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EXECUTIVE SUMMARY

INTRODUCTION
This report represents the results of an audit of the management and control systems applied by the Department of Communications and Natural Resources to operations administered by the Geological Survey of Ireland.  This report also examines the IT systems operating within the GSI.

OPINION
It is the opinion of the Internal Audit Unit of the Department of Communications, Marine and Natural Resources that the internal management and controls systems in place within the Geological Survey of Ireland were not adequate and that these procedures need to be reviewed both with the GSI and between the GSI and the rest of the Department.

In relation to the specific audit objectives;

· Audit Objective 1

We are partially satisfied that there are adequate project management controls applied in relation to the National Sea Bed Survey.

· Audit Objective 2

We are satisfied that there are adequate project management controls applied within the IT systems development.

· Audit Objective 3

We are not satisfied that there are adequate arrangements to ensure that assets are properly safeguarded.

· Audit Objective 4

We are partially satisfied that there are adequate controls with respect to receipts and charges including pricing policy, bad debts, recoupment of money for the delivery of products and services.

· Audit Objective 5

We are not satisfied that there are financial and accounting systems, which ensure that receipts are correctly recorded and properly allocated.

· Audit Objective 6

We are partially satisfied that there are adequate systems in place to identify and report irregularities.

MAIN FINDINGS: - 
In the course of our work a number of findings have come to light and are documented in this report. We have categorised these findings by reference to the level of importance that we believe should be attributed to each (See Appendix 1 for Categorisation of Audit Findings used). The categorisation is in accordance with the guidance note to Commission Regulation (EC) No. 1663/95.  The main findings of the audit can be summarised as follows;

1.
Serious Weakness Category A – Debtors Control
The GSI have a number of bank accounts in operation which are used to enable them receive payments from Debtors.  These accounts were not reconciled with the accounts and records of the GSI.

2.
Control Weakness Category A – National Sea Bed Survey
During the course of the audit we were unable to establish when the National Sea Bed Survey would be completed and at what cost.  This would indicate to Internal Audit that project management controls are not in place or have not been fully thought through.

3.
Control Weakness Category B – Suspense Accounts are closed periodically
A suspense account is an account to which items are temporarily charged or credited for any of the following reasons;

· because the proper destination of the charge is not known

· because it is not clear whether a receipt should be accounted for as an appropriation in aid or an Exchequer Extra Receipt.

The GSI have opened a number of Suspense Accounts, however these accounts by nature should be closed off periodically.  At the 31/12/03 the balances outstanding on the 55 suspense accounts currently open in relation to the GSI stood at debit €998,265 and credit €571,421.

4.
Control Weakness Category B – System for Recording Assets in Asset Register
It is the responsibility of each Head of Function of a Division to provide reasonable assurance that assets are safeguarded.  Before the amalgamation of DMNR and DPE, assets of the GSI were recorded on Agresso.  The current system traces assets from the pay direction.  However, the aggregation of these returns into a comprehensive asset register is currently under review by the MIF Unit.

5.
Control Weakness Category B – Legislation governing the GSI

The legislation, which governs the GSI, dates back to 1845.  There is consequently some confusion in respect to its role and responsibilities.

6.
Control Weakness Category B – Adequate Audit Trail
During the course of this audit, all the relevant material that was requested was obtained.  However, it took a considerable time to locate information, which was not easily recoverable.  This implies a weakness in the audit trail.

7.
Control Weakness Category B – Recruitment of Temporary Staff

There are considerable numbers of temporary and contract staff employed through the GSI.  These temporary contracts are often rolled over without review by Human Resources.  The knowledge base built up by the GSI can be lost when temporary staff leave.


8.
Control Weakness Category B – Overruns on budget

There were a number of overruns on budget spend during 2003, the most significant of which related to the National Sea Bed Survey which was over budget by €211,388. Potential overruns on budget were not highlighted to Corporate Finance Division.

