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Overall results relating to adequacy and effectiveness of governance and oversight structure
and controls for managing the investments of the Fund were partially satisfactory

1. Attached please find the final report on the above-mentioned audit.

2. Annex I shows the status of recommendations. Please note that OIOS will report on the
progress made to implement its recommendations in its annual report to the General Assembly.
OIOS will also report to the Secretary-General quarterly for critical recommendations and
annually for important recommendations.
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AUDIT REPORT

Governance and oversight over the investments of the UNJSPF
BACKGROUND

1. The Office of Internal Oversight Services (OlIOS) conducted an audit of governance and
oversight over the investments of the United Nations Joint Staff Pension Fund (UNJSPF or the Fund).
The governance structure for the UNJSPF was determined by the General Assembly when it established
the Regulations and Rules of the Fund. Part Il of the Regulations, Rules and Pension Adjustment System
of the UNJSPF governs the assets of the Fund and their investment: Article 17 enumerates the sources of
the Fund’s assets and Article 18 directs that those assets be deposited and separately held in the name of
the United Nations on behalf of the participants and beneficiaries of the Fund.

2. This responsibility for investment of the assets of the Fund, valued at $40 billion at the time of
the audit, is accorded to the Secretary-General by the General Assembly pursuant to the Regulations of
the Pension Fund. Article 19 of the Regulations provides that the investments of the Fund shall be
decided upon by the Secretary-General after consultation with the Investments Committee and in light of
observations and suggestions on investment policy made from time to time by the Pension Board.

3. In practice, the Secretary-General has delegated this authority to his Representative for the
Investments of the UNJSPF (the Representative of the Secretary-General or RSG), a position that since
the early 1980s has been filled by an Under-Secretary-General or Assistant Secretary-General in the
United Nations Department of Management. The Investment Management Division (IMD) assists the
RSG in discharging the responsibility for managing the Fund’s assets and reports to the RSG. In a memo
dated 13 March 2007, the Secretary-General delegated the responsibility to act in his behalf in all matters
relating to the investment of assets of the United Nations Joint Staff Pension Fund, the United Nations
Library Endowment Fund and the United Nations University Endowment Fund, to the Assistant
Secretary-General (ASG) for Programme Planning, Budget and Accounts, Controller (currently the ASG
Central Support Services). With regards to the establishment of IMD, it is stated in the United Nations
Joint Staff Pension Board document, JSPB/31/R.11, dated 8 June 1983: “Until January 1983, an
investment staff was provided in the Treasury of the United Nations. As foreshadowed at the last session
of the Board, a separate Investment Management Section was established and a Chief appointed to report
direct to the Controller.” It is further stated that the section was created in recognition of the size of the
Pension Fund, the complexity of its investments and to facilitate speedy as well as considered investment
decisions.

4, IMD is responsible for the day-to-day management of the Fund’s investments, implementing the
approved investment strategy, and ensuring that the investment portfolio conforms to the approved asset
allocation and investment policies. IMD has adopted a management structure that parallels commercial
investment houses, with: a front office (Investment Section) responsible for recommending the
implementation strategy for achieving the approved asset allocation, conducting investment research and
securities trading; a middle office (Risk and Compliance Section) responsible for implementing risk
controls, monitoring portfolio risks and compliance with standard operating investment policies and
procedures; and a back office (Operations Section) responsible for all aspects of accounting,
reconciliation and financial reporting, including the implementation of the International Public Sector
Accounting Standards (IPSAS) as they pertain to the reporting of investment results and financial
instruments.  Revised appropriations of IMD for the 2010-2011 biennium are $71,496,700
(JSPB/58/R.18, dated 27 April 2011).



Table 1: IMD Posts authorized for 2010-2011

Professional General Service Total
Office of the Director 3 4 7
Investment Section 18 9 27
Risk and Compliance Section 4 2 6
Operations Section 2 9 11
Information Systems Section 6 1 7
Total 33 25 58

OBJECTIVE, SCOPE AND METHODOLOGY

5. In accordance with its mandate, OIOS provides assurance and advice on the adequacy and
effectiveness of the United Nations internal control system, the primary objectives of which are to ensure:
(a) effectiveness and efficiency of operations; (b) safeguarding of assets; (c) compliance with mandates,
regulations, and rules; and (d) reliability and integrity of financial and operational information.

6. This audit was conducted to assess the adequacy and effectiveness of the governance, risk
management and control processes in providing reasonable assurance regarding the adequacy and
effectiveness of the governance and oversight structure and controls for managing the investment of the
assets of the Fund.

7. This audit was included in the O10S 2011 risk-based audit plan as a result of the 2009 Deloitte &
Touche risk assessment.

8. The key controls tested for the audit included: (a) governance and oversight structure; (b) risk
management and strategic planning; (c) performance monitoring; and (d) coordinated management. For
the purposes of this audit, O1OS defined these key controls as:

@) Governance and oversight structure — controls that provide reasonable assurance that key
issues relating to policy direction, setting investment parameters, monitoring and reporting are
dealt with effectively and efficiently. This key control includes identification of issues that
require the attention of the Representative of the Secretary-General, the UNJSPF Secretariat
and/or the Pension Board and its Audit Committee; and protocols as to when and how such key
issues are escalated and followed up until they are resolved.

(b) Risk management and strategic planning — controls that provide reasonable assurance that
risks relating to the investments of the Fund are identified and assessed, and that action is taken to
anticipate or mitigate risks.

©) Performance monitoring — controls that provide reasonable assurance that investment
performance is measured and monitored in compliance with policies, and that such activities are
carried out in accordance with industry standards.

(d) Coordinated management — controls that provide reasonable assurance that potential
overlaps in the investment management, risk management, compliance, investment reporting and
administrative support functions are mitigated, and that issues affecting or involving the UNJSPF
Secretariat and other stakeholders are identified, discussed and resolved timely and at the
appropriate forum.



9. OIOS conducted this audit from April to July 2011. The audit covered the governance and
oversight mechanisms in place for managing the investments of the Fund and focused on various aspects
including strategy setting and risk tolerance, applicability of UN regulations and rules, enforcement of
ethical standards, risk oversight and departmental cross communications. The audit team conducted an
activity-level risk assessment to identify and evaluate specific risk exposures and to determine whether
controls exist to mitigate such risks.

10. OIO0S interviewed the RSG, the CEO, the Director of IMD and senior officers of the Fund, the
former Chairperson of the Advisory Committee on Administrative and Budgetary Questions (ACABQ),
Officers of the Pension Board’s 57th session and representatives of the United Nations Board of Auditors
(BOA) on a range of topics related to the governance and oversight mechanisms in place for IMD. OIOS
also attended the May 2011 meeting of the Investments Committee and interviewed its Chairman
regarding his views on the role and effectiveness of the Investments Committee and the Asset Liability
Management (ALM) process in the Fund’s governance processes. OIlOS also interviewed the Chairman
of the Committee of Actuaries.

11. OIlOS researched “best practices” for the governance of public and private pension plans and
identified the Organization for Economic Co-operation and Development’s guidelines for pension fund
governance and the United States Finance Officers Association recommended governance best practices
for investments as criteria for comparing the Fund’s governance practices against good pension fund
practices for the management of investments. The audit did not address the size and composition, or the
expertise and independence of the Pension Board and advisory bodies, as these aspects of governance
were reviewed during the prior governance audit' and found to be satisfactory. Through analytical
reviews and other test procedures, OlOS assessed the existence, adequacy and appropriateness of internal
controls, including written policies and procedures; and whether the policies and procedures were
approved at the appropriate management levels, and disseminated to and understood by all concerned
parties. OIOS also reviewed prior audit observations and recommendations to assess whether the
recommendations had been acted upon.

