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Executive Summary


1.	Foreword


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 operations administered by the Petroleum Affairs Division (PAD). The audit was carried out in accordance with the Internal Audit Manual devised by O’Hare & Associates


2.	Audit Methodology & Scope





A) 	Audit Scope


The audit uses a systems based approach with transaction testing and verification as part of the audit methodology in accordance with the terms of reference established for the Internal Audit Unit.





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 in place are adequate for the protection of National Funds, to ensure that our natural resources for gas and oil are exploited to the best advantage possible in order to ensure that the benefits that accrue to the State are maximised and to make recommendations considered appropriate for improvement of the system.





Audit Objective 1


Whether there are adequate procedures to ensure that applications for provision of leases/licences from exploration companies and the decisions reached on those applications comply with the relevant rules, are justifiable on the basis of managing the resource and are fully documented.





Audit Objective 2


Whether there are adequate arrangements to ensure that those in receipt of leases and licences furnish appropriate information on their activities, and that the information provides a true and fair view of the actual progress made.





Audit Objective 3


Whether systems are adequate to ensure receipt of fees when due, amounts are correct, and that Exchequer receipts are properly safeguarded.

















Audit Objective 4


Whether PAD has a framework of corporate governance (including risk assessment framework) in respect of applications received for licensing/leasing by exploration companies for gas and oil resources. 





Audit Objective 5


Whether PAD has financial and accounting systems to ensure that expenditure   is correctly recorded and properly allocated.





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 have been categorised in the Report and the classification of the control weaknesses are set out in the Appendix 1. 





3.  	 Opinion


Based on the audit carried out our opinion is as follows: -





Objective No. 1


We are partially satisfied that there are adequate procedures to ensure that applications for leases/licence and the decisions reached on those applications, comply with the relevant rules, are justifiable on the basis of managing the resource and that decisions are fully documented.





Objective No.2


We are generally satisfied that there are adequate arrangements to ensure that those in receipt of leases and licences furnish 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 systems in place are adequate to ensure receipts are only received when due, amounts are correct, and that Exchequer receipts are properly safeguarded.





Objective No.4


We are unable to offer an opinion at this stage concerning a framework of corporate governance (including a risk assessment framework) in respect of applications for leasing/licensing by exploration companies for gas and oil resources. A framework of risk assessment must be introduced within the Department in partial fulfillment of the requirements laid down in the "Mullarkey Report". We will be in touch with PAD and the Corporate Governance Unit about the matter and the position will be re-examined on the occasion of the review audit.





Objective No. 5


We are generally satisfied that the financial and accounting systems ensure expenditure is correctly recorded and properly allocated.








Main Findings





Good Controls and Transparent Audit Trail 


The administrative procedures involved in applications for leases and licences for petroleum and gas exploration and development were examined and found satisfactory





Serious Weakness: Category A





Environmental Issues


Article 5 of the OSPAR Convention in relation to offshore chemicals and drilling mud has not been implemented into Irish legislation.





Control Weakness: Category A





Health & Safety


There is fragmentation and sub-optimisation and diffusion of responsibility with regard to issues of health and safety amongst stakeholders, which should be addressed.








Other Points





Withheld Information


We have requested Petroleum Affairs Division to contact the companies concerned in accordance with Section 29 of the 1997 Act. The Internal Audit Unit must consider any response that may be received from them within three weeks of such notification from Petroleum Affairs Division, in order to arrive at a decision as to whether the information may be made available in the public interest.








 Royalty Payments 





xxxxxxxxx 





Remittances to 





xxxxxxxxxx








Physical Assets


 There is no system within PAD for the recording of physical assets.











Returns to Both Houses of the Oireachtas


The feasibility of submitting these returns electronically to both Houses of the Oireachtas should receive consideration in view of the emphasis on E-Government and the fact that this Department has statutory responsibility for establishing the framework for modern telecommunication systems within society
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Audit Report





The audit report considers any significant issues found, the level of controls, 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 have been incorporated in the report.