9.
Control Weakness Category C - Bequests
The GSI have a bequest in operation.  IAU are unclear as to whether such arrangements are permissible within a government department.

10.
Control Weakness B – Procurement Procedures
During the course of this audit several issues in relation to procurement of goods and services came to our attention.  These included the roll-over of contracts without review or additional sanction from Finance Division or Department of Finance.

IT Security Audit

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.

Audit Methodology & Scope

A) Audit Scope
The audit was carried out using a systems based approach including an amount of compliance testing and verification as part of the audit methodology in accordance with the procedures set out in the O’Hare & Associates Audit Manual which have been established for the Internal Audit Unit.

· General Audit Objective
The objective of the audit was to provide assurance to senior management in relation to the adequacy of the systems of internal control in the GSI and with the links between the GSI and the wider Department.

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

· Audit Objective 1

Whether there are adequate project management controls applied to the National Sea Bed Survey.

· Audit Objective 2

Whether there are adequate project management controls applied within the IT systems development.

· Audit Objective 3

Whether there are adequate systems to ensure that assets are properly safeguarded.

· Audit Objective 4

Whether there are adequate controls with respect to receipts and charges including pricing policy, bad debts, and recoupment of money for services provided.

· Audit Objective 5

Whether the GSI have financial and accounting systems, which ensures that receipts are correctly recorded and properly allocated.

· Audit Objective 6


Whether the GSI have systems adequate to identify and report irregularities.

Nature of Findings
In the course of our work a 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 AnnMarie McDonnell, Internal Audit Unit under the supervision of, Mr Niall Kelly, Head of Internal Audit.

Audit/Project Expenditure Sample

The audit sample covered invoices amounting to €1,634,174.23 paid during the period subject to audit.  The sample was selected with regard to a risk assessment methodology. 

(Please see Appendix 2 for samples gathered and Appendix 3 for the Risk Assessment of the GSI.)

Findings & Recommendations

1.
Serious Weakness Category A – Bank Accounts Controls
The GSI have a number of bank accounts in operation which are used to enable them receive payments from Debtors. These accounts were not reconciled with the accounts and records of the GSI.

Recommendation

IAU recommends that all bank accounts should be reconciled with the accounts and records of the GSI periodically (monthly/ quarterly).These accounts must be reconciled up to the 31/12/2003 immediately.  If staffing resources are not available to the GSI to do this task then an accounting firm should be contracted without delay to do so. IAU recommend that these banks accounts should be closed off and all receipts processed through the Departments Accounts Branch.  Alternatively if it is the intention to give the GSI some degree of financial independence from the Department then structures and the requisite professional financial staff should be provided commensurate with these financial responsibilities.

Management Response 

The GSI has two bank accounts which receive payments from debtors and which are essential for the effective management of GSI sales and contracts.  Accordingly we do not agree with the IAU recommendation that these accounts be closed. The first of these accounts is a “holding account” with Bank of Ireland, Baggot Street. GSI opened this account with approval of it’s then parent Department, Public Enterprise.  Such an account is necessary to receive payments, particularly electronically, from debtors, to initially receive payments from outside agencies for commissioned Project work by GSI and in the near future to allow GSI to receive electronic payments for data supplied over the web.  Reconciliation of this account is being progressed as quickly as possible. The second of these accounts is another “holding account” with AIB into which credit card payments are lodged for clearance prior to their being transferred to Appropriations-in-Aid.

GSI has, in practice, significant management and operational independence in the finance area from central DCMNR. GSI management shares the view of Internal Audit that existing staff resources are wholly inadequate, in terms of capacity, of capability and in terms of assignment stability to manage the financial needs of GSI. This inadequacy will significantly increase on the retirement of the Assistant Director who has acted as financial manager, on a largely full-time basis, for 23 years. This is an issue of resources rather than the status of GSI or its degree of independence from the Department.  Accordingly GSI would welcome an urgent review of the financial management/accounting resources which it requires and whether existing shortfalls should be provided by transfers from elsewhere in the Department or by outsourcing to an accounting firm.

