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AUDIT REPORT

Audit of UNHCR operations in Darfur

I. BACKGROUND

1. The Office of Internal Oversight Services (OIOS) conducted an audit of the United Nations High
Commissioner for Refugees (UNHCR) operations in Darfur.

2. 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) efficient and effective operations; (b) accurate financial and operational reporting; (c) safeguarding of
assets; and (d) compliance with mandates, regulations and rules.

3. There are nearly one million internally displaced persons (IDPs) and refugees from Chad and the
Central African Republic, in the Darfur region. Conflicts at the border with the newly established state of
South Sudan were ongoing and the security situation in the Darfur region continued to be tense.
Conlflicts, poor access to the area and rising crime have contributed to a reduction of humanitarian space
in the region and impacted on UNHCR programme implementation.

4, In Darfur, UNHCR operations are managed by Sub-Office Geneina (SOG), supported by field
presence in Habillah, Mukjar, Mornei, Zalengei, Nyala and El Fasher. SOG reports to the Representative
in Khartoum, but possesses a significant degree of autonomy in programme and financial management.
Most UNHCR operations are concentrated in West Darfur. In Darfur, UNHCR has a head of office at
D-1 level (vacant at the time of the audit) supported by 105 staff members, including 30 Professional (P),
three Field Staff (FS) and 72 General Service (GS) staff.

5. In 2010 and 2011, SOG worked with 20 implementing partners (IPs): 11 international and
9 local. The expenditures of the Darfur operations managed by SOG were $15 million in 2009,
$18.5 million in 2010 and $9 million (up to September 2011).

6. Comments provided by the UNHCR Representation in Darfur (the Representation) are
incorporated in italics.

II. OBJECTIVE AND SCOPE

7. The audit was conducted to assess the adequacy and effectiveness of the Representation’s
governance, risk management and control processes in providing reasonable assurance regarding the
effective management of UNHCR operations in Darfur.

8. The audit was included in the 2011 OIOS risk-based work plan in agreement with the Bureau for
Africa, taking into consideration the complexity of the operation, the expenditures involved, and the time
since the last audit, which was in 2006.

9. The key controls tested for the audit were: (a) project management; (b) regulatory framework;
and (c) staff safety and security. For the purpose of this audit, OIOS defined these key controls as
follows:



(a) Project management - controls that provide reasonable assurance that there is accurate
and complete monitoring and reporting of project activities, and, project activities have been
carried out in compliance with UNHCR policies and procedures.

(b) Regulatory framework - controls that provide reasonable assurance that policies and
procedures: (i) exist to guide the operations of the activity/programme in budget, finance, and
procurement; (ii) are implemented consistently; and (iii) ensure the reliability and integrity of
financial and operational information; and

(c) Staff safety and security - controls that provide reasonable assurance that staff safety
and security programmes exist to ensure that staff are aware of the safety and security policies
and procedures, and their responsibility for complying with them.

10. The key controls were assessed for the control objectives shown in Table 1.

11. OIOS conducted the audit from October 2011 to December 2011. The audit covered the period
from January 2009 to September 2011. OIOS visited 5 out of 20 IPs working with the Representation.

12. OIOS conducted an activity-level risk assessment to identify and assess specific risk exposures,
and to confirm the relevance of the selected key controls in mitigating associated risks. Through
interviews, analytical reviews and tests of controls, OIOS assessed the existence and adequacy of internal
controls and conducted necessary tests to determine their effectiveness.

III. AUDIT RESULTS

13. The Representation’s governance, risk management and control processes examined were
partially satisfactory in providing reasonable assurance regarding the effective management of
UNHCR operations in Darfur. OIOS made nine recommendations to address the issues identified in
the audit. As regards project management, the Representation had acted on OIOS recommendations and:
(a) strengthened controls for IP selection and retention by setting up a multi-functional selection
committee; (b) established a quarterly financial monitoring plan; (c) performed financial verification of
separating IPs and recovered unspent balances; (d) provided evidence that the IP audit certification
process complied with UNHCR guidelines; (e) calculated international IP overhead costs correctly for
2012 IP agreements; and (f) initiated action for funding an accounting system for an IP. However, assets
from separating IPs had yet to be recovered and action was pending on the procurement of an accounting
system and strengthening of financial management and internal controls at one partner.

