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Executive Summary

The UNDP Office of Audit and Investigations (OAl), through Deloitte from 2 May to 2 June 2017, conducted an
audit of FATA Transition and Recovery Programme, Project No. 88875, Output Nos. 95343 and 101748 (the
Project), which is directly implemented and managed by the UNDP Country Office in Pakistan (the Office). This
was the first audit of the Project.

The audit firm conducted a financial audit to express an opinion on whether the financial statements present
fairly, in all material aspects, the Project's operations. The audit covered the Project’s Combined Delivery Report,
which included expenses for the period from 1 January to 31 December 2016 and the accompanying Funds
Utilization statement' as of 31 December 2016 as well as Statement of Assets as of 31 December 2016.The audit
did not include activities and expenses incurred or undertaken at the “responsible party” level, or expenses
processed and approved in locations outside of the country (such as UNDP Regional Centres and UNDP
Headquarters). The audit did not cover the Statement of Cash Position as no separate bank account was
established and maintained for the Project.

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

Audit results

Based on the audit report and corresponding management letter submitted by the audit firm, the results are
summarized in the table below:

Project Expenditure* Project Assets
Amount Opinion NFM** Amount Opinion
(in $‘000) (in $ ‘000) (in $'000)
7,329 Qualified 427 871 Unqualified

*Expenditures recorded in the Combined Delivery Report were $16,683,030. Excluded from the audit scope were
expenses processed and approved by other UNDP offices outside of the country ($589,806). Also excluded were
expenses incurred at the “responsible party” level ($8,764,535), which were subject to a separate audit that resulted in
an unqualified opinion.

**NFM= Net Financial Misstatement

The audit firm qualified its opinion on project expenses due to costs totaling $427,345 that were found not
related to the Project, unsupported, or disbursed not in accordance with the contract terms.

At the time the audit report is being issued, OAl is investigating complaints related to responsible parties who
are implementing some activities of the Project.

! 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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Key recommendation(s): Total = 7, high priority =2

The seven recommendations aim to ensure the reliability and integrity of financial and operational information.
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 are presented below:

Excess payments made  The Office paid the vendor for services rendered relating to damage assessments

to subcontractor of schools and other facilities using a rate that was not in accordance with the

(Issue 1.1) contract terms. This action resulted in an overpayment of $16,848. Further, the
Office did not provide evidence of approval when the scope of work was revised.

Recommendation: The Office should ensure all payments made are in
accordance with contract terms and any changes in scope of work should be
approved. The management should also take necessary measures to recover
from the vendor excess payment of $16,848.

Costs of other projects Payroll expenses of $260,600 and construction costs of $149,897 of another

charged to the Project project were charged to the Project. The Office clarified that these expenses

(Issues 2.1 and 2.2) were actually for the Project. However, there was a lack of documentation or
details of these expenses to support that they indeed relate to the Project.

Recommendation: The Office should ensure that all expenses charged to the
Project are supported with adequate documentation. All expenses should be
reviewed and approved at appropriate level, before processing and recording
expenses.

Management comments and action plan
The Resident Representative accepted all of recommendations and is in the process of implementing them.

Management comments and/or additional information provided have been incorporated into the report, where
appropriate.

Helge S. Osttveiten
Director
Office of Audit and Investigations
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PART 1 EXECUTIVE SUMMARY

Deloitte Yousuf Adil (Deloitte), Member of Deloitte Touch Tohmatsu Limited, conducted a
financial audit of "FATA Transition and Recovery Programme (FTRP) (project no. 00088875)",
directly implemented by UNDP Pakistan (‘the office’) for the period 1 January 2016 to 31
December 2016. The audit was undertaken on behalf of UNDP, Office of Audit and
Investigations (OAI).

1.1 Project Background

In 2015, the FATA Sustainable Return and Rehabilitation Strategy (SRRS) was developed by
the FATA Secretariat to ensure that displaced people returning home could rebuild their lives
and livelihoods in an enabling environment, characterized by rehabilitated infrastructure,
access to services, good governance and re-established law and order.

To capitalize on this, UNDP launched the FATA Transition and Recovery Programme in May
2015 to support the FATA Secretariat in implementing the SRRS with the overarching aim
that all people displaced by conflict are able to return safely, voluntarily and sustainably to
FATA.

The FATA Transition and Recovery Programme (FTRP) is based on an iterative and solution-
driven approach to addressing the issues faced by displaced people. It aims to catalyse the
political and technical agents and processes for FATA's mainstreaming, improved governance,
service delivery and economic revitalization.

Under this programme, UNDP is working in collaboration with the government and local
communities including marginalized groups such as women and youth. The broader objectives
of stabilization, peacebuilding, improved citizen-state relationships and community voice for
advocacy are pursued across all UNDP's FATA programme objectives.

In line with the SRRS strategy, UNDP seek the following objectives:

1. Recovery and reforms: Help establish governance mechanisms to ensure durable
returns and long-term stabilization of FATA.

2. Increased community engagement & citizen empowerment: Empower 72,000
returnees to participate actively in the rehabilitation process in order to improve their
living conditions.

3. Access to basic services: Expand access to basic social services for returnees,
meeting increased demand for 70,000 people.

