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Executive Summary

Foreword

This report contains the results of our verification of expenditure administered for the period October 2002 to December 2003 by the Sea Fisheries Policy and Development Division of the Department of Communications, Marine and Natural Resources (DCMNR), in respect of the Fishing Fleet Development Measures and Supporting Measures for Sea Fisheries Development of the Productive Sector Operational Programme (2000-2006), funded by the Financial Instrument for Fisheries Guidance (FIFG). 

Objectives and Scope of the Audit

The overall scope of our audit was to carry out verification checks of at least 5% of eligible expenditure incurred in the period from October 2002 to December 2003 to ensure that the following objectives were met:
· Eligibility 
· Expenditure incurred 
· Supporting documentation/audit trail 
· No double funding 
· Publicity requirements 
· Correctness of Claims
· Satisfactory handling of irregularities/errors/problems 
· Proper advertisement of calls for applications in compliance with the guidelines
· Appraisal of Project Applications in compliance with the rules
· Selection of projects
Our verification audit was conducted in accordance with our initial terms of engagement and business, dated March 2002 extended by terms of reference dated November 2002.  In conducting the audit we considered the provisions of Article 10, 11, 12 and 14 of Commission Regulation (EC) 438/2001.  

The selection of the 5% sample was based on a risk assessment exercise and had regard to the appropriate mix of types and sizes of payments for the period.

Approach

Our approach to the verification audit involved three distinct phases: 

I. Risk Assessment 

Our risk assessment was based on the model developed by the Department of Finance, ERDF unit. We also had regard to selecting an appropriate mix of types and sizes of payments. This risk assessment indicated where our audit work should be prioritised.

II. Verification Checking

The verification of the individual expenditure declarations, involved an in-depth check on-site of all aspects of the expenditure declaration back to source documents and other records selected on the basis of the risk assessment.  

III. Reporting

Our report has been prepared to present the results of our verification exercise. As agreed with the DCMNR, this report is in the format specified in the Management and Control Systems audit manual, issued by the European Commission Directorate General for Financial Control, in May 1999. 

During each of the above three phases we consulted with the advisory group appointed by the DCMNR.

Main Findings, Conclusions and Recommendations 

In conducting our verification audit of the expenditure, we selected six files for review (see Appendix B).  Detailed below are our main findings, conclusions and recommendations.

a) Claims approved by an Inspector

One claim from our audit sample for the Fishing Fleet Development Measures had not been physically inspected by An Bord Iascaigh Mhara (BIM).  We recommend that procedures for physical inspection be consistently applied to all claims.

b) Verification of Expenditure

(i) There was sufficient documentation on file in all cases to support the actual costs incurred and the eligibility of those costs. All grants are supported by details of costs incurred, together with supporting documentation, as appropriate (e.g. invoices, expense claims, terms of contract).  

Annex 1 of Commission Regulation (EC) No. 438/2001 outlines the information requirements for a sufficient audit trail. Given the level of supporting information found in our audit sample, we believe that in relation to costs the audit trail is sufficient.

c) EU Publicity

The EU publicity requirements were applied in all cases examined. All formal documentation reviewed contained a reference to the grant being co-funded by the EU in accordance with Commission Regulation (EC) No. 1159/2000.

d) Site visits

All sites visited were found to be in good condition, and in agreement with the information which was found on their file.

e) Double funding of claims

We did not identify any claims which had been double funded during our audit work.

f) Advertisement, appraisal and selection of claims

The system in place for selection, approval and inspection of claims were well documented on all files examined.

Acknowledgement

We would like to express our thanks and appreciation to the Finance Department of An Bord Iascaigh Mhara (BIM) and Internal Audit Divisions of the DCMNR, the management and staff, for the courtesy, co-operation and assistance received during the course of this audit.

The matters raised in this report are only those which have come to our attention arising from or relevant to our audit that we believe need to be brought to your attention.  They are not a comprehensive record of all the matters arising, and in particular we cannot be held responsible for reporting all weaknesses.  This report has been prepared solely for your use and should not be quoted in whole or in part without prior written consent.  No responsibility to any third party is accepted as the report has not been prepared for, and is not intended for, any other purpose.
PricewaterhouseCoopers

Chartered Accountants and

Registered Auditors

Main Report
Objectives and Scope of Audit

The overall scope of the audit was to carry out verification checks based on the selected sample of expenditure incurred in the period from October 2002 to December 2003 in respect of the following programmes:

· Fishing Fleet Development Measure of the Productive Sector Operational Programme
· Supporting Measures for Sea Fisheries Development of the Productive Sector Operational Programme
Our checks were to ensure that the following objectives were met:
· Eligibility – Whether the expenditure complies with the European Commission eligibility guideline set out for the programme/measure.
· Expenditure incurred – That the expenditure was actually incurred within the relevant time frame under review.  Where the expenditure is used for the procurement of goods and services then a verification of satisfactory delivery of such goods and services is required.
· Supporting documentation/audit trail – That supporting documentation and a clear audit trail exists from the top of the cascade structure to the final recipient of the funds.
· No double funding – That the same project is not inadvertently being funded from different sources.  Where there is private funding or other third party funding that this is fully documented and that there is evidence that all parties are aware of the sources of funds.
· Publicity requirements – That the same project/measure/programme complies with the European Commissions publicity requirements.

