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EXECUTIVE SUMMARY

INTRODUCTION

This report represents the results of an audit of the management and control systems applied by the Department of Communications, Marine and Natural Resources to the schemes under the Fishery Market Support Framework financed by the Community under the European Agricultural Guidance and Guarantee Fund (Guarantee) in accordance with EU Regulation 104/2000, with effect from 1 January 2001.

A report on the operations of the Scheme is also included in this Report.

OPINION

From the audit carried out we have come to the following opinion, we are satisfied that the management and control systems applied by the Department of Communications, Marine & Natural Resources to the Fishery Market Support Framework financed by the Community under the European Agricultural Guidance and Guarantee Fund (Guarantee) are satisfactory.

In relation to the specific Audit objectives:

Audit Objective 1
We are satisfied that all valid claims received are processed.

Audit Objective 2
We are generally satisfied that all claims received are valid and adhere to the scheme rules and regulations.

Audit Objective 3
We are generally satisfied that all payments are correctly made. 

Audit Objective 4
We are satisfied that all payments made are authorised.

Audit Objective 5
We are satisfied that no duplicate payments are made.

Audit Objective 6
We are satisfied that the Department of Communications, Marine and Natural Resources is indemnified against claims in respect of Advances payable from the EAGGF (Guarantee) fund.

Finally, we believe that our audit provides a reasonable basis for our assurance that the management control systems in place are adequate to ensure that payments are correctly made and that Community Funds are safeguarded.

Main Findings

The previous Audit Report highlighted the fact that there was no up to date Procedures Manual (which reflected the new legislation) and this was considered as a major weakness within the system. The Internal Audit Unit is encouraged to report that this issue is presently being corrected and a draft Procedures Manual will be forwarded to Line Management for approval in the near future.
Serious Weakness Category B

Records of Landings not Kept;

1. The IFPO (one of the 3 Producer Organisations who received grant assistance under the scheme) do not keep a record of the landings of independent vessels under its organisational banner. 

Control Weakness Category B



Cross Checking of Claims;

2. There appears to be an over reliance on the figures given by the Producer Organisations of Fish quantities offered for sale. 

Control Weakness Category C



Reliance on the Accuracy of the Input Data



3. The spreadsheet used in the calculation of payments is set up with a high degree of accuracy and to a high standard. However, the calculations of payments to be made are reliant on the correct inputting of data at the start of the process. With the change of Regulations periodically along with the review of the rates to be applied to the variety of species on an annual basis, this scheme is complex in its nature and application.

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

Outline of Fish Withdrawal Compensation Scheme

EU Regulation 104/2000 (which superseded 3759/92 on 1st January 2001) provides for Fishery products to be withdrawn from the Market for human consumption if the product fails to achieve a fixed minimum price. This “withdrawal price” is fixed, as part of the annual discussion on pricing, by the European Commission in the case of species listed in Annex I of the regulation, these are known as “old species”. In the case of species listed in Annex IV of the regulation the withdrawal price is fixed by a “recognised” Producer Organisation according to the criteria laid down in EU Reg. 104/2000, these species are known as “new species”. At the moment there are three “recognised” producer organisations operation in Ireland. These POs are given recognition under the regulation by the “competent authority” within the Member State, in the case of Ireland the Department of Communications, Marine and Natural Resources.

A step-by-step description of the procedure from the landing of the fish to the payment of the grant is detailed below:

Procedure of the Withdrawal of Fish

· The fish are landed and put up for sale on the open market.

· For some reason the fish do not reach an acceptable market price and are withdrawn.

· The fish are physically examined by the S.F.O., classifying the fish into the categories in respect of

· Quantity to be withdrawn i.e. number of boxes, weight etc.

· Size, the size can be listed as 1 to 5, with 1 being the largest

· Freshness, categorised as A, B or E, A is fresh, E is frozen and B is unfit for human consumption

· Method of disposal, Fishmeal, animal feed/bait or dumped at sea.

