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Executive Summary

The UNDP Office of Audit and Investigations (OAl), through SARB & Associates (the audit firm), conducted from
10 to 18 June 2015 an audit of the National Area Based Development Programme (Project No. 57359, Output
Nos. 70832, 81443, 81444, 81449, 81451, and 81452) (the Project), which is nationally implemented' with direct
support services provided by the UNDP Country Office in Afghanistan (the Office). The scope of the audit
covered the expenditures incurred by the Office as direct support services to the Project. The expenditures
incurred by the Government were the subject of a separate audit exercise. This was the first audit of the directly
implemented part of the Project’s activities.

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 includes expenditure for the period from 1 January to 31 December 2014 and the accompanying Funds
Utilization statement? as of 31 December 2014 as well as Statement of Assets as of 31 December 2014. The
audit did not include activities and expenses incurred or undertaken by the Government, or expenses processed
and approved in locations outside of the country (such as UNDP Regional Centres and UNDP Headquarters), or
where supporting documentation was not retained at the UNDP Country Office level. 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 NFI** Amount Opinion NFI**
(in $ ‘000) (in $ ‘000) (in $7000) (in $ ‘000)
3,340 Unqualified N/A 648 Qualified 210

* Expenditures recorded in the Combined Delivery Report were $45.3 million. Excluded from the audit scope were
transactions that relate to expenditures not processed or approved at the Office level (50.5 million), and expenditures
incurred by the Government ($41.5 million) which were subject to a separate audit conducted by external auditors
that resulted in an unqualified opinion.

**NF| = Net Financial Impact

' The audit of nationally implemented projects, or NIM projects, is the responsibility of the respective UNDP Country Office. However, this
NIM project was audited by OAl due to the extensive direct administrative support that the Country Office is providing to the Project.

2 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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The audit firm qualified its opinion due to the Project’s vehicle valued at $210,000 that was reported stolen in
May 2014. However, the Office did not take all appropriate and timely actions to recover or write-off the asset
from the Statement of Assets.

Key recommendations: Total = 2, high priority = 1

The audit raised two recommendations, which aim to ensure the following; (a) reliability and integrity of
financial and operational information (Recommendation 1, medium priority); and (b) safeguarding of assets
(Recommendation 2, high priority).

The medium priority recommendation aimed to address the non-recording of expenditure in the year it was
incurred.

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. The high (critical)
priority recommendation is presented below:

Assets lost not The Project’s vehicle, valued at $210,000, was reported stolen in May 2014.
written-off However, the Office did not take all appropriate and timely actions to recover or
(Issue 2) write-off the assets from the Statement of Assets. At the time of the audit, it was

not certain whether the vehicle could still be recovered (more than a year after it
was reported stolen).

Recommendation: The Office should take immediate action in accordance with
the prescribed procedures pertaining to the lost or stolen asset.

Management comments and action plan

The Resident Representative accepted both recommendations and is in the process of implementing th
Comments and/or additional information provided have been incorporated into the report, where apprépriate.

f

Al g

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

SARB & Associates conducted the financial audit of “National Area Based Development
Programme” (Project ID 00057359 and Output ID 00081443, 00081444, 00081449,
00081451, 00081452, 00070832) (the Project), which is nationally implemented with direct
support services by the UNDP Country Office in Afghanistan (the Office) for the period from 1
January 2014 to 31 December 2014. The audit was undertaken on behalf of UNDP, Office of
Audit and Investigations (OAl).

We have issued audit opinions as summarized in the table below and as detailed in the next
section:

Statement of Expenditure Unqualified
Statement of Fixed asset Qualified
Statement of Cash Position Not Applicable

Bhushan Agrawal, Partner
Membership Number: 408037

SARB & Associates
CHARTERED ACCOUNTANTS

Firm Registration Number: 017437C

Date: 10/08/2015
Place: Delhi
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THE AUDIT ENGAGEMENT
Audit Objectives and Scope

The objective of the financial audit was to express an opinion on the project’'s financial
statements which include:

Expressing an opinion on whether the financial expenses incurred by the project
between 1 January 2014 and 31 December 2014 and the funds utilization as at 31
December 2014 are fairly presented in accordance with UNDP accounting policies and
that the expenses incurred 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.

Expressing an opinion on whether the statement of fixed assets presents fairly the
balance of assets of the UNDP project as at 31 December 2014.

Expressing 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 2014.

The scope of the audit relates only to transactions concluded and recorded against the UNDP
project between 1 January2014 to 31 December2014. The scope of the audit did not include:

Activities and expenses incurred or undertaken at the level of “responsible parties”,
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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AUDIT OPINIONS

Independent Auditor’s Report to UNDP Director OAI
Statement of Expenditure

We have audited the accompanying Combined Delivery Report (CDR) and Funds Utilization
statement totaling $ 3,340,334 of the “National Area Based Development Programme” UNDP
Project ID 00057359,0utput ID 00081443, 00081444, 00081449, 00081451, 00081452,
00070832 (‘the Project’) for the period from 1 January 2014 to 31 December 2014. The CDR
expenditure amounting to US$ 42,019,921 comprised of audited expenditure of US $ 41,545,893
under the National Implementation Modality (NIM) and expenditure processed and approved
outside the UNDP Afghanistan Country Office of amounting US$ 474,028 were excluded from
the scope of our audit.