4. Improved livelihoods: Improve the livelihoods of 8,000 returnees, including at least
3,000 women.

5. Access to quality education & infrastructure: Improve access to quality basic
education services for approximately 45,000 children through rehabilitation of schools
(including WASH facilities) and increase community mobilization for peacebuilding.

1.2  Audit objectives

The objective of the financial audit is to express an opinion on the Project’s financial
statements. The specific objectives were to:
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1. Express an opinion on whether the financial expenses incurred by the project from 1
January 2016 to 31 December 2016 and the funds utilization as at 31 December 2016
are fairly presented in accordance with UNDP Accounting policies and that the
expenses incurred were :

a. in conformity with the approved project budgets;

b. for the approved purposes of the project;

C. in compliance with the relevant regulations and rules, policies and procedures
of UNDP; and

d. supported by properly approved vouchers and other supporting documents.

1. Express an opinion on whether the statement of fixed assets presents fairly the balance
of the assets of the UNDP project as at 31 December 2016.

1. Express an opinion on whether the statement of cash held by the Project presents
fairly the cash and bank balance of UNDP project as at 31 December 2016. Based on
discussion with management, the Project does not operate a dedicated bank account,
consequently, there was no statement of cash balance as at 31 December 2016.

V. Providing the progress made in implementing the recommendations raised in a
previous year audit report. Based on discussion with the management, the financial
audit of project was not carried in prior years, therefore no follow-up on the status of
implementation of the previous year’s audit is required.

The Financial Audit was conducted in accordance with the International standards of Auditing
(ISA), 700 series.

1.3 Audit scope:

The audit covered all activities of the Project during the period from 1 January 2016 to 31
December 2016 as well as a review of project reports and records located at the UNDP country
office in the Pakistan.

The scope of the audit does not include:

Activities and expenses incurred or undertaken at the level of responsible parties i.e.
subcontract / contract signed by 3™ party for the Project, unless the inclusion of these
expenses is specifically required in the request for proposal; and

Expenses processed and approved in locations outside the country such as UNDP Regional
Centers and UNDP Headquarters and where the supporting documentation is not retained at
the level of the UNDP country office.
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As such the summary of expenditure has been shown below:

uUss
Total expenditure as per Combined Delivery Report (CDR) 16,683,030
*UNDP Pakistan expenditure not audited (9,354,341)
UNDP Pakistan expenditure covered under the scope of this audit 7,328,689

*This amount includes expenses already covered under NIM audit amounting to US$
8,764,535, and thus excluded from the scope of audit. It also includes payroll cost of
international staff, amounting to US$ 518,735, processed and approved outside Pakistan.
Supporting documentation is not retained at the level of the UNDP country office, hence are
not within the scope of the audit. Breakup of such cost is as follows:

Uss

61305 Salaries - IP Staff 302,198
61310 Post Adjustment - IP Staff 91,121
62305 Dependency Allowances-IP Staff 368
62310 Contrib To Jt Staff Pens Fd-IP 84,026
62340 Annual Leave Expense - Ip (4,214)
63335 Home Leave Trvl & Allow-IP Staff 6,998
63365 Special Oper Living Allow-IP 38,238
518,735

Similarly, international procurements amounting to US$ 71,071 were also not within our
scope, as their documentation is also not kept at the UNDP country office level as these
procurements are directly dealt by the UNDP Head Quarters and procurement procedures
were kept at the head office level.

Further, due to security and Non-Objection Certificates (NOC) issues in FATA region, we could
not physically visit the sites for assessment / inspection of actual ground realities. We had to
rely on UNDP engineer reports/ spot checks, pictures, Monitoring and evaluations (M&E)
department reports and reporting from third parties, where possible, for assessment of actual
work underlying the recorded expenses.

1.4 Summary of audit opinions
(i) Combined delivery report (CDR) and fund utilization statement - Qualified
Opinion
(ii) Statement of fixed assets - Unqualified opinion
(iii) Statement of cash — Not Applicable
1.5 Key observations

Total observations resulting from audit were eight with three being categorized as high
(critical) priority and five categorized as medium (Important) priority.

High priority observations are summarized below:
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1. Certain Payments were made to a subcontractor in excess of the amounts agreed in the
contract without proper justification/ supporting in file (ML Observation 1.1).

2. Cost of other projects have been charged to FTRP to cover the deficit of other projects (ML
observation 2.1 & 2.2)

Following ineligible/ unsupported cost were noted during performance of our audit procedures:

Description Uss Reference to ML
Excess payments made to subcontractor 16,848 11
Payroll Cost of other Projects charged to FTRP 260,600 2.1
Other Cost of other Projects charged to FTRP 149,897 2.2
Total 427,345

We have described in the Part 3 of this report our observations and findings in detail.

We wish to express our appreciation for the cooperation extended to our representatives
during the course of their work.

Chartered Accountants

Shahzad Ali
Partner

Deloitte Yousuf Adil, Chartered Accountants,
Islamabad

Pakistan

Dated: August 24, 2017
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PART 2 FINANCIAL AUDIT REPORTS

To The Director
Office of Audit and Investigations (OAI)
United Nations Development Programme (UNDP)

Dear Sir,
2.1 REPORT ON STATEMENT OF EXPENSES

We have audited the accompanying Combined Delivery Report (CDR) and Funds
Utilization statement (“the statement”) of the UNDP project (Atlas project number:
00088875, and output numbers 00095343 and 000101748), “FATA Transitionand
Recovery Programme” for the period from January 01, 2016 to December 31, 2016.