Detailed information on these accounts was initially supplied in the attached minute to the Accountant Assistant Principal and regular communication about them and arrangements for managing them [including the issue of reconciliations] has been made by, Assistant Principal, who has recently taken over responsibility for managing these accounts, under the supervision of the Assistant Director.

Management Response – Corporate Finance Division

The GSI's statement that it has significant management and operational independence in the financial area from Central D/CMNR has to be considered against the background of the need to observe Public Financial Procedures and related provisions, such as Department of Finance circulars, Guidance notes, the D/CMNR Admin Budget Agreement, etc. the fact that responsibility for financial accountability remains with the D/CMNR and the Accounting Officer  the requirement for efficient and effective Vote management within the D/CMNR allocation. As with any other business area of the Department, the GSI is bound by these requirements and must therefore comply with the related administrative reporting and control procedures put in place by Finance Unit and other Corporate Divisions (such as ISD, Internal Audit etc..) in order for the Department to deliver on its overall responsibilities.

Internal Audit Additional Comments;

 Bank accounts should be reconciled and reconciled regularly (monthly) .It is an accounting and financial control imperative and this means that resources should be deployed on this task.

2.
Control Weakness Category A – National Sea Bed Survey
During the course of the audit we were unable to establish when the Sea Bed Survey would be completed and at what cost.  This would indicate to Internal Audit that project management controls are not in place or have not been fully thought through.


Recommendation
IAU recommends that a review of the Sea Bed Survey Project should be undertaken to determine what is the final output from this project and to establish when this will be achieved and at what cost.  Consideration could also be made as to whether this is a project or an ongoing process which does not have a definite end.


Management Response

The current planned phase of the NSS is very clearly limited in terms of it’s operational time-frame and its financial envelope. This phase is a seven year project which started in 1999 and will finish at the end of 2005.  A seven year financial envelope totalling € 32 million was provided to the Project. Part of this envelope was assigned to the Marine Institute.  This time frame and financial plan is clearly set out in the control spreadsheet attached. The NSS is supervised by a high-level Steering Committee on which DCMNR and the Department of Finance is represented at a senior level. This Committee has not expressed serious reservations about the planning and financial management of the Project. Whereas the objectives of this Project within the seven year operational/budgetary plan will be fully met within the seven year time/finance envelope, work by GSI and the MI on marine investigations derivative from and extending the objectives of the NSS will continue. These subsequent phases, whether they are financed from special allocations that GSI are pursuing from the exchequer as Phase 11 of the Project or sustained from GSI’s Admin Budget allocations, will continue.  Phase 1 of the Project has generated huge volumes of data which is of great interest to a wide variety of customers and this database needs to be maintained, processed and delivered to customers on an ongoing basis. This work is therefore an ongoing objective of the GSI, in conjunction with the MI, which was established by an initial, delimited project phase. The strategic case for the priorities established under the NSS are set out in the publication “Maximising the value of the National Seabed Survey”.  This also sets out the need to continue surveying beyond the end of Phase I and it summarises some of the key objectives which must be completed in a follow-up phase. The major contract under Phase I, surveying of the deep-water areas of the Irish Seabed by Global Ocean Technologies Ltd. Was subjected to a VFM audit by external consultants who gave a favourable assessment.

3.
Control Weakness Category B – Suspense Accounts are closed periodically
A Suspense account is an account to which items are temporarily charged or credited for any of the following reasons;

· because the proper destination of the charge is not known

· because it is not clear whether a receipt should be accounted for as an appropriation in aid or an Exchequer Extra Receipt.