Measure Examined


We examined authorisation for petroleum and gas exploration and production by Petroleum Affairs Division. The role of PAD Division is to maximise the benefits to the State from exploration for and production of indigenous oil and gas resources, while ensuring that activities are conducted safely and with due impact on the environment and other land/sea users. The Minister for Communications, Marine & Natural Resources issues authorisations for offshore Petroleum Exploration and Production activities in accordance with the provisions of the Licensing Terms for Offshore Oil and Gas Exploration & Development, 1992.





The authorisations available are as follows: -


Petroleum Prospecting Licence 


A Petroleum Prospecting Licence is non-exclusive and confers the right to carry out exploration in any area where an Exploration Licence or Petroleum Lease is not in force. It is valid for a period of up to two years and an extension for a further two years may be granted.


Licensing Option


A Licensing Option gives the holder the first right to an exploration Licence over all or part of the area covered by the Option.


Exploration Licence


A Petroleum licence vests in the holder the exclusive right to carry out exploration for petroleum in the licensed area





Period of Audit


The audit covered the period 1 January 2002 to 31 December 2002. It 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. February to 10th. March, 2003.


























Audit Sample


The audit, covered receipts amounting to €1,154,590 received during the period subject to audit. We examined receipts for 4 licences/lessees amounting to €794,460, which represents an audit sample of 12.5% by number and 69% by value. The sample was selected with regard to a risk assessment methodology. The risk assessment was based on the concept that more risk attached to larger receipts. However, in order to give a representation across the full population, one company with small receipts and another with medium sized receipts was included with two companies with large receipts. Details are set out in tabular form beneath.





Withheld Information


We have requested Petroleum Affairs Division to contact the companies concerned in accordance with Section 29 of the 1997 Act. The Internal Audit Unit must consider any response that may be received from them within three weeks of such notification from Petroleum Affairs Division, in order to arrive at a decision as to whether the information may be made available in the public interest.
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FINDINGS & RECOMMENDATIONS





Good Controls and Transparent Audit Trail





The administrative procedures involved in applications for leases and licences for petroleum and gas exploration and development were examined and found to be satisfactory. We were particularly impressed by the quality of documentation contained on the files examined and the meticulous manner in which relevant issues were recorded therein, which is considered to be of an exceptionally high standard. Meetings held in connection with applications were well documented on file. Copies of minutes of meetings of critical importance are forwarded to relevant Assistant Secretary for information and attention. The Minister is kept informed of any relevant issue relating to leasing/licensing requirements as part of the process. The Head of the Section approves applications for leases and licences with the former being executed by seal on behalf of the Minister. The documentation on file constitutes in tandem a satisfactory audit trail. The principle of management by exception within the administrative procedures is 











operating satisfactorily, but there is a necessity for a formalised methodology of risk assessment. 





Environmental Issues





Serious Weakness: Category A





One of the business objectives is to ensure that activities associated with the exploration and production of indigenous oil and gas resources have due regard to their impact on the environment. Applications for leases/licences include a statement detailing an applicant’s policy towards the environment. A former employee of Enterprise Ireland is employed on a consultancy basis to handle environmental issues in the absence of scientific advice from the Marine Institute due to the resignation of the officer concerned. The consultant advises the Department with regard to Environmental Impact Assessments (EIA’s) and also has stipulated the requirements relating to the OSPAR Convention for inclusion in the authorisation for development of the Seven Heads Gas Field.





The primary purpose of the MARPOL Convention is to regulate pollution resulting from ships, including fixed and floating platforms. The International Maritime Organisation (IMO) ruled in 1984 that MARPOL is confined to rig drainage, bilge oils, garbage and sewage. MARPOL does not cover the release of harmful substances directly arising from the exploration, exploitation and associated offshore processing of seabed mineral resources. The Sea-Pollution Act, 1991 gives effect to MARPOL.





