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1. I 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 2 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. Please note that OIOS 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.

Cc: Mr. Swatantra Goolsarran, Executive Secretary, UN Board of Auditors
Ms. Susanne Frueh, Executive Secretary, Joint Inspection Unit
Mr. Moses Bamuwamye, Chief, Oversight Support Unit, Department of Management
Mr. Byung-Kun Min, Special Assistant to the USG, OIOS
Mr. William Petersen, Chief, New York Audit Service, OIOS
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EXECUTIVE SUMMARY

Audit of the UNJSPF's processes for the validation and
restoration of prior services

OIOS conducted an audit of the United Nations Joint Staff Pension
Fund's (UNJSPF) processes for validation and restoration of prior services. The
overall objective of the audit was to determine whether the validation and
restoration of prior services complied with UNJSPF Regulations and Rules and
were processed efficiently. The audit was conducted in accordance with the
International Standards for the Professional Practice of Internal Auditing.

Administration of the validation and restoration of prior services
generally complied with the UNJSPF Regulations and Rules but can be further
improved by updating relevant procedures, rectifying exceptions and
strengthening the monitoring of the process steps. Achieving overall
improvement would require addressing a number of issues including the need to:

e Update validation and restoration operational policies and procedures for
both Geneva and New York to reflect the changes resulting from the
revision of Article 24 that removed the limitation on the restoration of
prior contributory service of less than five years and disallowed
participants to restore prior contributory service if a deferred retirement
benefit was elected on or after 1 April 2007.

o Re-assess and follow consistent practices for the issuance of acceptance
letters and reminder memos.

e Monitor, investigate and correct deviations from regulations, rules or
procedures, e.g., violation of validation criteria, inconsistent issuance of
reminder memos and failure to scan documents into the Content Manager
system.

e Verify receipt of validation and restoration contributions within the 90-
day deadline as required by the administrative rules and implement a
process to monitor the payments for validation or restoration handled by
participating agencies.

e Implement, across the operations, a performance tracking system to
monitor and report the end-to-end processing efficiency of validation and
restoration cases.
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I. INTRODUCTION

1. The Office of Internal Oversight Services (OIOS) conducted an audit of
the United Nations Joint Staff Pension Fund's (UNJSPF or the Fund) processes
for validation and restoration of prior services. The audit was conducted in
accordance with the International Standards for the Professional Practice of
Internal Auditing. The UNJSPF was established in 1949 by the United Nations
General Assembly and comprises the Secretariat, with the responsibility for
administrative matters, and the Investment Management Division (IMD), with
the responsibility for the investment of the Fund’s assets. The Fund’s mandate is
to provide retirement, death, disability and related benefits for the staff of the
United Nations and the other organizations admitted to membership in the Fund.
In 2008, the annual benefit payments by the Fund amounted to $1.8 billion, with
payments made in 15 currencies in 190 countries. As of 31 December 2008, the
Fund had 112,804 active participants and was paying 59,945 periodic benefits.

2. Validation and restoration are two features of the pension plan.
“Validation” refers to converting prior non-contributory service of a participant,
while “restoration” refers to resuming prior contributory service of a participant.
Through validation and restoration, participants can increase the total number of
years and months of their contributory services and thus increase future pension
benefits. Validation and restoration can also help towards reaching optimum
conditions, such as (i) accomplishing the minimum five years vesting period to
be entitled to a periodic benefit upon separation, or (ii) reaching the threshold of
25 or 30 years of contributory service, to take advantage of the more preferential
reduction rates if a participant were to consider taking an early retirement benefit.
Both validation and restoration are subject to a number of conditions.

3. A total of 324 validation cases (158 by the New York office and 166 by
the Geneva office) and 203 restoration cases (96 by the New York office and 107
by the Geneva office) were processed in the first five months of 2009 with a
backlog of 254 validation and 237 restoration cases as of 31 May 2009.

4. Comments made by the Fund are shown in italics.

II. AUDIT OBJECTIVES

5. The main objectives of the audit were to:

@ Determine if existing policies and procedures are adequate to
control and guide the validation and restoration of prior services;

(b) Ascertain that UNJSPF Regulations and Rules are complied with
in validating and restoring prior services, in particular:

i. Conditions for validation and restoration of prior
services, and

ii. Cancellation in case of default of payment by the
participant.