The GSI have opened a number of Suspense Accounts, however these accounts by nature should be closed off periodically. At the 31/12/03 the balances outstanding on the 55 suspense accounts currently open in relation to the GSI stood at debit €998,265 and credit €571,421. The Public Financial Procedures (Blue Book) provide that agency services between Departments can be included in suspense accounts. They do not however allow agency services between Departments and Local Authorities, Departments and Semi-State Bodies or between Departments and private sector firms or individuals to be recorded in Suspense Accounts. Proper commercial invoicing and debt management procedures need to be put in place for such transactions.      

Recommendation

Accounts Branch have confirmed that GSI have opened numerous Suspense Accounts and the balance on such accounts have rolled over each year.  Internal Audit recommends that such accounts are reviewed. Where these accounts conform with the very narrow stipulations within the Public Financial Procedures then they should remain as Suspense items. Where they do not fall within these provisions then the suspense accounts should be closed off and invoices issued for any outstanding balances. Procedures should be set in place for the recovery of any amounts due to the Department. No new suspense accounts should be set up unless they comply with the rules set of in the Public Financial Procedures (Blue Book). 

Management Response GSI

GSI has for many years used Suspense Accounts to support commissioned projects which are partly or wholly externally-financed. This is the only mechanism by which GSI can apply 100% of externally-derived funding to projects.  GSI, for example, has run a major and very highly regarded Programme of Groundwater Protection Studies for Local Authorities through this mechanism. So the rationale for GSI’s use of these Suspense Accounts  is quite different to the two definitions which are listed in this Audit Report. GSI operates them as Project Accounts and they need to be retained for the duration of the Project which can be in the region to 3 – 5 years. However in some cases – and the groundwater work for Local Authorities is a good example -  the external customer wishes to continue paying for additional services [updates, additional data processing, advice of development issues] on an ongoing basis. In other words what GSI must have to sustain this sector of its customer service is project Accounts whose duration is not limited as that of traditional Suspense Accounts is supposed to be. Nevertheless GSI does close off the current Suspense Accounts when the project they support comes to an end. GSI accepts the need for annual monitoring/reviewing of these accounts and accepts that each should be closed on a timely basis when the associated project or work is completed. At present GSI is carrying out a major review of its Suspense Accounts with a view to closing off as many as possible. This is being managed, in close liaison with Accounts Branch, Castlebar by HEO, under the supervision of the Assistant Director.

Management Response – Corporate Finance Division

GSI's use of suspense accounts for commercial/quasi commercial contracts, do not fit within the narrow stipulations set out in the Public Financial Procedure. These accounts should be discontinued. Normal commercial contracts and invoicing should be used to recoup costs.   
4.
Control Weakness Category B – System for Recording Assets in Asset Register
Before the amalgamation of DCMNR and DPE, assets of the GSI were recorded on Agresso.  The current system traces assets from the pay direction.  However, the aggregation of these returns into a comprehensive asset register is currently under review by MIF Unit.


Recommendation

IAU recommend that in conjunction with the Management Information Framework, management of the GSI ensure that they establish and maintain a system to ensure the efficient recording of assets within the GSI.

Management Response 

GSI agrees with the IAU recommendation that a system to ensure that efficient recording of assets is necessary. This is part of the current development of the MIF system in DCMNR. GSI is co-operating with the MIF Unit [through regular meetings with the Agresso consultants, Mentec] in ensuring that an effective recording of GSI assets is achieved.  In the meantime, GSI has very adequate direct management schemes, delegated to specific managers, for controlling the specific groups of fixed assets that it has [IT equipment, vehicles, drilling equipment etc.]

5.
Control Weakness Category B – Legislation governing the GSI

The legislation which governs the GSI, dates back to 1845 circa.  There is consequently more confusion in respect to its role and responsibilities.

Recommendation 

IAU recommends that the GSI review current legislation to focus on the role and responsibility of the GSI in the twenty-first century.


Management Response

The GSI has long recognised that its governing legislation of 1845 is wholly inadequate for determining the legal basis of a modern Survey. For this reason the GSI has prepared a new GSI Bill which sets out the role and responsibilities of GSI, as well as it’s rights to acquire geological data from third parties.  At present, GSI is seeking approval to publish the Heads of the Bill.