· Correctness of claims – That the claims for drawdown of funds at each level of the cascade are accurate and free from material misstatement or error.
· Satisfactory handling of irregularities/errors/problems – That irregularities/errors etc. are reported and dealt with in accordance with EU and National Law. 

· Proper advertisement of calls for applications in compliance with the guidelines on;
Publicity

Equal Opportunity 

Procurement

Transparency

· Appraisal of Project Applications in compliance with the rules including;
Environmental Impact

Equality

· Selection of Projects – Applications selected correspond to the objectives of the programme.  Reasons for the selection or rejection are clearly set out.  Inclusion of terms and conditions of funding in approval decision.

Our verification audit was conducted in accordance with our terms of engagement and business, dated March 2002 extended by terms of reference dated November 2002.  In conducting the audit we considered the provisions of Article 10, 11, 12 and 14 of Commission Regulation (EC) 438/2001.  The selection of the 5% sample was based on a risk assessment exercise and had regard to the appropriate mix of types and sizes of payments.

The results of the risk assessment are given in appendix A to this report. The risk assessment highlighted the areas where our audit work should be prioritized within each Measure.

The total eligible expenditure in the period from October 2002 to December 2003 in relation to the Measures under audit was €16,150,817 (see appendix B). Based on our risk assessment we selected six files for review, this represented 18% of the total expenditure for the period. 
Methodology of the Audit

Our approach involved three distinct phases: 

I. Risk Assessment

II. Verification Checking

III. Reporting

I. Risk Assessment

The first step to our approach was to ensure that the verification checks to be carried out on select expenditure declarations were based on appropriate risk assessment. Our approach to risk assessment was based on a model developed by the Department of Finance, ERDF unit. 

In this model, risk is broadly categorised as inherent or control.  We mapped out the relevant risks under both headings and used a risk scoring methodology to evaluate how they applied to the measures under examination, namely the Fishing Fleet Development and Sea Fisheries Development Supporting Measures. 

The result of this exercise was to identify the key areas where our verification checking should be prioritised. In selecting the files we had regard to the minimum 5% requirement and also an appropriate mix of types and size of payment. We reviewed the detailed listing of all payments in the period, to identify significant or unusual items. We also identified the files that had already been subject to the DCMNR certification process and ensured these were not selected for further testing.  In total, we selected six files, the details are as follows:

	
	Total Eligible

Expenditure
	Total

 EU Grant
	No of files

	
	Tested
	Tested
	Tested

	
	
	
	

	
	
	
	

	Fleet – New Vessel
	1,598,000
	559,300
	1

	Fleet - Modernisation
	233,723
	46,744
	1

	Fleet - Second Hand
	500,000
	50,000
	1

	
	
	
	

	Supporting - Innovative Measure
	148,620
	114,465
	1

	Supporting – Technical Support
	85,989
	64,492
	1

	Supporting – Promotion
	260,409
	195,307
	1

	
	
	
	

	EXPENDITURE TESTED
	2,826,741
	1,030,308
	6

	EXPENDITURE TESTED AS A % OF TOTAL EXPENDITURE
	18%
	18%
	

	TOTAL EXPENDITURE
	16,150,817
	5,773,157
	


II. Verification Testing
The verification of the individual expenditure declarations involved substantive tests to determine whether particular transactions were correct.  The tests involved an in-depth check on-site of all aspects of the expenditure declaration back to source documents and other records.  We also conducted site inspections to ensure that each project funded was physically implemented. 

III. Reporting

The results of our risk assessment and verification checks are presented in this report. As agreed with the DCMNR our report has been prepared in the format required by the EU Audit Manual. 

In conducting each of the above phases we liased with both the Internal Audit Unit and Advisory Panel appointed by the DCMNR.

Findings, Conclusions & Recommendations

The main findings and recommendations from our verification audit of the expenditure on projects funded under the Measures are as follows:

a).
Claims approved by an Inspector

Claims within the Fishing Fleet Development Measure are subject to an Area Officer inspection, a BIM physical inspection and a survey report. One claim was identified in our audit sample which was not subject to a BIM physical inspection.  This was in relation to a second-hand vessel which was already included in an existing fleet.  We understand the BIM inspection could not be carried out due to staff shortages.  Following a review of the Area Officer Inspection and Survey Report this claim was approved by the Fleet Investment Committee (FIC).  This vessel was physically inspected as part of our audit procedures and as noted in paragraph (d) no issues arose.  However we recommend that procedures be applied consistently across all claims.

