains open pending receipt of standard
formats and templates.

2
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DPA trust fund donations

27. During interviews with DPA’s staff involved in trust fund administration,
OIO0S was informed that, in some cases, funds received from donors did not have
specific funding reference and thus delayed the acknowledgement of receiving
funds by OPPBA. In OIOS’ opinion, this may cause delays in funding
availability for DPA. To avoid the risk of project implementation delays due to
this situation. DPA should ensure that donors are provided with clear instructions
for bank transfers.

Recommendation 6

{6) The Department of Political Affairs, in coordination
with the Office of Programme Planning, Budget and
Accounts/DM, in order to facilitate the quick availability of
donated funds, should encourage donors when transferring
donations to the UN Accounts Division/DM to separately
earmark funds for a specific trust fund/project.

28. DPA accepted recommendation 6 and stated that DPA is following the
established procedures in  accepting voluntary contributions, ie., all
contributions must be accepted by the Controller through a letter of acceptance
or a formal agreement.  Instruction is given in the relevant letters and
agreements on how the bank transfer should be identified. Based on the action
taken by the Department of Political Affairs, recommendation 6 has been closed.

Pledges and trust fund donations

29. ST/SGB/188 allows programme managers to discuss with prospective
donors the possibility of contributing to trust funds. OIOS was informed that the
United Nations Stabilization Mission in Haiti (MINUSTAH) had an established
trust fund, but no voluntary funding was available. The Mission sought to arrange
a donor conference to request voluntary funding pledges from interested parties.
However, there was no guidance available at the mission level in respect of
resource mobilization of funds from donors.
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30. Guidance and lessons learned from DPKO and DFS past experience in
conducting donor conferences and resource mobilization efforts would assist
mission administrators in arranging such conferences. DFS also suggested that
information on resource mobilization experiences of other United Nations
entities such as the United Nations Development Programme and the World
Bank would assist mission senior leadership in accessing varied sources of
funding.

Recommendation 7

()] The Department of Field Support, in cooperation
with the Department of Peacekeeping Operations, should
facilitate the sharing of information with field missions on
best practices and lessons learned in trust fund resource
mobilization.

31. DFS accepted recommendation 7 and stated that the Best Practices
Section has, within its existing capacity, been able to provide basic information
to missions on varied sources of funding to facilitate resource mobilization
activities. These efforts can be strengthened in the future, but would require
additional resources. Recommendation 7 remains open pending evidence of
additional funding to improve the provision of information to missions on best
practices and lessons learned by the Best Practices Section.

E. Project implementation

DFS’ Trust Fund for Iraq/Kuwait Border Issues

32. The Trust Fund for Irag/Kuwait Border Issues is managed and
coordinated by UN staff whose posts are financed from the fund. A detailed audit
of expenditures of this trust fund, which is administered at Headquarters, showed
that trust fund project activities had been carried out satisfactorily. Donor
reporting, especially the 2006 report on the Irag-Kuwait field mission, which
included a breakdown of expected cost estimates to complete the project, was
informative and comprehensive.

33. While donor funding shortfalls and delays in field missions attributed to
political issues had been experienced during the implementation period, the
project was expected to progress in 2008 according to the plan. OlOS noted,
however, that there instances and a potential risk that cartographic work
unrelated to the trust fund may be performed by personnel financed by the trust
fund. This was offset by the substantial assistance provided by other DFS
personnel during periods of high trust fund activity. In OIOS’ opinion, records
should detail work performed by the staff funded from the trust fund, as well as
all work performed by other DPKO/DFS staff in support of projects under this
trust fund as a means to document activity and to ensure greater transparency.



Recommendation 8

(8) The Department of Field Support should ensure that
weekly reports of staff activities are prepared showing
project activities performed by the staff employed under the
Trust Fund for Irag/Kuwait Border Issues and work in
support of the projects performed by other DPKO/DFS staff.

34. DFS did not accept recommendation 8 and stated that the potential risk
involved was negligible and that the Cartographic Section did not use the staff
Sunded by the trust fund for any projects other than the IKBM project. All
expenditures incurred were in accordance with existing financial and staff rules
and procedures for the purposes intended and certified accordingly. DFS also
noted that the cost of mitigating the highlighted risk in the manner recommended
would exceed the cost of the potential risk. Due to the high profile nature of this
trust furnd, in OlOS’ opinion, a reputation risk exists that work unrelated to the
trust fund project may be done by the employees funded from the Trust Fund for
Irag/Kuwait Border Issues. [n order to ensure that if this type of work occurs, it
should be offset by DFS support and documented by activity reports.
Recommendation 8 remains open pending DFS® confirmation that if work
unrelated to the trust fund is performed, it is offset by DFS and is documented
through activity reports.

V. ACKNOWLEDGEMENT
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during this assignment.
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