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Executive Summary

The UNDP Office of Audit and Investigations (OAl), through Deloitte (the audit firm), from 22 May 2017 to 19
June 2017, conducted an audit of The Law and Order Trust Fund for Afghanistan Project No. 89620, Output Nos.
95736, 95850, 95853, 95854, 95856, 95857, 95858 and 95859 (the Project), which is nationally implemented' with
direct support services by the UNDP Country Office in Afghanistan (the Office). The expenditure incurred by the
Government were the subject of a separate audit exercise. The last audit of the Project was conducted by OAl in
2016 and covered project expenditure from 1 January to 31 December 2015.

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 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 by the Government, 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 directly implemented part of 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 Amount Opinion
(in $ ‘000) (in $'000)
7,689 Unqualified 885 Unqualified

*Expenditures recorded in the Combined Delivery Report were $11,121,525. Excluded from the audit scope were
transactions that relate to expenditures processed and approved by other UNDP offices outside of the country
($3,432,759).

Key recommendations: Total = 3, high priority =0
The audit did not result in any high (critical) priority recommendations. There are three medium (important)

priority recommendations, which means, “Action is required to ensure that UNDP is not exposed to risks. Failure
to take action could result in negative consequences for UNDP.” These recommendations include actions to

! Nationally implemented projects, or NIM projects, are audited by the responsible unit in UNDP. However, this NIM project was audited by
OAl due to the significant involvement of the Country Office in its implementation, and the subsequent materiality of the amount expensed
by UNDP.

2 The Funds Utilization statement includes the balance, as at a given date, of five items: (a) outstanding advances received by the project; (b)
undepreciated 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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address non-capitalization of fixed assets, incorrect depreciation of vehicles, and under-utilization of project
budgetin 2016.

The three recommendations aim to ensure the following: (a) reliability and integrity of financial and operational
information (Recommendations 1 and 2); and (b} effectiveness and efficiency of operations (Recommendation 3).

Implementation status of previous OAl audit recommendations: Report No. 1689, 14 July 2016
Total recommendations: 4
Implemented: 2

The two outstanding recommendations pertained to actions to address depreciation costs incorrectly charged
to the Project, and payments processed with inadequate supporting documents.

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

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

e

-1 S ] . #\

Helge S. Osttveiten
Director
Office of Audit and Investigations
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REPORT ON THE FINANCIAL AUDIT OF THE UNITED NATIONS DEVELOPMENT
PROGRAMME AFGHANISTAN NATIONALLY IMPLEMENTED PROJECT THE LAW AND
ORDER TRUST FUND FOR AFGHANISTAN, PROJECT NUMBER 89620, OUTPUT
NUMBERS 95736, 95850, 95853, 95854, 95856, 95857, 95858 and 95859, FOR
THE PERIOD FROM JANUARY 01, 2016 TO DECEMBER 31, 2016

PART 1: EXECUTIVE SUMMARY

1.1 Project Background

The Ministry of Interior Affairs (MOIA) and Afghan National Police (ANP) are central to the
Government of Islamic Republic of Afghanistan’s (GIROA) ability to maintain law and order, but
they continue to face challenges. The MOIA serves as both the political/regulatory body of the
police as well as a direct service provider to Afghan police operations. Currently, the ANP is
directly subordinate to and encapsulated within MOIA, without any distinction between the
MOIA and ANP staff. All 157,000 MOIA staff on Tashkeel (official staffing structure) are also
ANP and vice versa.

The Law & Order Trust Fund for Afghanistan (LOTFA) is an UNDP-managed Trust Fund that
coordinates international assistance from 17 bilateral and multilateral partners. LOTFA
currently funds two projects including: (1) Support to Payroll Management (SPM), which serves
as the primary international funding mechanism to finance the ANP payroll; and (2) MOIA and
Police Development (MPD), which provides technical advisory and capacity support to the MOIA
and ANP. Specifically, the MPD project has two components the Institutional Development
Component and the Police Professionalization Component.

Donors: Australia, Canada, Denmark, Estonia, Finland, Germany, Italy, Japan, the
Netherlands, Norway, New Zealand, Poland, Republic of Korea, Swiss Agency for Development
and Cooperation, the EU, the United Kingdom and the United States.