AUDIT RESULTS

12. In the opinion of OIOS, the risk management, control and governance processes examined were
partially satisfactory in providing reasonable assurance regarding the adequacy and effectiveness of the
governance and oversight structure and controls for managing the investments of the Fund. The related
assessment of key controls is presented in Table 2 below. The controls related to the governance and
oversight structure and performance monitoring were assessed to be satisfactory. However, the controls
related to risk management and strategic planning and coordinated management required strengthening

by:

¢ Implementation of a risk budget to manage the planned investment strategy;

e Alignment of the scope of external advisory services necessary to complement the internal
capacity of IMD;

e Reporting to the Board on how the investment risk tolerance is defined and set and how IMD
manages the investment risks within the overall risk tolerance; and

e Compliance with the Memorandum of Understanding for the provision of ICT services between
IMD and IMSS.

! Audit of the UNJSPF Governance Mechanism, (Assignment No. AS2006/800/2), dated 14 January 2008.



Table 2: Assessment of key controls

Control objectives
Business Key controls Efficientand | Accurate Safeguarding | Compliance
objective effective financial and | of assets with
operations operational mandates,
reporting regulations
and rules
Effective Governance and . . . .
governance and | oversight structure Satisfactory Satisfactory Satisfactory Satisfactory
oversight over Risk management and Partially Partially . .
the investments | strategic planning Satisfactory Satisfactory SRy SHLSiHny
of the Fund Performance : ; i i
monitoring Satisfactory Satisfactory Satisfactory Satisfactory
Coordinated Partially Not applicable Partially Partially
management Satisfactory for this audit Satisfactory Satisfactory
A. Governance and oversight structure

13.

roles played in the governance and oversight mechanism is provided in Annex Il.

Figure 1 — UNJSPF Governance and Oversight Structure
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Figure 1 shows the governance and oversight structure for the Fund. A detailed description of the
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B. Risk management and strategic planning

Provision of investment management and advisory services to UN Library and UN University
Endowment Funds

14. In a memo dated 13 March 2007, the Secretary-General delegated the responsibility to act in his
behalf in all matters relating to the investment of assets of the UNJSPF, the United Nations Library
Endowment Fund (UNLEF) and the United Nations University Endowment Fund (UNUEF), to the
Assistant Secretary-General (ASG) for Programme Planning, Budget and Accounts, Controller, (currently
the ASG Central Support Services). However, while the Secretary-General delegated the responsibility
for investing the assets of the United Nations Library and University Endowment Fund’s to the RSG,
such provisions are not made in the Regulations of the Fund, which is specific to the investment of the
assets of the UNJSPF.

15. There is a perceived reputational risk with respect to the historical arrangements for the provision
of investment management and advisory services to the UNLEF and the UNUEF. In this regard, the
BOA, in its report on the financial statements of the Pension Fund for the biennium ended 31 December
2009, stated that the financial statements submitted by United Nations University to the Board for the
biennium ended 31 December 2009 indicated that its Endowment Fund managed by the UNJSPF
(Investment Management Division) with a market value of $279 million, had suffered a loss of $54.9
million. The BOA stated that it considers the investment of the assets of the UN University Endowment
Fund to be funds under management by IMD, and noted that the Pension Fund did not disclose the funds
under management in its financial statements, as well as the lack of formal arrangements for providing
these services.

16. The notes to the 2010 UNJSPF financial statements state that the IMD was providing oversight
services for the investments of the UNLEF, which were outsourced to the Fiduciary Trust Company, in
accordance with the Secretary-General’s Bulletin No. 76 (SGB/76) dated 28 November 1947, that
established the rules for the administration of the UNLEF.

17. SGB/76, which prescribes the Rules for the Administration of the Library Endowment Fund,
states that the capital of the Fund shall be invested by the Secretary-General in consultation with a
Committee of three members who shall be appointed by the Secretary-General subject to confirmation by
the General Assembly. In the same document, the then Assistant Secretary-General for Administrative
and Financial Services, on the direction of the Secretary-General, appointed the Investments Committee
in connection with the Joint Staff Pension Scheme as the Committee with which the Secretary-General
would consult on investment matters in accordance with the provisions of the Rules of the Library
Endowment Fund.

18. The notes to the 2010 UNJSPF financial statements also state that IMD is providing oversight
services for the investments of the UNUEF, which were outsourced to Nikko Asset Management Co.
Ltd., pursuant to General Assembly Resolution 2951 dated 11 December 1972 establishing the United
Nations University, General Assembly Resolution 3081 and Article IX of the UNU Charter
(A/9149/Add.2). Costs of oversight services amounting to $50,000 per year are reimbursed by UNUEF to
IMD.

19. OI0S notes that the above resolutions passed by the General Assembly are decisions to establish
the United Nations University and to adopt the University’s Charter. IMD therefore appears to be
providing advisory services to the Endowment Funds based on historical arrangements.



(1) The RSG for the investments of the UNJSPF should ensure that investment management
and/or advisory services provided by IMD to the United Nations Library Fund and the
United Nations University Endowment Fund are formalized and agreed to by the Pension
Board bearing in mind the Regulations of the UNJSPF.

The RSG accepted recommendation 1 and stated that IMD has been addressing these matters, which
are in progress. IMD well recognizes that these longstanding General Assembly mandates should
be formalized with the Pension Board. It is a finding that has been noted in other O1OS and Board
of Auditors’ audits. Recommendation 1 remains open pending formalization of the services
provided by IMD to the United Nations Library Fund and the United Nations University
Endowment Fund.

UNJSPF investment risk management activities

20. The UNJSPF Secretariat has implemented an enterprise-wide risk management (EWRM)
framework for coordinating the identification, assessment, mapping, monitoring and control of risks
across the Fund’s organization in order to provide assurance that the Fund will be able to meet its
commitments and achieve its Mission and Goals as set forth in the Management Charter. An EWRM
Working Group meets periodically under the joint chairmanship of the CEO and the RSG, and risk
management functions have been established in the Fund’s secretariat and in IMD. The Fund’s EWRM
Policy was updated and approved by the Pension Board in 2010 to provide a set of core risk management
principles, a more detailed description of risk management functional responsibilities, and to take account
of the Accountability Statement of the Fund which was promulgated as part of the Whole Office Review
study undertaken in 2008, and has been updated and revised annually since then.

21. Within the UNJSPF EWRM framework, the IMD Risk and Compliance Section has established a
comprehensive risk management programme for the management of investments which is documented in
the IMD Risk Management Manual that sets forth the guiding principles, and detailed management
controls and procedures for implementing the Standard Investment Operating Policies as they relate to
credit risk, counterparty risk, market risk, liquidity risk, operational risk, political and sovereign risk,
reporting risk, reputational risk and the use of brokers, external advisors and external managers.  Since
October 2010, IMD has been implementing RiskMetrics, a risk and performance analytics system that is
scheduled for completion in October 2011. Once fully implemented, the RiskMetrics application will be
fully integrated with the investment process and will be utilized to implement the risk budgeting process
and assist IMD investment officers to optimize risk-adjusted returns. RiskMetrics generates daily
absolute risk and relative risk reports, allowing the investment officers to review the risk adjusted
performance of equity and bond portfolios in relation to the respective benchmarks. The integration of
RiskMetrics with the Charles River trade order management system and master record keeper’s data will
provide further assurance of data integrity through an independent valuation and reconciliation of the
Fund’s assets with those records maintained by the master record keeper. The application is also planned
to eventually act as the data feed for all other IMS information systems. OIOS has commenced an audit
of the RiskMetrics application in the fourth quarter of 2011, which should provide further assurance on
the adequacy and effectiveness of this risk management tool.

IMD compliance review programme

22. In 2008, IMD established a compliance review programme under the Deputy Director for Risk
and Compliance, wherein the Compliance Officer conducts reviews to monitor operational compliance
with investment policies including, inter-alia, eligibility requirements, delegation of authority thresholds,
limitations on ownership interests and other criteria as defined in General Assembly mandates, and the



new policies for hospitality and gifts, mandatory leave, proxy voting, and financial disclosure and
personal securities trading. IMD has not, however, updated its Compliance Policy and Procedures
Manual approved in January 2008 to take into account changes in the compliance review programme
including the implementation of a mandatory leave policy in August 2010, enhancements to its policies
and procedures on personal securities trading (June 2010), and gift and hospitality policy (March 2011).

