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1. FOREWORD
This report represents the results of an audit of the management and control systems applied by the Department of the Marine and Natural Resources to operations co-financed by the Community under Operational Programme Operational Programme for Fisheries, co-funded by the Financial Instrument for Fisheries guarantee. The audit was carried out in accordance with EU Regulation 2064/97.

2. AUDIT METHODOLOGY & SCOPE
A) Audit Scope
The audit is a systems based approach including an amount of compliance testing and verification as part of the audit methodology in accordance with the terms of reference which have been established for the Internal Audit Unit.

The audit was carried out in accordance with the provisions of the Management and Control Systems audit manual of DG AUDIT.

The overall scope of the audit was to examine the effectiveness of the management and control systems in place in preventing, detecting and correcting errors and irregularities. Within this overall aim, the following specific audit objectives were addressed:

· General Audit Objective
The objective of the audit is to ascertain whether the systems which are in place, are adequate for the protection of EU and National funds and to make recommendations considered appropriate for the improvement of the system.

· Audit Objective 1
Whether there are adequate procedures to ensure that applications for aid and the decisions reached on those applications comply with the relevant rules, are in accordance with the needs of the area in question, and that decisions by the authority are fully documented.

· Audit Objective 2
Whether there are adequate arrangements to ensure that grant recipients provide appropriate information on their activities, and that this information provides a true and fair view of actual progress made.

· Audit Objective 3
Whether systems are adequate to ensure that payments are only made when due, amounts are correct, and that Community funds, are properly safeguarded.

· Audit Objective 4
Whether the authorities on-the-spot audit planning methodology and follow-up comply with Commission and Member State’s rules and regulations, and provide adequate assurance on systems quality and the progress of actions, both in terms of the achievements of objectives and in terms of the use of resources.

· Audit Objective 5
Whether the authorities have financial and accounting systems, which ensure that expenditure, is correctly recorded and properly allocated.

· Audit Objective 6
Whether there are sound arrangements to ensure that payment requests to the Commission are made using the appropriate exchange rate and accurately reflect the amounts paid to and due to recipients.

B) Nature of Findings
In the course of our work a number of findings have come to light and have been documented in this report.  We have categorised these findings by reference to the level of importance, which we believe should be attributed to each.  Internal Audit recommendations will be categorised as follows: -

Serious Weakness - matters which could result in financial (EU or Exchequer) loss.  These recommendations must be acted upon immediately by management immediately.

Control Weaknesses - matters, which need to be corrected or implemented in, order to improve the system of internal control.  These matters should be implemented in accordance with a timetable as agreed with Internal Audit.

Serious and Control weaknesses will be further ranked as A, B, or C.  The following points will be taken into account when deciding the appropriate ranking to use.

A -
Where the finding is a Serious Weakness, there could result a financial loss greater than 5% of expenditure, or the weakness is so critical that its financial exposure cannot be quantified.  

Where the finding is a Control Weakness the weakness has a significant risk of a disaster occurring, or no controls exist in vital systems, or no Departmental / EU policy exists

B - 
Where the finding is a Serious Weakness, there could result in a financial loss of 1% to 5% of expenditure, or the weakness could lead to a major Departmental financial exposure.

Where the finding is a Control Weakness poor controls exist in vital systems, or controls are not being operated properly, or Departmental / EU policy is not being fully implemented.

C - 
Where the finding is a Serious Weakness, there could result in a financial loss of less than 1% of expenditure, or the weakness could develop into a problem.

Where the finding is a Control Weakness controls need to be improved within the system, or operational controls are poor, or the Department may need to issue guidelines / procedures to accompany its policy.

Other Points - cover other matters, which Internal Audit raised with management.  This would include system enhancements, procedural changes and other matters, which are not weaknesses in internal controls but could result in improved operations and/or greater efficiency.  Management is encouraged to implement these recommendations.

The Audit Committee will be advised by Internal Audit, of instances where serious or control recommendations, have not been implemented by management within the agreed time frame. The Audit Committee can report this failure to act on Internal Audit recommendations to the Secretary General.

C)
Audit Resources
The audit was carried out by Mr. Sean S O’Broin, Higher Executive Officer under the supervision of Mr. Niall Kelly, Head of Internal Audit during the period 1st July 2001 to 13th July 2001.

3. OPINION

It is the opinion of the Internal Audit Unit of the Department of the Marine and Natural Resources that the internal management controls in place within the systems of Inland Fisheries and Aquaculture Division are effective in preventing, detecting and correcting errors and irregularities.

In addition, the following opinion is expressed in relation to the specific objectives;

Objective No.1
· We are satisfied that there are adequate procedures to ensure that applications for aid, and the decisions reached on those applications, comply with the relevant rules, are in accordance with the needs of the area in question, and that decisions are fully documented.

Objective No. 2
· We are satisfied that grant recipients provide appropriate information on their activities and that this information provides a true and fair view of the actual progress made.

Objective No.3
· We are satisfied that the management and control systems in place are adequate to ensure payments are only made when due, amounts are correct, and that Community Funds are safeguarded.

Objective No.4
· We are satisfied that the authorities on-the-spot audit planning methodology and follow-up comply with Commission and Member State’s rules and regulations, and provide adequate assurance on systems quality and the progress of actions, both in terms of the achievements of objectives and in terms of the use of resources.

