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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 aquaculture related operations administered by the Coastal Zone Management Division. The audit was carried out in accordance with the provisions contained in 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 for aquaculture licences under the Fisheries Acts are satisfactory for the purposes of providing an assurance to management concerning the adequacy, application and effectiveness of such systems of internal control currently employed within Coastal Zone Management.

· Audit Objective 1

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

· Audit Objective 2
Whether there are adequate arrangements to ensure that those in receipt of aquaculture licences have furnished appropriate information on their activities, and that the information provides a true and fair view of actual activity and is adequately assessed by the Department.

· 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 Coastal Zone Management has financial and accounting systems to ensure that receipts are correctly recorded, reported and managed.

· Audit Objective 5
Whether Coastal Zone Management has computer systems, which ensure accuracy of receipts and satisfactory security procedures.

· 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 generally satisfied that there are adequate procedures to ensure that applications for licences under the  Fisheries Acts 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 partially satisfied that there are adequate arrangements to ensure that those in receipt of licences under the Fisheries Acts have furnished appropriate information on their activities and that this information provides a true and fair view of actual activity and is adequately assessed by the Department
· Objective No.3
We are not satisfied that the systems in place are adequate to ensure receipts are received when due, amounts are correct, and that Exchequer receipts are properly safeguarded.

· Objective No. 4
We are not satisfied that the financial and accounting systems ensure receipts are correctly recorded and properly allocated.

· Objective No. 5
We are not satisfied that Coastal Zone Management Division has computer systems which ensure accuracy of receipts and satisfactory security procedures.

MAIN FINDINGS: - 
Serious Weakness: Category A
1. Debtors Control

The amount of receipts during the period covered by the audit was €317,000 approximately. However, the level of debtors during the same period is €202,000 approximately, which corresponds to 39% of total receipts due, amounting to €519,000.

2.  Monthly Reconciliation of Income

Monthly reconciliation of income against the figures in the Appropriation Account is not feasible, because of timing differences between actual receipt and lodgement by Finance Division.

3. Corporate Social Responsibility

4.  Existence of Dual Legislative Framework

There is a dual legislative framework between the Foreshore & Fisheries Acts, resulting in unnecessary fragmentation, duplication of effort and sub-optimisation of resources.

Control Weakness : Category B

5. Inadequacy of Information Technology

Control Weakness : Category C

6. Roles of Other Stakeholders

Although the level of consultation required under the Aquaculture (Licence Application) Regulations, 1998 – S.I No. 236 of 1998 is extensive, the outcome is less than satisfactory, since many of these stakeholders are not submitting any observations and representations within the time-scale specified.

7. Other Points

1.  Audit Trail

Whilst the files inspected are generally well maintained and issues of concern documented, with existence of an audit trail contained therein, it can on occasions be difficult if not impossible to interpret accurately areas allocated and included in licences, because of a multiplicity of files with subsequent alterations and adjustments to areas originally allocated. However, greater clarity could be brought to the audit trail by inspection of the computerised mapping of aquaculture sites maintained by Engineering Division, but not currently available to CZM.

2.   Methodology of Corporate Governance & Risk Assessment

The framework of corporate governance and internal controls will be examined on the occasion of the review audit in the context of the implementation of the Report of the Working Group on Accountability of Secretaries General and Accounting Officers (Mullarkey).

3.   Recording Assets in the Asset Register

It is not clear whether the licensing /leasing of foreshore for aquaculture development constitutes as asset. This matter is currently being examined by the MIF Fixed Asset Register Project Group. The group will revert to the Audit Committee on this issue at the next meeting.

4.   Non-Implementation of EU Shellfish Water Directive

Audit Report

The audit report considered any significant issues found, the levels of control that existed 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 were incorporated in the report.

Measure Examined

Licensing of aquaculture and provision of services to the aquaculture industry under the Fisheries Acts, 1959 to 2003. 

Services are delivered to the aquaculture industry through :-

· Processing applications for aquaculture and foreshore licences (process includes consultation with engineering Division, the Marine Institute, Bord Iascaigh and other agencies);

· Development and implementation of single bay management and fallowing strategies;

· Monitoring compliance of licence conditions in conjunction with Engineering Division and other agencies.

Nature of Findings
In the course of our work a small number of findings had come to light and have been documented in this report. We have categorised these findings by reference to the level of importance that we believe should be attributed to each. Internal Audit recommendations will be categorised by the seriousness of the weakness found.