©) Determine if the validation and restoration of prior services are
processed efficiently, and the root cause(s) for excessive delays or
backlogs, if any.

1. AUDIT SCOPE AND METHODOLOGY

6. The audit covered validation and restoration cases processed in the
period from 1 June 2007 to 31 May 2009 by both the New York and Geneva
offices.

7. The methodology included a review of the Fund’s structure, roles and
responsibilities for processing validation and restoration cases; examination of
policies, procedures, processes, documentation, systems and practices with
respect to the validation and restoration of prior services; verification of
calculation and collection of contributions and interest; and data mining and
video-conferencing for the Geneva portion of the audit. The audit also included
substantive testing of sample cases to determine compliance with policies and
procedures and to assess the efficiency of the process.

IV. AUDIT FINDINGS AND
RECOMMENDATIONS

A. Booklets, procedures and manuals

Revised Article 24

8. In 2002, the United Nations Joint Staff Pension Board recommended a
revision to Article 24 of the UNJSPF Regulations, which governs the restoration
of prior contributory service. The recommendation was approved in principle by
the General Assembly in 2002 and formally adopted in 2006. The amendment
removed the limitation to restore only periods of less than five years of
contributory service®. The change benefited those participants who could now
restore more than five years of prior contributory service because the extended
number of years would lead to the application of higher benefit accumulation
rate(s) as a result of longer periods of contributory service. The total actuarial
cost was assessed to be 0.17 per cent of pensionable remunerations. Also,
according to the revised article, prior contributory services cannot be restored

! The limitation was introduced as a provision of the Regulations as part of the economy
measures taken in 1980s to address the significant actuarial deficits being experienced at
that time. As a result of a significant improvement in the actuarial situation, the Board
decided to review those economy measures and decide on which measures it wished to
reverse. The Board decided to remove the limitation to restore based on years of service,
as the action would further promote the human resources framework adopted by the
International Civil Service Commission (ICSC) and the General Assembly. In particular,
this measure, among others recommended, would serve to enhance the mobility of the
staff and portability of pensions.



upon re-entry for those former participants who, on or after 1 April 2007, opted
for, or were deemed to have opted for, a deferred retirement benefit (full or
partial), regardless of whether payment of retirement benefit started. The
implications of the amendment were elaborated and communicated to the
secretaries of the staff pension committees of the member organizations by the
CEO of the Fund in December 2008.

9. However, OIOS noted that relevant documents on restoration are yet to
be updated to reflect the changes resulting from the revision to Article 24:

e The five-year limit on automatic restoration in section 5.b of General
Procedure No. 45 needs to be amended. The new cut-off date should be
added so that participants who elected or were deemed to have elected a
deferred retirement benefit on or after 1 April 2007 are not entitled to
restoration.

e The definitions of automatic restoration in the New York office’s
account manual — Restoration of Contributory Service under Article 24
and in the Geneva Office’s desk procedure Automatic Restorations
should be similarly revised.

e The five-year limit in the Restoration Booklet, which is used to
communicate to participants the conditions and benefits of restorations,
should also be revised. Otherwise, staff members with eligible prior
contributory service of more than five years may not be aware of their
right to restore such service upon re-commencement of participation in
the Fund.

Recommendation 1

@ The UNJSPF Secretariat should update the relevant
restoration operational policies and procedures for the New
York and Geneva offices and the Restoration Booklet to be in
line with the revised Article 24 of the UNJSPF Regulations.

10. The UNJSPF Secretariat accepted recommendation 1 and stated that the
General Procedure for Restoration is being revised to be in line with the revised
article 24. Similarly, the Restoration Booklet has been updated and is now with
printing services for production. The revised restoration procedures and the
revised booklet should be issued by 31 July 2010. Recommendation 1 remains
open pending confirmation by UNJSPF of the revision of General Procedure 45,
the Account Manual and the Restoration Booklet.

B. Communication with participants

Acceptance letters and reminder memos

11. General Procedure No. 45 stipulates that an acknowledgement of receipt
of the application for restoration should be sent to the participant (if the staff
member is from a UN entity) or to the secretary of the staff pension committee of
other participating organizations.