The CDR expenditure totaling US$ 16,683,030, is comprised of expenditure directly
incurred by the UNDP Country Office in Pakistan for an amount of US$ 7,328,689 and
expenditure incurred by entities other than the Country Office for an amount of US$
9,354,341. Our audit only covered the expenditure directly incurred by the UNDP
Country Office in Pakistan of US$ 7,328,689.

Qualified Opinion

In our opinion, except for the effects of the matters described in the Basis for opinion
section of our report, the attached CDR and Funds Utilization statement present fairly,
in all material respects, the expenses of US$ 7,328,689 directly incurred by the UNDP
Country Office in Pakistan and charged to the project forthe period from January 01,
2016 to December 31, 2016 in accordance with UNDP accounting policies and were:
(i) in conformity with the approved project budgets; (ii) for the approved purposes of
the project; (iii) in compliance with the relevant regulations and rules, policies and
procedures of UNDP; and (iv) supported by properly approved vouchers and other
supporting documents.

Basis for qualified opinion

1. The results of our tests disclosed the following material questioned costs :

US$ 427,345 in costs that are explicitly questioned because they are not project
related, unsupported or not as per the terms of the contracts/ agreements.

2. Due to law & order and security situation in the region and non-availability of
Non Objection Certificates (NOC) to travel to the FATA region, we were unable
to carry out visit to physically verify the costs incurred on the project sites and
assess its existence.

We conducted our audit in accordance with International Standards on Auditing (ISAS).
Our responsibilities under those provisions and standards are further described in the
auditor’s responsibilities for the audit of the CDR and Funds Utilization section of our
report. We are independent of UNDP in accordance with the International Ethics Standards
Board of Accountants’ Code of Ethics for Professional Accountants (IESBA
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Code) and Code of Ethics issued by Institute of Chartered Accountants of Pakistan (ICAP),
and we have fulfilled our other ethical responsibilities in accordance with this code. We
believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our qualified opinion.

Management responsibilities

Management is responsible for the preparation of the CDR and the Funds Utilization
statement of the project, and for such internal control as management determines is
necessary to enable the preparation of a CDR and Funds Utilisation statement that are
free from material misstatement, whether due to fraud or error.

Auditor’s responsibilities

Our objectives are to obtain reasonable assurance about whether the CDR and the
Funds Utilisation statement are free from material misstatement, whether due to fraud
or error, and to issue an auditor's report that includes our opinion. Reasonable
assurance is a high level of assurance, but is not a guarantee that an audit conducted in
accordance with ISAs will always detect a material misstatement when it exists.
Misstatements can arise from fraud or error and are considered material if, individually
or in the aggregate, they could reasonably be expected to influence the economic
decisions of users taken on the basis of these documents.

As part of an audit in accordance with ISAs, we exercise professional judgment and
maintain professional skepticism throughout the audit. We also:

» Identify and assess the risks of material misstatement of the CDR and Funds
Utilisation statement, whether due to fraud or error, design and perform audit
procedures responsive to those risks, and obtain audit evidence that is sufficient
and appropriate to provide a basis for our opinion. The risk of not detecting a
material misstatement resulting from fraud is higher than for one resulting from
error, as fraud may involve collusion, forgery, intentional omissions,
misrepresentations, or the override of internal control.

= Obtain an understanding of internal control relevant to the audit 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 organization’s
internal control.
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We communicate with those charged with governance regarding, among other
matters, the planned scope and timing of the audit and significant audit findings,
including any significant deficiencies in internal control that we identify during our
audit.

Chartered Accountants

Engagement partner
Shahzad Ali

Deloitte Yousuf Adil, Chartered Accountants,
Islamabad

Pakistan

Dated: August 24, 2017
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2.2 REPORT ON STATEMENT OFFIXED ASSETS

To The Director
Office of Audit and Investigations (OAI)
United Nations Development Programme (UNDP)

Dear Sir

We have audited the accompanying statement of fixed assets of the UNDP project (Atlas
project number: 00088875 and output numbers 00095343 and 000101748), “FATA
Transition and Recovery Programme” as at December 31, 2016

Opinion

In our opinion, the accompanying statement of fixed assets presents fairly, in all
material respects, the assets status of the UNDP project [Atlas project number: 00088875
and output n0.00095343 and 000101748] amounting to US$ 870,729 as at December 31,
2016 in accordance with UNDP accounting policies.

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs).
Our responsibilities under those provisions and standards are further described in the
auditor’s responsibilities for the audit of the statement of fixed assets. We are
independent of UNDP in accordance with the International Ethics Standards Board of
Accountants’ Code of Ethics for Professional Accountants (IESBA Code) and Code of
Ethics issued by Institute of Chartered Accountants of Pakistan (ICAP), and we have fulfilled
our other ethical responsibilities in accordance with this code. We believe that the audit
evidence we have obtained is sufficient and appropriate to provide a basis for our
opinion.

Management responsibilities

Management is responsible for the preparation of the statement of fixed assets of the
project, and for such internal control as management determines is necessary to enable
the preparation of a statement of fixed assets that is free from material misstatement,
whether due to fraud or error.