14. Under the regulatory framework, the Representation had entered into a frame agreement for fuel
supply and issued standard operating procedures covering the custody, accounting and recording of fuel.
The Representation had taken action to ensure that procurement activities comply with rules and had
established a procurement plan. Action had also been taken to recover overpayments to staff and $21,450
had been recovered. The Representation’s arrangements for staff safety and security were satisfactory.

15. The initial overall rating was based on the assessment of key controls presented in Table 1 below.
The final overall rating is partially satisfactory as implementation of two important recommendations
remains in progress.



Table 1: Assessment of key controls

Control objectives
Compliance
Business Efficient and Acc1.1rate . with
.. Key controls . financial and | Safeguarding
objective effective . mandates,
. operational of assets .
operations reportin regulations
P g and rules
Effective (a) Project Partially Partially Partially Partially
management of management satisfactory satisfactory satisfactory satisfactory
UNHCR (b) Regulatory Partially Partially Satisfactory Partially
operations in framework satisfactory satisfactory satisfactory
Darfur (c) Staff safety and | Partially Partially Partially Satisfactory
security satisfactory satisfactory satisfactory
FINAL OVERALL RATING: PARTIALLY SATISFACTORY
A. Project management
Action was taken to ensure compliance with IP selection and retention procedures
16. The IP selection checklist was not systematically completed for all IPs and where available, it

was not properly filed as a permanent record. The preparation of Implementing Partner Selection
Committee (IPSC) minutes from 2011 lacked sufficient detail on why an IP was being continued or
terminated. Furthermore, IPSC decisions as reflected in the 2010 minutes were internally inconsistent
from one field office to another.

17. The termination of partnerships with two long-standing IPs was not preceded by pro-active
interventions, such as joint evaluations, training and coaching, technical assistance, inspection and audit
missions, nor escalated for discussion and correspondence with the executive management. Although
performance monitoring reports from the field indicated that their performance was not acceptable, the
final termination decision was perceived as abrupt. Since terminations are sensitive issues, the procedure
culminating in termination needs to scrupulously adhered to and protocols for termination need to be
developed.

(1) The UNHCR Sub-Office Geneina should put in place an action plan to ensure compliance
with procedures for selection and retention of implementing partners, and for termination
of partnerships.

The UNHCR Representation in Sudan accepted recommendation 1 and stated that action had been
taken as per the provision of Inter-Office Memorandum (IOM)/63 - Field Office Memorandum
(FOM)/63/2010 and 10M/001-FOM/002/2011 regarding the selection of IPs. An IP selection
committee had been established as per Memorandum 012/SUDEN/PRO/0011 of 3 May 2012 which
held its first meeting on 18 July 2012. The second committee meeting was scheduled for later in the
year to discuss the selection and/or retention of implementing partners in 2013. Key to this process
was the recommendation by multi-functional teams in each field office, providing evidence-based
evaluation of partner reliability, implementation capacity and risk assessment. Based on the action
taken by the Representation, recommendation 1 has been closed.




Action was taken to strengthen IP financial monitoring

18. The financial monitoring undertaken by SOG did not adequately address all required aspects and
was focused mainly on test checks of transactions on a sample basis. For example the IPs’ accounting
and budgetary systems, internal controls, bank reconciliations, reconciliation of general ledger with
financial monitoring reports and budgets did not receive adequate attention. The absence of checks in
these areas exposed UNHCR to the risk that critical financial management weaknesses in IPs would not
be identified and corrected timely. Further, there was no annual monitoring plan, and monitoring visits
were not undertaken on a systematic and orderly basis.

(2) The UNHCR Sub-Office Geneina should prepare an annual plan for implementing
partner financial monitoring.

The UNHCR Representation in Sudan accepted recommendation 2 and stated that it had prepared a
quarterly financial and physical verification plan that would be followed by the Programme Unit in
conjunction with field offices. Based on the action taken by the Representation, recommendation 2
has been closed.