12. New York’s validation and restoration account manuals require issuance
of acceptance/rejection letters to the staff member after eligibility is determined.
The acceptance/rejection letters, as the first communication to the participant in
the process, are issued by the Client Servicing Unit to acknowledge receipt of the
request and to inform the participant of their eligibility/ineligibility for the
requested period. The acceptance letter has not been issued consistently by the
New York office. Out of the 56 New York sample cases tested by OIOS,
acceptance letters were issued for only 26 (46 per cent) of the eligible validation
and restoration cases.

13. The New York Accounts Unit sends a second communication to the staff
member to inform the participant of the calculated amount due, payment options
and the due date. As this second notification implies receipt and eligibility of the
request, the need for an acceptance letter from the Client Servicing Unit
diminishes if the case can be processed and the memo sent out timely. OlOS
observed that the notification memo was always issued by the Accounts Unit for
eligible validation and restoration cases.

14. Geneva’s validation and restoration procedures require issuance of
negative replies (rejection letters) to staff members to explain why the elected
period of service was not eligible for validation or restoration. The Finance Unit
(equivalent of the Accounts Unit in New York in the process) sends out
notification memos to the staff member for accepted requests to inform them of
the amount due for eligible validation or restoration requests.

15. In addition to the acceptance/rejection letter and the notification memo,
both the New York and Geneva offices may send the participant a reminder
memo, which is a copy of the original notification memo stamped with
“Reminder” and “If payment has been made, please disregard.” General
Procedure No. 45 and Geneva’s procedures only require issuance of a reminder
when a reply from the staff member was not received after 45 days. New York’s
procedures require that a reminder memo be sent to the participant 45 days after
the date of the original notification letter, regardless of whether the payment has
been received. Both offices’ practices indicate that they did not send out
reminders if a reply is received within 45 days, consistent with General
Procedure No.45.

Recommendations 2

2 The UNJSPF Secretariat should re-assess the need to
issue acceptance letters for eligible validation and restoration
cases and align the procedures with the actual practice of
issuing reminder memos.

16. The UNJSPF Secretariat accepted recommendation 2 and stated that
The Fund takes note of the OIOS recommendation and the Fund’s New York
office has already discontinued the issuance of acceptance letters for eligible
validation and restoration cases. Relevant staff members have been instructed
accordingly. Henceforth, participants will be advised only if they are ineligible to
validate or restore. The Accounts Unit already has the procedures through the
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Pensys system to ensure that a reminder letter is sent only when no response is
received from the participant. The Accounts Unit supervisors will ensure that the
procedures are strictly enforced. Based on the actions taken by UNJSPF,
recommendation 2 has been closed.

C. Compliance with regulations, rules and procedures

Compliance

17. The Fund uses reminder memos to follow up with participants who
elected validation or restoration but did not respond to the notification letter
requesting selection of payment methods. However, the reminder memo was not
consistently issued by the Accounts Team when it was required. Out of a total of
100 sample cases tested by OIQOS, there were 25 cases where the impacted
participant did not respond to the original notification memo within 45 days after
its issuance but the Fund only issued the reminder memo for 22 such cases.

18. OIOS also found that none of the reminder memos issued by the New
York office for validation and restoration cases were scanned into Content
Manager as required by the account manuals.

19. According to Article 23 of the UNJSPF Regulations, the prior non-
contributory service elected for validation should not be interrupted by a break of
more than one year. Out of the 50 validation samples tested, OIOS found one
case (pension number 315852) where a break in service exceeded the one-year
limit, from 28 January 2006 to 18 March 2007. However, the non-contributory
service periods before that break were also validated. The Geneva office advised
that the Pensys system was supposed to stop such cases from being processed,
and hence they need to investigate why the system failed on this case.

20. OIOS also tested the calculated amount due for 100 validation and
restoration samples and did not note errors in the computation, which was
automated in Pensys.

Recommendation 3

3 The UNJSPF Secretariat should monitor, investigate
and correct deviations from regulations, rules or procedures,
e.g., Vviolation of validation and restoration criteria,
inconsistent issuance of reminder memos, failure to scan
documents into the Content Manager system and other
compliance-related issues.