23. IMD has accepted and implemented all recommendations OIOS made to improve the compliance
programme in its 2009 audit of IMD compliance with investment policies (AS2008/801/01).

24. In OIOS opinion, IMD could benefit from updating the Compliance Policy and Procedures
Manual to incorporate the provisions of the new mandatory leave policy and the enhancements to the
personal securities trading policy and the gift and hospitality policy. The RSG agreed and stated that
IMD will update the Compliance Policy and Procedures Manual accordingly.

IMD strategic planning activities

25. IMD has from time to time engaged expert consultants to assist the Division in its strategic
planning efforts. In 2004, an international consulting firm was engaged to perform a comprehensive
review of the Fund’s investment management arrangements, including its governance, investment
objectives, benchmarks, risk/return profile, investable asset classes, asset allocation strategy and
investment structure and operations. This study called for the institution of asset-liability management,
and provided the foundation for organizational changes, including the creation of a Middle Office for risk
and compliance, and updating of IMD’s standard operating investment policies and procedures, most
recently in February 2010. Further studies of IMD investment policy, benchmarking, risk/performance
measurement and portfolio construction were undertaken in 2006 and led to further enhancements to the
Fund’s investment performance benchmarks and the consideration of passive indexing of a portion of the
Fund’s investments. In 2008, IMD commissioned an investment consulting firm to study the
opportunities for introducing alternative asset classes, including hedge funds, private equity, commodities
and hybrid assets such as farmland, infrastructure and timberland. Based on the results of this study, and
after consultation with the Investments Committee, the RSG reported to the Pension Board the
consultant’s recommendations for consideration of new asset classes that might be added to the Fund’s
portfolio, and related implementation requirements that would be necessary to ensure their successful
introduction.

26. Moreover, at the request of the Pension Board as a follow-on to the medium-term human
resources plan for IMD undertaken as part of the Whole Office Review, in 2009 IMD engaged a
consultant to assist in the further elaboration of the functional investment model of IMD, including the
review of the scope of activities and responsibilities of the internal investment managers, and external
advisers and asset managers, taking into account the ability to recruit and retain qualified investment
officers within the remuneration parameters of the UN common system. This study confirmed the
continued use of internal investment management with limited use of external discretionary asset
managers for specialty expertise (hybrid model), and provided the basis for identifying IMD’s resource
requirements as proposed in its budget request for 2010-2011.

217. The study confirmed the results of OIOS audit of IMD Contract Management (AS/2009/801/02)
to the effect that there was duplication and overlap in the scope of services provided by the
nondiscretionary advisers and the new spectrum of advisory services that IMD was planning to procure,
and that IMD needed to develop a resource strategy to determine and align the scope of external advisory
services necessary to complement its internal capacity. OlOS further recommended that IMD:



e Take a holistic approach in developing a long-term resource plan and establishing the need to
procure external advisory services.

e Realign the structure and scope of services of the various categories of nondiscretionary
advisors to avoid duplication and improve accountability and performance management.

e Enhance the advisory model and contracts by implementing a mechanism to allocate the
advisory costs to sub-portfolios, tying the advisory fees with actual services provided and
specifying the deliverables and terms.

o Develop and communicate long-term procurement plans to stakeholders, and manage each
procurement project with the Procurement Division (PD) and the Office of Legal Affairs
(OLA) using a jointly-developed source selection plan.

e Work out systematic solutions with PD and OLA to streamline and expedite the procurement
process.

e Adopt or develop procedures and an integrated system to manage and monitor procurements
and contracts from end to end.

e Monitor, evaluate and manage the performance of advisors, small-capitalization managers,
brokers, custodians, Master Record Keeper and other vendors using customized evaluation
procedures in a proactive and consistent manner.

28. To date, there has been some limited progress to realign the nondiscretionary advisory services
and to design the controls necessary to implement the approved new asset classes, which will require an
increase in the portion of the budget allocated to the risks posed by these investments in order to stay
within the Fund’s overall risk tolerance. The RSG stated that with the concurrence of the Investments
Committee and the support of PD and OLA, IMD has streamlined the advisory arrangements and efforts
are underway to design the monitoring systems for the new asset classes.

(2) The RSG for the investments of the UNJSPF should ensure that adequate governance
controls and a risk budget are in place to manage the risks when implementing the
planned strategy of investing in new asset classes.

The RSG accepted recommendation 2 and stated that in respect to new asset classes, the
Investments Committee continues to be informed of allocations made to alternative investments.
IMD is completing the implementation of the RiskMetrics risk and performance analytics system.
The critical system and related activities i.e., existing mechanisms including the ALM study,
provide governance and risk controls such that there is a system in place to effectively manage the
risks described in the recommendation. This includes providing a clear view of the described risks
including asset allocation with specificity. Recommendation 2 remains open pending receipt of
documentation showing that it has been implemented.

29. The CEO and senior UNJSPF officers held the position that asset-liability management is an
important mechanism needed to steer the direction of the Fund’s strategic asset allocation in order to meet
the Fund’s future liabilities. In the view of the UNJSPF representatives, the ALM framework is used to
analyze solvency, risk and plan design issues and to steer the direction of the strategic asset allocation,
and this should be a shared responsibility of the RSG, CEO and governance bodies. Risk management of
investments also needs to be further strengthened especially in respect to risk tolerance since there is no
explicit parameter and since several risk philosophies were presented in the 2007 ALM study but were not
further elaborated on or discussed. The UNJSPF representatives further stated that even though the Board
regularly reviews and takes note of the reports on investments at its meetings, the discussion is based on
documents brought before it, and there is currently no periodic mechanism other than the ALM study to
bring the discussion of stochastic projections of assets and liabilities or related risk tolerance issues before
the Board. Thus, they believe there is a need for a forum or mechanism for reviewing high level issues



involving the Fund’s solvency such as an ALM Committee of the Board that could enhance the Fund’s
governance mechanism.

30. The Board officers were in general agreement that the process for setting of the risk tolerance of
the Fund was not clear and that the Board needed to be educated to have a better understanding of this
concept. The Board officers and the former Chair of the ACABQ also agreed that while the Board could
take on a greater role in overall investment policy, it was not equipped to do so. Some of these
stakeholders were of the opinion that the Board should not have a greater role in the management of
investments or the setting of the strategic asset allocation since they are not investment experts like the
members of the Investments Committee, and for this reason they would also oppose the Board’s
establishing a committee for overseeing investment matters. One Board officer, on the other hand, said
that the Pension Board has a role in approving actuarial assumptions and should similarly take on a
greater role in the management of investments. The CEO of UNJSPF expressed the view that setting the
risk tolerance for the Fund falls under the responsibility of the Pension Board, and asset management
should be driven by a Board-defined risk tolerance policy.

31. The note presented to the Pension Board by the RSG on Investment Policy at its 55th session in
2008 (JSPB/55/R.17/Rev.2) reported that risk tolerance thresholds, that set an acknowledged and
acceptable level of risk and the amount of loss that is tolerable in the pursuit of investment gains, would
be implemented in the investment policy when the proper risk analytic tools are sourced to evaluate and
monitor the global portfolio. Once IMD has successfully implemented the RiskMetrics risk and
performance analytics system, it will be in a position to implement the risk tolerance controls in the
Fund’s investment policy. Furthermore, the Fund’s Regulations are clear regarding the Pension Board’s
role in providing observations and suggestions from time to time on the investments policy, as has been
done most recently in 2008 and 2009, when the Representative presented proposed changes to the Fund’s
investment policy. OIOS is of the opinion that the CEO, while having no formal role in managing the
investments of the Fund, has the opportunity to comment on the asset allocation and risk tolerance of the
Fund during the quarterly meetings of the Investments Committee, through his representation on the
Asset-Liability Management Steering Committee in guiding the periodic ALM studies, and at the joint
sessions of the Committee of Actuaries and the Investments Committee when they review ALM issues.