Auditor’s responsibilities for the audit

Our objectives are to obtain reasonable assurance about whether the statement of fixed
assets is free from material misstatement, whether due to fraud or error, and to issue
an auditor’s report that includes our opinion. Reasonable assurance is a high level of
assurance, but is not a guarantee that an audit conducted in accordance with ISAs will
always detect a material misstatement when it exists. Misstatements can arise from
fraud or error and are considered material if, individually or in the aggregate, they could
reasonably be expected to influence the economic decisions of users taken on the basis
of these documents.

As part of an audit in accordance with ISAs, we exercise professional judgment and
maintain professional scepticism throughout the audit. We also:

» Identify and assess the risks of material misstatement of the statement of fixed
assets, whether due to fraud or error, design and perform audit procedures
10
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responsive to those risks, and obtain audit evidence that is sufficient and
appropriate to provide a basis for our opinion. The risk of not detecting a
material misstatement resulting from fraud is higher than for one resulting from
error, as fraud may involve collusion, forgery, intentional omissions,
misrepresentations, or the override of internal control.

= Obtain an understanding of internal control relevant to the audit 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 organization’s
internal control.

We communicate with those charged with governance regarding, among other matters,
the planned scope and timing of the audit and significant audit findings, including any
significant deficiencies in internal control that we identify during our audit.

Chartered Accountants

Engagement partner
Shahzad Ali

Deloitte Yousuf Adil, Chartered Accountants,
Islamabad
Pakistan

Dated: August 24, 2017

11
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PART 3: MANAGEMENT LETTER

A. Summary of Audit Findings

Observation Reference Rating
Excess payments made to subcontractor 1.1 High (Critical)
Release of payments despite 1.2 Medium
discrepancies in claimed amounts

Cost of other Projects charged to FTRP 2.1,2.2 High (Critical)
Non-Compliance of UNDP Micro-Capital 3 Medium
Grant Agreements (MCGA) Guidelines

Non-compliance of POPP regarding 4 Medium
engagement of an NGO under RPA

Budget overruns 5 Medium
Non-compliance of approved Budget / 6 Medium

AWP regarding procurement of vehicles

Categorization of observations

Our audit findings in management letter have been categorized as follow:

High (Critical) exposed to high risk

control or better value for money

Action is considered imperative to ensure that UNDP is not

Medium Action is considered necessary to avoid exposure to
(Important) significant risks
Low Action is considered desirable and should result in enhanced

12
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A. Details of audit findings

1. Subcontractor cost

Our audit procedures have identified various instances where payments were made to
subcontractors against the cost billed to UNDP that were not as per the contract or agreed

scope.

1.1 Excess payments made to subcontractor

Observation

The Project had contracted a vendor, “A”, for damage assessment of schools and other
facilities, for preparation of Bill of Quantity (BoQs) and engineer’s estimates, for fee of PKR
5,413,200 (US$ 52,050) to be paid in three equal tranches (PKR 1.8 million per tranche) on
completion of 35 schemes each in 15t, 2" installments and 30 schemes in last installment
totally 100 schemes. The scope initially covered assessment of 52 schools, 11 Health facilities,
8 Roads, 6 Irrigation infrastructure, 7 livestock facilities and 16 DWSS schemes as tabulated

below:
Description No. of Rate Expense Paid Difference
Schemes Quoted in in US$ (US$)
USs$
Schools 52 14,550 36,435 21,885
Health Facilities 11 4,600 - -
DWSS 16 11,800 - -
Roads 8 10,700 - -
Irrigation Infrastructure 6 7,200 - -
Livestock 7 3,200 - -
Facilities
Total 100 52,050 36,435 21,885
Description Total scheme/ Number of Per scheme/
schools cost scheme/ school cost
schools
Per scheme cost - as per 5,413,200 100 54,132
management (PKR)
Per school cost- should have 1,513,200 52 29,100
been calculated (PKR)
Cost over paid per School (PKR) 25,032
Total cost over paid for 70 schools (PKR) 1,752,240
Total cost over paid for 70 schools (US$) 16,848

The payment made to “"A” was based on the overall per scheme price i.e. PKR 54,132 as
opposed to the average rate of per school cost (PKR 29,100). Consequently, resulting higher
payment to the contractor (PKR 1,752,240)

13
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The Project indicated that the scope was revised to increase the number of schools to 70
from 52, whereas “A” scope for other facilities was cancelled. However, we have not been
provided any supporting’s for revision in scope of work or revised BoQ'’s.

Further, we noted that the cost of 52 schools agreed in the contract was PKR 1.5 million only
(US$ 14,550), however UNDP made payments of PKR 3.7 million (US$ 35,576), which
represented the full payments as per 1stand 2" tranche, despite the revision in scope and
cancellation of all other activities as mentioned above, leading to excess payment of PKR
1.75 million (US$ 16,848).

Ref: Voucher ID 133511.

In addition, though the scope of schools had increased from 52 to 70, it still does not fully
justify the cost escalation/ full payments for 15tand 2" tranche.

Priority
High
Recommendation

The management should ensure that all payments are in accordance with the contract terms
and any changes in scope of work should be approved with adequate documentation kept in
file. Moreover, Management should take necessary measures to recover excess payment of
PKR 1.75 million (US$ 16,848) from vendor.

