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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 co-financed by the Community under the Ireland: National Development Plan/Financial Management and Control Procedures for the Financial Instrument for Fisheries Guidance (FIFG) 2000-2006, Supporting Measures for Sea Fisheries Development Priority – Towards Innovation and Sustainability in the Fisheries Sector. This audit was carried out in accordance with EU Council Regulation 1260/99 and implementing Regulations 438/2001 and 448/2001.

2. OPINION
It is the opinion of the Internal Audit Unit of the Department of Communications, Marine & Natural Resources that the internal management controls in place within the system were satisfactory in preventing, detecting and correcting errors and irregularities in transactions. 

In relation to the specific audit objectives;

· Audit Objective 1
We are satisfied that there were adequate procedures to ensure that applications for aid and the decisions reached on those applications complied with the relevant rules, were in accordance with the needs of the area in question, and that decisions by the authority were fully documented.
· Audit Objective 2

We are satisfied that there were adequate arrangements to ensure that grant recipients provided appropriate information on their activities, and that this information provided a true and fair view of actual progress made.

· Audit Objective 3
We are satisfied that the systems were adequate to ensure that payments were only made when due, amounts were correct, and that Community funds were properly safeguarded.

· Audit Objective 4
We satisfied that the authorities on-the-spot audit planning methodology and follow-up complied with Commission and Member State’s rules and regulations, and provided adequate assurance on systems quality and the progress of actions, both in terms of the achievements of objectives and in terms of the use of resources.

· Audit Objective 5
We satisfied that the authorities had financial and accounting systems, which ensured that expenditure was correctly recorded and properly allocated.

3. MAIN FINDINGS: - 
Control Weakness Category C

During a meeting with an official of BIM on the implementation of EU Regulations under the new round of funding 2000-2006, it was acknowledged that the signatures on the Form B that had been received in the Department, would have not have access to the external audit report of Bluett Conran & Co.

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

Financial Management and Control Procedures for the Financial Instrument for Fisheries Guidance (FIFG), 2000-2006, supporting Measures for Sea-Fisheries Development Priority: Towards Innovation and Sustainability in the Fisheries Sector. 

Audit Methodology and Scope

A) Audit Scope
The audit is a systems based approach including 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 was carried out in accordance with the provisions of the Management and Control Systems audit manual of DG AUDIT.

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 was to ascertain whether the systems that were in place, were adequate for the protection of EU and National funds under the Supporting Measures for Sea Fisheries Development Priority –Towards Innovation and Sustainability in the Fisheries Sector which is funded under the Financial Management and Control Procedures of the Financial Instrument for Fisheries Guidance (FIFG) 2000-2006 and to make recommendations to management which were considered appropriate for the improvement of the system.

In addition to the general audit objective the following specific objectives were examined:

· Audit Objective 1
Whether there were adequate procedures to ensure that applications for aid and the decisions reached on those applications complied with the relevant rules, were in accordance with the needs of the area in question, and that decisions by the authority were fully documented.
· Audit Objective 2

Whether there were adequate arrangements to ensure that grant recipients provided appropriate information on their activities, and that this information provided a true and fair view of actual progress made.

· Audit Objective 3
Whether systems were adequate to ensure that payments were only made when due, amounts were correct, and that Community funds were properly safeguarded.

· Audit Objective 4
Whether the authorities on-the-spot audit planning methodology and follow-up complied with Commission and Member State’s rules and regulations, and provided adequate assurance on systems quality and the progress of actions, both in terms of the achievements of objectives and in terms of the use of resources.

· Audit Objective 5
Whether the authorities had financial and accounting systems, which ensured that expenditure was correctly recorded and properly allocated.

B)   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 Tom O’Brien, Internal Audit Unit under the supervision of, Mr Niall Kelly, Head of Internal Audit during the period May to June 2003.

Audit/Project Expenditure Sample

The report examined expenditure from the commencement of the priority in 2001 to 31st December 2002. Six projects were chosen for audit (see below) representing 18% of total eligible expenditure in the period and gives a 90% confidence interval with a 1% error rate that the sample is representative of the total population of transactions.  

