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1. FOREWORD
This report represents the results of an audit of the management and control systems applied by the Department of the Marine and Natural Resources to operations co-financed by the Community under Operational Programme for Fisheries, co-funded by the Financial Instrument for Fisheries Guidance. The audit was carried out in accordance with EU Regulation 2064/97.

2. AUDIT METHODOLOGY & 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 is to ascertain whether the systems that are in place are adequate for the protection of EU and National funds and to make recommendations considered appropriate for the improvement of the system.

· Audit Objective 1
Whether there are adequate procedures to ensure that applications for aid and the decisions reached on those applications 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.

· Audit Objective 2
Whether there are adequate arrangements to ensure that grant recipients provide appropriate information on their activities, and that this information provides a true and fair view of actual progress made.

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

· Audit Objective 4
Whether the authorities on-the-spot audit planning methodology and follow-up comply with Commission and Member State’s rules and regulations, and provide 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 have financial and accounting systems that ensure that expenditure is correctly recorded and properly allocated.

· Audit Objective 6
Whether there are sound arrangements to ensure that payment requests to the Commission are made using the appropriate exchange rate and accurately reflect the amounts paid to and due to recipients.

B) 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 that we believe should be attributed to each.  Internal Audit recommendations will be categorised as follows:

Serious Weakness - matters which could result in financial (EU or Exchequer) loss.  These recommendations must be acted upon immediately by management.

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 is a Serious Weakness, there could result a financial loss greater than 5% of expenditure, or the weakness is so critical that its financial exposure cannot be quantified.  

Where the finding is a Control Weakness the weakness has a significant risk of a disaster occurring, or no controls exist in vital systems, or no Departmental / EU policy exists

B - 
Where the finding is 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 exist in vital systems, or controls are not being operated properly, or Departmental / EU policy is not being fully implemented.

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

The Audit Committee will be advised by Internal Audit of instances where serious or control recommendations, have not been implemented by management within the agreed time frame. The Audit Committee can report this failure to act on Internal Audit recommendations to the Secretary General.

C)
Audit Resources
The audit was carried out by Mr. Sean S O’Broin, Higher Executive Officer under the supervision of Mr. Niall Kelly, Head of Internal Audit during the period 1st June 2001 to 30th June 2001.

3.  OPINION

It is the opinion of the Internal Audit Unit of the Department of the Marine and Natural Resources that the internal management controls in place within the systems of the Sea Fisheries Policy and Development Division are effective in preventing, detecting and correcting errors and irregularities.


Objective No.1
· We are generally satisfied that there are adequate procedures to ensure that applications for aid, and the decisions reached on those applications, comply with the relevant rules, are in accordance with the needs of the are in question, and that decisions are fully documented.

Objective No. 2
· We are generally satisfied that grant recipients provide appropriate information on their activities and that this information provides a true and fair view of the actual progress made.

Objective No. 3
· We are generally satisfied that the management and control systems in place are adequate to ensure payments are only made when due, amounts are correct, and that Community Funds are safeguarded.

Objective No. 4
· We are satisfied that the authorities on-the-spot audit planning methodology and follow-up comply with Commission and Member State’s rules and regulations, and provide 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.

Objective No. 5
· We are satisfied that the financial and accounting systems ensure expenditure is correctly recorded and properly allocated.

Objective No. 6
· We are not in a position to state at this stage whether payment requests to the Commission are properly made, using appropriate exchange rates and accurately reflect the amounts paid and due to recipients. The issue will be considered in the context of a comprehensive examination of claims incorporating all the Measures of the FIFG, when audits of those Measures have been finalised.

4. Main Findings

Classification of Finding : Control Weakness Category B

There is no documentary evidence on file that the Marketing Programmes for the period covered by the audit have been forwarded by BIM to the DoMNR and submitted for approval to the Minister. The expenditure included in spreadsheets for the period 5 February, 1999 to 27 April, 2001 was scrutinised during the course of the audit and was found to be generally satisfactory 

(a) It is noted that there was an additional expenditure of £217,000 approved by the Minister on 13th October 1999. However, whilst details of this expenditure is given on file in general terms, the extent to which specific projects have benefited to the tune of £217,000 is not clear. 

(b) It is stated that BIM have budgeted for a much greater amount in the Trade Promotion Programme than in previous years (£380,000 rather than £198,000 in 1998). No explanation has been given on file for the BIM overspend by £162,000 of the approved allocation for the Trade Promotion Project in 1998 apart from the fact that this occurred as a result of unforeseen and unprecedented interest by exporters in Trade Show participation, which is unsatisfactory. BIM have been asked by management to quantify exactly how the 1998 overspend occurred, but the explanation for this could not be found on file.
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Audit Report

The audit report considers any significant issues found, the levels of control which exist 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 are incorporated in the report.

Measure Examined

Operational Programme for Fisheries, Measure 6 (Promotion of Fish Products) for the period 1st January 1999 to 30th June 2001.

The expenditure scrutinised during the course of the audit can be summarised as follows :-

	Year
	Total Expenditure
	Amt. Examined
	Sample % 

	1999
	£295,190
	£83,033
	28%

	2000
	£153,093
	£153,093
	100%

	2001
	£474,751
	£406,590
	86%

	Total
	£923,034
	£642,716
	70%


The sample selected represents 28% of expenditure during 1999, 100% expenditure during 2000 and 86% of expenditure during 2001. This provides a confidence level in excess of 95% with an error rate of 1% that the sample is representative of the total population.  