21. The UNJSPF Secretariat did not indicate acceptance of recommendation
3 but stated that the Fund duly notes the OIOS recommendation. The Fund
however, emphasized the fact that UNJSPF Regulations and Rules are strictly
respected and applied. Nevertheless, it agreed that there is room for further
enhancement. With this view in mind, the Fund plans to enhance the validation
program to reflect criteria stipulated in Article 23 of the Regulations and to
create more internal controls.  The proposal for these changes is being
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developed and will be submitted to the Information Management Systems Service
(IMSS) to develop and implement relevant programs. Although every effort will
be made to meet the deadline for the implementation, the date is subject to IMSS
needs and priorities, especially as the Fund moves to its new IPAS platform. As
regards restoration, the Fund notes that the integrity of the restoration program
was not violated. However, every effort will be made, such as close supervision
and periodic verification of records, to ensure that clerical errors such as
inconsistent issuance of reminders and failure to file documents in the Content
Manager are not repeated. These requirements will also be included in the
revised procedure. Recommendation 3 remains open pending provision by the
UNJSPF Secretariat documentation indicating implementation of the proposed
controls to prevent, detect and resolve deviations from the policies and
procedures.

Segreqgation of duties

22. According to both New York and Geneva desk procedures, the auditor
and the releaser roles are normally assumed by the same staff member and should
be segregated from the calculation role to ensure independent review. However,
OIO0S identified five validation cases processed by the Geneva office where the
calculation was performed by the same staff member who released the case
without a different person auditing. The Pensys system was not configured to
detect and report any overriding of the assigned roles and there was no evidence
that management reviewed and authorized such exceptions.

Recommendation 4

(@) The UNJSPF Secretariat should ensure that
segregation of duties in processing validation and restoration
cases is observed and exceptions are reported to management
for its review.

23. The UNJSPF Secretariat accepted recommendation 4 and stated that the
Fund takes due note of the recommendation and confirms that the segregation of
duties are clearly followed in the processing of all validation and restoration
cases. The present practice is that the cases are examined, calculated and
audited and outgoing restoration letters are signed by different authorized staff
members and for internal control purposes, different functions are performed
through different login 1Ds with ascending hierarchical authority. Further
control will be instituted in the proposed program changes as explained in
comments made on recommendation 3. Recommendation 4 remains open
pending implementation of additional controls by UNJSPF to prevent, detect and
resolve any cases of violation of segregated duties.

Monitoring of payments




24. According to the administrative rules on validation and restoration, the
participant shall make, or commence (in case of installments for restoration),
payment of the amount within 90 days of the date of the notification by the
UNJSPF or the secretary of the staff pension committee of the member
organizations. Failure to meet the deadline will result in the cancellation of the
right to validate or restore as requested.

25. For the cases from the UN entities that were processed by the Fund, the
Geneva office required either direct payment evidence such as a copy of a cheque
or a bank transfer from the participant or a confirmation from the payroll
functions when payroll deduction was selected. The New York office did not
seek information on the actual payment date and verify it against the deadline for
the cases from the UN entities.

26. For the cases processed by the staff pension committees of the
participating agencies, however, neither New York nor Geneva had controls to
verify the actual payment against the deadlines or to ensure that the committees
were effectively monitoring the timeliness of payments. Through the year-end
reconciliation process, the Fund could only ensure that it ultimately received the
monies for validation and restoration. Neither the year-end schedules nor the
monthly contribution reports were reviewed to identify any late payments.

217. Through sample testing, OIOS noted one validation case (pension
number 407169) for which the lump sum payment was received significantly
beyond the 90-day limit. The notification memo was dated 4 October 2007 but
the cheque issued by the participant to pay for the validation was dated 8
September 2008 (11 months later). It was accepted by the UNJSPF without
proper explanation and authorization. There were other instances where the staff
replied and selected payroll deduction within the 90-day limit, but the payroll
function of the member organizations did not execute the deduction until after the
deadline. The latter may not constitute a breach by the staff member, but there
was no evidence that such exceptions were monitored to validate their
legitimacy.

Recommendation 5

5) The UNJSPF Secretariat should consistently verify
the actual payment date against the 90-day deadline before
accepting the payment for validation or restoration. The
Fund should also monitor the enforcement of the 90-day
limit by the staff pension committees of the participating
agencies.