	Project No.
	PROJECT SPONSOR
	PROJECT NAME
	TOTAL COST OF PROJECT
	EU F.I.F.G.

 PAYMENTS

Max 75%
	EXCHEQUER


	PRIVATE FUNDING
	TOTAL PAYMENT

	01.SM.T1.02
	T.C.D./ Thistle Marine Ltd/ Upstream Ltd /B.I.M
	Development of automated systems for the acquisition of catch and effort data for inshore trap fisheries in Ireland
	210,726
	63,218
	21,072
	0
	84,290

	01.SM.T1.04
	T.C.D./University of Hull/Ocean west Limited/McDonagh Shellfish Ltd/B.I.M.
	Optimizing systems for post harvest survival of crabs
	521,660
	126,787
	42,262
	0
	169,049

	01.SM.T1.10
	BIM Fishing Industry
	Technical conservation measures/stock recovery programme for South-West Nephrops fishery
	523,132
	144,237
	48,079
	0
	192,316

	01.SM.T1.13
	GearTech Ltd./ Galway & Aran Co-op/B.I.M.
	Technical conservation measures/stock recovery programme for Galway Bay and West Aran Nephrops fishery
	303,721
	16,592
	5,531
	0
	22,123

	01.SM.T1.22
	Irish South & West Fish Producers Organisation
	Improve quality of whitefish landed in the South-West through the introduction of Fish Quality Officers
	256,411
	38,723
	12,758
	0
	51,481

	01.SM.T2.02
	Union Hall Fishermen’s Co. Ltd / B.I.M.
	Development of electronic auctioning and fish grading systems at Union Hall Fish Sales Ltd
	738,669
	106,836
	11,519
	112,032
	230,387


The payment of financial aid assistance under the new round of the NDP 2000-2006 requires that financial aid payments cannot be processed without the receipt of a fully completed B1 Form from the Implementing Agency, accompanying the original claim for funding. This B1 form is required to accompany declarations of expenditure under the Department of Finance Circular 34/2001, prior to the processing of claims for any EU Aid.

Programme Strategy of the Supporting Measures for Sea Fisheries Development

The Supporting Measures for Sea Fisheries Development is an ambitious, integrated development programme, which features a grant aid package of up to €38 million for the benefit of fishermen, their families, vessel owners, producer organisations and other industry associated groups over the lifetime of the National Development Plan. The Strategic goals of the Supporting Measures for the Programme are to support the conservation of the resource and the preservation of the Marine Environment on which the entire fishing community depends upon. This is to be achieved through quality improvement programmes to maximise the return from the resource, improved gear technology to reduce the volume of undersized and non target species taken in traditional fisheries, increased landings of non quota species and supporting projects investigating the conservation, management enhancement of fish stocks.  These measures will target increasing incomes in the fishing communities by maximising the return from a sustainable resource. The outcome of projects relating to conservation, management and the enhancement of stocks and the development of new or enhanced Technical Conservation Measures will benefit fishermen both North & South and will therefore have a positive impact on the whole island. The development of the fisheries/seafood sector will significantly increase economic activity in rural economies where alternative opportunities for employment are limited.  The development of the fishing industry will contribute to a more socio-economic development throughout Ireland and to the further rural depopulation and deprivation.

The Programme covers 8 main areas including:
· E-Trade and other Policies,

· Small scale Coastal Fisheries,

· Producer Organisations,

· Quality Certification, Added Value, Traceability and Working Conditions,

· Collection of the Basic Data for Fisheries,

· Improved Knowledge and Transparency,

· Sustainable Fisheries Management,

· Experimental Fisheries / Technical Conservation Measures,

To qualify for grant aid under the Supporting Measures Programme the following mandatory requirements must be met in all cases.

General

· Must comply with National and EU Directives, Regulations and Legislation as appropriate,

· Must comply with Licensing and Regulatory requirements,

· Must comply with the Objectives of the Productive Sector Operational Programme 2000-2006

Measure

Each Measure may have its own mandatory requirements that must be met by all applicants prior to the consideration of eligibility for funding by the Sea Fisheries Development Committee, under each specific Measure.