This Measure is broken down as:




1.
Construction of New Units




2.
Expansion of existing Units




3.
Acquisition of new equipment and installations




4.
Rationalisation Measures

The objective of the programme is to create a strong fish processing and marketing base that will maximise raw material utilisation and employment opportunities through greater value added activities, improved quality and hygiene standards and more efficient structures.



These aims include:

· to develop scale and specialisation in processing to enable the industry compete effectively and achieve further growth in the context of increased competition from third countries

· to bring the optimum utilisation of raw material supplies and, in particular,                                                                                                                                                                                                    to achieve greater added value through the conversion of a greater volume of current landings into secondary and tertiary processed products

· to provide auction facilities at fishing harbours to cater for the needs of the fishing and processing sectors

· to provide integrated quality and hygiene programmes encompassing the whole sector from point of capture through to point of final consumption



Priorities for grant aid under sub-measures 1-111 are as follows:-

· Viability of project, based on:




- raw material supply resources




- management arrangements




- technical and commercial criteria




- financial resources of company

· Value-added content of project

· Employment - creation and maintenance

· Competence and track record of promoter

· Strengthening of existing firms/industry structure

· Marketing arrangements, including implications for existing firms

· Level of innovation


Priorities for Measure IV are as follows:

· Encouragement of joint ventures, mergers etc

· Marketing co-operation

· Discouragement of new entrants without secure supplies and well defined 


     marketing programmes

· Direct grant-aid towards larger/greater added-value units

· New technology intended to improve competitiveness and increase added value

· Findings & Recommendations

1.
Breakdown in Audit Trail

Classification of Finding : Control Weakness Category B

There is no documentary evidence on file that the Marketing Programmes for the period covered by the audit have been forwarded by BIM to the DoMNR and submitted for approval to the Minister. The expenditure included in spreadsheets for the period 5 February, 1999 to 27 April, 2001 was scrutinised during the course of the audit and was found to be generally satisfactory 

(a) It is noted that there was an additional expenditure of £217,000 approved by the Minister on 13th October 1999. However, whilst details of this expenditure is given on file in general terms, the extent to which specific projects have benefited to the tune of £217,000 is not clear. 

(b) It is stated that BIM have budgeted for a much greater amount in the Trade Promotion Programme than in previous years (£380,000 rather than £198,000 in 1998). No explanation has been given on file for the BIM overspend by £162,000 of the approved allocation for the Trade Promotion Project in 1998 apart from the fact that this occurred as a result of unforeseen and unprecedented interest by exporters in Trade Show participation, which is totally unsatisfactory. BIM have been asked by management to quantify exactly how the 1998 overspend occurred, but the explanation for this could not be found on file.
Recommendation

Management to furnish:

(a) full details of the projects covered by the additional £217,000 sanctioned by the Minister, to include appropriate EU contract reference numbers

(b) an explanation for the overspend of £162,000 on the Trade Promotion Project in 1998

Management Response
1.(a)
A progress report regarding the additional approved expenditure of 


£217,000 has been submitted to Internal Audit.

1.(b)
The overspend of £162,000 in 1998 was caused by a strong  industry interest in participating at a number of tradeshows which had not been anticipated when BIM were planning their 1998 budget. This resulted in 
BIM having to commit to bigger stands at each show which increased the cost considerably and resulted in the budget overrun for trade shows. An Irish Sea-Foods brochure featuring trade articles and an exporters directory was developed for distribution at trade shows and the costs associated wit
developing a high quality publication proved to be much higher than 

originally anticipated.

Findings & Recommendations

2.
Other Points

(a)
Admissibility of Salary Costs

Salary costs amounting to £29,972 were paid during 1999 and £43,274, during 2000 in respect of an appointment as Pelagic Co-ordinator. It is stated in Data sheet No. 22 that “costs incurred by public administration, including salaries of national and local (statutory) civil servants employed on day-to-day management, monitoring and control tasks on part-financed projects meeting regulation requirements are ineligible for part-financing through forms of assistance, including technical assistance.  It is clearly indicated that “only additional expenditure, meaning expenditure over and above normal patterns that is linked to specific and supplementary regulatory requirements may be eligible.” Management stated during the course of the audit than the salary costs for the Pelagic Co-ordinator are additional to those incurred for the normal staffing levels of BIM, and are therefore eligible for recoupment from the Structural Funds.

Recommendation

Management to confirm in writing that the appointment of the Pelagic Co-ordinator is additional to the normal staffing levels in BIM, and to indicate whether the post has been terminated, since completion of the programme.

Management Response
2. (a)    The post of Pelagic Marketing Co-ordinator was approved in January  1999, with full EU Funding provided under the programme. This post was terminated on 31st December 2000.
Closure of Programme

It is stated on file that a progress report for the closure of the programme will need to be submitted by 30/3/01, with all payments being made by 30/4/01.

Recommendation

Management to indicate what is the present position concerning the closure of the programme and to state the level of outstanding payments on contracts and commitments which have been entered into by final beneficiaries.

Management Response

2.(b)   All payments for the Marketing Measure were made by 30th March 2001


Internal Audit Unit