Management is responsible for the preparation of the CDR for the Project and for such internal
control as management determines is 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 CDR based on our audit. We conducted our
audit in accordance with International Standards on Auditing. Those standards require that we
comply with ethical requirements and plan and perform the audit to obtain reasonable
assurance about whether the statement is 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 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 statement 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 statement.

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

UNQUALIFIED OPINION

In our opinion, the accompanying Combined Delivery Reports and Funds Utilization statement
present fairly, in all material respects, the expenses of $ 3,340,334 incurred by the UNDP
project “National Area Based Development Programme” for the period 1 January 2014 to 31
December 2014 in accordance with UNDP accounting policies and (i) were in conformity with
the approved budget; (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.
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Independent Auditor’s Report to UNDP Director OAI
Statement of Fixed Assets

We have audited the accompanying Statement of Fixed Assets (“the statement”) of the
“National Area Based Development Programme” UNDP Project ID 00057359, Output ID
00081443, 00081444, 00081449, 00081451, 00081452, 00070832, as at 31 December
2014.

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

Our responsibility is to express an opinion on the statement based on our audit. We conducted
our audit in accordance with the International Standards on Auditing. Those standards require
that we comply with ethical requirements and plan and perform the audit to obtain reasonable
assurance about whether the statement is 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 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 schedule 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 statement.

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

QUALIFIED OPINION

BASIS FOR QUALIFIED OPINION

The project lost one vehicle valued at $210,183.32 during transit to one province in May 2014.
This vehicle was not physically available for verification but still it was recorded in the
statement. Further the possibility of retrieving the vehicle is remote as it has not been located till
June 2015.

Qualified opinion

In our opinion, except for the effects of the matter described in the basis for qualified opinion
paragraph , the attached statements of assets presents fairly , in all material respects, the
balance of inventory of the UNDP project” National Area Based Development Programme™
amounting to $ 647,701.64 as at 31 December 2014 is in accordance with UNDP accounting
policies .
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Independent Auditor’s Report to UNDP Director OAl
Statement of Cash Position

We noted that a dedicated bank account for “National Area Based Development Programme”
UNDP Project ID 00057359, Output ID 00081443, 00081444, 00081449, 00081451,
00081452, and 00070832 was not established. Accordingly a Statement of Cash Position was
not produced and we are not required to issue an opinion for the project as at 31 December
2014.

Bhushan Agrawal, Partner
Membership Number: 408037

SARB & Associates
CHARTERED ACCOUNTANTS

Firm Registration Number: 017437C

Date: 10/08/2015
Place: Delhi
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MANAGEMENT LETTER

DETAILED AUDIT OBSERVATIONS AND RECOMMENDATIONS

We have raised the following findings:

FINANCIAL MANAGEMENT
Observation No. 1

Issue Title

Expenditure not booked in that year itself.
Criteria

UNDP follows accrual accounting system and as per accrual system of accounting and also as
per the annual working plan, expenditure should be booked in the concerned reporting
period.

Observation

Fuel purchased in the month of November and December 2013 for $21,607.16 and $
22,874.09 respectively were not accounted for in year 2013 and instead they were booked as
project expenditure in 2014.

Cause

Delay in the process of accounting of fuel expenses.

Impact

The total expenditure incurred during the year as reflected in the CDR is overstated.
Priority

Medium (Important)

Recommendation

Expenditure should be booked in the concerned reporting period only.
Management comments and action plan

Management agreed to ensure that all NABDP transactions are recorded in compliance with
IPSAS and full accrual accounting system is applied.
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ASSET MANAGEMENT
Observation No. 2

Issue Title
Assets lost not written off.
Criteria

The UNDP procedures require that circumstances, under which the asset lost, should be
reviewed and the cost of the asset should be written off in the books by appropriate
authority.

Observation

During the period covered under audit, a vehicle valuing $ 210,000 was reported to be stolen in
May 2014. However no comprehensive action was taken for a considerable period of time and
therefore the chances of recovery of the vehicle in usable condition is very remote. In fact the
action was taken only after the issue was raised during the audit in June 2015.

Cause

There was inadequate follow up on the lost asset and the status was not correctly stated in
the statement of fixed asset.

Impact

In view of the existing situation the asset is unlikely to be recovered in good condition and
therefore the correct state of affairs of the asset may be stated.

Priority
High (Critical)
Recommendation

It is recommended that a quick and timely follow up action may be taken and the prescribed
procedure adopted to deal with the loss of the asset appropriately.

Management comments and action plan

The Office has been closely following up with all relevant authorities since the loss of and on
14-June-2015 wrote to Ministry of Foreign Affairs to instruct the relevant government
authorities on investigation of the case. The Office as per its policies cannot write-off this
vehicle from its books till the investigation process is not complete.

Auditor’s response:

The asset was lost in May 2014 and has not been recovered till June 2015. As the asset is not
physically available for verification, the inclusion of the asset in the statement does not
present the true state of affairs.
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Annex 1: Combined Delivery Report
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Annex 3: Priorities of Audit Recommendations
The following categories of priorities are used:

High (Critical) 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

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

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