Financial verification of separating international IPs accounts had been conducted., but assets had yet to be
recovered

19. Deficiencies identified at one IP suggested that the close-out of the partnership needs to be done
on the basis of financial verification and audit certification to ensure that any funds or assets due to
UNHCR are recovered:

. Only two of the 18 budget lines from the IPs general ledger could be reconciled with the
expenditures reported in the IP Financial Monitoring Report, and 2009 accounting records were
only partially available;

. Salary costs charged were not adequately supported,;

. Supporting documents did not state clearly that the project was financed by UNHCR,
although this is a requirement to mitigate the risk that the same document can be used for

reporting to two donors; and

. Vehicle rentals were not adequately supported.

(3) The UNHCR Sub-Office Geneina should ensure that prior to termination of the identified
partnership, in addition to the implementing partner audit certifications; a thorough
financial verification is performed to determine whether funds and assets due to UNHCR
are recoverable.

The UNHCR Representation in Sudan accepted recommendation 3 and stated that action had been
taken for IPs that were separated at the end of 2011 in accordance with this recommendation. An
agreement with one international IP was extended for three months into 2012 to allow due process
for the termination of partnership. Regarding another IP agreement, discussions were held to
recover UNHCR assets and regularize the situation. Unspent balances amounting to $20,680 had
been recovered. Due to operational reasons, assets had yet to be recovered from both partners.
Recommendation 3 remains open pending recovery of UNHCR assets from both partners and the
completion of related documentation.




Action was completed to ensure that IP audit certification complied with UNHCR guidelines

20.

The quality and depth of IP Audit Certificates for 2009 and 2010 presented by the external audit

firm were poor and did not serve as a useful input for management. The audit reports did not adequately
verify the accuracy of IP financial reports, probity of accounting practices and internal control
mechanisms. Standard templates and language were not followed and the assessment of internal controls
and financial management capacity of the partners was inadequate.

(4) The UNHCR Sub-Office Geneina should put in place procedures to ensure that audit

certificates adhere to UNHCR guidelines and that management letters provide an
assessment of internal controls and financial management of funds allocated to
implementing partners as well as compliance with the terms and conditions of the
agreement with UNHCR.

The UNHCR Representation in Sudan accepted recommendation 4 and stated that the UNHCR
Representation office in Khartoum had shared the standard template with the selected external audit
company prior to the audit of 2011 projects. The Representation provided an example of an audit
report and management letter for one of the 2011 IP projects which showed evidence of compliance
with certification guidelines which had been applied to all projects audited. Based on the action
taken by the Representation, recommendation 4 has been closed.

Weaknesses in control systems of one IP need to be addressed

21.

Weaknesses observed in one IP’s accounts required UNHCR to take action to improve capacity:

. The IP’s accounts for UNHCR expenditures were maintained on electronic spreadsheets
that are susceptible to errors and unauthorized modification;

. Filing and records management were poor and it took inordinately long to trace vouchers;

. Payment vouchers did not clearly show the sub-project symbol, the name of the payee,
the amount, the purpose and date of disbursement, and did not include documentation in support
of the payments; and

° With regard to vehicles, there was no record of the mileage, locations visited and fuel
consumed. In the interests of comprehensive reporting and accountability, the IP should maintain
vehicle logs with relevant details.

)

The UNHCR Sub-Office Geneina should strengthen the capacity of the identified
implementing partner by funding an accounting system, and improving financial
management and internal control systems.

The UNHCR Representation in Sudan accepted recommendation 5 and stated that funds were
allocated in the 2012 budget for the procurement of an appropriate accounting software package
for implementing partners. Sub-Olffice El-Geneina was coordinating with the Representation in
Khartoum to agree on a suitable accounting package. The procurement process was still
ongoing. Recommendation 5 remains open pending receipt of report on action taken on the
strengthening of the partner’s financial management and internal controls systems and the
procurement of the accounting package.




Action was taken to correctly calculate international IP overhead costs for 2012 IP agreements

22. Overhead support costs are meant to cover all project-related support costs at IP headquarters and
are paid at 7 per cent of project budget to international NGOs, excluding local procurement where it
exceeds 30 per cent. However, as the local procurement component had not been excluded, the 7 per cent
overhead support costs for three international IPs had resulted in overpayments of $242,629 in 2009 and
2010. Overpayments for the Darfur operations as a whole could be significantly more. These issues had
been brought to the attention of the Representation in OIOS’ June 2005 audit and subsequently in
September 2006. Amounts overpaid in 2006 were recovered and the recommendation closed as
implemented. However, corrective measures were not taken to prevent recurrence, which resulted in
overpayments for 2009, 2010 and 2011.