· The quantities and species withdrawn are compared with the details of the log sheets of the vessels involved.

· The withdrawal certificate is then completed with reference to the above.

· Where fish are withdrawn they are covered with a dye, so as to ensure that it cannot re-enter to market.

· A comparison is carried out on the weight declarations submitted by the fishmeal plants and the quantities declared for withdrawal.

· Where no alternative disposal can be found the withdrawn fish are dumped at sea

The withdrawn fish are not dyed so as not to contaminate the decks of the vessels

In cases where the vessel has already returned to sea prior to the Fisheries Officer certifying the withdrawal, the withdrawn fish are placed in controlled storage awaiting the return of the vessel, to dispose of the fish.

The Sea Fisheries Officers are satisfied that the same catch will not be presented for withdrawal again

· The quantities withdrawn are subtracted from the landing figures prior to reports being submitted the EU Commission.

The withdrawal certificate is in four parts, Yellow copy is retained by the relevant certifying officer, the Blue copy is presented to the relevant skipper, the Green copy is forwarded to Sea Food Policy Division and the White copy is given to the relevant Producer Organisation.

Registration of Certificates

· The Clerical Officer examines the withdrawal form to confirm

· Certificates are properly, countersigned and dated by S.F.O. and S.S.F.O.

· Port details and Producer Organisation details.

· Cross checks the vessel details against the membership lists.

· Examines the individual entries in respect of species, quantity, grade/size and method of disposal.

· Totals are calculated and broken down per species, grade and method of disposal.

· These totals are entered on the “For Office Use Only” section of the form.

· The certificates are then divided by the Producer Organisations on a monthly basis.

· The details are then entered on a spreadsheet giving details of the port of withdrawal, species, grade/size, method of disposal and the serial number of the withdrawal cert.

· A separate spreadsheet is completed for each Producer Organisation each month.

· Consultation takes place between the DoCMNR and the Producer Organisation to confirm that both sides have complete and accurate details of withdrawals for the particular month.

· Should either side not have a complete record details are communicated and the relevant S.F.O. is contacted.

· The DoCMNR also maintains a Withdrawal Register for each P.O. details:

· Species

· Monthly quantity withdrawn

· Cumulative (Year to Date) quantity withdrawn

· Size and grade

· Method of disposal

· Relevant quantities disposed of

· Spot checks are carried out on the withdrawal register against the withdrawal cert. to avoid discrepancies.

How the Claims Procedures works

· The Producer Organisation submits a “draft” claim containing details of:

· Species

· Cumulative monthly landings

· Cumulative monthly withdrawals

· Withdrawals as a percentage of landings

· Size/grade categories

· Method of disposal

· Quantities disposed of.

· The “draft” claim is then compared with the records kept by the DoCMNR for the particular Producer Organisation for the month in question

· Any discrepancies are communicated to the Producer Organisation and discussed and if required an amended “draft” is submitted.

· When the Clerical Officer is satisfied that the information contained within the “draft” claim is consistent with the records held by DoCMNR, the “draft” claim is passed to the Executive Officer for processing.

· Detailed procedural rules for processing claims are set out in EC 104/2000.

Audit Expenditure Sample

The following are details of the sample examined as part of the audit:

	Total Payments made during the period of the Audit
	Total Amount Paid to Producer Organisations for the Period in Question
	No. Of Payments Examined
	Amount of Expenditure Examined
	% Of Expenditure Examined

	19


	IR£769,598.48
	5
	IR£ 635,132.54
	83%


The sample used for testing was selected on the basis of Attribute Sampling. The sample chosen provides a 95% confidence level that the sample is representative of the total population with a 1% margin of error.
Audit Methodology & Scope

A) Audit Scope

The audit covered compliance with Community rules, as regards the capability of the Paying Agency’s administrative structures to ensure that such compliance has been checked before payment is made. We believe that our audit provides a reasonable basis for our opinion.

