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Review of the Killybegs Harbour Audit conducted in June 2004, 

_______________________________________________________________________________________

Review Audit

Border Midlands and Western Operational Programme for 2000-2006
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Executive Summary

1. Introduction

This report represents the results of a review audit of the management and control systems applied by the Department of Communications Marine and Natural Resources to operations co-financed by the EU Community under the National Development Plan 2000-2006, Border Midlands and Western                   Operational Programme, Fishery Harbours Measure, Killybegs Harbour Project, co-funded by European Regional Development Fund. The original audit was carried out in accordance with EU Council Regulation 1260/99 and implementing Regulations 438/2001 and 448/2001. The review audit seeks to examine whether the recommendations from the original audit report have been implemented, as agreed with the Fishery Harbours Division who oversee the administration of the project.

Measure/Project Examined: Killybegs Harbour Project

Killybegs is a major fishing port accounting for over one third of all the registered fish landings in the country. The objective of the development project is the expansion of the facilities in Killybegs Harbour. The end product of the development project has resulted in:

· 450 metres of additional berthage at Killybegs FHC (150 metres for vessels with a draught up to 9 metres and 300 metres for vessels with a draught up to 12 metres), 

· The reclamation of 27 acres of foreshore, which will provide for extensive open quays, development sites and adequate car parking. 

· The completed development will also provide for 1,400 sq. metres of office space to service the industry.

2. Audit Methodology and Scope

The Audit is systems based approach using 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. A risk assessment process was also undertaken to highlight potential weaknesses in the control framework 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 original audit concentrated on eligible expenditure on the project. 18 invoices totalling €4.148m out of an eligible expenditure total at that time of €48m (approx 8.7%) were selected for detailed transaction testing.

The scope of this review audit was to specifically look at the implementation of the recommendations made in the previous audit report.

Audit Resources

The review audit was carried out by Mr. Tom O’Brien with the assistance of Mr. Ray Treacy, under the supervision of Mr Niall Kelly, Head of Internal Audit during the period August 2005

Nature of Findings 

In the course of the original audit on the Development of the Fishery Harbour at Killybegs, a number of findings had come to light and had been documented along with the management response received in the report. All findings were categorised in the original report by reference to the level of importance, which we believed should be attributed to them. 

3. 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 in place within the Fishery Harbours Division in the administration of the National Development Plan 2000-2006, Border Midlands and Western Operational Programme, Fishery Harbours Measure, Killybegs Harbour Project, co-funded by European Regional Development Fund were satisfactory and that the expenditure examined during the audit process has been verified as eligible under the Regulations mentioned above

Based on the review of the implementation of the recommendations set out in the original audit the opinion is now as follows:

Objective 1:
We are generally satisfied that functions have been clearly allocated, where necessary authorities designated, and separation of duties ensured.

Objective 2:
We are satisfied that there are adequate arrangements to ensure that the procedure for grant applications, appraisal of applications and selection for funding comply with the relevant rules, are in accordance with the needs of the area in question, and that decisions by the authority are fully documented.

Objective 3:
We are satisfied that there are adequate arrangements to ensure that the selection of contractors/suppliers complies with public procurement rules.

Objective 4:
We are satisfied that there are adequate procedures to verify the delivery of products and services, and the reality and eligibility of expenditure.

Objective 5:
We are satisfied that the systems are adequate to provide reliable financial and statistical information on implementation.

Objection 6:
We are satisfied that checks are carried out on a sample basis, which are representative and based on risk-analysis, and cover at least 5 % of the total eligible expenditure; and whether checks are carried out to verify the effectiveness of the management and control systems in place

Objective 7:
We are satisfied that bodies taking part in the management and implementation of the assistance maintain either a separate accounting system or an adequate accounting code for all transactions relating to the assistance.

Objective 8:
We are satisfied that there are procedures to ensure that certified declarations made to the Commission are accurate, result from accounting systems based on verifiable supporting documents, and that they only include expenditure that has been actually effected, incurred in operations selected for funding under the assistance and for which State Aid has been approved by the Commission.

Objective 9:

The table below shows the opinion in relation to the specific audit objectives from the original audit and any changes to the opinion based on the implementation of recommendations discovered during the review audit:

	Original Audit
	Review Audit

	Satisfied
	Satisfied

	Audit Objective 2
	Audit Objective 2

	Audit Objective 3
	Audit Objective 3

	Audit Objective 4
	Audit Objective 4

	Audit Objective 5
	Audit Objective 5

	Audit Objective 6
	Audit Objective 6

	Audit Objective 7
	Audit Objective 7

	Generally Satisfied
	Audit Objective 8

	Audit Objective 8
	Audit Objective 9

	Partially Satisfied
	

	Audit Objective 1
	Generally Satisfied

	Not Satisfied
	Audit Objective 1

	Audit Objective 9
	


4. Audit Findings and Recommendations:

· ICT Security 

· Original Audit Report Finding; Control Weakness Category B: Segregation of Duties

In 6 out of 18 cases in our sample the same person certified and authorised the pay direction. This would indicate a high level of non-compliance with requirements. However most of the purchasing recommendations were made by the contracted Site Engineer who is not a member of the Departments staff. This would provide a level of segregation. The office has a small staff with effectively only two engineers with knowledge of the project. When one of these two engineers is on annual or other leave then the other engineer must process payments to avoid interest on late payments. There is a fortnightly financial review that provides an oversight of the expenditure at a higher level.

