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Executive Summary

The UNDP Office of Audit and Investigations (OAl), from 20 May to 20 June 2014, through BDO East Africa (the
audit firm), conducted an audit of the Civilian Police Project in Somalia (Project No. 58607), Output Nos. 73552
(Somali Police Force), 82348 (Support to Somali Police Force) and 85942 (Support to Police Project) (altogether
referred to herein as “the Project”), which is directly implemented and managed by the UNDP Country Office in
Somalia (the Office). This was the first audit of the Project.

The audit work covered financial transactions as well as internal controls and systems for the purpose of
expressing an opinion on whether the financial statements present fairly, in all material aspects, the Project’s
operations, as well as assess compliance with UNDP regulations, rules, policies and procedures and donor
agreements. The audit covered the Project’s Combined Delivery Report, which includes expenditure for the
period from 1 January 2012 to 31 December 2013 for Output Nos. 73552 and 82348 and from 1 March to 31
December 2013 for Output No. 85942, and the accompanying Funds Utilization statement' for each of the three
Outputs as of 31 December 2013. It also reviewed the relevant systems, procedures and practices in place as
they relate to the Project, in the areas of: organization and staffing, project management, human resources
management, financial and cash management, procurement, asset management, information systems and
general administration. The audit did not cover the Statement of Cash Position as no separate bank account was
established and maintained for the Project. In addition, it did not cover the Statement of Assets as no fixed assets
were held by UNDP for the Outputs audited.

The audit was conducted under the general supervision of OAl in conformance with the International Standards
for the Professional Practice of Internal Auditing.

Overall audit rating

Based on the audit report and corresponding management letter submitted by the audit firm, OAl assessed the
management of Output No. 85942 as satisfactory, which means, “Internal controls, governance and risk
management processes as applicable to the Project’s financial statements were adequately established and
functioning well. No issues were identified that would significantly affect the achievement of the objectives of
the audited entity.”

Further, Output No. 73552 was assessed as partially satisfactory, which means, “Internal controls, governance
and risk management processes as applicable to the Project’s financial statements were generally established
and functioning, but needed improvement. One or several issues were identified that may negatively affect the
achievement of the objectives of the audited entity.” This rating was mainly due to weak financial and cash
management controls over police stipend disbursements.

Finally, Output No. 82348 was assessed as unsatisfactory, which means, “Internal controls, governance and risk
management processes as applicable to the Project’s financial statements were either not established or not
functioning well. The issues identified were such that the achievement of the overall objectives of the audited

' The Funds Utilization statement includes the balance, as at a given date, of five items: (a) outstanding advances received by the project; (b)
depreciated fixed assets used at the project level; (c) inventory held at the project level; (d) prepayments made by the project; and (e)
outstanding commitments held at the project level.
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entity could be seriously compromised.” This rating was mainly due to weak financial and cash management
over stipend payments amounting to $2,367,470 not being available for review and audit tests.

Some alleged misuse of UNDP funds is being dealt with separately by OAI.

The details of the audit results are presented in the table below:

Project Expenditure*
Output No. 2012 2013 Total Amount Opinion NFI
2012 and 2013 (in $'000)
(in $ '000)
73552 8,199 3,920 12,119 Unqualified 0
82348 4,725 486 5212 Disclaimer 2,367
85942 0 3,730 3,730 Unqualified 0

NFI = Net Financial Impact

*The Combined Delivery Reports pertain to more Outputs, but only three Outputs (73552, 82348 and 85942) under
Project No. 58607 were within the scope of this audit. The audit covered expenditure for both 2012 and 2013.

The audit firm issued an unqualified opinion on the Funds Utilization statement for all Outputs audited.

The disclaimer of opinion for Output No. 82348 was due to supporting documents for stipend payments
(amounting to $2.4 million out of $5.2 million) not being made available to auditors for review. No additional
evidence was made available in this regard.

Key recommendations: Total = 10, high priority =7

For high (critical) priority recommendations, prompt action is required to ensure that UNDP is not exposed to
high risks. Failure to take action could result in major negative consequences for UNDP. All high (critical) priority
recommendations for Output Nos. 73552 (3 of 4) and 82358 (4 of 6) are presented below. There was only one
medium priority recommendation for Output No. 85942.

Finance: Weak There were instances where vouchers were not adequately
documentation completed and signed by approving parties. Certain payment
procedures vouchers used to record payments to police officers had not been

(Issue 1 for Output No.  signed by recipients and did not include their photographs for

73552 and Issue 3 for identification purposes.

Output No. 82348)
Recommendation: Have all parties approve and sign payment
vouchers before payment is made to recipients, and have
recipients sign the vouchers and attach their photographs as proof
of identity.
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Finance: Erroneous
recording of payments
(Issue 2 for Qutput
Nos. 73552 and 82348)

Finance: Missing
supporting
documentation and
questioned cost
(Issue 4 for Output No.
82348)

Organization and
staffing: Inadequate
segregation of duties
(Issue 3 for Output No.
73552 and Issue 5 for
Output No. 82348)

There were payments to police officers that had been recorded as
expenditure, even though payments had not been effected.

Recommendation: Record payments to police officers as
expenditures only after actual payments have been effected.

Supporting documentation for $2.4 million for stipend payments
was not available for review and audit testing. The documentation

was reportedly destroyed during an attack in June 2013.

Recommendation: In the future, ensure that original vouchers are

recorded, approved and received; that an approved daily report is
submitted to UNDP; that a full financial report is verified prior to
payment; that all documentation is scanned and maintained in an
offsite backup storage system in case of future emergencies; and
that all documentation is filed appropriately.

The Project Assistant was in charge of recording and executing the
payments, as well as monitoring controls over cash management.
However, these were conflicting roles that should have been
segregated.

Recommendation: Segregate duties so that the individual involved
in the preparation of the audit schedule is different from the one
carrying out the payment verification.

Management comments and action plan

The UN Resident Coordinator/UNDP Resident Representative accepted all of the recommendations and is in the
process of implementing them. Comments and/or additional information provided have been incorporated into

the report, where appropriate. ~
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Tel: +254 20 2246422
Tel: +254 733605496

Fax: +254 20 2246345
kenya@bdo-ea.com

Date: 30 June 2014

Reference: AUD/878/CAC

Mr. Helge S. Osttveiten,

Director,

United Nations Development Programme,

Office of Audit and Investigations,

Dear Mr Helge S. Osttveiten,

BDO East Africa

Certified Public Accountants
12" Floor, DCDM Offices
Pension Towers, Loita Street
P.O. Box 10032-00100
Nairobi, Kenya

Re: Civilian Police Project in Somalia - Project No: 00058607 Output: Somali Police

Force - Stipends - Output No: 00073552

We are pleased to submit our report and financial statements for the above project being
directly implemented by UNDP Somalia with funding from Government of Japan, Norway,
Belgium and European Commission for the period 01 January 2012 to 31 December 2013.

We would like to express our gratitude for the courtesy and assistance extended to us by

the staff of United Nations Development Programme -

assignment.

Somalia during the course of our

We are at your disposal to discuss any part of the report, should you so require.

Assuring you our best services at all times.
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Executive summary

1.1 Background Information

Project name Civilian Police Project in Somalia

Project number 00058607

Output name Somali Police Force - Stipends

Output number 00073552

Implementing Partner United Nations Development Programme - Somalia

Location South Central region

Donor Government of Japan, Belgium, Norway and
European Commission

Budget UsD 12,118,866

Date of the signature of the Project | No project document exists

agreement

Date of the official Project | January 2012

commencement

Project duration 4 years

Support to Somalia Police Force Project no (Award): 00058607 - Output 00073552 was entered
into between United Nations Development Fund - Somalia and the Government of Japan,
Norway, Belgium and European Commission in 2012.

The project’s output, with the main aim of providing stipends to the Somali Police Force in
order to supplement their monthly salary as paid by the Somali government commenced on
January 2012.