(3) The RSG for the investments of the UNJSPF, in consultation with the Investments
Committee, should report to the Pension Board on how the Fund’s risk tolerance has been
defined and set, and how IMD manages investment risks in order to stay within the Fund’s
overall risk tolerance.

The RSG accepted recommendation 3 and stated that following the full implementation of
RiskMetrics and in consultation with the Investments Committee, he will provide detailed
information to the Pension Board at its next meeting. Recommendation 3 remains open pending
receipt of documentation showing that it has been implemented.

C. Performance monitoring

32. The Fund invests in a global portfolio of equities, fixed-income and short-term securities; real
assets comprised of publicly traded REITS, publicly traded non-REIT real assets securities and private
real asset funds; and alternative investments including private equities, real estate, infrastructure,
timberland and farmland. IMD primarily manages the Fund internally with assistance from four
nondiscretionary equity, fixed-income and real estate advisors, and three discretionary small
capitalization equity investment managers.



Performance objective and benchmarks

33. The present UNJSPF performance objective is to achieve a 3.5 per cent long-term real rate of
return annually, as adjusted by the U.S. Consumer Price Index. The following benchmarks are utilized to
measure the effectiveness of the investment strategy at the Fund level, asset class and manager level.

Equities benchmark: The Morgan Stanley Capital International All Country World Index (MSCI
AC). The MSCI AC World Index is a free float-adjusted market capitalization weighted index
that is designed to measure the equity market performance of developed and emerging markets.
The MSCI ACWI consists of 45 country indices comprising 24 developed and 21 emerging
market country indices.

In addition to the overall equities benchmark, the following MSCI Standard Core equity indices
measure the skill with which the manager selects securities within the portfolio being managed:
North America MSCI North America Index;

Europe MSCI Europe Index;

Emerging Markets MSCI Emerging Markets Index; and

Pacific MSCI Pacific Index

Fixed-income benchmark: The Barclays Global Aggregate Bond Index, which provides a broad-
based measure of the global investment-grade fixed income markets. The three major components
of this index are the U.S. Aggregate, the Pan-European Aggregate, and the Asian-Pacific
Aggregate Indices. The index also includes Eurodollar and Euro-Yen corporate bonds, Canadian
government, agency and corporate securities, and USD investment grade 144A securities.

Real Estate benchmark: The National Council of Real Estate Investment Fiduciaries Open End
Diversified Core Equity Index (NCREIF — Open End Diversified Core Equity). This is a time-
weighted index of investment returns reporting on historical and current basis the results of 28
open-end commingled funds pursuing a core investment strategy, some of which have
performance histories dating back to the 1970s. The broader investable universe better reflects the
Fund’s real estate risk exposure. NCREIF - Open End Diversified Core Equity has low-leverage
open-ended U.S. fund exposure and is capitalization-weighted.

Cash benchmark: Merrill Lynch 3-month (91-day) U.S. Treasury Bill. The 91-day Treasury Bill
is a short-term debt instrument issued by the U.S. government to generate funds needed to finance
outstanding obligations. The day Treasury bill is a weighted average rate of the weekly auctions
of 91-day treasury bills.

34. The benchmark selection process employed by IMD has various inputs and IMD has engaged a
number of consultants to study the suitability of the benchmarks, including most recently the studies by
Deloitte and Touche in 2005 and by Mercer in 2006. The current selection of the benchmark is based on
these studies as well as the most recent ALM study. From time to time, IMD also conducts internal
studies to review the suitability of the benchmarks based on its own assessment of risks. Results of these
studies are shared with the Investments Committee and the views of the Investments Committee are taken
into account. Benchmark selection and review is an exhaustive and expensive process that affects the
investment process, and consideration to changing a benchmark is not made unless the current list of
benchmarks deviates significantly from the investment objectives assessed by various studies.

35. Investment performance monitoring and measurement functions are overseen by the IMD Risk
and Compliance Section. The IMD Standard Operating Investment Policy and Procedures set forth the
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benchmarks and performance indicators used to monitor and report on investment performance, and the
independent master record keeper reports the investment performance results for the global securities
portfolio applying the Global Investment Performance Standards (GIPS) developed by the CFA Institute.
A detailed description of the investment performance reporting methodology and criteria followed by the
Master Record Keeper was presented to the Board in the 2011 report to the Board by the RSG on the
management of investments (document JSPB/58/R.10). In summary, investment portfolio valuation is
conducted monthly using trade date accounting, and accrual accounting is used for all instruments that
accrue interest income. Investment portfolios are valued at fair value by the master record keeper using
various independent third party valuation services. For performance calculations, total returns are
calculated using the true time-weighted rate of return methodology, and are ‘gross-of-fee’, but net of
direct actual trading expenses. The total rate of return calculation includes income, unrealized capital
gains or losses, and realized gains or losses. Real estate investments are valued at least quarterly and
beginning in 2012 must have an external valuation performed at least every three years, whereas private
equity performance must present net-of-fee and gross-of-fee annualized ‘Since Inception Internal Rate of
Return’ results.

36. Investment results are reported to the Investments Committee quarterly in the IMD bluebook,
together with an investment strategy paper outlining the asset allocation proposed by IMD for the coming
months based on an assessment of short, medium and long-term trends in the major economies and in
financial markets, and tables summarizing the long-term guidelines and the diversification of the portfolio
at the end of the previous quarter.

Evaluation of nondiscretionary advisors and discretionary investment managers

37. The Standard Operating Investment Policy and Procedures manual provides that the performance
of nondiscretionary advisors for equities and fixed income securities is evaluated annually based on
weighted criteria including: (a) communication between the adviser and IMD staff during the year in
terms of advice on staff recommendations, advice on sector allocation/portfolio structure, number of
recommendations and performance of advisors’ recommended securities, (b) advice received on the
portfolio holdings, and (c) advice received on the global asset allocation. The adviser for real assets is
also evaluated annually based on criteria (a) and (b) above as well as due diligence work for each
individual real assets fund the Fund is invested in. Small capitalization managers are evaluated
principally on their investment returns relative to their benchmarks and qualitative evaluation of their
portfolio management, although reporting usefulness, clarity and communications with IMD also
contribute to their assessment. The Risk Manual also states that all external managers undergo a due
diligence meeting at least twice a year, and that at least one of the meetings should be conducted on site.

38. The Standard Operating Investment Policy and Procedures manual also requires that IMD
annually evaluate the performance of the Fund’s custodian bank, master record keeper and brokers on the
approved list using different sets of criteria.  Moreover, IMD evaluates the performance of internal
investment managers annually through the Performance Appraisal System (PAS) goal setting, mid-year
and end of year evaluation exercise.

39. In 2009, OIOS conducted audits of investment performance monitoring and evaluation
(AS2009/801/01) and contract management (AS2009/801/02), and in 2010 OIOS audited the IMD Front
Office Fixed Income Group (AS2010/801/01). IMD has accepted and implemented all recommendations
from the first audit except one low risk recommendation to develop clear PAS performance goals and
measurement criteria for internal investment officers. However, there are still five open
recommendations from the contract management audit, including three high-risk recommendations for
IMD to: (i) develop a comprehensive long-term resource strategy to determine and align the scope of
external advisory services necessary to complement the internal capacity and other resources ; (ii) revisit
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and realign the structure of the nondiscretionary advisors, and further delineate and streamline the scope
of services documented in the terms of reference to engage various types of advisors to avoid
duplications and potentially higher costs; and (iii) develop and implement an active supplier/vendor
performance management programme customized for external investment advisors, brokers, custodians,
master record keeper and system providers to drive continuous improvement. There are also open
recommendations from the Front Office Fixed Income Group audit, including the recommendation for
IMD to implement currency forecasting that enables the fixed income investment officer to have a longer
duration than the current five day window within which to execute foreign currency transactions, and a
recommendation for IMD to establish an appropriate benchmark against which to track the performance
of the fixed income fund. IMD needs to redouble its efforts to implement outstanding OIOS
recommendations to further improve investment performance monitoring and evaluation issues.