(6) The UNHCR Representation in Sudan should establish a system to ensure that overhead
support costs for international implementing partners are calculated in accordance with the
UNHCR rules.

The UNHCR Representation in Sudan accepted recommendation 6 and stated that all offices had
reviewed their IP agreements for international NGOs in Sudan and confirmed that in the 2012 IP
agreements the headquarters overhead costs were calculated based on the provisions in the UNHCR
Manual. Regarding one key international partner, the provisions were based on the UNHCR General
Operating Agreement. Based on the action taken by the Representation, recommendation 6 has been
closed.

B. Regulatory framework

Action was taken to recover staff overpayments

23. Special Operations Area Living Allowance Rate (SOLAR) was paid inappropriately to staff
during periods of absence from the special operations area (SOA), resulting in overpayments of
approximately $28,000.

(7) The UNHCR Sub-Office Geneina should ensure that recoveries estimated at $28,000 are
made from staff members who were paid Special Operations Area Living Allowance Rate
inappropriately.

The UNHCR Representation in Sudan accepted recommendation 7 and stated that after acceptance
of this recommendation in the draft audit report, Sub-Office (SO) El-Geneina made additional
recoveries. The total amount recovered was now $21,450. When initiating the recoveries, SO El-
Geneina was guided by references to the Staff Administrative and Management Manual (SAMM)
which, in addition to other absences from the special operations area which nullify entitlement to
SOLAR, also states that: “SOLAR is payable during spells of sick leave taken during annual leave
outside the special operations area, provided there is a medical certificate”. The two remaining
recoveries of 81,144 and $1,859 respectively would be forwarded to GSC Budapest for direct
recovery from staff as El-Geneina could not do so anymore. Based on the action taken by the
Representation, recommendation 7 has been closed.




Inventory will be accounted for in line with the International Public Sector Accounting Standards

(IPSAS)

24, Non-food items (NFI) and other inventory in the warehouses needed to be recorded in line with
IPSAS. Four warehouses contained NFIs with an acquisition value of about $115,000 issued from the
main Nyala and Geneina warehouses, which were not recorded in MSRP and therefore would not be
reflected in the financial statements. Rather, the NFIs in the four warehouses had been shown as
expended when transferred from the main warehouses. SOG explained that the four warehouses were
maintained outside MSRP for practical distribution purposes but their stocks were accounted for
manually in Excel spreadsheets. The UNHCR Representation in Darfur stated that in future, SOG will
ensure that relief items delivered at distribution points are distributed upon receipt. OlIOS is not issuing
any recommendation at this point but will review how UNHCR as a whole treats NFIs at distribution
points.

Action was taken to strengthen fuel management

25. SOG purchases fuel from a local vendor, based on a frame agreement approved by LCC at
Khartoum and the UNHCR Headquarters Committee on Contracts (CoC). SOG fuel accounting and
recording had improved since the last OIOS audit. However, the following issues still needed to be
addressed:

. There were no standard operating procedures for fuel management.

. While no misappropriation was identified, there was no separation of functions between
the personnel responsible for physical custody and control of fuel and staff responsible for
accounting and recording, increasing risk of incorrect accounting, fuel misappropriation and
diversion.

. Fuel measurement and dispensing was done with uncalibrated dip-sticks and jerry cans,
which were prone to inaccuracy and large approximation; also the deformed shape of many fuel
drums did not allow for standard measurement with the sticks and increased the risk of dispensing
excess fuel.

. Fuel was stored in drums that were mostly old. They were stacked up on the ground
without a base. There were extensive signs of spillage and environmental degradation in the fuel
storage, car maintenance and generator area. New fuel storage bladders purchased in 2008 were
not yet installed or in use.

. Physical and book balances were not reconciled periodically. Closing balance from
December 2010 was not documented; and

. Fuel purchases exceeded approved contract amounts from one vendor in 2010 by 25 per
cent.