1.2  Cost plan

The project’s cost plan was outlined as below:

NO ACTIVITY 2012 2013
usD usD
1 Activity 1:SPF Stipends 5,512,404 3,302,734
2 Activity 2:Dahabshiil Comm & Fees 107,300 258,022
3 Activity 3:Monitoring Committee 12,195 109,515
4 Activity 4:Travel & DSA ( Stipends)
5 Activity 5:UNPOS Stipends 2,664,258 64,955
Total 8,296,157 3,735,226




United Nations Development Programme Somalia - Civilian Police Project in
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Report and Financial Statement - Period from 01 January 2012 to 31 December 2013

1.3  Presence and locations of operation

The project was predominantly carried out in Mogadishu Somalia where a significant number
of Somali Police officers are located. It was also carried out in other parts of South and
Central Somalia but on a relatively smaller scale.

1.4  Project Objectives, purpose and results

The overall objective of the project was to provide a monthly stipend to those police officers
trained and certified through the agreed training process, and confirmed as being on duty
under the Somali Police Force.

Regular stipends payments were critical to ensure the loyalty, commitment, morale
improvement, performance and retention of police officers at this most critical time in
Mogadishu and other accessible areas.

The project is still ongoing under a separate output with funding from other donors including
the European Community (EC) and the Government of Japan through the United Nations
Political Office in Somalia (UNPQOS)

1.5 Implementing Partners

Although the project was a directly implemented (DIM), the operational logistics in Somalia
and restriction of international staff had forced UNDP Somalia to partner with local
organizations for effective implementation.

Local partners included:
» Transition Government of Somalia;
* Somalia Police Force;
e Police Advisory Committee;
» United Nations Political Office in Somalia (UNPOS); and
e African Mission in Somalia (AMISOM).

1.6  Objectives of the audit

BDO East Africa Kenya has been appointed to conduct a combined financial audit and an audit
of internal controls and systems on behalf of UNDP Office of Audit and Investigations for the
Civilian Police Project in Somalia - No: 00058607 Output: Somali Police Force - Stipends No:
00073552 for the period from 01 January 2012 to 31 December 2013.

The audit objectives are twofold:
(i).  Audit of the project’s financial statements

Financial audit to express opinion on projects financial statements that include:

1. Statement of Expenses (Combined Delivery Report) for the period 1 January 2012 to 31
December 2013 and fund utilization as at 31 December 2013;

2. Statement of Cash Position reported by the project as at 31 December 2013;
2
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Report and Financial Statement - Period from 01 January 2012 to 31 December 2013

3. Statement of Fixed Assets held by the project as at 31 December 2013.

The Financial Audit will be conducted in accordance with the International Standards of
Auditing, the 700 series.

(i1).  Audit of the project’s internal control systems

An audit to express an opinion on the project’s internal control systems. The internal
control audit shall be conducted in accordance with the International Professional
Practices Framework (IPPF). However, we were not able to assess in full the internal
controls and systems as the audit was carried out in Nairobi after the end of the audit
period due to security reason.

1.7 Audit timeframe

The field work of the audit assignment was carried out from 20 May 2014 to 20 June 2014:

DATES LOCATIONS PERSONS INVOLVED
20 May 2014 to 20 June 2014 Nairobi Kenya Edwin Rutere
David Wakanene
Clifford AhChip

1.8  Summary of significant findings

The table below provides a summary of the major findings arising from the audit:

AUDIT AREA AUDIT FINDINGS
Organization and staffing e Weak segregation of duties: The project
assistant prepares the payment list and
vouchers and is involved in the detailed audit of
the payment to the police officers.

Finance e Weak documentation procedures: Some police
payment vouchers were not adequately
documented.

Cash management e Cash for stipend has been requested up to USD

350,000 per tranche instead of the
recommended USD 250,000;

e There was no sufficient audit evidence to
support cash management procedures from
disbursement to re-banking of any surplus
(unissued cash).
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Financial Statement

2.1 Statement of Management Responsibility for Financial Reporting

The Management of the United Nations Development Programme - Somalia for the Civilian
Police Project in Somalia - Project No: 00058607 Output: Somali Police Force - Stipends -
Output No: 00073552 is responsible for preparing the Combined Delivery Report (CDR)
comprising of a Statement of Expenses and accompanying Funds Utilization Statement,
Statement of Assets and Statement of Cash Position for each year in accordance with
Generally Accepted Accounting Principles (GAAP), International Public Sector Accounting
Standards (IPSAS) and UNDP’s financial rules and regulations for financial reporting which
gives a true and fair view of the state of affairs of the Civilian Police Project in Somalia -
Project No: 00058607 Output: Somali Police Force - Stipends - Output No: 00073552 for the
period from 1 January 2012 to 31 December 2013.

Management of United Nations Development Programme Somalia acknowledges its
responsibility for:

i).  Adequate accounting records and maintenance of effective internal control systems;

(ii). The preparation of financial statements which fairly present the state of affairs of the
Project as at the end of the financial period and which comply with Generally
Accepted Accounting Principles (GAAP), International Public Sector Accounting
Standards (IPSAS) and United Nations Development Programme’s financial rules and
regulations;

(iii).  The selection of appropriate accounting policies supported by reasonable and prudent
judgements.

Management reports that:

(i). Adequate accounting records and effective system of internal controls and risk
management have been maintained;
(ii).  Appropriate accounting policies supported by reasonable and prudent judgements and
estimates have been used consistently;
(iii).  Applicable accounting standards have been adhered to.

Signed on their behalf by:

Signature Date

Signature Date
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Certified Public Accountants
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2.2  Audit Report

REPORT OF THE INDEPENDENT AUDITORS TO UNDP SOMALIA

We have audited the financial statements of United Nations Development Programme
Somalia, Civilian Police Project in Somalia - Project No: 00058607 Output: Somali Police
Force - Stipends - Output No: 00073552, which comprise the Statement of Expenses and
accompanying Funds Utilization Statement for the period from 01 January 2012 to 31
December 2013, and a summary of significant accounting policies and other explanatory
notes as set out on pages 9 to 10.

Management is responsible for the preparation of the financial statement for Civilian Police
Project in Somalia - Project No: 00058607 Output: Somali Police Force - Stipends - Output No:
00073552 and for such internal controls as management determines are necessary to enable
the preparation of a statement that is free from material misstatement, whether due to
fraud or error.

Our responsibility is to express an opinion on the financial statement based on our audit. We
conducted our audit in accordance with International Standards on Auditing (ISA). Those
standards require that we comply with ethical requirements and plan and perform the audit
to obtain reasonable assurance about whether the financial statements are free from
material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the statement. The procedures selected depend on the auditor’s judgment,
including the assessment of the risks of material misstatement of the financial statement,
whether due to fraud or error. In making those risk assessments, the auditor considers
internal control relevant to the project’s preparation of the financial statements in order to
design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the project’s internal control. An audit also
includes evaluating the appropriateness of accounting policies used and the reasonableness of
accounting estimates made by management, as well as evaluating the presentation of the
financial statements.

We planned and performed our audit so as to obtain all the information and explanations
which we considered necessary in order to provide us with sufficient evidence to give
reasonable assurance that the financial statements are free from material misstatements,
whether caused by fraud or other irregularity or error. In forming our opinion we also
evaluated the overall adequacy of the presentation of information in the financial
statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide
a basis for our audit opinion.



In our opinion:
1. Combined Delivery Report (CDR) and Fund Utilization Statement:

(a) the attached Combined Delivery Report (CDR) presents fairly, in all material respects,
the expense of USD 12,118,865 [(USD 3,920,124 (2013) and USD 8,198,741
(2012)] incurred by the Civilian Police Project in Somalia - Project No: 00058607
Output: Support to Police Project - Output No: 00073552 for the period 01 January
2012 to 31 December 2013 in accordance with agreed upon accounting policies and
were:

(i)  in conformity with the approved project budgets;

(i)  for the approved purposes of the project;

(iii) in compliance with the relevant UNDP regulations and rules, policies and
procedures; and

(iv) Supported by properly approved vouchers and other supporting documents.