Benchmarking study of investment performance and administrative costs

40. In 2011, IMD contracted with the firm CEM Benchmarking, Inc. to conduct a cost effectiveness
analysis of the Fund’s cost and return performance as compared with over 200 pension funds across the
globe in the company’s pension fund database. The consultant’s report provided IMD with information
about how it compares with other pension funds in terms of policy return, value added by active
management decisions and how much risk was taken to obtain the value added, and asset management
costs based on implementation style, or the way in which the Fund implements its asset allocation
(internal, external, active and passive styles). IMD presented the results of this study to the Pension
Board at its July 2011 session, and the study was well received.

D. Coordinated management
Memorandum of understanding between the Pension Fund Secretariat and IMD

41. On 14 January 2008, OIOS issued the report on the Audit of UNJSPF Governance Mechanism
(AS2006/800/2). The Pension Board, in response to an OlOS recommendation regarding the periodic
review of the governance structure for managing the investments of the Pension Fund, had concluded that
full coordination and consultation between the Pension Fund Secretariat and IMD should be pursued in
the spirit of cooperation and joint search of further economies of scale. The Board had also requested that
a revised Memorandum of Understanding be prepared jointly by the RSG and the CEO focusing on the
issues that would need to be addressed to ensure a coordinated and more unified approach in the
management of the activities relating to both IMD and the Fund Secretariat. In June 2009, the CEO and
the RSG signed a Memorandum of Understanding endorsing principles for the coordinated management
of the Fund.

42. The Memorandum of Understanding states that the CEO and the RSG agreed to maintain a
framework to meet regularly at least on a quarterly basis, to discuss and agree on the Fund’s policies and
procedures on the basis of the following principles:

Long-term solvency;

Cost control and contribution stability;
Income replacement;

Intra-and inter-generational equity;
Long term view on plan design;
Simplicity of administration; and
Monitoring and control of risks.
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43. It is further states that during their meetings and, as required, the CEO and the RSG will agree on
any procedural aspects of the coordination framework. The memorandum goes on to state that the
principles that should be maintained with regard to investments are those that have been reaffirmed on
many occasions by the General Assembly: safety, profitability, liquidity, and convertibility. In
consultation with the Investments Committee and the Committee of Actuaries, and with observations and
suggestions from the Board, the RSG and the CEO agree to cooperate on fashioning investment strategies
that meet the Fund’s asset-liability goals and requirements, including ensuring that the investment of the
assets are appropriately diversified to meet such goals and requirements.

44, Between June 2009 (the date the Memorandum of Understanding was signed) and October 2011,
eight quarterly coordination meetings were planned between the CEO and the RSG, of which six were
held. Minutes for four of the six meetings held were available for review.

(4) The RSG for the investments of the UNJSPF and the Chief Executive Officer should meet
regularly as per the agreed upon principles for the coordinated management of the Fund
and maintain minutes of such meetings.

The RSG accepted recommendation 4 and stated that he has and will hold quarterly meetings, the
next of which will take place in January 2012, and that he will keep mutually agreed minutes. The
CEO stated that he has been available for all the meetings, and that he had provided to OIOS the
minutes that he was responsible for drafting. Recommendation 4 remains open pending
confirmation by IMD that the quarterly meetings are being held and minutes are being kept of such
meetings.

Aligning the responsibility of the RSG for managing the assets of the Fund with accountability for
IMD human resources

45, Enhanced clarity vis-a-vis the responsibilities of the CEO and the RSG should be achieved by
fully implementing the Memoranda of Understanding (2000 and 2009), in the spirit of expectations of the
Pension Board. Paragraph 8 of the July 2000 MOU between the then CEO of the Fund and the Officer-
in-Charge of OHRM on personnel policy and procedures for UNJSPF states:

“The Director of the Investment Management Service shall be appointed by the
Secretary-General, acting on the recommendation of the designated representative of the
Secretary-General for the investments of the Fund following consultation with the CEO
of the Fund and the recommendation of the United Nations Senior Review Group (since
the post is at the D-2 level). Recommendations for the appointments and promotions of
IMD staff below the Director level shall be made by the designated representative of the
Secretary-General consistent with paragraph 11 of JSPB/48/R.18/Add 1., which would
take into account the fiduciary responsibility of the Secretary-General for the investments
of the Fund, as set out in the Regulations of the Fund.”

46. The CEO of UNJSPF stated that the MOU between the Fund was drafted taking into account the
Secretary’s responsibility for ““administrative supervision of the Fund as a whole™.

47. Document JSPB/48/R.18/Add 1. is a concept paper prepared jointly by the then Secretary to the
Board and the RSG regarding the long-term administrative and financial arrangements between the Fund
and its member organizations. The concept paper, presented to the Pension Board at its 48th session in
1998, addresses the issues related to the structure of the Fund Secretariat, including the respective areas of
responsibility conferred by the Fund’s Regulations on the Secretary of the Board and, with respect to the
Fund’s investments, on the Secretary-General. Paragraph 11 states:
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“The designated Representative of the Secretary-General and the Secretary of the Board
are in agreement that there is no need to amend the Fund’s Regulations. Those
Regulations already provide a clear framework for delineating in practice the respective
areas of responsibility of the Board, the Secretary-General and the Secretary. Full
responsibility and managerial accountability for the Fund’s investments rests with the
Secretary-General. Responsibility is with the Board for administrative actions carried out
under its authority. For the Board to be able to meet that responsibility in a meaningful
manner, the Secretary of the Board must be fully informed of all administrative matters
related to the Fund’s investment activities; he should be consulted before the
implementation of any major changes in the execution of those activities (e.g. the
replacement of investment advisers or custodians) and generally with regard to matters
pertaining to the budget, auditing, contracting and procurement, and personnel of IMS.”

48. Contrary to the provisions of JSPB/48/R.18/Add 1, and the July 2000 MOU, the authority to sign-
off IMD appointment and promotion decisions in the Galaxy and Inspira electronic recruitment systems
was granted by OHRM to the CEO as the Department Head. When asked about the basis for being given
this sign-off authority, the CEO stated that the responsibility to sign off on personnel actions is part of the
constitution of the CEO in charge of overall administration of the UNJSPF, in order to ensure that the
recruitment process has been properly followed. This same principle applies to signing off on leases and
other Fund commitments. During his tenure as CEO of the Fund, he has only taken a counter decision to
the recommendations of IMD on two occasions.

(5) The RSG for the investments of the UNJSPF should exercise the authority for human
resources management as the Department Head of IMD, in line with the Secretary-
General’s responsibility and managerial accountability for the Fund’s investments.

The RSG accepted recommendation 5 and stated that it would be implemented immediately.
Recommendation 5 remains open pending receipt of documentation showing that it has been
implemented.

Presentation of information on the Fund’s investment performance

49, OIOS notes that several public UNJSPF documents, including the annual letter issued by the
CEO and the Fund’s annual report, and presentations made by the CEO on pension fund matters from
time to time, contain detailed information on the performance of the investments of the Fund. Investment
management is a highly specialized expertise, and when presenting information on investment
performance, asset allocation strategy, etc. there is a risk that such information and/or discussion of
questions relating to investment management matters could be erroneously misrepresented. As such,
OIOS is of the opinion that the IMD Risk Manual should be updated to reflect the policy whereby any
information on investment management activities and investment performance would be reviewed and
approved by IMD before it is distributed or presented to the participants, beneficiaries or the public.

50. Furthermore, OlOS notes that the UNJSPF website has a separate link for investments on its
website. This site needs to be updated regularly by IMD with investment related information so that it
may be accessed and viewed by the participants, beneficiaries and/or the public. The CEO of UNJSPF
stated that the Fund should strive to follow the best practices on investment information dissemination,
which would allow all stakeholders to be informed of investment activities. The investment results
presented by IMD on the Fund website are still very minimal and IMD should expect to receive comments
on information that is publicly available.
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(6) The RSG for the investments of the UNJSPF should ensure that the information

dissemination policy within the Risk Manual specifies that information on investment
management activities and investment performance will be reviewed by IMD before being
distributed or presented to the public.