28. The UNJSPF Secretariat accepted recommendation 5 and stated that the
Fund expects the Staff Pension Committees (SPC) to fulfill their responsibilities
and to strictly adhere to the applicable deadlines and procedures as do the
Fund’s New York and Geneva offices. The SPCs are not under the authority of
the Fund and are therefore audited by their respective oversight bodies; the Fund
assumes that any deviation from the standard procedures would be identified and
addressed. The Fund also consistently verifies that receivables set up for
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validation and restoration are reported in the respective monthly contributions
report; the Fund also does its best to ensure that adequate controls of SPC
approved payments are in place. It should be additionally noted that monitoring
pension contributions in compliance with the rules and regulations of the Fund is
entrusted to the member organizations. For validation and restoration, in order
to have limited assurance of the 90-day payment due date, the Fund requests the
participant to return a confirmation sheet with the payroll or finance officer’s
signature. It is expected that full monitoring of the payment due dates will be
achieved when the Fund accesses the member organizations’ payroll data for the
purpose of billing them. This recommendation could be further considered in a
wider review of the role and authority of the SPC secretaries. For further
controls on the monitoring of the 90-day payment rules for validation and
restoration, a new procedure is being considered to mandate the member
organizations to report the date of the payment or payroll deduction
authorization in their year-end schedule B for each validation and restoration
case. If this new procedure is approved by the senior management of the Fund,
the new reporting requirement will be formally requested through the 2010 year-
end circular letter in December 2010. Recommendation 5 remains open pending
the provision of documentation by the UNJSPF Secretariat evidencing the
implementation of the proposed control process to ensure that payments are
verified against the 90-day limit before the requested service credits are finally
validated or restored in the system.

D. Monitoring of the validation and restoration processes

29. General Procedure No. 45 stipulates that “every effort will be made (by
the Client Servicing Unit) to minimize the time elapsed between the receipt of an
application and its submission to the Accounts Unit” and “every effort will be
made by the Accounts Unit to complete the processing within four weeks of its
receipt of the case”.

30. The Accounts Unit in New York set a total of two weeks as their target
and incorporated the target into the ePAS of the staff involved in the process.
They used Excel spreadsheets to track key dates in processing calculations for
each case. Performance reports were generated on a monthly basis to show the
number and aging of cases that were in the preparation stage and the audit stage.
However, there was no evidence that such ageing reports were analyzed to
identify overly delayed cases and backlogs, and to initiate prompt actions
accordingly. Another limitation of these ageing reports is that they did not
display the total number of days spent in processing each case and the average
lead-time needed by the Unit, and hence they could not be effectively used to
assess the processing efficiency.

31. The Client Servicing Units at the New York and Geneva offices have yet
to define a lead-time target and systematically monitor the processes. They only
prepared statistics on the number of cases processed during a month and the
number of outstanding cases at the beginning and the end of that month. There
were no statistics on lead-time or ageing of the cases processed.



32. OI0S performed an analysis of the processing of 100 sample cases based
on the dates extracted from the Pensys system and from the supporting
documents scanned into CM. The statistics presented in Table 1 show that
significant time was spent in processing both validation and restoration cases. On
average, the New York and Geneva offices spent 90 and 92 days, respectively, to
complete validation cases, and 97 and 64 days, respectively, for restoration cases.

Table 1: Statistics of samples tested by OIOS

Range of
No. of top 5
Total vali d Average | Average | Average | Total delays
Offi CSu AU Total Lead- Transfer | from
ice/Type | samples | non- i 3 3 - h
Lead lead Lead time delay receipt of
tested agency | .. - - :
time time time Range election
cases
to start of
processing
NY
I 28 23 50 33 90 2-183 7 129 - 454
Validation
NY
. 28 24 47 31 97 36 - 235 19 43-621
Restoration
Geneva
validation 22 7 32 54 92 6 - 263 6 3-396
Geneva 22 18 49 15 64 17-351 0 13- 344
Restoration
Notes:

1. Lead-time is expressed in calendar days.

2. Client Servicing Unit lead-time = Stamp date for the Geneva office / start date for the
New York office (as in work type 070 or work type 080 because stamp date of Notice of
Election is not available) - Verification date

3. Accounts Unit lead-time = Calculation date - Notification date

4. Total lead-time = Start date - Notification date

5. Transfer delay = Total lead-time - (CS lead-time + AU lead-time)

6. Start delay for the New York office = Election date - Start date (as stamp date is not
available)

7. Start delay for the Geneva office = Stamp date - Start date

33. Furthermore, there were extensive delays in starting the processing of
cases from the date when the election was received by the UNJSPF. The statistics
show that there were extreme cases for which the start of processing was delayed
for more than a year. Lastly, there was a significant time lag between the
completion of verification by the Client Servicing Unit and the calculation by the
Accounts Unit.