(b) the accompanying Fund Utilisation Statement presents fairly, in all material respect,
the position as at 31 December 2013;

2. Statement of Cash Position:
The project does not operate a dedicated bank account. Consequently, there is no
Statement of Cash balances as at 31 December 2013.

3. Statement of Fixed Assets:
No items of fixed assets were held by UNDP for the project as at 31 December 2013.
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2.3

January 2012 to 31 December 2013

Statement of Expenses and Fund Utilisation Statement - 01

EXPENSE CATEGORY NOTES TOTAL 01 JANUARY 01 JANUARY
2013 TO 31 2012 TO 31
DECEMBER DECEMBER
2013 2012
usb usD usb
Expenditure
Activity 1: Stipend payment and 9,357,618 3,883,650 5,473,968
management
Activity 2: Dahabshiil Commission & 121,241 4,801 116,440
Fees
Activity 3: Support - Monitoring 122,086 30,560 91,526
Committee
Activity 4: Travel & Daily Subsistence 1,113 1,113
Allowance Stipend related
Activity 5: UNPOS Stipends 2,516,807 - 2,516,807
Total Expenditure at 31 December 12,118,865 3,920,124 8,198,741
Fund Utilization
Outstanding NEX advances 2.4.2
Undepreciated fixed assets 2.4.3
Inventory 2.4.4
Prepayments 2.4.5
Commitments 2.4.6
Total Fund Utilization - - -

This Statement of Expenses has been approved for issue on

17 September 2014

by

the management of Civilian Police Project in Somalia - Project No: 00058607; Output: Somali
Police Force - Stipends - Output No: 00073552.

Signature

Title

Date

Signature

Title

Date
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2.4  Notes to the Financial Statement
2.4.1 Significant accounting policies

The principal accounting policies adopted in the preparation of the Statement of Expenses,
Fund Utilization Statement, Statement of Assets and Statement of Cash Position are outlined
below:

e Basis of preparation: The Statement of Expenses has been prepared in accordance
with Generally Accepted Accounting Principle, International Public Sector Accounting
Standards (IPSAS) and UNDP financial rules and regulations;

e Foreign currencies
Functional currency
Items included in the financial statements of the Project are measured using United
States Dollar, which is both the functional and presentation currency.

Presentation currency
United States Dollar (US Dollar) is the presentation currency. All transactions are
carried out through the US Dollar.

» Expenditure: Expenses are accounted on accrual basis.

* Fixed assets:

a. assets purchased from 01 January 2012: assets worth USD 500 and above and
match the UNDP’s use and control principle are recorded in ATLAS,
capitalization is done and depreciation charged as an expense within the
reporting period;

b. Assets purchased prior to 01 January 2012: assets are not recorded in ATLAS
and depreciation is not charged.

e Inventory: Inventory is recorded based on its purpose at either:
a. Forinventory held for sale: lower of cost or net realizable value; or
b. For inventory held for distribution at no cost: lower of cost or net replacement
cost.
* Prepayments: Prepayments are stated actual amounts paid and are not revalued.

e Commitments: Commitments are stated at their actual amounts and recognised as
expenses.

2.4.2 Outstanding NEX advances

This represents advances made to the implementing partner but not expensed as at the
reporting date and are held in the implementing partner’s bank account(s). The project does
not operate a dedicated bank account.
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2.4.3 Fixed assets

This represents items of fixed assets that were acquired for the project but are temporarily
under UNDP’s control. No items of fixed assets were held by UNDP for the project as at 31
December 2013.

2.4.4

This represents items of inventory that were acquired for the project but are temporarily
under UNDP’s control. No item of inventory was held by UNDP for the project as at 31
December 2013.

Inventory

2.4.5 Prepayments

This represents payments in advance for services not rendered or goods not delivered. No
prepayment was made as at 31 December 2013.

2.4.6 Commitments

This represents a legal and financial obligation arising from a contract, agreement, or other
form of undertaking by UNDP or based on a liability recognized by UNDP against the resources
of the period. No items of commitments were held by UNDP for the project as at 31
December 2013.

2.5 Comparison between actual and budgeted expenditure
EXPENSE CATEGORY CUMULATIVE BUDGETED VARIANCE PERCENTAGE
ACTUAL EXPENDITURE (C=B-A) VARIANCE
EXPENDITURE (B)

(A)

usbD usD usbD (D=C/B*100)
Activity 1: Stipend
payment and
management 9,357,618 8,815,138 542,480 6%
Activity 2: Dahabshiil
Commission & Fees 121,241 365,322 (244,081) (67%)
Activity 3: Support -
Monitoring Committee 122,086 121,711 375 0%
Activity 4: Travel &
DSA Stipend related 1,113 - 1,113 100%
Activity 5: UNPOS
Stipends 2,516,807 2,729,213 (212,406) (8%)
Total Expenditure 12,118,865 12,031,384 87,482 1%
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Management Letter

3.1 Definition of standard audit rating

In providing the auditors’ assessment, the Internal Audit Services of UNDP uses the
Following harmonized audit rating definitions.

Internal controls, governance and risk management processes were
adequately established and functioning well. No issues were identified
that would significantly affect the achievements of the project.
Partially Internal controls, governance and risk management processes were
Satisfactory generally established and functioning, but needed improvement. One or
several issues were identified that may negatively affect the
achievement of the objectives of the audited entity.

Internal controls, governance and risk management processes were
either not established or not performing well. The issues identified were
such that the achievement of the overall objectives of the audited
entity could be seriously compromised.

We assessed the project as partially satisfactory which means “Internal controls, governance
and risk management processes were generally established and functioning, but needed
improvement. One or several issues were identified that may negatively affect the
achievement of the objectives of the audited entity.” This rating was mainly due to weak
finance procedures. Ratings per audit area are summarized below:

Audit Area Not
Applicable

Partially
satisfactory

Organization and staffing

Programme and project
management

Human resources

Finance

Procurement

Asset management

Cash Management

Information Systems

General administration
Follow up on previous audits

10
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3.2 Priorities of audit recommendations

In order to permit management to assess the relative importance of the weaknesses of any
control issues identified during the review, each has been assigned a subjective rating, which
may in turn be used in prioritising the resources required to address the problem. The key to
these ratings is a follows:

Prompt action is required to ensure that UNDP is not exposed to high
risks. Failure to take action could result in major negative consequences
of UNDP.

Medium Action is required to ensure that UNDP in not exposed to risks that are
(Important) considered moderate. Failure to take action could contribute to
negative consequences to UNDP.

Action is desirable and should result in enhanced control or better value
for money. Low priority recommendations, if any, are dealt with by the
audit team directly with the Office management, either during the exit
meeting or through a separate memo subsequent to the field work.
Therefore, low priority recommendations are not included in this report.

11
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3.3 Long form management letter

Observation

Priority

Recommendation

Management Comments
and action plan

Auditor’s response

Some payment vouchers
used to record payment
to police officers had
not been signed by
recipients (10% of
sample selected in 2012
and 14% in 2013);

Additionally some
vouchers did not have
photographs of the
recipients (16% of
sample selected in 2012
and 14% in 2013);

Numerous vouchers
were inadequately
completed with one or
more signature sections
not signed by the
relevant people (19% of
sample selected in 2012
and 11% in 2013).

High

Ensure all recipients of
cash sign or affix a
thumb print against the
payment voucher;

Photographs  of all
recipients should be
attached to the
payment vouchers for
identification purposes;
All parties required to
approve the payment
should approve and sign
off before payment is
released to the
recipients.

These
recommendations
will be addressed
with  the Stipend
Monitoring
Committee in order
to determine how
best to address the
observations.