The RSG accepted recommendation 6 and stated that it would be implemented immediately.
Recommendation 6 remains open pending receipt of documentation showing that it has been
implemented.

Information Technology (IT) consolidation

51.

The terms of reference for the governance of Information and Communication Technology (ICT)

in IMD consist of:

52.

(i)

(i)

(iii)

(iv)

The 2005 recommendation of the Pension Board to consolidate ICT operations between IMD
and the UNJSPF Information Management Systems Service (IMSS);

The Memorandum of Understanding (MOU) signed in 2009 for the provision of ICT services
between IMD and IMSS;

The Service Level Agreement (SDA) signed in 2009 by IMD and IMSS for the initial
consolidation of the IT infrastructure; and

The IMD ICT strategic plan for the biennium 2010-2011. In accordance with this plan, the
governance of IMD operations is based on three project oversight committees that monitor
ICT initiatives at various levels of detail. These committees include the UNJSPF Information
Technology Executive Committee (ITEC), the IMD Steering Committee and the ICT
Oversight Committee.

Among the 13 projects in the IMD ICT strategic plan, the ICT consolidation is particularly

important because it was intended to address a specific request made by the Pension Board for creating a
single ICT infrastructure in support of the entire Fund. The status of the initiatives included in the ICT
consolidation project is as follows:

Table 3 — Status of IT consolidation project

Initiatives Status
Network and IT Security Consolidation ZSlnAd[I)né])IMD decision to relocate to North American Data Center
Help Desk Consolidation Pending IMD decision to relocate to NADC
Directory Services and File Sharing Pending IMD decision to relocate to NADC
Consolidation
Disaster Recovery Solution Pending IMD decision to relocate to NADC

UNJSPF.org E-Mail Consolidation

IMSS will present UNJSPF email migration plan from UN.ORG to
UNJSPF.ORG in the up-coming ITEC meeting.

MUREX

IMD implementation is progress. IMSS is providing technical support.

53.

The ICT consolidation has been on the agenda of numerous meetings, such as the periodic

CEO/RSG coordination meetings and the Risk Management and IT Executive Committee meetings. The
Fund Secretariat documented that IMD has not provided the required feedback and decisions needed for
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ensuring the full completion of this project. Furthermore, IMD has not confirmed an alternative course of
action despite the fact that the service level agreement between IMD and the Fund Secretariat expired at
the end of 2011.

(7) The RSG for the investments of the UNJSPF should ensure compliance with the
Memorandum of Understanding signed in 2007 for the provision of ICT services between
IMD and IMSS and ensure consolidation as recommended by the Board.

The RSG accepted recommendation 7 and stated that it would be implemented immediately. The
MOQOU has been in effect since 2007 and arrangements for continuity are underway for the period
after its expiration on 31 December 2011. Recommendation 7 remains open pending receipt of
documentation showing that it has been implemented.
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STATUS OF AUDIT RECOMMENDATIONS

Audit of governance and oversight over the investments of the UNJSPF (AS2011/801/01)

ANNEX |

RESO: Recommendation Risk category R'.SK C{ Actions needed to close recommendation Implemenztatlon
no. rating 0 date
1 The RSG for the investments of the Governance Important | O | Formalization of the services provided by December 2012
UNJSPF should ensure that investment IMD to the United Nations Library Fund
management and/or advisory services and the United Nations University
provided by IMD to the United Nations Endowment Fund.
Library Fund and the United Nations
University Endowment Fund are
formalized and agreed to by the Pension
Board bearing in mind the Regulations of
the UNJSPF.
2 The RSG for the investments of the Governance Important | O | IMD to provide documentation showing June 20123
UNJSPF should ensure that adequate that the recommendation has been
governance controls and a risk budget are implemented.
in place to manage the risks when
implementing the planned strategy of
investing in new asset classes.
3 The RSG for the investments of the Governance Important | O | IMD to provide documentation showing July 2012
UNJSPF, in consultation with the that the recommendation has been
Investments Committee, should report to implemented.
the Pension Board on how the Fund’s risk
tolerance has been defined and set, and
how IMD manages investment risks in
order to stay within the Fund’s overall risk
tolerance.
4 The RSG for the investments of the Governance Important | O | Confirmation by IMD that the quarterly March 2012
UNJSPF and the Chief Executive Officer meetings are being held and minutes are
should meet regularly as per the agreed being kept of such meetings.
upon principles for the coordinated
management of the Fund and maintain
minutes of such meetings.
5 The RSG for the investments of the Governance Important | O | IMD to provide documentation showing March 2012¢

UNJSPF should exercise the authority for

that the recommendation has been




REETL Recommendation Risk category R'.Sk C{ Actions needed to close recommendation Implemenztatlon
no. rating 0 date

human resources management as the implemented.
Department Head of IMD, in line with the
Secretary-General’s responsibility and
managerial accountability for the Fund’s
investments.

6 The RSG for the investments of the Governance Important | O | IMD to provide documentation showing March 2012¢
UNJSPF should ensure that the information that the recommendation has been
dissemination policy within the Risk implemented.
Manual specifies that information on
investment management activities and
investment performance will be reviewed
by IMD before being distributed or
presented to the public.

7 The RSG for the investments of the Information Important | O | IMD to provide documentation showing December 2011°
UNJSPF should ensure compliance with resources that the recommendation has been

the Memorandum of Understanding signed
in 2007 for the provision of ICT services
between IMD and IMSS and ensure
consolidation as recommended by the
Board.

implemented.

1. C =closed, O = open
2. Date provided by UNJSPF in response to recommendations.
3. Date indicated by OIOS, since no date was provided by UNJSPF.




ANNEX 11
Audit of governance and oversight over the investments of the UNJSPF (AS2011/801/01)

UNJSPF Governance and Oversight Structure

Role of the General Assembly

1. The United Nations General Assembly and its committees play an important role in the
governance and oversight of IMD. Their involvement is principally on issues requiring action by the
General Assembly including, inter-alia:

(i) Approval of the administrative budget for IMD, the financial reports and audit opinions of the
BOA, and amendments to the Funds Regulations and Rules and Pension Adjustment System; and

(i) Review of reports such as the Board’s session reports and the Secretary-General’s reports on the
Fund’s investments.

2. The General Assembly is assisted by two Committees with specific functional responsibilities for
the management oversight of United Nations entities and activities. The Fifth Committee is the main
committee entrusted with the responsibility for administrative and budgetary issues. The ACABQ,
composed of 16 members from around the world, examines the reports of the Pension Board and the
Secretary-General and provides advice on administrative and budgetary issues to the General Assembly
through the Fifth Committee. The role of these two General Assembly Committees in the IMD and
UNJSPF governance mechanism is to review and approve each operational budget, provide strategic input
in the establishment of organizational strategies and priorities, and approve policy changes for the Fund.
The Committees also have the responsibility of ensuring that the Fund has appropriate systems, processes
and procedures in place for managing, reviewing and controlling all elements of Fund administration,
investments and benefit payments.

3. The General Assembly’s decisions on investment-related matters are taken based on deliberation
of the recommendations of the Secretary-General, the ACABQ and Fifth Committee, after consultation
with the Pension Board. For example, at its sixty-third session in 2008, the General Assembly, based on
the recommendations of the Secretary-General and the Pension Board, and advice of the ACABQ and
Fifth Committee, took note of the report of the Secretary-General on the investments of the UNJSPF and
steps and efforts undertaken to increase diversification; and approved the inclusion of contractual
settlement provisions in the agreement with the Global Custodian of the Fund, under the strict legal terms
and conditions in the agreement that maximize the protection of the legal interests of the Fund. At its
sixty-fifth session in 2010, the General Assembly, after deliberation of the reports of the Pension Board
and the Secretary-General and the advice of the ACABQ and Fifth Committee, inter-alia, noted its
concern that the BOA issued a modified audit opinion on the financial statements of the Fund for the
biennium ended 31 December 2009 with one emphasis of matter on the management of investments, and
requested the Secretary-General to implement the recommendations of the BOA without further delay.
The Assembly also requested the Secretary-General, as fiduciary for the investment of the assets of the
Fund, to continue to diversify its investments between developed, developing and emerging markets,
wherever this serves the interests of the participants and the beneficiaries of the Fund, and also requested
the Secretary-General to ensure that decisions concerning the investments of the Fund in any country are
implemented prudently, taking fully into account the four main criteria for investment, namely, safety,
profitability, liquidity and convertibility, under the current volatile market conditions.