Management Response
Agreed

The TOR for the procurement of “"A” services was meant for a number services including the
rehabilitation assessment of schools. In this case, UNDP signed the referenced contract
PROMPT ID 7479 on 17th February for the rehabilitation needs assessment of 100 schemes
and the payments were made according to the Section 3: Price and Payment of the signed
contract (refer to the clause 3.4 of the agreement).

Deloitte Response

Management has agreed to the observation and provided explanation in management
comments.

14
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1.2 Release of payments despite discrepancies in claimed amounts

Observation

UNDP had contracted a third party, “B” for assessment and certification of its civil works
completed or in progress by different subcontractors.

Based on review of invoices and supporting documents against voucher 137034, we noted
differences in amounts claimed by the Contractor and that certified by “A” (Difference: US$
32,823). Despite these differences, UNDP released the payment to the contractor.

As per SES Report

School name Invoice amount Verified by Unverified by
Claimed by Contractor SES SES
Amount in US$

GGPS Ayub Kaly 8,710 - 8,710
GGPS kohi Sher 6,306 3,445 2,861
Hyder killi

Naway kamar 10,840 3,622 7,218
Amin Khan Kill 9,004 - 9,004
Shin Akber 7,476 2,446 5,030
TOTAL 42,336 9,513 32,823

As per the management, since this was only the release of second tranche, in order to
ensure smooth flow of work, payments have to be released, however, final tranche is
released only after satisfactory completion of job as per the contract.

We were provided final completion report and certification from “A” pertaining to final
tranche under the contract, based on which the work certified by “"A” and that claimed by
Contractor was reconciled in agreement with the contract.

Though in above case the work was completed as per the contract and final payment was
released on completion of all activities, UNDP is exposed to high financial risk due to release
of payments in advance of the completion of activities, as Contractor may default in its
fulfilling its remaining commitments.

Priority
Medium
Recommendation

All payments to vendors should only be released on completion of activity as per the
contract.

Management Response
Agreed.

The contractor submitted interim payment request in the last week of November 2016 which
was processed in mid-December 2016. The final payments were made on basis of third

party verification of itemized costs.
15
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Deloitte Response

The management has agreed to this observation, our observation has highlighted non-
compliance of the contract terms and advance payment without the completion of stipulated

requirements.

16
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2. Cost of other Projects charged to FTRP
2.1 Payroll cost

Observation

We observed that payroll expense amounting to $ 260,600 were incorrectly transferred from
projects Early Recovery Preparedness and Response Programme and Community Resilience
Malakand Project (Project no. 83038) to FATA Transition and Recovery Programme (FTRP).

The Management stated that payroll cost of some employees who had been working for FTRP
project during the startup phase, was being charged to other projects, since the Atlas project
ID of FTRP was not created in ATLAS system. That cost was transferred to the relevant project
(FTRP) later on after the Atlas ID was created.

However, we were not provided any supporting documents for such transfers evidencing that
such expense related to the FTRP project, such as basis of charge out cost, time sheets of
the relevant employees evidencing that these employees worked for FTRP for the costs
transferred, etc.

Charging of other project cost to FTRP is non-compliance of cost sharing agreements with the
donors, UNDP policies and approved budgets. Such cost may not be recoverable from the
Donors in absence of appropriate explanations and documentations. The expenses pertaining
to the project should only be charged based on appropriate documentation and supporting’s.

Below is summary of observations and management responses in respect of each
observation:

Description Amount US$

Observation

2.1.1 SDC expenses incurred under Early Recovery 30,379
Preparedness and Response Programme were reallocated to

FATA Recovery Programme. As per the documentation these

expenses were reallocated to avoid Cost Sharing (CS) deficit

in Early Recovery Preparedness and Response Programme.

Management Response

The FATA Recovery programme (Atlas ID 88875) evolved
from the Early Recovery Preparedness & Response Project
(Atlas ID 75389), which was meant for supporting the IDPs in
hosting areas. Most of the activities that were initiated under
ERPR were subsequently transferred under the FRP projectin
early 2016. Accordingly, the CO management approved
transfer of the staff hired under ERPR to FRP in January 2016.
This GLJE was created to transfer some of the staff costs
which were previously incurred under ERPR in order to
reconcile the financial reports.

Deloitte Response
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We have not been provided with any supporting documents
evidencing basis of charge out cost, time sheets of the
relevant employees evidencing that these employees worked
for FTRP for the costs transferred. Hence we cannot verify
these costs.

Observation

2.1.2 Expenses incurred under Early Recovery Preparedness
and Response Programme were reallocated to FATA Recovery
Programme. As per the documentation these expenses were
reallocated to avoid CS deficit Early Recovery Preparedness
and Response Programme.

Management Response

Same as above.

The FATA Recovery programme (Atlas ID 88875) evolved
from the Early Recovery Preparedness & Response Project
(Atlas ID 75389), which was meant for supporting the IDPs in
hosting areas. Most of the activities that were initiated under
ERPR were subsequently transferred under the FRP projectin
early 2016. Accordingly, the CO management approved
transfer of the staff hired under ERPR to FRP in January 2016.
This GLJE was created to transfer some of the staff costs
which were previously incurred under ERPR in order to
reconcile the financial reports.