(8) The UNHCR Sub-Office Geneina should establish standard operating procedures for the
procurement, receipt, issue and recording of fuel in Darfur. These should include
arrangements for bulk procurement and storage in consultation with the Supply Unit in
Khartoum, introduction of segregation of duties, and regular fuel stock counts to reconcile
physical and book balances.




The UNHCR Representation in Sudan accepted recommendation 8 and stated that for 2012, a frame
agreement for the procurement of fuel was submitted and duly approved by the Local Committee on
Contracts and the Committee on Contracts at UNHCR headquarters. Segregation of fuel controls had
been effected between the Administration and Supply Units with the former responsible for physical
custody and the latter for accounting and recording as per revised tracking system. Standard
operating procedures had been disseminated. The Administration and Supply Units would conduct
quarterly physical counts. Based on the action taken by the Representation, recommendation 8 has
been closed.

Action was taken to ensure compliance with procurement rules

UNHCR procurement rules require that activities and contract management arrangements should

ensure a transparent and fair process, to guarantee best value for money. The process should include the
establishment of a purchasing plan by 30 November each year including IPs’ requirements, a well
functioning Local Committee on Contracts (LCC), and vendor registration for the retention of qualified
and capable vendors able to meet UNHCR requirements of goods and services. The following areas were
identified where controls needed to be strengthened to improve compliance with UNHCR procurement
rules:

. SOG did not have a formal approved purchasing plan for 2010 and 2011;

. For the construction of eight classrooms, four police posts and renovation of four police
posts (cumulative value around $50,000), one invitation to bid was issued and the tabulation split
into three projects with individual values lower than $20,000. The three projects were awarded to
one vendor; however the case was not submitted to the LCC;

. SOG did not consistently use vendor shortlists for commonly procured items; and,

. For complex bids such as the procurement of air cargo transport valued at $120,000,
UNHCR did not pre-establish the technical and financial evaluation criteria.

(9) The UNHCR Sub-Office Geneina should establish procedures to ensure compliance with
the UNHCR rules relating to: preparation of annual procurement plans; use of vendor
shortlists for commonly procured items and services; and evaluation of complex
procurements based on pre-established criteria and weights.

The UNHCR Representation in Sudan accepted recommendation 9 and stated that the procurement
plan for 2012 was prepared for the Administration and Programme Units. In addition, a
procurement plan had been prepared for 2013 as per guidelines. Currently all procurement is
carried out strictly in accordance with guidelines provided in Chapter 8 of the UNHCR Manual. All
cases above 320,000 are submitted to the Local Committee on Contracts for Darfur and above
83100,000 to the Local Committee on Contracts at Khartoum. A vendor shortlist was prepared and is
being used for all procurement and invitations to bid. Based on the action taken by the
Representation, recommendation 9 has been closed.




C.  Staff safety and security

Significant cost saving can be achieved by reviewing existing arrangements for the provision of private
security guards

27. At the time of the audit, UNHCR was in the process of filling vacant posts, finalizing the
emergency and evacuation plan and conducting security risk assessments of the areas where it was
planning to expand operations. UNHCR has international Field Safety Advisors (FSA) in Geneina, El
Fasher and Nyala. At the time of the audit, the international FSA posts in Geneina and Nyala had been
vacant from April 2011 and March 2011, respectively. The FSA for SOG had been appointed and was
awaiting a visa. The Nyala FSA post had been advertised. The latest MOSS compliance exercise for
UNHCR in west Darfur was finalized in June 2011 and noted 91 per cent compliance for each location
and action was underway to improve compliance. Communication and reporting lines both within
UNHCR and with the United Nations Department of Safety and Security and other UN agencies were
functioning well.

28. In the Darfur operations, UNHCR uses around 200 security guards under United Nations
Development Programme (UNDP) service contracts for security services. This costs around $1 million
because besides salaries UNHCR pays UNDP overheads (approximately $120,000) and hazard allowance
for guards (around $840,000 per year). UNHCR management identified an opportunity for economies by
outsourcing the security guard services for the whole of Sudan that will not require hazard payments or
payments to UNDP. The contract is expected to be implemented in 2012.
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