(See Appendix I for the categorisation used)

Audit Resources

The audit was carried out by Mr. Sean S O’Broin, Internal Audit Unit under the supervision of, Mr Niall Kelly, Head of Internal Audit during the period from 1st October, 2003 to 31st. November, 2003.                                        

Audit/Project Expenditure Sample

The audit covered the period 1 January, 2002 to 30th. June 2003.  We examined 20 aquaculture projects during 2002 amounting to €77,368 representing 15% by value of the total due and 18 aquaculture projects during 2003 amounting to €80,458, representing 41% by value of the total due.

The amount of receipts unpaid during 2002 is €120,060 representing 24% of the figure of €509,444 due, and for the first half of 2003 is €137,079, representing 70 % of the total liability of €196,038.      .                            

Findings & Recommendations

Serious Weakness : Category A

1. Debtors Control

The amount of receipts during the period covered by the audit was €317,000 approximately. However, the level of debtors during the same period is €202,000 approximately, which corresponds to 39% of total receipts due, amounting to €519,000.

 Staff (CO/EO/HEO) issue requests or demands for payment but no real serious attempt has been made to tackle the problem of debtors being experienced. There is no register or ledger of debtors within CZM to record the level of debtors within the section.

It is not clear whether the option to institute legal proceedings for non-payment of rental and payments due is available to CZM. However, legal proceedings can be instituted for illegal operations with a view to securing vacant possession of sites. In view of the level of debtors, it is essential that a policy with regard to debtors be formulated as a matter of urgency.

Recommendation

A full review of this debtors figure should be carried out to establish bad or doubtful debts. A suitably trained EO or HEO should be assigned specific responsibility for Debt Management & Control. This person could manage the timely issuance of invoices, the collection and reporting of debt. Given the level of uncollected debt, additional expenditure on staffing is likely to yield a substantial return to the Department and represent good value-for-money.

It is not clear under the Foreshore and Fisheries Acts whether the option to institute legal proceedings for non-payment of rental and payments due is available to CZM and clarification of the legal position should be sought and furnished to the Division. If the option of institution of legal proceedings is available, this course of action should be utilised where bad debts in excess of a particular threshold have been reached. In view of the level of debtors, it is essential that a policy with regard to debtors be formulated as a matter of urgency. This would include revocation of licences if the level of debt exceeded certain specified thresholds or guarantees being sought if the level of debt increased beyond what was considered unacceptable, since the Department is not a preferential creditor under the Companies Acts. There is also need for more detailed economic appraisal of applications for aquaculture licences and for verification that limited companies have been making the relevant statutory returns to the Companies Office before issue of licences or more particularly requests for additional licences. Copies of accounts lodged with the CRO should be obtained with a view to providing some level of assurance that companies granted additional licences will have the ability to meet their commitments, thereby reducing the level of debtors within CZM.

A register or ledger of debtors should be compiled within CZM as a matter of urgency.

Management Response

CZMD agrees that a full review of the position with regard to debtors is necessary and will initiate it as a matter of priority. The outcomes envisaged from this review include a debtors’ ledger and a clear policy on debtors.

 

While the option of legal action to recover fees would appear to be available, CZMD will seek legal advice as recommended. However, the issue of cost benefit would need to be considered carefully before the initiation of any proceedings, given the low levels of fees applicable in respect of many licences.

 

The option of revocation of licences where there is persistent failure to pay fees owing will be addressed in developing the overall policy for dealing with debtors.

 

CZMD is not convinced that checking with the CRO as recommended is necessary or appropriate.

2.  Monthly Reconciliation of Income

Monthly reconciliation of income against the figures in the Appropriation Account is not feasible, because of timing differences between actual receipt and lodgement by Finance Division.

Recommendation

A monthly reconciliation of income with figures included in the MIF process should be carried out. The date of actual lodgement by Finance Division rather than date of receipt should be recorded on the spreadsheet.

Management Response

CZMD recognises the importance of the reconciliation recommended, and will initiate arrangements for this as a priority.

3. Corporate Social Responsibility

Control Weakness : Category B

4   . Inadequacy of Information Technology

 

5. Existence of Dual Legislative Framework

There is a dual legislative framework between the Foreshore and Fisheries Acts, which results in unnecessary fragmentation duplication of effort and sub-optimisation of resources.

Recommendation

The possibility of eliminating such unnecessary fragmentation, duplication of effort and sub-optimisation of resources should be examined when new legislation is being framed.
Management Response

CZMD does not agree that there is duplication or fragmentation. Where a foreshore licence is needed for aquaculture, it is granted effectively as an “addendum” to the aquaculture licence and involves little, if any, additional work (especially as the conditions to be attached to such “mirror” foreshore licences are well-defined). The issues raised will, nevertheless, be addressed in the context of any proposals for updating of relevant legislative codes.