Deloitte Response

We have not been provided with any supporting documents
evidencing basis of charge out cost, time sheets of the
relevant employees evidencing that these employees worked
for FTRP for the costs transferred. Hence we cannot verify
these costs.

39,753

Observation

2.1.3 TRAC funds under Early Recovery Preparedness and
Response Programme were reallocated to FATA Recovery
Programme. As per the documentation, there were no such
TRAC funds allocated to this project. Therefore, relevant
expenditure is being transferred to FTRP.

Management Response
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The staff payroll chart of account is established at the
beginning of each financial year and it is revised as and when
other sources of funds become available during the year. In
this instance, UNDP signed cost sharing agreements with a
number of donors (DFID, USAID and EU) during the financial
year and, accordingly, adjustment entries were made through
GLJE to correctly allocate project and Country Office staff
costs across projects and donors.

Deloitte Response

We have only been provided with GLJE which shows the
transfer of cost, still we have not been provided with any
supporting documents evidencing basis of charge out cost,
time sheets of the relevant employees evidencing that these
employees worked for FTRP for the costs transferred. Hence
we cannot verify these costs.

Observation

2.1.4 TRAC funds under Early Recovery Preparedness and
Response Programme were reallocated to FATA Recovery
Programme. As per the documentation, there were no such
TRAC funds allocated to this project. Therefore, relevant
expenditure is being transferred to FTRP.

Management Response

Same as above. The staff payroll chart of account is
established at the beginning of each financial year and it is
revised as and when other sources of funds become available
during the year. In this instance, UNDP signed cost sharing
agreements with a number of donors (DFID, USAID and EU)
during the financial year and, accordingly, adjustment entries
were made through GLJE to correctly allocate project and
Country Office staff costs across projects and donors.

Deloitte Response

We have not been shared with the details of this cost, only we
are provided with screen shot of adjusting entries in Atlas. We
have not been provided with any supporting documents
evidencing basis of charge out cost, time sheets of the
relevant employees evidencing that these employees worked
for FTRP for the costs transferred. Hence we cannot verify
these costs.

95,281

Observation

2.1.5 TRAC funds under Community Resilience Malakand
were reallocated to FATA Recovery Programme.
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Management Response

Same as above. The staff payroll chart of account is
established at the beginning of each financial year and it is
revised as and when other sources of funds become available
during the year. In this instance, UNDP signed cost sharing
agreements with a number of donors (DFID, USAID and EU)
during the financial year and, accordingly, adjustment entries
were made through GLJE to correctly allocate project and
Country Office staff costs across projects and donors.

Deloitte Response

We have not been shared with the details of this cost, only we
are provided with screen shot of adjusting entries in Atlas. We
have not been provided with any supporting documents
evidencing basis of charge out cost, time sheets of the
relevant employees evidencing that these employees worked
for FTRP for the costs transferred. Hence we cannot verify
these costs.

Total 260,600

2.2 Observation

Certain construction and material/ supplies expenses have been transferred from project Early
Recovery Preparedness and Response Programme (ERPRP) to FATA Transition and Recovery
Programme (FTRP) in order to cover the deficit in ERPRP project

Summary of such instances are:

Transaction Id Accounting Account Account Amount US$
Date description
UNDP1- 30-May-16 72105 Svc Co- 108,550
0006494717- Construction &
30-MAY-2016-6 Engineer
30-May-16 72105 Svc Co- 14,227
Construction &
Engineer
30-May-16 72210 Machinery and 8,999
Equipment
30-May-16 72805 Acquis of 8,890
Computer
Hardware
30-May-16 72815 Inform 3,504
Technology
Supplies
30-May-16 72405 Acquisition of 5,727
Equip
Total 149,897
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Management Response

In March 2014, UNDP and the Government of Japan (GOJ) signed a cost sharing agreement
for US$ 2.75m which funded activities both under ERPR (for North Waziristan IDPs in the
hosting areas of Khyber Pakhtunkhwa) and FRP (for the IDPs returning to their areas in FATA).
In 2016, the FATA Recovery programme (Atlas ID 88875) evolved from the Early Recovery
Preparedness & Response Project (Atlas ID 75389). Most of the activities that were initiated
under ERPR were subsequently transferred under the FRP project in early 2016.

After the creation of a new Atlas Award for FATA Project, an adjustment entry (GLJE) was
created to transfer the related expenses from ERPRP to FRP. These costs includes the
consultancy costs, cash for work payments and training costs which were all included in the
approved Annual Work Plan 2016 of the FRP.

Deloitte Response

We have only been provided with GLJE which shows the transfer of cost. Details and supporting
documents evidencing that construction work and supplies pertained to FTRP project/activities
were also not provided. In absences of these documents and evidences we are unable to verify
these costs.

Priority
High
Recommendation

UNDP should ensure that all expenses charged to a project are supported with adequate
documentations, to ensure their recoverability. All expenses should be reviewed and
approved at appropriate level, before processing and recording of expense.