Compliance to be
reviewed during the
next audit
assignment

No Issue title
1. |« Finance
2. | * Finance

Some payments to
police officers had been
recorded as
expenditures in the

High

Ensure the payments to
police  officers are
recorded in the
accounting records as

These
recommendations
will be
implemented.

Compliance to be
reviewed during the
next audit
assignment

12
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No Issue title Observation Priority Recommendation Management Comments Auditor’s response
and action plan
accounting records expenditures only after
while the payments had the actual payment has
not been effected (6% of been effected.
the sample selected in
2013).
3. |« Cash Segregation of duties: | ¢ High Ensure that the | « We will ensure this Compliance to be
management there is no adequate individual involved in segregation of duties reviewed during the
controls on cash the preparation of is enforced. next audit
management; audit schedule is assignment
The following tasks are different from the one
vested on the project carrying out the
assistant: payment verification.
(i) prepares schedule This  segregation of
of police officers duties will reduce any
to be paid; potential cases of fraud
(ii) prepares the either singularly or
payment voucher; through collusion.
(itfi)and undertakes
the audit of
payment.
The person is in charge
of recording as well as
for monitoring control.

4, |+ Finance There is no supporting | + Medium Ensure adequate record | ¢ These Compliance to be
documentation to is kept, cash is counted recommendations reviewed during the
substantiate the and signed at the will be addressed next audit
movement of funds from Central bank upon pick with  the Stipend assignment
the central bank to the up, the stipend Monitoring
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No

Issue title

Observation

Priority

Recommendation

Management Comments
and action plan

Auditor’s response

paying points. For large
amount of money (USD
350,000), we would
expect to have proper
documentation of the
recording and approval
process;

There are no sufficient
documentation/records
to support the
treatment/movement of
any cash surplus from
the paying points to the
bank.

monitoring committee
at the academy counts
and signs the receipt of
cash;

At close of business
day, the stipend
monitoring committee
prepares and approves
a daily report indicating
the number of officers
paid and money
disbursed and the
surplus. The surplus is
banked and a deposit
notification from the
bank attached to the
report. All documents
to be filed for future
reviews.

Committee in order
to determine how
best to address the
observations.

Appendix I: Approved Combined Delivery Report 2012

Appendix Il: Approved Combined Delivery Report 2013

Appendix lll: Approved Asset Listing as at 31 December 2013
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Executive summary

1.1 Background Information

Project name Civilian Police Project in Somalia
Project number 00058607

Output name Support to Somali Police Force
Output number 00082348

Implementing Partner United Nations Development Programme - Somalia
Location South Central region

Donor Government of Japan

Budget usD 5,200,000

Date of the signature of the Project | No project document exists
agreement

Date of the official Project | 16 March 2012

commencement

Project duration April 2012 to January 2013

Support to Somalia Police Force Project no: 00058607 - Output 00082348 was entered into
between United Nations Development Fund - Somalia and the Government of Japan on 16
March 2012.

The project’s output, with the main aim of providing stipends to the Somali Police Force in
order to supplement their monthly salary as paid by the Somali government commenced on
April 2012. By the end of the project in January 2013, stipends for 8 months had already been
paid.

1.2  Cost plan

The project’s cost plan was outlined as below:

NO ACTIVITY 2012 2013
usD usD
1 Stipend Payment and Management 5,200,000 474,538
Total 5,200,000 474,538

1.3  Presence and locations of operation

The project was predominantly carried out in Mogadishu Somalia where a significant number
of Somali Police officers are located. It was also carried out in other parts of South and
Central Somalia but on a relatively smaller scale.
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1.4  Project Objectives, purpose and results

The overall objective of the project was to provide a monthly stipend to those police officers
trained and certified through the agreed training process, and confirmed as being on duty
under the Somali Police Force.

Regular stipends payments were critical to ensure the loyalty, commitment, morale
improvement, performance and retention of police officers at this most critical time in
Mogadishu and other accessible areas.

The project is still ongoing under a separate output with funding from other donors including
the European Community (EC) and the Government of Japan through the United Nations
Political Office in Somalia (UNPOS)

1.5 Implementing Partners

Although the project was a directly implemented (DIM), the operational logistics in Somalia
and restriction of international staff had forced UNDP Somalia to partner with local
organizations for effective implementation.

Local partners included:
» Transition Government of Somalia;
» Somalia Police Force;
e Police Advisory Committee;
» United Nations Political Office in Somalia (UNPOS); and
e African Mission in Somalia (AMISOM).

1.6  Objectives of the audit

BDO East Africa Kenya has been appointed to conduct a combined financial audit and an audit
of internal controls and systems on behalf of UNDP Office of Audit and Investigations for the
Civilian Police Project in Somalia - No: 00058607 Output: Support to Somali Police Force - No:
00082348 for the period from 01 January 2012 to 31 December 2013.

The audit objectives are twofold:
(i).  Audit of the project’s financial statements

Financial audit to express opinion on projects financial statements that include:

1. Statement of Expenses (Combined Delivery Report) for the period 1 January 2012 to 31
December 2013 and fund utilization as at 31 December 2013;

2. Statement of Cash position reported by the project as at 31 December 2013;

3. Statement of fixed assets held by the project as at 31 December 2013.

The Financial Audit will be conducted in accordance with the International Standards of
Auditing, the 700 series.



United Nations Development Programme Somalia - Civilian Police Project in
Somalia - No: 00058607

Report and Financial Statement - Period from 01 January 2012 to 31 December 2013

(ii)).  Audit of the project’s internal control systems

An audit to express an opinion on the project’s internal control systems. The internal
control audit shall be conducted in accordance with the International Professional
Practices Framework (IPPF). However, we were not able to assess in full the internal
controls and systems as the audit was carried out in Nairobi after the end of the audit
period due to security reason.

1.7 Audit timeframe

The field work of the audit assignment was carried out from 20 May 2014 to 20 June 2014:

DATES LOCATIONS PERSONS INVOLVED
20 May 2014 to 20 June 2014 Nairobi Kenya David Wakanene
Clifford AhChip

1.8  Summary of significant findings

The table below provides a summary of the major findings arising from the audit:

AUDIT AREA AUDIT FINDINGS
Organization and staffing e Weak segregation of duties: The project
assistant prepares the payment list and
vouchers and is involved in the detailed audit of
the payment to the police officers.

Programme and project | = The project has been closed but formal closure
management procedures have not been done.
Finance e Support documentation for stipend payments

(Round 15) amounting to USD 2,367,470 in 2012
were not available for review and audit;

e Consequently these have been classified as
questioned cost and we are not able to form an
audit opinion.

Cash management e Cash for stipend has been requested up to USD
350,000 per tranche instead of the
recommended USD 250,000;

e There was no sufficient audit evidence to
support cash management procedures from
disbursement to re-banking of any surplus
(unissued cash).
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1.9  Summary of questioned costs for the period

The table below provides a summary of the questioned costs arising from the audit:

DESCRIPTION AMOUNT
UusD

Stipend payment 2,367,470
TOTAL 2,367,470
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Financial Statement

2.1 Statement of Management Responsibility for Financial Reporting

The Management of the United Nations Development Programme - Somalia for the Civilian
Police Project in Somalia - Project No: 00058607 Output: Support to Somali Police Force -
Output No: 00082348 is responsible for preparing the Combined Delivery Report (CDR)
comprising of a Statement of Expenses and accompanying Funds Utilization Statement,
Statement of Assets and Statement of Cash Position for each year in accordance with
Generally Accepted Accounting Principles (GAAP), International Public Sector Accounting
Standards (IPSAS) and UNDP’s financial rules and regulations for financial reporting which
gives a true and fair view of the state of affairs of the Civilian Police Project in Somalia -
Project No: 00058607 Output: Support to Somali Police Force - Output No: 00082348 for the
period from 1 January 2012 to 31 December 2013.