Role of the Pension Board

4. Article 19 (a) of the Regulations, Rules and Pension Adjustment System of the UNJSPF states
that the investment of the assets of the Fund shall be decided upon by the Secretary-General after
consultation with an Investments Committee and in light of observations and suggestions made from time
to time by the Board on the investment policy. Furthermore, the Board is responsible for providing
oversight of the Fund’s investments through its annual review of the investment performance, operational
and policy issues as addressed in the reports by the Representative of the Secretary-General and CEO and
Secretary to the Board, as well as financial management issues and internal audit matters concerning IMD
raised by the UN Board of Auditors (BOA) and the Audit Committee. The Board also periodically
reviews the results of the ALM studies conducted from time to time. The Board meets annually and
presents to the General Assembly a report on the operations of the Fund in accordance with Article 14 of
the Fund Regulations. The Board’s oversight is supplemented by the work of the Audit Committee to the
Board which provides assistance to the Board in fulfilling its oversight responsibility relating to the
performance and independence of the internal audit function, and the accounting, external audit and
financial reporting processes of the Fund.

5. The Pension Board, at its 54th session in 2007, deliberated, among other agenda items, the
conclusions and recommendations of the OIOS report on the UNJSPF governance mechanism and a
proposal on governance options made by the CEO and Secretary to the Board (document JSPB/54/R.27).
This proposal requested the Board to explore options to the existing governance structure, including for
the Pension Board to: (a) maintain the existing institutional framework whereby the UNJSPF Secretariat
and Investment Management Division are managed independently, but require improved coordination of
their respective activities; (b) recommend that the CEO be appointed by the Secretary-General as his
representative on the recommendation of the Board to become responsible for managing and
administering an Investment Management Service for the Fund within the existing framework; or (c)
revise the Fund’s Regulations to end the bifurcated organizational structure and create one unified
operational authority under the CEO, and one governing body (the Pension Board) responsible for all
Fund activities, with continued reporting to the General Assembly.

6. Based on its deliberations on the O1OS governance report and the proposal made by the CEO for
a unified approach to the Fund’s governance mechanism, the Pension Board determined inter-alia that the
Fund’s existing governance set-up provides adequate checks and balances, and ensures that the fiduciary
responsibility and accountability of the Fund’s assets is placed at the highest executive level. The Board
further determined that no changes to the Fund’s Regulations and Rules of Procedure were required and
that the Fund’s adoption of an ALM framework allowed an effective and efficient means to periodically
assess the strategic asset allocation and potential changes to the plan design. The Board concluded that
full coordination and consultation should be pursued in the spirit of cooperation and further search for
economies of scale, and requested that a revised Memorandum of Understanding (MOU) be prepared
jointly by the RSG and the CEO to ensure a coordinated and more unified approach in the management of
the activities relating to both IMD and the Fund Secretariat. This MOU regarding principles endorsed by
the CEO and the RSG for the coordinated management of the Fund was adopted in June 2009.

7. OIOS agrees with the Board’s assessment that under the existing governance structure the
fiduciary responsibility of the Fund’s assets is placed at the highest executive level, i.e. the Secretary-
General, who in turn has delegated this fiduciary responsibility to the RSG who decides upon the
investment strategy upon consultation with the Investments Committee and based on observations and
suggestions provided by the Board. The Investments Committee is an advisory committee to the
Secretary-General whose recommendations may or may not be accepted by the Secretary-General, and in
extension by the RSG, and as such under the current framework, the RSG is the sole individual vested
with responsibility over the investments.



8. The Investments Committee formally meets four times a year together with the RSG and with
representatives of the investment advisors retained by the Fund. One meeting of the Investments
Committee is held in conjunction with the annual session of the Pension Board, during which the
Investments Committee is available to the Pension Board, for discussion on investment matters and

policy.

9. Furthermore, reports of the Investments Committee are distributed to members of the Pension
Board after each meeting, which provide a review of the economic and investment conditions and outlook
at different times during the years under review. The RSG presents to the Board papers on various topics,
including:

e Status of risk and compliance;

e Management of the investments;

e Safeguarding investments with robust information technology, effective risk management and
thorough compliance;
The functional model of the IMD; and

e Investment policy.

10. Additionally, in accordance with the Board’s request, the CEO receives weekly and monthly
investment information from IMD and provides it to the Board. In the opinion of OlOS, an adequate
forum exists whereby information related to the investments of the Fund is systematically provided to the
Pension Board.

11. The first self-evaluation by the Pension Board was completed in 2010 using a questionnaire that
was approved by the Board. A total of 12 Board members completed the survey representing a 36 per
cent response rate, with results indicating that the respondents agreed or strongly agreed that the Board
fulfils it roles and responsibilities appropriately, but that some additional work was needed to
communicate and clarify Board and Committee structures and Terms of Reference, as well as to increase
the opportunities for Board members to more fully understand the complicated issues related to the Fund.

Role of the Audit Committee

12. The Audit Committee was established by the Pension Board in 2006. The Committee is
comprised of seven Board members and two outside experts, and meets three times a year. The main
objectives of the Committee are to: (a) provide general oversight and offer recommendations for the
Fund’s audit arrangements, including both internal and external auditing; (b) oversee the work of the
internal auditors and consider the scope, particularly concerning risk management, results and
effectiveness of the audit reports; (c) consider the scope and recommendations in the reports and
management letters as well as actions taken to implement the recommendations made by the BOA; and
(d) review and assess, from time to time, the adequacy of the Internal Audit Charter, and recommend
amendments thereto to the Board. The internal audit function serves as a management tool that assists the
CEO and the RSG to review and assess the Fund’s processes and internal working methods in order to
ensure the accuracy of information and the efficiency and effectiveness of operations. The Internal Audit
Charter of the Fund was adopted in 2004 and updated in 2010 to reflect, inter-alia, the role played by the
Audit Committee in endorsing the annual internal audit programme of work and monitoring the cost
effective implementation of audit recommendations.

13. The Audit Committee provides oversight of the accounting and financial reporting processes,
including the implementation of the International Public Sector Accounting Standards (IPSAS), the



Fund’s enterprise-wide risk management activities as they pertain to IMD, and internal audit reports and
recommendations focusing on IMD operational activities. During each meeting, the Committee also
holds discussions on matters of interest with the internal and external auditors, the RSG, the CEO and
other management representatives.

Role of the RSG for the investments of the UNJSPF

14. On several occasions, the General Assembly has expressly reaffirmed its confidence in the
Secretary-General as trustee of the assets of the Fund and has reaffirmed the fiduciary responsibility of
the Secretary-General for the interests of the UNJSPF participants and beneficiaries under the Regulations
and Rules of the Fund. The investment decisions of the Secretary-General must of course be made in
accordance with the principles of safety, profitability, liquidity and convertibility, and in a manner that is
consistent with his fiduciary responsibility to the Fund’s participants. The RSG for the investments of the
UNJSPF has been appointed by the Secretary-General to act on his/her behalf in all matters relating to the
investment of the assets of the UNJSPF. The RSG is responsible for representing the Secretary-General
at meetings of the Investments Committee, the Pension Board and other meetings where investment
matters pertaining to the UNJSPF are being discussed. As per the Standard Operating Investment Policy
and Procedures manual, the RSG on behalf of the Secretary-General is responsible for the approval of
investment policy, the setting of the strategic and tactical asset allocation and the investment strategy after
consultation with the Investments Committee, and for overseeing the implementation of investment
decisions and ensuring that the approved investment policies and asset allocation targets are being
followed. The RSG has, in turn, delegated authority for the day-to-day management of investments to the
Director of IMD.