Control Weakness : Category C

6. Roles of Other Stakeholders

Although there is a legal obligation to notify 11 stakeholders in accordance with S.I. No. 236 of 1998 – Aquaculture (Licence Application) Regulations, 1998, the procedure is not operating satisfactorily in that representations and observations are not received from many of these stakeholders. Response rates to notifications of this nature tend to be low, but the situation is compounded by the fact that the issues raised are highly complex. Although whilst the opinion of some of these stakeholders is sought prior to meetings of the Aquaculture Licence Vetting Committee, there is no consistency in such policy in that all other stakeholders are not consulted until proposals have been advertised under the  Fisheries Acts. Four weeks is usually allowed for receipt of representations or observations, which is a very tight deadline. Since issues raised are highly complex, it is not surprising that the response rate is not always satisfactory.

The practice of displaying drawings/plans in Local Garda Stations for the purposes of enabling representations and observations by interested parties is very pragmatic and cost effective. However, this facility could be extended to include Planning Offices of Local Authorities, particularly since the possible devolution of functions to Local Authorities is under consideration. As mentioned previously details of applications received should be published on the internet as soon as possible after receipt since this would provide the opportunity to other stakeholders to make representations or observations about proposals in which they are interested.

Recommendation
Details of applications received should be posted on the internet for the purpose of giving interested parties, including the stakeholders stipulated in S.I No. 236 of 1998 the opportunity more time to consider the matter, prior to the actual advertising of proposals in the local newspapers circulating within the vicinity. This would result in greater transparency, openness and accountability with regard to the processing of applications for aquaculture licences. 

In the short-term, all stakeholders should be notified by E-Mail and/or post immediately after receipt of applications. All stakeholders specified in SI. 236 of 1998 should be afforded the opportunity of making representations or observations to the Aquaculture Licence Vetting Committee, in addition to have the right of consultation at the stage of advertising proposals in the provincial newspapers.

Management Response

CZMD would point out that the 1998 Regulations provide for notice of applications to be given to certain specified bodies, and that a period of six weeks is provided for those bodies to make submissions or observations on an application. It is entirely a matter for any such body as to whether it wishes to make a submission on a particular case, and CZMD does not believe that it is appropriate to view as a systems deficiency the fact that some bodies do not make submissions on particular cases.

 

Any submissions made by a prescribed body within the prescribed period are brought to the attention of, and considered by, the ALAC.

 

The possibility of putting details of applications received on the website will be considered, in the context of a proposed review of the Division’s customer information.

7. Other Points

1. Audit Trail

Whist the files inspected are generally well maintained and issues of concern documented, with existence of an audit trail contained therein, it can on occasions be difficult if not impossible to interpret accurately areas allocated and included in licences, because of a multiplicity of files with subsequent alterations and adjustments to areas originally allocated. However, greater clarity could be brought to the audit trail by inspection of the computerised records maintained by Engineering Division, but this data is currently not available to CZM.

2. Methodology of Corporate Governance & Risk Assessment

The framework of corporate governance and internal controls will be examined on the occasion of the review audit in the context of the implementation of the Report of the Working Group on Accountability of Secretaries General and Accounting Officers (Mullarkey). 

This would include analysis of risk of disease from aquaculture operations as a result of a multiplicity of licences being issued in the sheltered bays and inlets around the coast. The department should consider the efforts that applicants for licences are taking to mitigate, ameliorate and eliminate such risks, since an outbreak of disease could decimate an entire industry within a particular area.

3.   Recording Assets in the Asset Register

It is not clear whether areas of foreshore licensed for aquaculture development constitutes a fixed asset under the MIF process. This advice on the issue is being sought from a consultant to the fixed asset project team under the MIF process.

4. Non-Implementation of EU Shellfish Directive
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APPENDIX 1 - 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.  Management must act upon these recommendations 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 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 was a Serious Weakness, there could result a financial loss greater than 5% of expenditure, or the weakness were so critical that its financial exposure cannot be quantified.  

Where the finding was a Control Weakness, the weakness had a significant risk of a disaster occurring, or no controls existed in vital systems, or no Departmental / EU policy existed.

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

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

C - 
Where the finding is a Serious Weakness, which 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 were poor, or the Department needed 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 were not weaknesses in internal controls but could result in improved operations and/or greater efficiency.  Management were encouraged to implement these recommendations. 

It will be noted that under this heading we have raised the issue concerning the non-implementation of the EU Shellfish Directive with Sea-Fisheries/Aquaculture Policy Division.

Internal Audit Unit

Department of Communications, Marine & Natural Resources