Objective No.5
· We are satisfied that the financial and accounting systems ensure expenditure is correctly recorded and properly allocated.

Objective No.6
· We are not in a position to state at this stage whether payment requests to the Commission are properly made, using appropriate exchange rates and accurately reflect the amounts paid and due to recipients.

This issue will be considered in the context of a comprehensive examination of claims incorporating all the Measures of the FIFG, when audits of those Measures have been finalised. In this connection it would be useful for the compilation of a spreadsheet for the period 1994 to 30 June, 2001, indicating drawdowns, transfers (between measures) and reconciliation of expenditure, both in Ecu’s/Euros and IR £. It would also be beneficial to quantify the amount of expenditure to be recouped from the EU, as part of the final 20%, which cannot be drawndown until Closure under Article 8 of Regulation 2064/97 has been completed.

4. Main Findings
No Significant Weaknesses

No additional control weaknesses were found in the course of this audit.

Individual records of project details.

Control Weakness Category B

The details of project approvals are kept in a grouped format, and there is no link with the project references assigned by the agency, this does not allow for the specific examination or monitoring of individual projects on an ongoing basis.

This issue was found in the course of the Audit dated June 2000 and has not been resolved to date however management have committed to adopting the recommendation for the new round of structural funds.   
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Audit Report

The audit report considers any significant issues found, the levels of control which exist and an overall opinion on the effectiveness of the control systems, with a view to providing the necessary assurance to management and/or the taking of corrective action in order to provide such assurance. The opinions of management on the findings are incorporated in the report.

Measure Examined

Operational Programme for Fisheries, Measure 3 (Marine and Land -Based Aquaculture) for the period 1 January, 2000 to 30 June 2001.

Operational Programme for Fisheries, 1994 to 1999

Measure 3 : Marine & Land-based Aquaculture

Sub-Measure 3.1 Construction of new Units

Sub-Measure 3.2 Modernisation of Existing Units

Sub-Measure 3.3 Miscellaneous Measures

Sub-Measure 3.4 Enclosed Sea-Water Areas
The purpose of this Measure is: -

· To continue a level of sustainable expansion of output, increase productivity, competitiveness and employment in the sector and meet demand for raw materials generated by the development of the processing sector.

· to stimulate investment in new aquaculture products and in particular, to develop production methods for new species, particularly shellfish species.

· to encourage modernisation and expansion of existing projects, and in particular, to bring about more efficient production of priority species.

· to achieve self-sufficiency in seed supplies and equilibrium in smolt supplies.

· to minimise the incidence of disease.

· to encourage the adoption of more cost effective and environmentally friendly production techniques

The expenditure scrutinised during the course of the audit can be amounted to £976,270 for BIM from Suspense Account 147 during 2000 and £365,506 for Údarás na Gaeltachta from subhead I during 2001, which represents 100% of expenditure incurred. The sum of £365,506 represents the balance due to Údarás  na Gaeltachta, which has been met from Exchequer Funds. The EU element will be recouped from the EU Commission, following closure under Article 8 of Regulation 2064/97 in due course. 
D) Audit Report

The audit report considers any significant issues found, the levels of control which exist and an overall opinion on the effectiveness of the control systems, with a view to providing the necessary assurance to management and/or the taking of corrective action in order to provide such assurance. The opinions of management on the findings are incorporated in the report.

E) Control Measures

As detailed in EU Land-Based Aquaculture Procedures Manual.

Findings & Recommendations

No Significant Weaknesses

There were no additional significant weaknesses in internal control identified by internal audit during the course of the audit. The following was identified in the Audit Report dated June 2000.

Control Weakness
Category B

Individual records of project details.

As the projects are, on the most part, approved by way of a tranche mechanism the details of Ministerial approval of projects are kept in a grouped format. This does not allow for the individual identification by means of project references to link the approvals to the payment claims submitted by agencies.

It was also noted that where projects are approved on an individual basis the reference number issued does not comply with the project reference quoted by the agency when requesting grant-aid.

Recommendation:

Following Ministerial approval projects details should be submitted to individual files. These files should be issued with the same reference number, as the agency will use. The format for the issuing of these reference numbers is set out in the procedures manual for the marine and land-based aquaculture level. A central register of all projects given approval would also be considered an advantage to the line division. Communication with the agency involved would allow for harmonisation of the project references.

This method would also allow for the individual identification of projects where the agency is the beneficiary and therefore allow for the line division to monitor the progress of these projects.

It is noted that the current programme is coming to an end, however the recommendation above could be incorporated in any future programme for marine and land-based aquaculture.

Management Response:

All projects receiving ministerial approval are given designated reference numbers (based on the format described in the procedures manual) which are conveyed to the agencies and which are in turn utilised by the agencies in communications with the section. It would appear that in some instances the reference number used by the agency was the agency’s number and not the designated reference number. It is agreed that the keeping of individual files for approved projects, having the designated reference number, would enhance monitoring of individual projects. Aquaculture Division keeps a computerised central register of approved projects.

Review of the Implementation of the Recommendations

Following approval, projects will be submitted to individual files. The approved project files will be issued with the same designated reference number, as the agency will use and as set out in the Procedures Manual. The computerised Central Register of approved projects will continue to be maintained.

Internal Audit Unit