The Convention for the Protection of the Marine Environment of the North East Atlantic (OSPAR) came into force in 1998. The Dumping at Sea Act, 1991 gives effect to the dumping and incineration aspects covered under Article 4 of this Convention. Unfortunately, however, the Dumping at Sea Act, 1991 does not address the prevention and elimination of pollution from offshore sources i.e., Article 5 of the Convention. Article 5 stipulates that all possible steps must be taken to prevent and eliminate pollution from offshore sources. Towards this end the use on, or the discharges or emissions from offshore sources of substances which may reach and effect the maritime area shall be strictly subject to authorisation or regulation by the competent authority. In addition, a system of monitoring and inspection to assess compliance should also be in place. The position is regulated through conditions in PAD permits. The only sanction available is withdrawal of permits, which is an unrealistic option in the context of oil and gas exploration and development. It is appreciated that responsibility for implementation of OSPAR lies with Marine Environment Section (Marine Safety) rather than PAD.  Nevertheless, we are of the opinion that PAD should have pursued the matter of implementation of Article 5 of OSPAR with Marine Safety. We are conscious of the fact that it is in the best interest of companies involved in exploration and development of gas and oil resources to ensure compliance with best environmental practice in order to obtain competitively priced insurance premia. In fact, Lloyd’s Register’s Environmental Assurance Scheme sets guidelines for environmentally excellent companies to achieve and compliance with these requirements will be to the advantage of companies form the point of view of cost efficiency.





Finally, we are gravely concerned about the enforceability of conditions relating to Article 5 of OSPAR included in leases/licences in the absence of legislation or regulations to give effect to the Convention. 





Recommendation


There is an urgent need for legislation to give effect to Article 5 of the OSPAR Convention in relation to offshore chemicals and drilling muds since there is currently no national legislation or regulations in force. PAD should pursue the matter of implementation of Article 5 of the OSPAR Convention with Marine Safety Division.





In addition, we would recommend that consideration be given to the requirement for production of any environmental assurance or audits carried out in respect of offshore activities for insurance purposes so that these can be assessed and evaluated by the environmental consultant. 





Management Response


PAD would accept the need for legislative backing, through secondary legislation, to strengthen the obligations of the industry to meet the environmental requirements deriving from, inter alia, OSPAR.  This is being examined in the review of legislation for exploration and production (E&P) at present being carried out by PAD.  PAD would make the point that it believes that the environmental standards of the industry meets present requirements, both national and international.  It would also make the point that such requirements can arise from several sources – national legislation, international organisations e.g. OSPAR, IMO, and the EU.  Given the high profile of the environment and environmental issues these requirements can, and do, change regularly and the regulatory requirements will always be some degree in arrears of the latest developments.  PAD employs a consultant to provide the technical advice and support service on the environmental aspects of operations and developments.  This is paid for through the A7 Consultancy allocation and the allocation is barely adequate for the most basic service.  It is certainly not sufficient to provide for a comprehensive environmental audit regime.  PAD has made the case for some years that many of the services it employs on a consultancy basis are an integral part of its regulatory functions and that these should be provided for in the programme subheads for the Division. 





PAD will pursue the (excellent) suggestion that its environmental consultant should have sight of environmental audits produced by licensees for their insurers. A system of monitoring including on site visits to rigs and other installations will be implemented.





Health & Safety





Withheld Information


We have requested Petroleum Affairs Division to contact the companies concerned in accordance with Section 29 of the 1997 Act. The Internal Audit Unit must consider any response that may be received from them within three weeks of such notification from Petroleum Affairs Division, in order to arrive at a decision as to whether the information may be made available in the public interest.