Management of United Nations Development Programme Somalia acknowledges its
responsibility for:

i).  Adequate accounting records and maintenance of effective internal control systems;

(ii). The preparation of financial statements which fairly present the state of affairs of the
Project as at the end of the financial period and which comply with Generally
Accepted Accounting Principles (GAAP), International Public Sector Accounting
Standards (IPSAS) and United Nations Development Programme’s financial rules and
regulations;

(iii).  The selection of appropriate accounting policies supported by reasonable and prudent
judgements.

Management reports that:

(i). Adequate accounting records and effective system of internal controls and risk
management have been maintained;
(ii).  Appropriate accounting policies supported by reasonable and prudent judgements and
estimates have been used consistently;
(iii).  Applicable accounting standards have been adhered to.

Signed on their behalf by:

Signature Date

Signature Date
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2.2  Audit Report

REPORT OF THE INDEPENDENT AUDITORS TO UNDP SOMALIA

We have audited the financial statements of United Nations Development Programme
Somalia, Civilian Police Project in Somalia - Project No: 00058607 Output: Support to
Somali Police Force - Output No: 00082348, which comprise the Statement of Expenses and
accompanying Funds Utilization Statement for the period from 01 January 2012 to 31
December 2013, and a summary of significant accounting policies and other explanatory
notes as set out on pages 9 to 10.

Management is responsible for the preparation of the financial statement for Civilian
Police Project in Somalia - Project No: 00058607 Output: Support to Somali Police Force -
Output No: 00082348 and for such internal controls as management determines are
necessary to enable the preparation of a statement that is free from material
misstatement, whether due to fraud or error.

Our responsibility is to express an opinion on the financial statement based on our audit.
We conducted our audit in accordance with International Standards on Auditing (ISA).
Those standards require that we comply with ethical requirements and plan and perform
the audit to obtain reasonable assurance about whether the financial statements are free
from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the statement. The procedures selected depend on the auditor’s judgment,
including the assessment of the risks of material misstatement of the financial statement,
whether due to fraud or error. In making those risk assessments, the auditor considers
internal control relevant to the project’s preparation of the financial statements in order
to design audit procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of the project’s internal control. An
audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of accounting estimates made by management, as well as evaluating the
presentation of the financial statements.

We planned our audit so as to obtain all the information and explanations which we
considered necessary in order to provide us with evidence to give reasonable assurance
that the financial statements are free from material misstatement, whether by fraud or
other irregularity or error. However, the supporting documents with respect to payments
amounting to USD 2,367,470 out of a total expenditure of USD 5,211,902 were not made
available to us. As a result, and in absence of any alternative evidence available to us, we
have been unable to form a view on the financial reports.



In our opinion:
1. Combined Delivery Report (CDR) and Fund Utilization Statement:

(a) Because of the significance of the matter described in the fifth paragraph above,
we were unable to obtain sufficient appropriate evidence to provide a basis for our
audit opinion. Accordingly, we are unable to express an opinion on the Combined
Delivery Report (CDR) of USD 5,211,902 incurred by the project and audited by us
for the period from 01 January 2012 to 31 December 2013.

(b) We are not able to form an opinion as to whether the Statement of Expenses and
Fund Utilisation Statement are:
= in conformity with the approved project budgets;
= for the approved purposes of the project;
= in compliance with the relevant UNDP regulations and rules, policies
and procedures; and
= Supported by properly approved vouchers and other supporting
documents.

2. Statement of Cash Position:
The project does not operate a dedicated bank account. Consequently, there is no
Statement of Cash balances as at 31 December 2013.

3. Statement of Fixed Assets:
No items of fixed assets were held by UNDP for the project as at 31 December 2013.
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2.3 Statement of Expenses and Fund Utilization Statement - 01
January 2012 to 31 December 2013

EXPENSE CATEGORY NOTES TOTAL 01 JANUARY 01 JANUARY
usbD 2013 TO 31 2012 TO 31
DECEMBER DECEMBER
2013 2012
usb usbD
Expenditure
Activity 1: Stipend payment and 5,211,902 486,440 4,725,462
management
Total Expenditure at 31 5,211,902 486,440 4,725,462
December
Fund Utilization
Outstanding NEX advances 2.4.2 - - -
Fixed assets 2.4.3 - - -
Inventory 2.4.4 - - -
Prepayments 2.4.5 - - -
Commitments 2.4.6

Total Fund Utilization

This Statement of Expenses and accompanying Fund Utilization Statement has been approved
for issue on__ 17 September 2014 _ by the management of Civilian Police Project in

Somalia - Project No: 00058607; Output: Support to Somali Police Force - Output No:
00082348.
Signature Title Date
Signature Title Date
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2.4  Notes to the Financial Statement
2.4.1 Significant accounting policies

The principal accounting policies adopted in the preparation of the Statement of Expenses,
Fund Utilization Statement, Statement of Assets and Statement of Cash Position are outlined
below:

e Basis of preparation: The Statement of Expenses has been prepared in accordance
with Generally Accepted Accounting Principle (GAAP), International Public Sector
Accounting Standards (IPSAS) and UNDP financial rules and regulations;

e Foreign currencies
Functional currency
Items included in the financial statements of the Project are measured using United
States Dollar, which is both the functional and presentation currency.

Presentation currency
United States Dollar (US Dollar) is the presentation currency. All transactions are
carried out through the US Dollar.

» Expenditure: Expenses are accounted on accrual basis.

* Fixed assets:

a. assets purchased from 01 January 2012: assets worth USD 500 and above and
match the UNDP’s use and control principle are recorded in ATLAS,
capitalization is done and depreciation charged as an expense within the
reporting period;

b. Assets purchased prior to 01 January 2012: assets are not recorded in ATLAS
and depreciation is not charged.

e Inventory: Inventory is recorded based on its purpose at either:
a. Forinventory held for sale: lower of cost or net realizable value; or
b. For inventory held for distribution at no cost: lower of cost or net replacement
cost.
* Prepayments: Prepayments are stated actual amounts paid and are not revalued.

e Commitments: Commitments are stated at their actual amounts and recognised as
expenses.

2.4.2 Outstanding NEX advances

This represents advances made to the implementing partner but not expensed as at the
reporting date and are held in the implementing partner’s bank account(s). The project does
not operate a dedicated bank account.
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2.4.3 Fixed assets

This represents items of fixed assets that were acquired for the project but are temporarily
under UNDP’s control. No items of fixed assets were held by UNDP for the project as at 31
December 2013.

2.4.4 Inventory

This represents items of inventory that were acquired for the project but are temporarily
under UNDP’s control. No item of inventory was held by UNDP for the project as at 31
December 2013.

2.4.5 Prepayments

This represents payments in advance for services not rendered or goods not delivered. No
prepayment was made as at 31 December 2013.

2.4.6 Commitments

This represents a legal and financial obligation arising from a contract, agreement, or other
form of undertaking by UNDP or based on a liability recognized by UNDP against the resources
of the period. No items of commitments were held by UNDP for the project as at 31
December 2013.

2.5 Comparison between actual and budgeted expenditure

EXPENSE CATEGORY CUMULATIVE | BUDGETED VARIANCE | PERCENTAGE
ACTUAL EXPENDITURE (C=B-A) VARIANCE
EXPENDITURE (B)
(A)
USD UsD USD (D=C/B*100)

Activity 1: Stipend
payment and
management 5,211,902 5,200,000 11,902 (0.23%)

Total Expenditure 5,211,902 5,200,000 11,902 (0.23%)

2.6 Summary of verified expenditure

EXPENSE CATEGORY Expenses Expenses Total Total
verified verified expenses Expenses
2012 2013 verified incurred %
usD usb usb usD

Activity 1: Stipend payment

and management 2,857,151 486,011 | 3,346,162 | 5,211,901 | 64%

Total Expenditure 2,857,151 486,011 | 3,346,162 | 5,211,901 64%

e We have verified 64% (equivalent to USD 3,346,162) of total expenses for the period from
01 January 2012 to 31 December 2013.
*  We have not been able to verify the remaining expenses.