1.2 Audit Objective

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

a) Expressing an opinion on whether the financial expenses incurred by the Project for the
period from January 01, 2016 to December 31, 2016 and the funds utilization as at
December 31, 2016 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;

b) Expressing an opinion on whether the statement of fixed assets presents fairly the
balance of assets of the UNDP project as at December 31, 2016;

c) 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 December 31, 2016. Based on
our discussion with management, the Project does not operate a dedicated bank account,
consequently, there was no statement of cash balance as at December 31, 2016.




d) Enquiring with the local management on the status of the implementation of audit
recommendations on issues highlighted in previous year.

The financial audit was conducted in accordance with the International Standards of
Auditing (ISA), the 800 series.

1.3 Scope of Audit

The audit covered all activities of the project “The Law and Order Trust Fund for Afghanistan”,
Project number 89620 during the period from January 01, 2016 to December 31, 2016; and
include review of project reports and records located at the UNDP country office in Kabul. The
scope of the audit did not include:

e Activities and expenses incurred or undertaken by the Government being the
“implementing party”, unless the inclusion of these expenses is specifically required in
the request for proposal; and

e Expenses processed and approved in locations outside the country such as UNDP
Regional Centres and UNDP Headquarters and where the supporting documentation is
not retained at the level of the UNDP country office.

As such the summary of expenses are shown below:

uss
H:otal expenses 11,121,525
UNDP Afghanistan expenses audited 7,688,766
UNDP Afghanistan expenses not audited* 3,432,759

*This amount relates to global payroll processed and approved in locations outside the country.
Supporting documentation is not retained at the level of the UNDP country office hence they
were not in the scope of the audit.

Specifically, the audit covered the expenses incurred and recorded in the Combined Delivery
Reports (CDR) of the project 89620 during the period from January 01, 2016 to December
31, 2016 and the Funds Utilization statement as at December 31, 2016 as reported by the
Office in Kabul; and the value and existence of the fixed assets held by the project 89620 as
at December 31, 2016.

The scope of the audit also included a follow-up on the status of implementation of the
previous year’s audit recommendations.

1.4 Summary of audit opinions

iSr. No |Subject Matter Type of opinion issued
i) |Combined Delivery Report (CDR) [Unqualified

and Funds Utilization Statement
i) [Statement of fixed assets Unqualified

iii) [Statement of cash The project does not operate a dedicated
bank account, therefore there was no
statement of cash balance as at December
31, 2016.

1.5 Key observations

Total observations resulting from audit were three which were categorized as of medium
priority.



The observations are summarized below;

1- Assets amounting to US$ 47,160 were not capitalized as at December 31, 2016.

2- Excess depreciation charged during the period
3- Under-utilization of budget by 52.4%

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

1.6 Follow up of previous year audit recommendations

Enquiring with the

local

management on the status of the

recommendations on issues highlighted in previous year.

implementation of audit

Issue title Previous year auditImplementation status
recommendation
Incorrect depreciation | Depreciation should be accounted| Not implemented (In
charged to LOTFA for in the projects where the| process)
projects assets are used in order to reflect
the correct state of affairs of the
N project and comply with IPSAS.
Excess recovery off The projects (85894, 89137 and| Implemented
GMS 89620) are recommended to
rectify GMS at the earliest. The
management should ensure that
applicable GMS is timely and
correctly charged to the projects.
Payments processed Controls should be strengthened|, Not implemented (In
and disbursed without | to verify the adequacy of the| process)
adequate supporting supporting documents before
documentation processing and disbursing the
payment.
Fuel for Vehicle The management should| Implemented
strengthen the documentation
system with approvals being

attached in cases where the cost
is incurred on facilities not
belonging to the project.
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Kabul, Afghanistan
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The Director
Office of Audit and Investigations (OAI)
United Nations Development Programme (UNDP)

Dear Sir

PART 2 — FINANCIAL AUDIT REPORTS

2.1 Report on Combined Delivery Report (CDR) and Funds Utilization Statement
Opinion

We have audited the accompanying Combined Delivery Report (CDR) and Funds Utilization
Statement of the UNDP project tiled The Law & Order Trust Fund for Afghanistan (LOTFA),
project number 89620 and Output IDs; 95736, 95850, 95853, 95854, 95856, 95857, 95858 and
95859 (the Project) for the period from January 1, 2016 to December 31, 2016.