Control Weakness: Category A





The legislative framework for offshore safety for which the Health & Safety Authority has responsibility is the Health & Safety and Welfare (Offshore Installations) Act, 1987 (No. 18 of 1987) and the Safety, Health & Welfare at Work Act, 1989 (No. 7 of 1989). In addition to this legislation, regulations have been made under the 1987 and 1989 Acts. These are listed below: -





Safety, Health and Welfare (Offshore Installations) (Installation Managers) Regulations, 1991 (S.I No. 13 of 1991)


Safety, Health and Welfare (Offshore Installations) (Emergency Procedures) Regulations, 1991 (S.I. No. 14 of 1991)


 Safety, Health and Welfare (Offshore Installations) (Life Saving Appliances) Regulations, 1991 (S.I. No. 15 of 1991)


Safety, Health and Welfare (Offshore Installations) (Operations) Regulations, 1991 (S.I. No. 15 of 1991)


Safety, Health and Welfare (Offshore Installations) (Operations) Regulations, 1991 (S.I. No. 16 of 1991)


Safety, Health & Welfare at Work (General Application) Regulations, 1993 (S.I. No. 44 of 1993)


Safety, Health & Welfare at Work (Extractive Industries) Regulations, 1997 9S.I. No. 467 of 1997)


There are a number of Departments and agencies involved in the regulation of safety for Exploration and Production activities. PAD as licensing authority for these areas has a responsibility to ensure that an inclusive and effective regime is in operation and that appropriate safety management systems are in operation. The Safety of Offshore production operations are addressed through two mechanisms (1) for work practices and (2) for hardware. In relation to work practices, Regulations made under the 1987 Act provide for notification of appointment of installation managers, emergency procedures, operational measures to be taken for the safety and protection of the health and welfare of persons on specified offshore installations and lifesaving measures to be followed. In relation to hardware, Section 10 of the Safety, Health and Welfare (Offshore Installations) Act, 1987, requires that all offshore installation must be fit for purpose, of sound construction, adequate strength, properly maintained and in compliance with a regulation issues under the section. The design of the structure must be such that accommodation modules are not part of or near a hazardous area. Enterprise Ireland, a State Agency, under the aegis of the Department of Enterprise, Trade & Employment acting on behalf of PAD is responsible for certification matters.





Enterprise Ireland issues letters of acceptance when certification in relation to all aspects of a development is in order and fit for purpose. Enterprise Ireland is not itself a certifying body but rather deals with the operator of a development to ensure that a recognised classification society and/or relevant national authority has issues an acceptable certificate.





One of the business objectives of PAD is to ensure that activities associated with the exploration and production of indigenous oil and gas resources are conducted safety. It was confirmed during the audit that leases/licences contains provisions relating to compliance with good health and safety practice. The problem is that actual work carried out can be sub-contracted so that although a company with a lease/licence cannot absolve itself of responsibility in relation to health and safety practice, it does not have direct responsibility for health and safety at an operational level. The actual lease for the gas field at Seven Heads issued to 


xxxxxxxxx was executed on 30/8/01 before concerns identified by the Health & Safety Authority could be addressed. Work was sub-contracted by xxxxxxxxxx


The letter dated 4/9/01 from the Health & Safety Authority to xxxxxxxx raises critical issues from the perspective of health and safety practice. We would like to know whether this constitutes unnecessary risks that could endanger life or result in serious injury at sea and  expose the State to financial loss. It is not clear whether the new Marine Safety Directorate has a responsibility or role in relation to safety on oilrigs and gas exploration platforms at sea.





Recommendation


The issue of health and safety should be examined by PAD in association with the Health & Safety Authority and all other relevant stakeholders (including the new Marine Safety Directorate) to examine current practices with regard to health and safety and to rectify any deficiencies found.





Management Response


PAD is conscious of the importance of safety in offshore activities and operations, and is also conscious of the statutory role and functions of the HSA.  PAD approvals for operations which have a safety dimension are subject to compliance with the relevant legislative requirements.  PAD is aware that HSA does take an active role in the offshore sector and visits rigs regularly.  PAD is also aware, from previous discussions with the agency, that HSA are of the view that it cannot provide an advisory service to the industry and that the onus is on the industry to develop/use safety standards, practices and procedures that fulfil the legislative safety requirements.   