10
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Management Letter

3.1 Definition of standard audit rating

In providing the auditors’ assessment, the Internal Audit Services of UNDP uses the
following harmonized audit rating definitions.

Internal controls, governance and risk management processes were
adequately established and functioning well. No issues were identified
that would significantly affect the achievements of the project.
Partially Internal controls, governance and risk management processes were
Satisfactory generally established and functioning, but needed improvement. One or
several issues were identified that may negatively affect the
achievement of the objectives of the audited entity.

Internal controls, governance and risk management processes were
either not established or not performing well. The issues identified were
such that the achievement of the overall objectives of the audited
entity could be seriously compromised.

We assessed the project as unsatisfactory which means “Internal controls, governance and
risk management processes were either not established or not performing well. The issues
identified were such that the achievement of the overall objectives of the audited entity
could be seriously compromised.” This rating was mainly due to lack of support
documentation to support payment of stipends to police officers. Ratings per audit area are
summarized below:

Audit Area Not
Applicable satisfactory

Organization and staffing

Programme and project

management

Human resources

Finance ]

Procurement

Asset management

Cash Management

Information Systems

General administration
Follow up on previous audits

11
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3.2 Priorities of audit recommendations

In order to permit management to assess the relative importance of the weaknesses of any
control issues identified during the review, each has been assigned a subjective rating, which
may in turn be used in prioritising the resources required to address the problem. The key to
these ratings is a follows:

Prompt action is required to ensure that UNDP is not exposed to high
risks. Failure to take action could result in major negative consequences
of UNDP.

Medium Action is required to ensure that UNDP in not exposed to risks that are
(Important) considered moderate. Failure to take action could contribute to
negative consequences to UNDP.

Action is desirable and should result in enhanced control or better value
for money. Low priority recommendations, if any, are dealt with by the
audit team directly with the Office management, either during the exit
meeting or through a separate memo subsequent to the field work.
Therefore, low priority recommendations are not included in this report.

12
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3.3

Long form management letter

No Issue title

Observation

Priority

Recommendation

Management Comments
and action plan

Auditor’s response

1. | » Project

Management

The project was closed in
January 2013 but formal
operational and financial
closure procedures have
not been done as at 20
June 2014.

Medium

Ensure project is closed
as per the steps laid out
in POPP (Programmes
and Project
Management). When the
relevant activities have
been achieved, the
project manager should
notify the project board
on its completion.
Project status in Atlas
will be set to
“Operationally Closed”
and no further
commitments can be
made going forward. The
final CDR should then be
prepared and signed by
the management and the
project accounts shall be
closed. On Atlas, the
status of the project will
be set to financially
closed.

Recommendations are
noted and proper
procedure will be
followed.

Compliance to be
reviewed in the next
audit assignment.

2. |+ Finance

Some payments to police
officers had been

High

Ensure the payments to
police officers are

Recommendations are
noted and proper

Compliance to be
reviewed in the next

13
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2,367,470 (Round of 15)

approved by the stipend

the attack on the

No Issue title Observation Priority Recommendation Management Comments Auditor’s response
and action plan
recorded as expenditures recorded in the procedure will be audit assignment.
in the accounting records accounting records as followed.
while the payments had expenditures only after
not been effected. the actual payment has
been effected.

3. |+ Finance Some payment vouchers High Ensure all recipients of These issues will be |« Compliance to be
used to record payment cash sign or affix a raised with the reviewed in the next
to police officers had not thumb print against the Stipend Monitoring audit assignment.
been signed by recipients payment voucher; Committee for action.

(5% of the sample

selected in 2013); Photographs of all

Additionally some recipients should be

vouchers did not have attached to the payment

photographs of the vouchers for

recipients (7% of the identification purposes;

sample selected in 2013); All parties required to
approve the payment

Numerous vouchers were should approve and sign

inadequately completed off before payment is

with  one or more released to the

signature sections not recipients.

signed by the relevant

people (2% of the sample

selected in 2013(.

4. |+ Finance Support  documentation High Ensure all the original The  documentation | « Costs classified as
for the stipend payments support vouchers are referred was reported questioned
amounting to usD properly recorded, as destroyed during

14
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No

Issue title

Observation

Priority

Recommendation

Management Comments
and action plan

Auditor’s response

in 2012 was not available
for review and audit test.

monitoring committee,
signed by the police
man/woman  receiving
the stipend;

Ensure an approved daily
report is submitted to
UNDP  notifying  the
number of officers paid
and money disbursed and
incidents registered;
Ensure that a full
financial report with all
signed vouchers is
returned to UNDP for
verification prior
finalizing the payment;
Scan documentation and
maintain an  offsite
backup storage system
to compensate for loss of
documents in case of
future calamities;

Ensure that all the
documentation is filed
appropriately for future
correspondences.

UNCC on 19 June
2013.

Cash
management

Segregation of duties:
there is no adequate

High

Ensure that the
individual involved in the

Recommendations are
noted and proper

Compliance to be
reviewed in the next

15




United Nations Development Programme Somalia - Civilian Police Project in Somalia - No: 00058607

Report and Financial Statement - Period from 01 January 2012 to 31 December 2013

movement of funds from
the central bank to the
paying points. For large
amount of money (USD
350,000), we  would
expect to have proper
documentation of the
recording and approval
process;

There are no sufficient

Central bank upon pick
up, the stipend
monitoring committee at
the academy counts and
signs the receipt of cash;
At close of business day,
the stipend monitoring
committee prepares and
approves a daily report
indicating the number of

Committee for action.

No Issue title Observation Priority Recommendation Management Comments Auditor’s response
and action plan
controls on cash preparation of audit procedure will be audit assignment.
management; schedule is different followed.
The following tasks are from the one carrying
vested on the project out the payment
assistant: verification. This
(i) prepares schedule segregation of duties will
of police officers reduce any potential
to be paid; cases of fraud either
(ii) prepares the singularly or through
payment voucher; collusion.
(iii)and undertakes the
audit of payment.
The person is in charge of
recording as well as for
monitoring control.
6. |+ Finance There is no supporting | = Medium Ensure adequate record These issues will be |« Compliance to be
documentation to is kept, cash is counted raised with the reviewed in the next
substantiate the and signed at the Stipend Monitoring audit assignment.
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No Issue title

Observation

Priority

Recommendation

Management Comments
and action plan

Auditor’s response

documentation/records

to support the
treatment/movement of
any cash surplus from the
paying points to the bank.

officers paid and money
disbursed and the
surplus. The surplus is
banked and a deposit
notification from the
bank attached to the
report. All documents to
be filed for future
reviews.

Appendix |: Approved Combined Delivery Report 2012

Appendix Il: Approved Combined Delivery Report 2013

Appendix lll: Approved Asset Listing as at 31 December 2013
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Date: 30 June 2014

Reference: AUD/879/CAC

Mr. Helge S. Osttveiten,

Director,

United Nations Development Programme,

Office of Audit and Investigations,

Dear Mr Helge S. Osttveiten,

BDO East Africa

Certified Public Accountants
12" Floor, DCDM Offices
Pension Towers, Loita Street
P.0. Box 10032-00100
Nairobi, Kenya

Re: Civilian Police Project in Somalia - Project No: 00058607 Output: Support to Police

Project - Output No: 00085942

We are pleased to submit our report and financial statements for the above project being
implemented directly by UNDP Somalia with funding from the Government of Japan for the

period ended 31 December 2013.

We would like to express our gratitude for the courtesy and assistance extended to us by
the staff of United Nations Development Programme - Somalia during the course of our

assignment.

We are at your disposal to discuss any part of the report, should you so require.