The CDR expenditure totaling US$ 11,121,524.6, is comprised of expenditure directly incurred
by the UNDP Country Office in Afghanistan amounting to US$7,688,766 and expenditure incurred
by entities other than the Country Office amounting to US$ 3,432,759. Our audit only covered
the expenditure directly incurred by the UNDP Country Office in Afghanistan amounting to
US4$7,688,766.

In our opinion, the attached CDR and Funds Utilization Statement present fairly, in all material
respects, the expenses of US$7,688,766 directly incurred by the UNDP Country Office in
Afghanistan and charged to the Project for the period from January 1, 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 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 audit of CDR and Fund Utilization Statement 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 Code), 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.

Responsibilities of Management for CDR and the Fund Utilization Statement

Management is responsible for the preparation of CDR and Funds Utilization Statement of the
Project, and for such internal control as management determines is necessary to enable the
preparation of CDR and Funds Utilization Statement that are free from material misstatement,
whether due to fraud or error.
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Auditor’s responsibilities for audit of CDR and Fund Utilization Statement

Our objectives are to obtain reasonable assurance about whether CDR and Funds Utilization
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 1SAs 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 I1SAs, we exercise professional judgment and maintain
professional scepticism throughout the audit. We also:

= Identify and assess the risks of material misstatement of 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 resuiting from fraud is higher
than for one resulting from error, as fraud may involve collusion, forgery, intentional
omissions, misrepresentations, or the override of intemal 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 intemal control that we identify during our audit.



- Deloitte Yousuf Adil
e o I e Chartered Accountants
B-33, 2" Floor

Mustim Business Plaza
Haji Yagoob Square, Shahr e Naw
Kabul, Afghanistan

Tel: 493 {(0) 75213 4788
Fax: +93 (0) 78 9046 724
www.deloitte.com

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

Dear Sir
2.2 Report on Statement of Fixed Assets
Opinion

We have audited the accompanying statement of fixed assets of the UNDP Project titled The
Law & Order Trust Fund for Afghanistan (LOTFA), project number 89620 and Output IDs;
95736, 95850, 95853, 95854, 95856, 95857, 95858 and 95859 (the Project) as at December
31, 2016.

In our opinion, the accompanying statement of fixed assets presents fairly, in all material
respects, the assets status of the Project amounting to US$ 885,442.24 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 statement of fixed assets 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 Code), 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.

Responsibilities of Management for statement of fixed assets

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 of statement of fixed assets

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:
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. 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 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 resuiting 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,
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REPORT ON THE FINANCIAL AUDIT OF THE UNITED NATIONS DEVELOPMENT
PROGRAMME AFGHANISTAN NATIONALLY IMPLEMENTED THE PROJECT LAW AND
ORDER TRUST FUND FOR AFGHANISTAN, PROJECT NUMBER 89620, OUTPUT NUMBER
95736, 95850, 95853, 95854, 95856, 95857, 95858 and 95859, FOR THE PERIOD
FROM JANUARY 01, 2016 TO DECEMBER 31, 2016

PART 3: MANAGEMENT LETTER

Detailed Issues, Findings and Recommendations
Observation 1:

Issue Title:

Fixed assets capitalization

Criteria

As per UNDP Asset management guideline, section 1, subsection c), an asset having a value of
USD 1,500 or more (new capitalization threshold effective 1.1. 2014) should be capitalized.

Observation:

We observed following instances where assets having value more than the above threshold were
not capitalized during the year. This resulted in assets being understated by USD 47,160 and
depreciation charge by USD 152.

Details of the assets are given in the below table:

Name of asset Date of PO number Cost (USD)
acquisition
X-Ray Machine XIS-6545 12/26/2016 22951 44,000
Walk through Metal detector 09/19/2016 ‘ 23530 3,160
Total 47,160
Priority:
Medium

Recommendation:

Although based on our recommendation, CO has capitalized these items subsequent to period
subject to audit, however we recommend that for future compliance of the UNDP asset
management guideline, there should be proper checks and controls for recording of assets as
these become available for use.