In 3 cases there was segregation between the Asst Chief Engineer and the Grade 11 engineers operating out of the same office. In 6 cases there was segregation between the site engineer and the regional engineers. In the final three cases there was only an authorisation from one Engineer for payment.

The procedures for segregation of the certification and the authorisation duties would seem to require some tightening however this is difficult when the project is managed by a small team of people in a regional office. IA are satisfied that there is an oversight by the Engineering staff in HQ that would offset the resulting control weakness In the case of the three payments where only one authorisation was evidenced, two were small payments for consumable items and for a site camera. The third was a payment to Donegal County Council that was a condition of the planning permission.

Recommendation for the Original Report

Internal Audit recognise the difficulties associated with insuring a complete segregation of duties particularly in a small regional office where large payments to contractors must be processed speedily to avoid interest in relation to late payments. However steps could be taken to insure that at least two people with the required knowledge should authorise a payment. In the event of one of the engineers being on leave any pay direction processed by another engineer could be reviewed by the engineer on leave on his/her return to the office or provisional authorisation could be sought from Engineering Staff in Head Office.  

Management Response from the Original Report

We should point out that there is no requirement under the Departments accounting procedures for two signatures to issue payments. The accounts procedure as we understand it, requires a signed pay direction only (with one signature) Engineering Division still use the white order system as well as the pay direction as it is a good way to keep track of orders. The keeping of the White order system however is now not a department accounting requirement. As there is no requirement for two separate persons to sign-off on invoices we fail to see how there is a “high level of non-compliance with the requirements”. In our opinion we have complied fully with the accounts procedures as implemented by the Department. We support the view expressed in the report that there may well be a need for some counter signing but it must be recognised that this is not a requirement at present and thus the single signature practice is not a non-compliance.

Up to date position August 2005 
The point made in the management response is correct in that at the time the expenditure was undertake 2002/03 there was no requirement for two signatures. Since November 2004 there has been a requirement for two signatures on a pay direction. It should also be noted that the Killybegs Harbour Development project is co-financed by the EU Community from the European Regional Development Fund and as such requirements under the EU Structural Fund Guidelines must be adhered to in full. EC Regulation No. 438/2001 which sets out in Article 3, the key principles of the management and control systems of Managing Bodies, Intermediate Bodies and the Paying Authorities clearly states in Objective 1 of the principles that:

· Functions have been clearly allocated, authorises designated and separation of duties ensured
In conducting the original audit the results of detailed transaction testing clearly indicates that this Objective had not been clearly implemented in the administration of the Killybegs Harbour Development Project. Although there is circumstances stated where it could be unfeasible to guarantee that this requirement is implemented in all circumstances, failure to do so could have serious implications for future EU Structural Funding under this measure. The original recommendation in respect to the requirement to clearly indicate such segregation of duties must be implemented immediately as this is necessary to ensure sound financial practice.

· Original Audit Report Finding; Other Point; Business Plan for the Harbour.

During the course of this audit we were unable to locate a business plan for the operations of the new and old piers. There is likely to be a requirement for addition staffing and other resources if the benefits of the new development are to be fully utilised. It is important that the benefits from the investment should be harvested fully for the local and national economy.  
Up to date position August 2005 
A Business Plan for the port Killybegs has not yet been put in place, but is in the process of being developed. However, since the opening of the new harbour development in May 2004 which signalled a new dawn for the port of Killybegs, the Department has engaged consultants whose core objective is to deliver a marketing strategy for the port which will endeavour to take advantage of the up to date technology and facilities that currently exist in the port. With investment of circa €50M, it is critical that not only the demands of the current and future fishing industry are met but also a strategy developed to examine the future potential business opportunities that could be offered by the offshore oil and gas industry, investigating the demand for increased capacity in the cargo ports sector and the growth of the cruise business in the tourism and leisure industry. Since the projects inception there have been further restrictions on the national fishing effort, which has necessitated a renewed focus on the possibilities of commercial traffic.

 

It is envisaged that when the consultants report is complete and a marketing strategy has been developed and delivered to the Department that the content of this report should form the basis for the development of a co-coordinated Business Plan for the port of Killybegs.
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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.
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