Recommendation 6

(6) The UNJSPF Secretariat should implement, across
both the New York and Geneva offices, a performance
monitoring system to track and report the end-to-end
processing efficiency of validation and restoration cases and
to highlight aged cases, backlogs and areas for improvement.

34. The UNJSPF Secretariat accepted recommendation 6 and stated that the
Fund management duly recognizes the recommendation and the Client Services
and Records Management and Distribution Unit (CSRMDU) will begin liaising
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with the Accounts Unit to align its performance statistics to report average lead
time of validation and restoration cases. This will also be further enhanced
during the IPAS redesign project. It should also be noted that following the
recent recruitment of two new staff members in the CSRMDU, the processing
time for validation and restoration cases has improved significantly. For
example, as of 31 October 2009, only 87 cases are outstanding of which 77 cases
are less than 15 days old. Management will advise relevant staff to continue to
closely monitor to ensure that cases are processed and participants informed of
the status for their cases in timely manner. Recommendation 6 remains open
pending receipt of a sample of regular performance reports indicating end-to-end
processing efficiency of validation and restoration cases.
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STATUS OF AUDIT RECOMMENDATIONS

ANNEX 1

RSO Recommendation Risk category R'.SK C{ Actions needed to close recommendation Implemenztatlon
no. rating 6] date

1 The UNJSPF Secretariat should update | Governance Medium O | Confirmation by UNJSPF of the revision of | 31 July 2010
relevant restoration operational policies the General Procedure 45, the Account
and procedures for the New York and Manual for Restoration and the Restoration
Geneva offices and the Restoration Booklet Booklet
to be in line with the revised Article 24.

2 The UNJSPF Secretariat should re-assess | Governance Medium C | Based on the action taken by the Fund, the | Implemented
the need to issue acceptance letters for recommendation has been closed.
eligible validation and restoration cases
and align the procedures with the actual
practice of issuing reminder memaos.

3 The UNJSPF Secretariat should monitor, | Compliance Medium O | Implementation of the proposed controls to | 31 July 2010
investigate and correct deviations from prevent, detect and resolve deviations from
regulations, rules or procedures, e.g., the policies and procedures
violation of wvalidation and restoration
criteria, inconsistent issuance of reminder
memos, failure to scan documents into the
Content Manager system and other
compliance-related issues.

4 The UNJSPF Secretariat should ensure that | Compliance Medium O | Implementation of controls by UNJSPF to | 31 July 2010
segregation of duties in processing prevent, detect and resolve cases of
validation and restoration cases is observed violation of segregated duties
and exceptions are reported to management
for its review.

5 The UNJSPF Secretariat ~ should | Compliance Medium O | Implementation of the proposed control | 31 December
consistently verify the actual payment date process to ensure that payments are | 2010
against the 90-day deadline before verified against the 90-day limit before
accepting the payment for validation or requested services are finally validated or
restoration. The Fund should also monitor restored in the system
the enforcement of the 90-day limit by the
staff pension committees of the
participating agencies.

6 The UNJSPF Secretariat  should | Operational Medium O | Provision by the UNJSPF Secretariat of a | 31 December




Recom.
no.

Recommendation

Risk category

Risk
rating

C/

Actions needed to close recommendation

Implementation
date?

implement, across both the New York and
Geneva offices, a performance monitoring
system to track and report the end-to-end
processing efficiency of validation and
restoration cases and to highlight aged
cases, backlogs and areas for improvement.

sample of regular performance reports
indicating end-to-end processing efficiency
of validation and restoration cases

2010

1. C =closed, O = open

2. Date provided by the UNJSPF Secretariat in response to recommendations.