Assuring you our best services at all times.
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Executive summary

1.1 Background Information

Project name Civilian Police Project in Somalia
Project number 00058607

Output name Support to Police Project

Output number 00085942

Implementing Partner United Nations Development Programme - Somalia
Location South Central region

Donor Government of Japan

Budget usD 7,030,000

Date of the signature of the Project | No project document exists
agreement

Date of the official Project | 1 March 2013

commencement

Project duration March 2013 to June 2014

Support to Somalia Police Force Project no: 00058607 - Output 00085942 was entered into
between United Nations Development Fund - Somalia and the Government of Japan on 1
March 2013.

The project’s output, with the main aim of providing stipends to the Somali Police Force in

order to supplement their monthly salary as paid by the Somali government commenced on 1
March 2013 and is currently ongoing.

1.2 Cost plan

The project’s cost plan was outlined as below:

NO ACTIVITY 2013
usD
SPF Payment and Management 5,344,436
2. | Strengthen CC and Oversight 1,496,302
Project Management 189,262
Total 7,030,000

1.3  Presence and locations of operation

The project was predominantly carried out in Mogadishu Somalia where a significant number
of Somali Police officers are located. It was also carried out in other parts of South and
Central Somalia but on a relatively smaller scale.
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1.4  Project Objectives, purpose and results

The overall objective of the project was to provide a monthly stipend to those police officers
trained and certified through the agreed training process, and confirmed as being on duty
under the Somali Police Force.

Regular stipends payments were critical to ensure the loyalty, commitment, morale
improvement, performance and retention of police officers at this most critical time in
Mogadishu and other accessible areas.

The project is still ongoing under a separate output with funding from other donors including
the European Union (EU) and the Government of Japan through the United Nations Political
Office in Somalia (UNPQOS).

1.5 Implementing Partners

Although the project is a directly implemented (DIM), the operational logistics in Somalia and
restriction of international staff have forced UNDP Somalia to partner with local organizations
for effective implementation.

Local partners include:
» Transition Government of Somalia;
» Somalia Police Force;
 Police Advisory Committee;
» United Nations Political Office in Somalia (UNPOS); and
 African Mission in Somalia (AMISOM).

1.6  Objectives of the audit

BDO East Africa Kenya has been appointed to conduct a combined financial audit and an audit
of internal controls and systems on behalf of UNDP Office of Audit and Investigations for the
Civilian Police Project in Somalia - No: 00058607 Output: Support to Police Project - No:
00085942 for the period ended 31 December 2013.

The audit objectives are twofold:
(i). Audit of the project’s financial statements

Financial audit to express opinion on projects financial statements that include:

1. Statement of Expenses (Combined Delivery Report) for the period ended 31
December 2013;

2. Statement of Cash Position reported by the project as at 31 December 2013;
3. Statement of Assets held by the project as at 31 December 2013.

The Financial Audit will be conducted in accordance with the International Standards of
Auditing, the 700 series.
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(i1). Audit of the project’s internal control systems

An audit to express an opinion on the project’s internal control systems. The internal
control audit shall be conducted in accordance with the International Professional
Practices Framework (IPPF). However, we were not able to assess in full the internal
controls and systems as the audit was carried out in Nairobi after the end of the project
period due to security reason.

1.7 Audit timeframe

The field work of the audit assignment was carried out from 20 May 2014 to 20 June 2014:

DATES LOCATIONS PERSONS INVOLVED
20 May 2014 to 20 June 2014 | Nairobi Kenya Nelly Muriungi
Fatma Yusuf
Clifford AhChip

1.8  Summary of significant findings

The table below provides a summary of the major findings arising from the audit:

AUDIT AREA AUDIT FINDINGS
Programme and project | « The project was not formally approved. No
management project agreement was available for review.
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Financial Statement

2.1 Statement of Management Responsibility for Financial Reporting

The Management of the United Nations Development Programme - Somalia for the Civilian
Police Project in Somalia - Project No: 00058607 Output: Support to Somali Police Project -
Output No: 00085942 is responsible for preparing the Combined Delivery Report (CDR)
comprising of a Statement of Expenses and accompanying Funds Utilization Statement,
Statement of Assets and Statement of Cash Position for each year in accordance with
Generally Accepted Accounting Principles (GAAP), International Public Sector Accounting
Standards (IPSAS) and UNDP’s financial rules and regulations for financial reporting which
gives a true and fair view of the state of affairs of the Civilian Police Project in Somalia -
Project No: 00058607 Output: Support to Somali Police Project - Output No: 00085942 for the
period ended 31 December 2013.

Management of United Nations Development Programme Somalia acknowledges its
responsibility for:

i).  Adequate accounting records and maintenance of effective internal control systems;

(ii). The preparation of financial statements which fairly present the state of affairs of the
Project as at the end of the financial period and which comply with Generally
Accepted Accounting Principles (GAAP), International Public Sector Accounting
Standards (IPSAS) and United Nations Development Programme’s financial rules and
regulations;

(iii). The selection of appropriate accounting policies supported by reasonable and prudent
judgements.

Management reports that:

(i). Adequate accounting records and effective system of internal controls and risk
management have been maintained;
(ii).  Appropriate accounting policies supported by reasonable and prudent judgements and
estimates have been used consistently;
(iii).  Applicable accounting standards have been adhered to.

Signed on their behalf by:

Signature Date

Signature Date



BDO East Africa

Certified Public Accountants
12" Floor, DCDM Offices
Pension Towers, Loita Street
P.0O. Box 10032-00100
Nairobi, Kenya

Tel: +254 20 2246422
Tel: +254 733605496
Fax: +254 20 2246345
kenya@bdo-ea.com
www.bdo-ea.com

2.2  Audit Report

REPORT OF THE INDEPENDENT AUDITORS TO UNDP SOMALIA

We have audited the financial statements of United Nations Development Programme
Somalia, Civilian Police Project in Somalia - Project No: 00058607 Output: Support to
Police Project - Output No: 00085942, which comprise the Statement of Expenses and
accompanying Fund Utilization Statement ,Statement of Assets and Statement of Cash
Position for the period from 01 January 2012 to 31 December 2013, and a summary of
significant accounting policies and other explanatory notes as set out on pages 8 to 9.

Management is responsible for the preparation of the financial statements for Civilian
Police Project in Somalia - Project No: 00058607 Output: Support to Police Project -
Output No: 00085942 and for such internal controls as management determines are
necessary to enable the preparation of statements that are free from material
misstatement, whether due to fraud or error.

Our responsibility is to express an opinion on the financial statements based on our audit.
We conducted our audit in accordance with International Standards on Auditing (ISA).
Those standards require that we comply with ethical requirements and plan and perform
the audit to obtain reasonable assurance about whether the statements are free from
material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statement. The procedures selected depend on the auditor’s
judgment, including the assessment of the risks of material misstatement of the
statement, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the project’s preparation of the financial
statements in order to design audit procedures that are appropriate in the circumstances,
but not for the purpose of expressing an opinion on the effectiveness of the project’s
internal control. An audit also includes evaluating the appropriateness of accounting
policies used and the reasonableness of accounting estimates made by management, as
well as evaluating the presentation of the financial statements.

We planned and performed our audit so as to obtain all the information and explanations
which we considered necessary in order to provide us with sufficient evidence to give
reasonable assurance that the financial statements are free from material misstatements,
whether caused by fraud or other irregularity or error. In forming our opinion we also
evaluated the overall adequacy of the presentation of information in the financial
statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to
provide a basis for our audit opinion.



In our opinion:
1. Combined Delivery Report (CDR) and Fund Utilization Statement:

(a) the attached Combined Delivery Report (CDR) presents fairly, in all material
respects, the expense of USD 3,729,861 [(USD 3,729,861 (2013) and USD NIL
(2012)] incurred by the Civilian Police Project in Somalia - Project No: 00058607
Output: Support to Police Project - Output No: 00085942 for the period 01 January
2012 to 31 December 2013 in accordance with agreed upon accounting policies and
were:

(i)  in conformity with the approved project budgets;

(i)  for the approved purposes of the project;

(iii) in compliance with the relevant UNDP regulations and rules, policies and
procedures; and

(iv) Supported by properly approved vouchers and other supporting
documents.

