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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 the Marine and Natural Resources to operations co-financed by the Community under Operational Programme for Fisheries from the Financial Instrument for Fisheries Guidance.  The audit was carried out in accordance with EU Regulation 2064/97.

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 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 DGXX.

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 to be appropriate for the improvement of the system.

Audit Manual 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 Manual 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 Manual 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 Manual Objective 5

Whether the authorities have financial and accounting systems which ensure that expenditure is correctly recorded and properly allocated.

Audit Manual 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.

The following Audit Manual Objective was not considered as part of this audit.

Audit Manual 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 achievement of objectives and in terms of the use of resources.

This objective requires an opinion on the audit process itself, and therefore is outside the scope of this report.

B) Nature of Findings
In the course of our work a significant 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 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 time table 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 which are not weaknesses in internal controls but could result in improved operations and/or greater efficiency.  Management are encouraged to implement these recommendations.

C) Audit Resources
The audit was carried out by Mr. Frank Mooney, Executive Officer, under the supervision of Mr. David O’Connor, Head of Internal Audit Unit during June 1999.

D) Measure Examined
Operational Programme for Fisheries, Measure 9: Technical Assistance Programme (TAP), for the calendar year 1998.

The aim of this measure is to act as an assistance to underpin all other measures under the programme by carrying out the following types of studies of proposals submitted under the various measures of the Operation Programme.

· Economic Studies

· Technical Studies

· Market Feasibility Studies

· Studies to achieve good physical planning standards for each of the programme areas

The total amount of expenditure under the measure for 1998 was IR£88,608.81, of which IR£66,456.61 was FIFG funded.  The audit covered payments representing a net grant-aid amount of IR£38,152.64.  

Of the Ir£38,152.64 examined IR£28,614.48 was FIFG funded.  The audit examined 43% of FIFG expenditure for 1998 under Measure 9 of the Operational Programme for Fisheries.

The audit examined three specific payments relating to 1998 expenditure under the Operation Programme.

· Contract A

Renewal of contract for External Evaluator for the OP for Fisheries.

Total Payment IR£26,842.64
FIFG IR£20,131.98
National IR£6,710.66

· Contract B, 

Consultant on Study on Equal Opportunities in the Fishing Industry

Total Payment IR£420.00
FIFG IR£315.00

National IR105.00

· Contract C

Carrying out of audit on OP/PESCA projects approved 1994-1999

Total Payment IR£10,890.00
FIFG IR£8,167.50


National IR£2,722.50

E) 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.

F) Audit Scope Limitations
The audit does not include an assessment of the eligibility of expenditure as the reliance is placed on the line division to assess expenditure.

3. Audit OPINION
Based on the audit carried out, 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 are in question, and that decisions are fully documented.

· The grant recipients provide appropriate information on their activities and that this information provides a true and fair view of the actual progress made.

· 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.

· The financial and accounting systems ensure expenditure is correctly recorded and properly allocated.

· Payment requests to the Commission are properly made, using appropriate exchange rates and accurately reflect the amounts paid and due to recipients.

4. Main Findings
Control Weakness - Category C 

1. Verification of checking documentation
All documentation submitted as part of a grant-aid claim should be thoroughly examined, and these examinations should be easily identifiable by use of a checklist.  The checklist should also then be certified by the individual carrying out the initial examination and counter signed by a superior carrying out any following line checks.  The documentation submitted by the “grant-aid” contractors does not have verification of checks having been carried out and no certification of these checks.

2. Payment notification to contractors
Commission decision (94/342/EC) annex states that the notification of aid sent to beneficiaries shall mention the amount or percentage of the assistance financed by the instrument concerned.  No payment documentation or acknowledgement is issued to “grant-aid” contractors to explain the amounts of payments being issued.  This does not allow for the publication of information of the EU scheme co-funding the project or details of the level of EU aid being provided.
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Findings & Recommendations

1. Verification of checking documentation
Classification of Findings
:
Control Weakness (Category C)

All documentation submitted as part of a grant-aid claim should be thoroughly examined, and these examinations should be easily identifiable by use of a checklist.  

The checklist should also then be certified by the individual carrying out the initial examination and counter signed by a superior carrying out any following line checks.  

The inclusion of checklists allows for the standardisation of payment files, and provides an improved audit trail.  Another key element of any management and control system is evidence of review by senior staff members.

Based on the audit sample selected, there appears to be no certified checklists completed during the assessment for, or payment of, the grant-aid.  Similarly, there is no evidence of the verification and certification by management, or others, of any checks or controls which are carried out on applications or other documentation submitted 

Recommendation
We recommend the design of a checklist which would include details of checks carried out, showing the amount of grant-aid due against any previous payments made to the beneficiary.  

These checks should include the comparison of invoices submitted against any previous estimates, tenders of standard costings submitted prior to the commencement of the project.  

The percentage of EU grant-aid covered by the payment against any National aid and expenditure incurred should be shown.

Management Response:

The recommendation set out above is being put in place.

Findings & Recommendations

2. Payment notification to contractors
Classification of Finding
:
Control Weakness (Category C)

Commission decision (94/342/EC) annex states:

“ Forms issued by national, regional or local authorities concerning the announcement of, application for and grant of assistance intended for final beneficiaries or any other person eligible for such assistance shall indicate the part-financing by the Community and the Structural Fund concerned or, where applicable, the FIFG.  The notification of aid sent to beneficiaries shall mention the amount or percentage of the assistance financed by the instrument concerned.”
No payment documentation or acknowledgement is issued to “grant-aid” contractors to explain the amounts of payments being issued.  This does not allow for the publication of information of the EU scheme co-funding the project or details of the level of EU aid being provided.

Recommendation
All payments should be accompanied by a notification giving details of the payment to the “grant-aid” contractor, including details of the percentage grant-aid being provided and any previous payments made or future payments with may become due.  

All notification should state clearly the appropriate EU scheme, Structural Fund and Operational Programme under which payments are being made.

Management Response

This recommendation has been accepted and an appropriate procedure has been put in place.
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