The audit is a systems based approach using 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 that was carried out does not include an assessment the adequacy of the computer system.

The scope of the Audit concentrated on payments made between 1st October 2001 to 31st March 2002.

B) Audit Resources
The audit was carried out by Tom O’Brien, Executive Officer under the supervision of Niall Kelly, Head of the Internal Audit Unit during the period October 2002. 

C) 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. The categorisation is in accordance with the guidance note to Commission Regulation (EC) No. 1663/95.

The categorises which we have used to classify our findings can be found in Appendix II.

D) Control Measures

The following key controls have been identified and were examined during the course of the audit. 

	Control No
	Control Objective
	Key Controls
	Actual Controls

	1.
	All valid claims received are processed
	A file is set up for each claim on receipt of the claim request
	The claim requests are compared and agreed with DoMNR records prior to the calculation of any payment.

	2.
	All claims received are valid and adhere to the scheme rules and regulations
	No, claims can be validated without a completed certificate of withdrawal having been signed by a Sea-Fishery Officer and countersigned by a Senior Sea-Fishery Officer
	DoMNR records are compiled from the details on the withdrawal certificates, which have been signed by S.F.O. and counter signed by S.S.F.O.

	3.
	All Payments are correctly made
	All payments made are calculated automatically by the system within the Division.
	The EU Commission sets the rates and payments are calculated for each individual species broken down into grade, presentation and disposal.

	4.
	All payments made are authorised
	Each claim must be authorised for payment by the HEO within the relevant Division.
	No payment can be made without the authorisation of the HEO

	5.
	No duplicate payments are made
	A review of any payments made to date in relation to the particular PO is performed prior to the generation of the F4 for payment of the current claim
	For each species there is a monitoring of the amounts paid and quantities landed.


	6.
	Indemnity of DoMNR against claims in respect of Advances payable from EAGGF (Guarantee) Fund
	Producer Organisations are required to lodge a bond with DoMNR indemnifying the Minister equal to at least 105% of the total Advances sought.
	Bonds are lodged with Sea Fisheries Policy and Development Division.

	7.
	The amount included in the EAGGF Annual Account is correctly calculated
	The payments made each month are included in the Table 104. A year end reconciliation is performed between this Table and the Annual Account
	The Annual Account (X Document) is completed and transmitted to the EU Commission annually.


FINDINGS AND RECOMMENDATIONS

Control Weakness Category B

Records of Landings not Kept;

The IFPO (one of the 3 Producer Organisations who received payments under the scheme) do not keep a record of the landings of the various independent vessels under its organisational banner. This issue was highlighted in the previous Internal Audit Report and also in the course of an external audit conducted by Deloitte & Touche Report in July 2001. In the course of audit testing for this report 1 payment from the IFPO was selected for examination. 

Originally the IFPO kept records. The Department for a period approximating two years (96/97 to 99) provided landing figures for the preparation of grant claims. This practice ceased in order to return to the original system and provide independent landing figures. The IFPO are unwilling to provide independent figures as they have maintained that the administrative burden is too great and sought reinstatement of access to the Departments records. A case on this issue was referred to the to the Information Commissioner who recently communicated his decision to refuse the IFPO’s request.

Recommendation

Management to state what efforts have been made in order to verify the claims received from the IFPO and to ensure that the necessary records of landings are available for future audit purposes. Also to indicate whether a decision has been obtained from the Information Commissioner, to whom this issue was referred to, which would assist in resolving, this impasse.

Management Response 

Every effort is made to verify claims originating with the IFPO. In the most recent fishing year for which final claims have been paid (2001) DCMNR insisted on and received independent figures for landings of pelagic species from the IFPO.  