(b) the accompanying Fund Utilisation Statement presents fairly, in all material
respect, the position as at 31 December 2013;

2. Statement of Cash Position:
The project does not operate a dedicated bank account. Consequently, there is no
Statement of Cash Balances as at 31 December 2013.

3. Statement of Fixed Assets:
No items of fixed assets were held by UNDP for the project as at 31 December 2013.
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2.3  Statement of Expenses and Fund Utilization Statement - Period
Ended 31 December 2013

EXPENSE CATEGORY NOTES | 01 MARCH 2013 TO 31
DECEMBER 2013
usD
Expenditure
Activity 1: SPF payment and management 2,909,673
Activity 2: Strengthen CC and oversight 382,816
Activity 3: Project Management 437,372
Total Expenditure at 31 December 3,729,861
Fund Utilization
Outstanding NEX advances 2.4.2 -
Undepreciated fixed assets 2.4.3 -
Inventory 2.4.4
Prepayments 2.4.5 -
Commitments 2.4.6 17,553
Total Fund Utilization 17, 553

This Statement of Expenses has been approved for issue on___ 17 September 2014 -
by management of Civilian Police Project in Somalia - Project No: 00058607; Output:
Support to Police Project - Output No: 00085942.

Signature Title Date

Signature Title Date
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2.4  Notes to the Fund Accountability Statement

2.4.1 Significant accounting policies

The principal accounting policies adopted in the preparation of the Statement of Expenses,
Fund Utilization Statement, Statement of Assets and Statement of Cash Position are
outlined below:

e Basis of preparation: The Statement of Expenses has been prepared in accordance
with Generally Accepted Accounting Principles, International Public Sector
Accounting Standards(IPSAs) and UNDP financial rules and regulations;

« Foreign currencies
Functional currency
Items included in the financial statements of the Project are measured using
United States Dollar, which is both the functional and presentation currency.

Presentation currency
United States Dollar (US Dollar) is the presentation currency. All transactions are
carried out through the US Dollar.

» Expenditure: Expenses are accounted on accrual basis.
» Fixed assets:

a. Assets purchased from 01 January 2012: assets worth USD 500 and above and
match the UNDP’s use and control principle are recorded in ATLAS,
capitalization is done and depreciation charged as an expense within the
reporting period;

b. Assets purchased prior to 01 January 2012: assets are not recorded in ATLAS
and depreciation is not charged.

 Inventory: Inventory is recorded based on its purpose at either:
a. For inventory held for sale: lower of cost or net realizable value; or
b. For inventory held for distribution at no cost: lower of cost or net replacement
cost.

» Prepayments: Prepayments are stated at actual amounts paid and are not revalued.

e Commitments: Commitments are stated at their actual amounts and recognised as
expenses.

2.4.20utstanding NEX advances

This represents advances made to the implementing partner but not expensed as at the
reporting date and are held in the implementing partner’s bank account. The project does
not operate a dedicated bank account.
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2.4.3 Fixed assets

This represents items of fixed assets that were acquired for the project but are
temporarily under UNDP’s control. No items of fixed assets were held by UNDP for the
project as at 31 December 2013.

2.4.4 Inventory

This represents items of inventory that were acquired for the project but are temporarily
under UNDP’s control. No item of inventory was held by UNDP for the project as at 31
December 2013.

2.4.5 Prepayments

This represents payments in advance for services not rendered or goods not delivered. No
items of inventory were held by UNDP for the project as at 31 December 2013.

2.4.6 Commitments

This represents a legal and financial obligation arising from a contract, agreement, or
other form of undertaking by UNDP or based on a liability recognized by UNDP against the
resources of the period. The following items of commitments were held by UNDP for the
project as at 31 December 2013.

Description usbD
Computer Printers 2, 200
Airfreight Transport 2, 698
Airfreight Transport 2, 261
Desktop Computers 9, 804
Printer or Facsimile Toner 590
TOTAL 17, 553
2.5 Comparison between actual and budgeted expenditure
EXPENSE CATEGORY TOTAL ACTUAL BUDGETED VARIANCE PERCENTAGE
EXPENDITURE EXPENDITURE VARIANCE
(A) (B) (C=B-A)
usD usD usb (D=C/B*100)
Activity 1: SPF payment
and management 2,909,673 5,344,436 2,434,763 46%
Activity 2: Strengthen
CC and oversight 382,816 1,496,302 1,113,486 74%
Activity 3: Project
Management 437,372 189,262 (248,110) -131%
Total Expenditure 3,729,861 7,030,000 | 3,300,139 47%




United Nations Development Programme Somalia - Civilian Police Project in
Somalia - No: 00058607

Report and Financial Statement - For the period ended 31 December 2013

2.6 Summary of verified expenditure

EXPENSE CATEGORY Verified Total
Expenses Expenses %
2013 incurred ’
usD usD
Activity 1: SPF payment and management 2,884,393 2,909,673 99%
Activity 2: Strengthen CC and oversight 330,094 382,816 86%
Activity 3: Project Management 266,304 437,372 61%
Total Expenditure 3,480,791 3,729,861 93%

*  We have verified 93% (equivalent to USD 3,480,791) of total expenses for the period
ended 31 December 2013.
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Management Letter

3.1 Definition of Standard Audit Rating

In providing the auditors’ assessment, the Internal Audit Services of UNDP uses the
following harmonized audit rating definitions.

Internal controls, governance and risk management processes were
adequately established and functioning well. No issues were
identified that would significantly affect the achievements of the
project.

Partially Internal controls, governance and risk management processes were
Satisfactory generally established and functioning, but needed improvement. One
or several issues were identified that may negatively affect the
achievement of the objectives of the audited entity.

Internal controls, governance and risk management processes were
either not established or not performing well. The issues identified
were such that the achievement of the overall objectives of the
audited entity could be seriously compromised.

We assessed the project as satisfactory which means “Internal controls, governance and
risk management processes were adequately established and functioning well. No issues
were identified that would significantly affect the achievement of the objectives of the
audited entity.” Ratings per audit area are summarized below.

Audit Area Not

Partially
Applicable satisfactory

Organization and staffing

Programme and project
management

Human resources

Finance

Procurement

Asset management

Cash Management

Information Systems

General administration
Follow up on previous audits

3.2 Priorities of audit recommendations

In order to permit management to assess the relative importance of the weaknesses of any
control issues identified during the review, each has been assighed a subjective rating,
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which may in turn be used in prioritising the resources required to address the problem.
The key to these ratings is as follows:

Prompt action is required to ensure that UNDP is not exposed to high
risks. Failure to take action could result in major negative consequences
of UNDP.

Medium Action is required to ensure that UNDP in not exposed to risks that are
(Important) considered moderate. Failure to take action could contribute to
negative consequences to UNDP.

Action is desirable and should result in enhanced control or better value
for money. Low priority recommendations, if any, are dealt with by the
audit team directly with the Office management, either during the exit
meeting or through a separate memo subsequent to the field work.
Therefore, low priority recommendations are not included in this
report.

12
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3.3 Long form management letter
No | Issue Title Observation Priority Recommendation Management Comments | Auditor’s Response
and Action Plan
1. |+ Project * Project authorization | + Medium [+ The project should be |+ This recommendation | Compliance to
Management from the Regional approved before Donor is noted and proper be reviewed in

Bureau was not availed
as well as a documented
formal project approval
by the Local Project
Appraisal Committee.

agreements are signed and
project commences. (3.1.2
DIM  Guidelines; Project
Approval).

procedures will be
followed in the
future.

subsequent
audits.

Appendix I: Approved Combined Delivery Report 2013

Appendix Il: Approved Asset Listing as at 31 December 2013

13

























	Executive Summary UNDP Somalia DIM Final Rpt No 1334-6Nov2014
	UNDP Somalia Output 73552,82348&85942 Rpt No. 1334