Management comments and action plan:

We agree with audit recommendation. The two assets due to non-compliance of the procurement
catalogue during the purchase were not automatically capitalized in the system. After they were
captured by the physical counting team, the manual capitalization has been submitted to GSSC
through DMS and have been recorded in the 2017 accounts. The assets have been capitalized
and the actual in-service date has been reflected in the system in FY 2017.

Action Plan: CO Asset Management Team will make sure that the SOP for Acquisition of new
Assets is fully implemented and ensures the proper checks & controls for recording of assets
before the assets become available for use.
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Observation 2:

Issue Title:

Excess depreciation charged

Observation:

We noted that the Project has charged excess depreciation on vehicles amounting to USD 57,195
during the period. Based on the information provided by the management and upon review of
the relevant documentation, over excess depreciation is due to the accumulated depreciation of
previous years. The details are as below;

e ) 0 i PDE 1) I Depre 0 » e <
Vehicles 159,101 102,327 56,774
[ITC and Heavy machinery 7,046 6,625 421
Priority:
Medium

Recommendation:

We recommend that the depreciation should be recorded in the period to which it is related and
should be properly reviewed to ensure proper recording of transactions.

Management comments and action plan:

Over depreciation in 2016 was related to under depreciation of asset ID 13600 vehicle No. UN-
1188 during 2014 and 2015. The asset was physically transferred in 1 July 2014 to LOTFA,
however, the asset was not recorded in Atlas and all depreciation for 2014 and 2015 was not
charged to LOTFA. During 2016, the issue has been identified, asset has been registered and
accumulated depreciation have been adjusted to LOTFA project.

Action Plan: Project during mid- and end-year physical verification exercise, will review the
asset registers to ensure proper recording of assets and depreciation for the financial year.
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Observation 3:
Issue Title:

Under-utilization of budget

Observation:

We observed that the budget for FY2016 was under-utilized by 52.4% leading to the risk that
donors may not provide further funds due to inefficient utilization of resources. Budget versus
actual analysis is given in the below table;

Further, no activity has been started under output number 95859 - Improved Facilities and
Access.

OUTPUT ID & DESCRIPTION BUDGET FY 2016 EXPENSE FY 2016 BALANCE DELIVERY%
95736 - Capacity improvement 1,973,729 1,545 1,972,184 0.1%
95830 - increased Capacities and Perfo 4,250,347 2,198,297 2,052,650 51.7%
95853 - Legislation Regulation and Pol 1,479,748 679,492 800,257 45.9%
95854 - internat Control and Accountab 480,528 312,349 168,178 65.0%
93856 - Strengthened Capacity 5,077,916 3,340,194 1,737,722 £85.8%
953857 - Community Partnership Apgroach 2,408,307 1,417,825 991,482 58.8%
95858 - Operations Mgmit and Oversight 3,179,143 3,172,389 6,753 39,8%
35859 - improved Facilities and Access 2,358,943 {567} 2,357,509 0.0%
Grand Total; 21,207,661 11,121,525 10,086,136 52.4%
Priority:

Medium

Recommendation:

We recommend that the budget should be based on the realistic basis and the activities under
the output should be closely monitored to ensure that each activity is performed in accordance
with the annual work plan. .

Management comments and action plan:

The UNDP Country Office notes the low delivery in 2016 and acknowledges the need for better
project work planning and budgeting, including revising the budgeting methodology currently
applied for projects (for example, staff posts to be filled by mid-year have customarily been
budgeted for the full year, thus building in a structural ‘underspend’ in the Annual Work Plan -
AWP). Furthermore, the MPD project’ implementation strategy was premised on the MOIA's
capacity to implement increased levels of activity compared with previous years, however, the
MOIA’s absorption capacity was more limited than anticipated, which rendered the project’s
planning ‘overambitious’ to deliver on its expectation on key areas of the AWP. Based on current
delivery rates in 2017, whilst greater than last year, it is possible that there will continue to be
significant level of under delivery versus AWP,

Action Plan: The Country Office Programme and Finance Units are reviewing the budgeting
methodology and with a view to developing a more realistic 2018 project work planning and
budgeting exercise. This expected to result in a closer alignment of planned and actual delivery
going forward.
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