Management Response
See Management responses against each observation above.
Deloitte Response

See Deloitte responses against each management response above.
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3. Non-Compliance of UNDP (Micro-Capital Grant Agreements) MCGA Guidelines
Observation

As per MCGA Guidelines; an individual micro-capital grant may not exceed $150,000. Further
it states that a recipient organization may receive multiple grants provided the grants donot
exceed on a cumulative basis $300,000 within the same Programme or project. To receive
multiple grants, the recipient organization must have produced the results agreed to in the
prior grant agreement, and a new micro-capital grant agreement must be approved by the
steering committee. If the $300,000 cumulative limit is to be exceeded, the country office
must submit a request through the Regional Bureau for clearance by BOM/OFA.

Review of selected MCGAs revealed following observations:

1. MCGAs exceeding US$ 300,000 on cumulative basis
CERD (Center of Excellence for Rural Development) received/ signed MCGAs worth
US$ 281,716 (PKR 29,298,500) and US$ 144,231 (PKR 15,000,000), during 2015/16
under same Programme totaling to US$ 425,947, well exceeding the defined threshold,
which is a non-compliance of above mentioned guidelines. Further, we did not find any
evidence of review of selection process by steering committee or evidence of clearance
from Regional Bureau.

2. Individual MCGAs exceeding US$ 150,000
CYAAD and Poverty Alliance Welfare Trust received/ signed MCGA worth US$ 192,000
and US$ 211,500 respectively, exceeding the threshold for individual MCGA.

3. Multiple grants to individual NGO exceeding US$ 150,000
Sarhad Rural Support Programme received/ signed MCGAs worth US$ 112,000 (PKR
11,729,340) and US$ 144,000 (PKR 15,000,000). We did not find any documentation/
minutes of meetings evidencing performance evaluation of such party before granting
of new MCGA and approvals of steering committee.

We have been given to understand that UNDP do not have the process for review and approval
of MCGAs as required by the MCGA guidelines (review/ approval of PAC or Project Board). The
Management explains that Adhoc committees are setup to perform reviews and recommend
approval to the CD/DCD. However, we could not find any minutes of the meetings of such
committee evidencing their review process, to obtain assurance over transparent selection
process for MCGAs.

There was lack of documentation noted evidencing transparent selection process for MCGAs.

Further, we noticed absence of any Project Board or steering committees to ensure
transparent selection process.

Priority

Medium
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Recommendation

UNDP Management should ensure that all contracts under MCGAs should be in compliance
with MCGA guidelines. This should include ensuring:

O] contracts with a given party do not exceed the prescribed limits/ threshold on
individual as well as cumulative level..

(i) Proper documentation should also be kept in file evidencing all phases/ procedures
of a transparent selection process are followed.

(iii) Project Board/ Steering committee be setup to ensure transparent selection
process.

Management Response

Agreed. However, it is important to note that the project targets areas in southern Khyber
Pakhtunkhwa and FATA were declared as “restricted areas by the Government of
Pakistan and military” due to militancy and ongoing military operations in those districts. As
a result, NGOs and other implementing partners had very limited access to the target areas,
which was granted by the government and army on a case by case basis and after a lengthy
process of clearances - usually taking 3-9 months after an NGO gets a project contract; and
even then, several NGOs are not granted access. As a result, UNDP’s work in this region
has been with a small number of NGOs that have (a) the capacity to delivery projects -
micro assessment; (b) have positive track record with the UN; and (c) are cleared by the
government and military for these areas.

Moreover, in all these cases NGOs were selected using a competitive process and UNDP
management established committees to undertake detailed evaluation of proposals and
recommend NGOs for the implementation of project activities.

Deloitte Response

Management has agreed with the observation
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4. Non-compliance of Programme and Operations Policies and Procedures (POPP)
regarding engagement of an NGO under Responsible Party Agreement (RPA)

Observation

POPP: Engaging NGO as RP states:

The cumulative thresholds (regarding selection of RP) for the submission to Procurement
Review Committees shall also apply to NGOs/CSOs engaged as RPs. Procurement Review
Committees includes Contracts, Assets and Procurement Committee (CAP), Regional Advisory
Committee on Procurement (RACP) and Advisory Committee on Procurement (ACP).

During the year, UNDP signed Responsible Party Agreements (RPAs) worth PKR 108 million
with CERD, RPAs worth PKR 50 million and PKR 32 million with PRDS.

Review of above selected RPAs revealed following observations:

1. The above RPAs were not reviewed by Procurement Review Committees or any other
independent UNDP committees.

2. The selection process of these NGOs was not fully supported with documentation. Basis
of selection / shortlisting process of NGOs for call for proposal was not documented.
Though the evaluation of NGOs was carried out and evaluation report of Technical
Review Committee, was provided but recommendation and approval of independent
Review Committees and respective head of BU was not in file. UNDP had used
collaborative advantage criteria for selection process, however, we could not find any
documents for evidence of such criteria used other than the evaluation report of
Technical Review Committee.

Hence we are unable to conclude over transparency of selection process of NGOs under RPAs.
Priority

Medium

Recommendation

UNDP Management should ensure that all contracts under RPAs should be in compliance with
UNDP policies and guidelines relating to selection of NGOs under RPAs.

The Management should also ensure that all contracts are reviewed and recommended by
independent committees/ CAP reviews and their recommendations are appropriately
documented.