Applicant

· Must demonstrate financial viability (Individual or Organisation)

· Must provide evidence that they are able to manage and carry out the project

· Must provide detailed information on the cost effectiveness of the project

· Must provide a current Tax Clearance Certificate at the time of the grant payment.

Grant Aid 

Projects under the Supporting Measures for Sea Fisheries Development are categorised as either public, contributory or private.

The SFDC shall determine which category projects fall based in particular on the following considerations:

Collective versus individual interests,

Collective versus individual beneficiary (producer’s organisations, organisations representing the trade),

Public access to the results of the operation versus private ownership and control,

Financial participation by collective bodies and/or research institutions.

· Public Projects: are those considered to be in the collective interest of the fishing industry and carried out by public bodies and/or research institutions. Such projects will be fully funded and will require full public dissemination of the results.

· Contributory/Private projects: are those where the applicant bears a varying proportion of the project costs. The overall level of grant aid will be determined by the relative contribution of those elements of the projects that may be considered public (as stated above) or private.

Findings & Recommendations

· Control Weakness Category C

The documents gathered during the conduct of this audit included a copy of a Form B forwarded from BIM to the Department in respect of expenditure by BIM under the Innovation and Sustainability Measure of Structural Funding 2000-2006.BIM expressed concern both of the individuals who had signed the document worked in the operations side of Bord and may not have access to Internal Audit Report and other information in relation eligibility of expenditure.  

Recommendation

It is recommended that in future Form B’s received in the Department in respect of claims from BIM for funding under the Innovation & Sustainability Programme are signed by an individual of the Managing Division who would deal directly with the administration of the above titled Programme and either the company Secretary or and individual who has been delegated such authority from the Secretary, who would have access and knowledge of the contents of the internal audit reports

of Bluett Conran & Co.

Management Response

Agreed.
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APPENDIX 1

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.

APPENDIX 2
Circular 34/2001 Financial Management and Control Procedures

CASCADE FIFG 2000-2006

EU COMMISSION


                          (





    (
Managing Authority



 Requirement to complete

Dept of Enterprise, Trade & Employment
(
   Reports to the EU 


(
Paying Authority


(
   Completes Form B3 + Form C +


   Statement of Expenditure +     





   Request for Drawdown of Funds       



 DoCMNR (Josephine Kelly)



(
Implementing Department/

(Intermediate Bodies)

(
   Form B2 + copy of B1 to Paying                                                                                         

DoCMNR  (Denis Maher)                                      Authority
(

Implementing Agency

Bord Iascaigh Mhara
(
   Form B1 sent to 

Fishery Harbours Division


(

Final Recipient

Individual Contractor/Sub-Contractors who carry out the work

Notes:

Depending on what role the Department plays within the cascade of the Programme/Measure, will determine what different reporting requirements, which are compulsory on the Section/Division. It is important in the context of the completition of the forms that each layer of the process is broken down into individual identifiable operations.

· Final Recipient carries out all the work and submits claims for payment to the Implementing Agency. The Implementing Agency (B.I.M) certifies payment claims from the final recipients and pays grants. BIM will also report FIFG expenditure to the Implementing Department on a B1 Form.  The Implementing Department examines payment expenditure and payment claims and forwards this information to the Paying Authority in the Form of a completed B2 return. 

· The PAYING authority examines the FIFG expenditure report received from the Implementing Department and submits payment application to the EU Commission for drawdown of FIFG Funds. 

· The responsibility to complete the Form B3 and Form C is then at the door of the Paying Authority who in turn sends a copy of the   completed forms to the Managing Authority of the Operational Programme (Department of Enterprise Trade and Employment) and makes a claim to the EU Commission (accompanied by the completed forms and an expenditure declaration for the Programme) for the drawdown of EU Funding. The EU will provide such funding when the forms sent are verified.

Internal Audit Unit

Department of Communications, Marine & Natural Resources
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