6.
Control Weakness Category B – Adequate Audit Trail
During the course of this audit, all the relevant material that was requested was obtained.  However, it took considerable time to locate information which is not easily recoverable.  This implies a weakness in the audit trail.

Recommendation

IAU recommends that a full systems review be carried out of the files, recording and reporting mechanisms within the GSI.

Management Response

The GSI agrees with the IAU recommendation in regard to filing, recording and reporting procedures in GSI. The GSI has systems of filing of administrative information which are not centralised but are maintained, to greater or less degrees of thoroughness, at local [Section, individual level] throughout the organisation. This situation has evolved historically and achieves a considerable level of day-to-day efficiency and effectiveness for GSI’s needs. GSI management acknowledges, however, that this approach is vulnerable and can be slow, particularly if extensive discovery was required for legal purposes. GSI management has asked its Central Administration to review our existing needs and processes and come up with proposals by end of June, 2004.

7.
Control Weakness Category B – Recruitment of Temporary Staff

There are considerable numbers of temporary and contract staff employed through the GSI.  These temporary contracts are often rolled over without review by Human Resources.  The knowledge base built up by the GSI can be lost when temporary staff leave.



Recommendation

IAU recommends that HRD review the policy in respect of contracting temporary staff within the GSI.


Management Response 

It is not clear what purpose IAU envisages for an HRD review of contract staff. The report makes two distinct points here.In the past temporary contracts have been rolled over by GSI – but in most cases this has been with the general knowledge of and often in consultation with central HR  [in DPE up to 2002].

Since 2003 the HR Unit in DCMNR  have supervised the recruitment/contracting and extension of contracts for GSI Temporary Staff. Accordingly it is not the case that such contracts have been rolled-over without review by HRD.

The GSI recognises that the knowledge base built up can be lost when temporary staff leave. That is why it is vital that vacancies arising for permanent geological posts are filled as they arise so that these temporary staff have the opportunity to apply for them [see below]. This loss of knowledge/experience when temporary staff leave is greatly compensated for by the energy, skills and commitment which temporary staff have brought to GSI. Their presence has vastly added to the vitality, skills range and productivity of GSI for many years. The GSI and the service in general have got enormous returns for its investment in these staff. However, GSI management has recognised that its dependence on such staff has increased as the number of permanent staff has decreased. It is vital for an agency like GSI that there is regular replacement of losses from the permanent staff team with young staff to acquire the knowledge and experience of the senior staff and enable structured succession planning.

In 2003 Dept of Finance accepted in principle a proposal to recruit additional permanent staff, some by conversion of contract positions. The implementation of the proposal has been delayed by the enactment of the legislation on fixed term contracts and by the announcement of decentralisation.  It is now essential that this recruitment starts as soon as possible.

Management Response – Human Resources

HRD are applying the Protection of Employees (Fixed-Term Workers) Act 2003 to TUG and TPG contracts.

HRD is aware of the knowledge management issue in relation to the employment of temporary contract staff and is reviewing this situation in the context of permanent geologist vacancies, having due regard to the business requirements of the GSI and those of the entire Department given the Government decision of December 2002 to cap Public Sector numbers.  
8.
Control Weakness Category B – Overruns on budget

There were a number of overruns on budget spend during 2003, the most significant related to the National Sea Bed Survey, which was over budget by €211,388. Potential overruns on budget were not highlighted to Corporate Planning and Finance Division.


Recommendation

IAU recommend that any potential overruns on budget are highlighted to Corporate Finance Division at the earliest opportunity.

Management Response - GSI

GSI agrees in principle with the recommendation made here. There were some overruns on both the Admin Budget and the NSS budget. GSI would always seek to advise on potential overruns where possible; in GSI’s operational context, particularly in complex operational situations like the NSS, the scope for this may be limited.