PAD will resume discussions with the HSA the Maritime Safety Directorate and representatives from the industry on this important topic.








Other Points





Withheld Information


We have requested Petroleum Affairs Division to contact the companies concerned in accordance with Section 29 of the 1997 Act. The Internal Audit Unit must consider any response that may be received from them within three weeks of such notification from Petroleum Affairs Division, in order to arrive at a decision as to whether the information may be made available in the public interest.





Royalty Payments 





xxxxxxxxxx


  We are of the opinion that royalty payments should be channelled through the Department’s Vote, as Appropriations - in - Aid and the matter should be pursued with the Department of Finance.





Recommendation


PAD in association with Finance Division to pursue the issue of channelling royalty payments through the Department’s Vote, as Appropriations – in – Aid.





Management Response


Taxation and royalties are matters which are provided for in legislation prepared by the Minister for Finance as part of the Budgetary and fiscal process.  PAD would guess that it would be highly unusual that monies raised by the Minister for Finance should be accounted for by another Department.  PAD is not aware of precedents for this, and notes that none have been put forward in the Findings. 


 


    Remittances to 





xxxxxxxxxxx








Management Response





PAD would make 2 points:  


PAD was not aware of the liquidation but would point out that a takeover/creation of a new company in these circumstances to replace an old one normally bestows the old rights and obligations on the new company.  If the new company had the obligation to pay taxes, the new company’s assumption of the old rights and obligations included the right to a remittance equal to this amount;


these are tax and royalty issues in which DCMNR has no statutory function.  However PAD will write to the Department of Finance as recommended.  





Physical Assets


There is no system within PAD for the recording of physical assets.





Recommendation


PAD to liase with the Management Information Framework Division (MIF) in relation to any framework for establishment of the asset register within the Department.





Management Response


PAD has provided lists of physical assets to, in the writer’s recollection, Accounts Branch about 3 years ago.  Accounts Branch had been charged with establishing an Asset Register.  PAD understands that MIF are presently conducting some work on this subject and will be contacting all divisions.





Returns to both Houses of the Oireachtas


The returns prepared for submission to the Houses of the Oireachtas (2001) were examined and found to be satisfactory. 





Recommendation


Given the emphasis on E-Government and the fact that this Department has statutory responsibility for establishing the framework for modern telecommunications systems within society, it is recommended that the question of issuing such returns electronically should be pursued with the Houses of the Oireachtas and the Secretary General notified of the outcome of a negative response. In addition, the purchase of micro business systems to cater for the needs of PAD/Mining Division such as a binding machine should be raised with Section.





Management Response


PAD will pursue with the Oireachtas library the question of electronic publication of its six-monthly reports.	PAD already issues in electronic form its quarterly report on the latest licensing position.  There is a small binding facility in the Technical part of the Division which has proved adequate so far for PAD’s needs.  








�
APPENDIX 1





Classification of Control Weaknesses





1. Serious Weakness - matters which could result in financial loss to the Exchequer. Management must act upon these recommendations immediately.


2. 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 - Could result in a financial loss greater than 5% of expenditure, or the weakness is so critical that its financial exposure cannot be quantified, or the weakness has a significant risk of a disaster occurring, or no controls exist in vital systems, or no Departmental / EU policy exists


B - Could result in a financial loss of 1% to 5% of expenditure, or the weakness could lead to a major Departmental financial exposure, or poor controls exist in vital systems, or controls are not being operated properly, or Departmental / EU policy is not being fully implemented.


C- Could result in a financial loss of less than 1% of expenditure, or the weakness could develop into a problem, or 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, which are not weaknesses in internal controls but could result in improved operations and/or greater efficiency.  Management are encouraged to implement these recommendations.





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








�PAGE  �13�


Internal Audit Unit





Department of Communications, Marine & Natural Resources