15. The Pension Board officers and the former Chair of the ACABQ opined that fiduciary
responsibility for the investments rests clearly with the RSG, and should not be shared with the CEO,
otherwise accountability would be blurred. Some believed that explicit terms of reference for the RSG
would help the constituents of the Board and that the RSG should be committed on a full-time basis to
managing the investments of the Fund. One Board officer, on the other hand, voiced the view that the
RSG does not have to be an investment expert, but that it is important for the RSG to have good
management skills in order to lead a big investment team. Another indicated that it was not mandatory
that the RSG be full time, since the IMD Director is at the D-2 level and is responsible for managing the
day-to-day investment decisions. However, they agreed that in times of crisis, the RSG needs to have the
time to dedicate to the investments of the Fund.

16. The RSG is not mentioned in the UNJSPF Regulations, which provide that investment of the
Fund’s assets is decided upon by the Secretary-General (Article 19). In practice this function has been
delegated to a high-level official in the United Nations. No process currently exists for the selection of the
RSG (a trustee of some $40 billion fund) including appropriate criteria, such as competencies and
qualifications. Further, there are no performance and accountability goals. In comparison, for the
selection of the CEO, a search group has been established, with a clear mandate to draft a detailed job
description, performance benchmarking and accountability measures. The selection process for the CEO
is transparent and managed by the Board.

17. The description of the terms of reference of the RSG in the Accountability Statement for the
UNJSPF is quite abbreviated, but there is a further description of his duties and responsibilities in the
IMD Standard Operating Investment Policy and Procedures Manual. With regards to the duties and
responsibilities of the RSG, the Investments Manual states that the RSG has overall responsibility for the
management of the investment of the assets of the Fund, including approval of the investment policy, the
strategic and tactical asset allocation and the appropriate investment strategy. Furthermore, it is stated
that the RSG oversees the implementation of investment decisions and ensures that the approved



investment policy and assets allocation are followed. The RSG is also responsible for the reporting to the
Pension Board, the ACABQ and the General Assembly on the performance of the Fund’s investments.

18. OIOS is of the opinion that the Fund could consider elaborating the terms of reference for the
RSG for the investments of the UNJSPF. The RSG took note of the opportunity to elaborate the terms of
reference.

19. At the time the present RSG was designated by the Secretary-General, he was the Assistant
Secretary-General for Programme Planning, Budget and Accounts, Controller, and also the Officer-in-
Charge of the UN Procurement Service, the combined functions of which were extremely demanding.
However, he has since relinquished the position of Assistant Secretary-General for Programme Planning,
Budget and Accounts, Controller and is now the Assistant Secretary-General for Central Support
Services, as well as the RSG for the investments of the Fund. In the opinion of OIOS, the current RSG
appears to be managing the roles and responsibilities effectively.

Role of the Investments Committee

20. The Investments Committee was established under Article 20 of the Regulations and is comprised
of nine investment experts appointed by the Secretary-General after consultation with the Pension Board
and the ACABQ, and confirmation by the General Assembly, and ad-hoc members (currently two)
appointed in the same manner as the regular members of the Investments Committee. The Terms of
Reference for the Investments Committee are included as an appendix to the Fund’s Rules of Procedure.
The Committee meets formally four times per year, together with the RSG, the IMD Director and selected
IMD staff, the CEO and Deputy CEO, and representatives of the Fund’s external investment advisors.
One meeting is scheduled in conjunction with the Pension Board’s annual meeting so that the Investments
Committee members can be available to the Board to answer any questions on investment issues falling
within the Investments Committee’s purview.

21. During each meeting, the Investments Committee reviews the Fund’s investment performance
during the previous quarter, the global economic and investment environment and outlook, and provides
advice and recommendations on investment policy, risk control, diversification of investment vehicles
and markets, and best practices. The Investments Committee also reviews reports of consultants
contracted by IMD to look at various aspects of the Fund’s investment structure and processes,
benchmarks, etc. In 2007 and again in 2011, the Investments Committee participated in joint meetings
with the Committee of Actuaries to review the results of the ALM studies and provide for a joint review
of economic actuarial assumptions. Although the Investments Committee’s recommendations are
advisory in nature, IMD officials stated that they are generally treated as binding, and that IMD abides by
them. This can be evidenced from the quarterly IMD performance reviews (bluebook) and the minutes of
the Investments Committee meetings. According to the RSG, it is generally acknowledged that the
Investments Committee members bring the necessary expertise to the Fund in their role of providing
advice on the investment of the assets of UNJSPF.

Role of the Committee of Actuaries

22, The Committee of Actuaries is comprised of five independent actuaries representing different
geographical regions, who are appointed by the Secretary-General upon the recommendation of the
Pension Board, and ad-hoc members (currently two) appointed in the same manner as the regular
members of the Committee. The terms of reference of the Committee are to provide professional advice,
including: reviewing the results of the actuarial valuation conducted by the Consulting Actuary;
reviewing and where necessary recommending revisions to the economic and demographic actuarial
assumptions of the Fund; providing assurance to the Board that the methodology and the assumptions



used by the Consulting Actuary are appropriate; and providing advice regarding the pension benefit
design. From time to time, the Committee also provides advice concerning ALM studies commissioned
by the Fund and meets jointly with the Investments Committee to review the economic assumptions and
the results of the ALM studies.

Role of the Asset-Liability Management Steering Committee

23. The ALM Steering Committee was established in 2007 based on the decision of the CEO with
concurrence by the RSG for the purpose of monitoring and guiding the progress of the first ALM study
conducted in 2007 by the Pension Consulting Alliance/EFI Actuaries. The Steering Committee is an ad-
hoc body having equal representation of two members from the UNJSPF secretariat and two members
from IMD, and has remained in place to guide the second ALM study that was made in 2011 by the
consulting firm Hewitt Enissknupp. The terms of reference for the Steering Committee’s work were
established by the UNJSPF secretariat in connection with the first ALM study. The CEO and Secretary
to the Board presented the results of this study, together with corresponding recommendations by the
Investments Committee and Committee of Actuaries based on their deliberations of the study at a joint
session of the Committees on 1 May 2007, in a note to the Pension Board at its fifty-fourth session in
2007 (document JSPB/54/R.19). The Steering Committee for the second study was chaired by IMD,
which presented the Steering Committee’s summary report to the Board at its fifty-eighth session in 2011
(JSPB/58/R.8).

Role of the CEO and Secretary to the Board

24. The role of the CEOQ derives from the UNJSPF Regulations, which provide that the administration
of the Fund is the responsibility of the Board, and the CEO, in turn, performs his functions under the
authority of the Board. The administration performed by the CEO includes an information role, in
addition to substantive functions such as overseeing the work of the consulting actuary and organizing the
meetings of the Committee of Actuaries on actuarial issues including the review of periodic ALM studies.
The CEO also organizes, together with IMD, the joint sessions of the Committee of Actuaries and
Investments Committee to review the ALM study results and the Fund’s economic assumptions. As
Secretary to the Board, the CEO provides observations and suggestions from time to time to the Pension
Board with regard to governance and policy issues, involving, for example, asset-liability management
and reporting of investment matters to the Board. The CEO also attends the meetings of the Investments
Committee; receives and distributes reports from IMD on investment portfolio valuation and performance
to Pension Board officers and representatives of the Staff Pension Committees; and from time to time
makes presentations on pension fund matters, including the management of the investments of the Fund,
at member organizations, associations of former international civil servants, and other public forums.
Moreover, the CEO oversees the UNJSPF Financial Services Section which, inter-alia, compiles the
UNJSPF financial statements, and the Executive Office and Information Management and Systems
Service which provide support services for IMD operations.
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