Claims examined under the Supporting Measures for sea fisheries development were found to be properly approved.  

Recommendation
We recommend that procedures for physical inspections be applied consistently to all claims.

Management Response

The Department will follow-up this issue with BIM to ensure that all grant-aided projects are physically inspected by competent staff as required under the regulations.

b). 
Verification of Expenditure

i. During the course of the audit we examined six files (refer appendix B).  From the sample it was identified that all of the files had complete documentation regarding the actual costs incurred.

ii. We also examined whether the expenditure complies with the European Commission eligibility criteria under Commission Regulations (EC) 1145/2003. Project claims were correctly submitted exclusive of VAT. In the case of the Public funded projects these were correctly submitted inclusive of VAT. There was no overhead allocation on any project.

iii. BIM salary costs included in the projects tested were agreed to payslips and specific Terms of Employment. It appears that the salary costs fulfil the eligibility criterion of expenditure for co-financed operations.

iv. Technical support was found to fulfil the criterion set out in Rule 11 of the annex eligibility rules, under Commission Regulation (EC) 1145/2003.

v. An auditors certificate certifying the expenditure incurred accompanied each claim      submitted by BIM. 

vi. Annex 1 of Commission Regulation (EC) No. 438/2001 outlines the information requirements for a sufficient audit trail. Given the level of documentation noted during our review of the files tested, we believe the audit trail in this area is sufficient.

c).
EU Publicity

All documentation should make reference to the grant being co-funded by the EU. All files identified and tested in our sample had an EU co-funding reference. 

There are certain requirements for the erection of signs indicating EU involvement on sites.  Within the Fishing Fleet Development Measure, only investments in excess of €317,435 must have such signs erected on-site.  One of the claims sampled fulfilled this criterion.  During our site visit we noted where such signs had been erected.  We found that the site visited complied with regulations.

From our testing of the Supporting Measures for Sea Fisheries Development, EU logos and EU co-funding references appear on the Evaluation reports and Brochures.

d).
Site Visits

As part of our audit procedures, we physically inspected the grant aided assets for each claim under the Fleet Development Measure (see Appendix B).  All sites visited were found to be in good condition, and in agreement with the information which was found on their file.

The typical amounts claimed under Supporting Measures are salaries and other employee costs.  Each of the three claims selected for testing under this measure relate to BIM.  As part of our audit procedures we visited the BIM premises and examined employment contracts and other supporting documentation for each claim.

e).
Double Funding of Claims

In conducting the audit we considered the provisions of Article 10, 11, 12 and 14 of Commission Regulation (EC) 438/2001 regarding the double funding of claims. 

FIFG co-funded projects can only seek assistance through the implementing agency, BIM. The Aquaculture Investment Committee (AIC) monitors project applications and any projects incorrectly submitted will be passed on to the appropriate agency. As part of the Form B1 procedure, BIM also sign off that there has been no overlapping of EU aid for the operation.

During our audit we identified no exceptions.

f).
Advertisement, appraisal and selection of claims

Projects within the Supporting Measures for Sea Fisheries Development are subject to approval from the Innovation & Sustainability Approval Board.  No claims were identified from our audit sample, which were not approved by the Board.

The systems in place for selection, approval and inspection of claims were well documented on all files examined.

Appendix B

The following tables detail the overall total expenditure for verification and details of the individual projects and values of files tested.

Overall level of Expenditure

	
	Total Expenditure

€
	Total

Projects

No.
	Projects Tested

€
	Projects

Tested

%
	Projects

Tested No.

	
	
	
	
	
	

	Fleet Development Measure
	12,402,753
	144
	2,331,723
	19%
	3

	Supporting Measures
	3,748,064
	30
	495,018
	13%
	3

	
	
	
	
	
	

	TOTAL ELIGIBLE EXPENDITURE
	16,150,817
	174
	2,826,741
	18%
	6



Individual Projects Tested

	
	
	Total Expenditure

€
	Eligible ExpenditureTested

€
	Total EU

Amount

€
	EU 

Amount Tested

€

	
	
	
	
	
	

	Fleet Development Measure

New Vessel  - Name deleted

Modernisation - Name deleted

Second Hand - Name deleted
	
	12,402,753
	1,598,000

233,723

500,000
	3,199,161


	559,300

46,744

50,000

	Supporting Measures

Innovative Measure – Acoustic survey

Technical Support - BIM Administration

Promotion – Resource Development
	
	3,748,064
	148,620

85,989

260,409
	2,573,996
	114,465

64,492

195,307

	
	
	
	
	
	

	TOTAL TESTED
	
	16,150,817
	2,826,741
	5,773,157
	1,030,308
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