Management Response – Corporate Finance

On 30/10/2003 Finance Unit requested the GSI to forward definitive forecasts of the end year outturn insofar as Subhead D.3 (National Seabed Survey) was concerned. The GSI were also requested to provide details of additional, and unprovided for, mature liabilities which could be incurred in 2003 and/or brought forward from 2004. A similar request issued to all Divisions in the context of end year management and optimisation of the overall Vote provision. The GSI confirmed on 10 November that it would not exceed its sub-allocation of €1.771 million under Subhead D3 and that additional funding would not be required. On 1 December Finance Unit advised Divisions of the Management Committee’s decisions in relation to intra-Vote reallocations (including confirmation of GSI original seabed survey budget) and requested that the necessary measures be taken to ensure that budgets (original or revised as the case may be) were not exceeded. A further circular minute dated 12 December confirmed the approved reallocations.

The provision 2003 expenditure returns show that the GSI exceeded its Subhead D.3 allocation by €211,388. As this excess exceeds €12,700 it will be noted by the C&AG in his report on the 2003 Appropriation Accounts and this Department will be required to furnish an explanation for the excess.
Finance Unit is concerned that such a substantial excess arose on the GSI’s Seabed Survey budget and that attention was not drawn to potentials risks in this regard either in monthly financial reporting arrangements or during the detailed consultations with Divisions in the context of end year Vote management. In response to Finance Unit’s request for an explanation for the excess the GSI referred to its’ understanding that it had flexibility to exceed annual allocations subject to the overall multi-annual budget for the project not being exceeded. It should be emphasised that the GSI is a division of the department and is subject to the same budgetary constraints as every other Division. Without legislation it cannot have autonomy and any delegation of budgets must insist on “no excesses” under any circumstances.

Notwithstanding any possible misunderstanding about the nature of such flexibility and aside from the question of whether or not this overrun was approved in advance, in general unapproved budget overruns in individual areas in the Department do not allow for effective financial management by Corporate Finance within the overall Vote allocation and the provisions of Public Financial Procedures.  The fact that such overruns are not signalled to Corporate Finance in good time make it impossible to assess properly the implications for the entire Vote, to consider alternative options and take any appropriate corrective action. 
The Department of Finance has confirmed that the Corporate Finance understanding of the position is correct, which is that the flexibility in question requires the GSI to follow normal financial management procedures in the Department and the relevant provisions of Public Financial Procedures.  For example, this means that the GSI has to request approval in advance for the overrun at a Corporate level in the Department and to await Finance sanction for the associated virement before commitment of funds, assuming the Department has approved the overrun.  Corporate Finance welcomes the clarification now available to all and seeks that procedures be put in place in the GSI to ensure that overruns of this nature do not reoccur.  It might be useful for the GSI to document its understanding of this flexibility arrangement for the NSS Steering Committee, if it has not already done so, to prevent differences of view arising in future on other aspects, such as the role of the Committee in relation to the flexibility arrangement, the interrelationship with Circular 1/94, the application of proper project management procedures etc. Given the Department of Finance confirmation in relation to the applicability of the Public Financial Procedures insofar as the Seabed Survey Project is concerned, the GSI's response to the effect that the scope for advising Corporate Finance of potential overruns may, in certain circumstances, be limited, is unacceptable. Confirmation by the GSI that it will comply with the Public Financial Procedures and financial procedures in place in the Department is a prerequisite to effective vote management and to meeting the Secretary General's responsibilities as Accounting Officer.

9.
Control Weakness Category C - Bequests
The Department have a bequest in operation.  IAU is unclear as to whether such arrangements are permissible within a government department.

Recommendation

The Department should clarify with the Department of Finance the procedures and processes to be put in place to administer such bequests.