In consultation with the Internal Audit Unit in the context of risk assessment, the Seafood Policy and Development Division considered that the level of withdrawals of whitefish species (approx 1% of landings) was so far below the regulatory threshold of 18% that the possibility of any organisation exceeding this threshold in respect of their whitefish landings was non existent. On this basis, and in view of the regulatory timeframe for payment and the pending decision by the Information Commissioner, the Department accepted, in respect of 2001 only, the withdrawal figures submitted by the IFPO.   

The Information Commissioner has recently decided to refuse the request of the IFPO and the IFPO have indicated their agreement to compile independent landings records.  A formal meeting with the recently appointed Chief Executive of the IFPO has been arranged for mid January to discuss this and other issues relating to the Market Support Framework. 

Control Weakness Category B



Cross Checking of Claims;

There appears to be an over reliance on the landings figures given by the various Producer Organisations of fish quantities offered for Sale. Sea Fisheries Policy & Development Division should always be in a position to verify the landings figures forwarded by the Producer Organisations via the logging system of fish catches. This system is essential in ensuring the security and safe keeping of all sources of EU Funding.  

 Recommendation

This logging system for recording fish catches should be used to crosscheck the accuracy of the claims from the Producer Organisations. Sea Fisheries Policy & Development Division should pursue the installation of an IT system for recording catches that is capable of identifying catches of individual species by vessels affiliated to each Producer Organisation and the catches of independent vessels that are not attached to any of the Producer Organisations.(IFPO) 

Automation of the system using bar coding connected to weighting scales etc should be considered in order to reduce administration work and the risk of errors in transcription and inputting.

Management Response 

A vital element of the Departments management and financial control procedures is that final claims for each year are withheld until the sum of landings of each Producer Organisation submitted individually and on which withdrawal quantities are critically based, is checked by the Department against the national catch data compiled by Sea Fisheries Control Division on the Fish Catch Reporting System (FCRS). 

 The practice of withholding payment of final claims pending a check of the aggregate of individual PO landings against the Departments records is an important element of the agreed procedures of the Departments accreditation as an EAGGF “Paying Authority” under EU regulations. This procedure allows the Division to verify the landings submitted by all Producer Organisations 

A new IT integrated system is being installed in Sea Fisheries Control Division which will incorporate all aspects of catch reporting (including market support framework quantities).   This is expected to be finalised by end of 2003.  The new system will facilitate faster and more efficient cross referencing of  market support quantities with recorded landings .

The issue of automation of the landings recording system should be addressed by Sea Fisheries Control, Division. This Division would support any system developments which may increase efficiency and/or lessen the administrative burden in the context of the market support framework.
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APPENDIX I

IMPLEMENTATION OF RECOMMENDATIONS OF PREVIOUS AUDIT REPORTS
The up to date position with regard to recommendations made in the previous Internal Audit Report are as follows: -

1. Updating of Procedures Manual

	The previous Audit Report highlighted the issue that there was of no up to date Procedures Manual, which reflected the change in legislation, and this was considered as a major weakness within the system. During the course of this audit we are encouraged to report that the Division is presently addressing this issue and a draft copy of a new Procedures Manual is about to be completed and forwarded to Line Management for their recommendations prior to its approval and introduction. 


2. Storage of All Bonds

	
Bonds, which are submitted to the Division, are checked against advancements of carry over aid claimed and forwarded to the Finance Division where they are recorded and logged. Then they are forwarded to the Services Division, which place them within the Departmental safe for secure storage purposes.

 Any removal of these bonds from the secure confines of the safe must be recorded in an independent register, which is held and updated by the Finance Division. 


APPENDIX II: Categorisation of Audit Findings


The findings in this report have been categorised using the following broad headings;

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

Control Weaknesses - matters that 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 raise with management.  This would include system enhancements, procedural changes and other matters that are not weaknesses in internal controls but could result in improved operations and/or greater efficiency.  Management are encouraged to implement these recommendations.

Internal Audit Unit

Department of Communications, Marine & Natural Resources