Management Response

The RPA cases were evaluated by an ad-hoc committee, which was established by the Country
Director and included DCD-P as chair and three senior staff from Finance Unit, SMU and CPRU
as members. All documents including collaborative advantage criteria were submitted and
approved by the Country Director. The selection committee minutes and final submissions are
attached for reference. Unfortunately, due to staff changes the minutes of the ad-hoc
committee could not be located.
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Deloitte Response

Management agreed that the documentation was not complete and hence there was no
evidence that the RPAs were reviewed by the Procurement Review Committee.
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5. Budget overruns

Observation

Based on analysis of actual expense against budgeted cost, at output level, we noted
following instances of budget overruns at different output levels:

Project Activity Description Actual Atlas Budget overruns
expense Budget

Uss %
101748 Activity Access to quality
18 education 3,585,949 908,000 (2,677,949) 295%
(Improved
Infrastructure)

Budget overrun may lead to excess cost that may not be accepted by the respective donors
and hence non-recoverable.

Further, it was noted that though the Annual Work Plan had activity wise budgets, activity
level wise budget was not being maintained in the system to analyze actual cost at activity
level. Lack of analysis at activity level may lead to excess cost which may increase the risk
of cost being not recoverable.

Priority
Medium

Recommendations:

UNDP should ensure that all expenses are within the approved budget limits and any access
cost should be approved before incurring expenses. Budget variance analysis should be
regularly conducted and budget limits should be monitored on a periodic basis.

Further, in line with AWP, budgets should also be maintained in the system at activity level
to be able to analyze actual expense in each activity.

Management Response

Activity 18 was funded by USAID under ATLAS project ID 101748, these funds were initially
channeled under ATLAS project ID 95343, and only later in the year (Q3 and Q4 2016) the
revenue was transferred to the new ID. This caused a mismatch between the USAID budget
available in ATLAS under the budget line and the relevant expenditure.

Furthermore, at the time of revenue transferring the USAID budget for activity 18
(rehabilitation—-USAID) was erroneously transferred to activity 7 (rehabilitation—-EU). By Q2
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2017 all revenue and expenditure relative to USAID funds have been successfully transferred
to ATLAS project ID 101748.

Deloitte Response

Management has agreed that actual expense is more than budgeted cost and excess cost is
more than tolerable rate.
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6. Non-compliance of approved Budgets/ AWP regarding procurement of vehicles

Observation

It was noted that the UNDP had procured vehicles during the year 2016 amounting to US$
499,739 (Allocated value to UNDP: US$ 374,956). However, this procurement was not
budgeted/ planned in Annual Work Plan. Total budget available for equipment in AWP was
only US$ 313,945, which was reserved for procurement of Laptops and IT equipment.
Details of procurement of vehicles during 2016 are as under:

Description Serial Number Cost US$
A Toyota L/C Soft JTMHV09J104177388 60,767
A Toyota L/C Soft JTMHV09J404174081 60,767
Toyota Armored vehicle JTMJV09J104181989 39,102
Toyota Armored vehicle JTMJIV09J104181989 150,000
Toyota Armored vehicle JTMJV09J004181210 39,103
Toyota Armored vehicle JTMJIV09J004181210 150,000
499,739

Non-compliance of approved Budgets/ AWP may lead to costs that may not be accepted by
the respective donors and hence non-recoverable.

Priority

Medium

Recommendations

UNDP should ensure that all procurements are strictly as per the approved budget and any
additional procurements needs are reflected in the approved budget based on appropriate
revisions to the AWP.

Management Response

While purchase of vehicles was not included in the AWP, the need for additional vehicles arose
subsequently when the project required extensive travel to FATA areas by the project staff in
order to monitor project activities. This necessitated purchase of additional vehicles and
moving of existing UNDP armored vehicles to the FATA project to ensure timely follow up and
monitoring of project activities. Rental vehicles were not an option as UN staff are not allowed
to travel to FATA without armored vehicles. In all these cases, the project had funds available
from the respective donors and there is no risk of ineligibility of these costs. For example,
USAID agreement allocates $1.39m for purchase of assets and these costs are within the
available budget.

Deloitte Response

Management has agreed that purchase of vehicles were not reflected in the approved
budget or AWP.
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“Deloitte” is the brand under which tens of thousands of dedicated professionals in independent firms
throughout the world collaborate to provide audit, consulting, financial advisory, risk
management, and tax services to selected clients. These firms are members of Deloitte Touche
Tohmatsu Limited (DTTL), a UK private company limited by guarantee. Each member firm provides
services in a particular geographic area and is subject to the laws and professional regulations of the
particular country or countries in which it operates. DTTL does not itself provide services to clients.
DTTL and each DTTL member firm are separate and distinct legal entities, which cannot obligate each
other. DTTL and each DTTL member firm are liable only for their own acts or omissions and not those
of each other. Each DTTL member firm is structured differently in accordance with national laws,
regulations, customary practice, and other factors, and may secure the provision of professional
services in its territory through subsidiaries, affiliates, and/or other entities.

In Pakistan, Deloitte Yousuf Adil, Chartered Accountants is the member firm of Deloitte Touche
Tohmatsu Limited and services are provided by Deloitte Yousuf Adil. which is among the nation’s
leading professional services firms, providing audit, tax, consulting, and corporate finance services
through over 800 people in five cities.

www.deloitte.com/pk
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