Management Response- GSI

GSI has fully clarified the situation in relation to the single bequest that is held as a trust in the names of the Director and Assistant Director, GSI as required by those who gave the bequest.  A copy of details of the arrangement sent to Castlebar, in response to their identical query, are attached. We have had no response from Castlebar as to their views on this.

Management Response- Corporate Finance Division

Bequests cannot  be accepted without the consent of the Minister for Finance. From our experience Department of Finance would never allow a Department to open  a bank account to invest and disburse such monies. The options here should be reviewed by GSI and they are (1) ask the Department of Finance or (2) ask the relatives for the donor to agree to transfer  the present balance and the administration of the bequest to a professional association. We cannot agree to the continuation of the present system as it is outside the rules. 

10. Control Weakness Category B – Procurement Issues

During the course of this audit several issues in relation to procurement of goods and services came to our attention.  These included the roll-over in estimation of contracts without review, or additional sanction from Finance Division or Department of Finance.

(i) Printing contracts were given to the same firm for several years without a ‘call off contract in place’ or a review or a new tender competition being applied.

(ii) It would appear that a contract for a six-month period was extended beyond this period without sanction for the extension being sought.

(iii) A consultant has been employed for several years on a daily basis without review of this contract or new tender competition being used.

Recommendation

GSI should review the systems in place in relation to the procurement of goods and services.  They should consider the use of call off contracting for limited period (for low value frequently used items). 

GSI are reminded that single-tender contracts greater than EUR 25,000 plus VAT have to be reviewed prior to issue by an "independent body" within the Dept. In this Department the “independent body” is the IAU.  

Management Response 

(1) GSI has initiated a review of the systems for call-off contracting and ensure that they are operated in line with procedures. The outcome of this will be reported to Internal Audit by end April, 2004.

(2) We understand that this refers to contracts with the Canadian Centre for Marine Communications [CCMC].  This has been checked. This situations was that there was an initial contract placed with them. Later in the project an additional short contract was placed with them for very specialised advice which their earlier engagement in the Project made them uniquely fit to provide efficiently and effectively.

(3) The GSI retains the services of several consultants each year. GSI rarely if ever requires general consultancy services [say, legal, financial etc]; where we do then either a tendering process is used or, as has happened, we use consultants with whom call-off arrangements have been made at central departmental level. In almost all cases the services that GSI requires are of an extremely specialised nature and in these cases there is often only one consultant who is optimally qualified to provide this expert advice; in this situation the normal tendering procedures [with its emphasis on price rather than expertise] would be demonstrably grossly wasteful – with very detailed specifications having to be drawn up and circulated with an outcome that GSI would deem the sole specialist the only one qualified anyway. 
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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.

APPENDIX 2

Sample Invoices Chosen and Inspected

The two areas of highest risk were that of the National Sea Bed Survey and those relating to IT spend, therefore a number of invoices were chosen relating to these two areas which covered the period from September 2002 until June 2003.

National Sea Bed Survey

	Number
	Date of Invoice
	Name
	Amount

	1
	16/6/03
	
	€1,025,335.00

	2
	14/1/03
	
	€3,500.00

	3
	17/2/03
	
	€2,535.68

	4
	31/3/03
	
	€538.50

	5
	28/11/02
	
	€434,795.60

	6
	28/11/02
	
	€9,385.40

	7
	28/11/02
	
	€3,888.57


IT

	Number
	Date of Invoice
	Name
	Amount

	1
	8/1/03
	
	€1,694.00

	2
	30/1/03
	
	€9,922.00

	3
	7/2/03
	
	€1,848.88

	4
	7/2/03
	
	€3,073.40

	5
	5/12/02
	
	€3,525.08

	6
	18/12/02
	
	€34,122.00

	7
	18/12/02
	
	€48,400.00

	8
	18/12/2002
	
	€51,610.12


Total of Invoices Inspected €1, 634,174.23.

This represents a confidence level in excess of 95% that the sample is representative of the total population, with an error/materiality rate of 1%.
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