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DOC-AGA-23-05-01-e
Internal Audit Report related to accounts 2022
                                    Document for information
Introduction
Following their appointment by the AGA 2022, David Adams and Raymond Ceccotto have been examining the accounts of the EDF for the year 2022 as well as the general financial situation of the association. 

Working conditions of 2022 and post Covid-19 pandemic situation

From the start of the pandemic, EDF had shown a reactive and protective sense, following closely Belgian, European and worldwide recommendations. Therefore, it was decided that all staff would work from home until staff safety ensured. Thanks to its up-to-date server system, the capacity of adaptation and the means proposed to the staff, the Secretariat has been able to function very well, and all the work foreseen as well as all the deliveries requested by donors have been achieved. 

In 2022, we observed the situation returning to normal as the pandemic decreased. Some precautionary measures in place from 2020 had been retained but the situation related to travel and attending meetings has returned to normal. 

Remarks related to the accounts 2022

As in 2021, the internal auditors appreciated the result of the year being positive and leading to a higher financial sustainability and the opportunity to create a social reserve (reserve of money to protect legal staff costs in case of difficulties).

They noted that there was, because of cost controls and good financial management, an operating surplus of approximately 16 000 €.

In response to the advice of last year’s internal audit, encouraging the EDF to continue the efforts to find new complementary funding/income to increase the unrestricted income the internal auditors noted that the Secretariat had recruited in 2021 a Fundraising and Grant Officer. This new staff member made a review of the most important financial needs and policy support and some applications to new grant opportunities have been prepared. This led to EDF participating in a few new projects (see document summarizing the situation of project).

The internal auditors also acknowledged that the participation in international development projects brought some consequent funding allowing human resources, actions and office costs to be secured on top of the main European Commission Operating Grant. It was noted that international development was leading to new funding opportunities to include some general unrestricted funds (around 10 % of the project).

The internal auditors stated that new projects seemed to work well and that these exchanges on European and International level were very important for a European association as EDF. On top of the content, it is also an opportunity to bring new financial means. The Finance Manager specified that, regarding staff dedicated to projects, we have our Grant and Fundraising coordinator whose salary is part of the Operating Grant from the European Commission as part of ensuring EDF’s financial sustainability (which is of course what we also think.

Moreover, the budgets of all projects EDF participates to, include the related staff. So, anytime we apply for a project or a foundation funding or sponsorship we do it only if we are able to include staff costs within our proposal and we target to, at least, include one staff member.

It was also acknowledged that the project related to Ukraine has been most valuable with regards to the difficult situation in this country and in the countries across the borders.

The Finance Manager reminded the auditors that all participation in projects was presented to the Executive Committee and that ad-hoc concept notes were presenting the objectives of the projects as well as the added value to EDF’s main objectives. She also explained that the objectives and activities of all projects considered were in line with the EDF’s Strategic Framework discussed and approved by the EDF Board. She also mentioned that the approval of participation in projects was also presented to the management team. The management team includes the EDF Executive Director, the Finance, Human Resources and Admin Manager, the International Cooperation Manager and the Senior Policy Coordinator.

With regards to accounts and financial report, it was noted that most expenses were in line with the budget and that no major area of overspending was noticed. 

Like last year, the Finance Manager explained that due to the change in Belgian law last year and the increased level of justification on expenses requested to the European Commission, the External audit had been adapted with a more in-depth check of all financial and administrative aspects of the EDF. 

Moreover, some new requirements from the European Commission lead to some adaptations. The European Commission, whose grant is used to operate the associations and its governing bodies, has requested that EDF uses unit costs to report travel, accommodation and subsistence costs. In agreement with the external auditor and the external accountant, we managed to include these unit costs within the EC reporting as well as to proceed with full reimbursement to members. In some cases, there was a difference between real costs and unit costs. Thanks to the correct level of co-funding and unrestricted funds available we have been able to absorb this difference under the portion of the budget financed outside the European Commission operating grant.
The Finance Manager specified that EDF reimbursement rate and rules had not changed. Only EC requested a different calculation based on their own unit costs for accommodation, subsistence costs and travel costs. Accommodation and subsistence did not bring differences because usually, the rate we use for accommodation and subsistence is quite aligned with EC Unit costs. Where we had a bigger challenge was related travels. The EC unit rate gives a rate per km that does not correspond to the reality of flight costs (that are based not only on a km basis but also and mostly by market prices fluctuations. Therefore, the travel costs that could not be included in the Operating Grant costs have been considered in the costs financed outside the Operating grant. This allowed us to insure full reimbursement of travel costs to members.

The Finance Manager pointed out that the external auditor and external accountant gave some clear guidelines to adapt the bookkeeping process. Therefore, the system of virtual invoice has been adopted. It was noted that the increased financial services costs (work of the accountant) in 2021 were continued in 2022 and would continue in future years due to the increased number of projects leading to more accounting work. It was also noted that these costs were included in the budget linked to the Operating Grant as well as in each project and that this would ensure accurate accounting. The finance manager explained that the external accountant increased its staff team to be able to handle the extra work.

The internal auditors noticed the high level of membership fees. The Finance Manager explained that the Membership Officer, Loredana Dicsi have been able to monitor closely the payment of membership fees. She has also been able to enlarge the EDF membership by welcoming new members. She also explained that the Grant and Fundraising Coordinator has proposed to members some training sessions on fundraising and some participation to projects allowing some members to access more funding. 

The Finance Manager also explained that staff costs had been increased by the legal indexation that took place over the year, that the important number of meetings led to increased costs related to accessibility features such as sign language interpretation and captioning and that hybrid equipment costs increased the items related to equipments.

Lessons learned from previous internal audits

To improve control of project management and financial reporting, the bookkeeping framework has been revised as well as the analytical process. This made reporting to the various donors more effective. It was decided to review this annually. 

The introduction of a virtual invoice system took place in 2021.  This led to some difficulties in processing the documents virtually. The risks of time loss, double input of invoices and double payment of invoices have been mitigated by organizing more frequent meetings between the Financial Manager and the external accountant in order to strengthen their controls and monitoring reporting. The positive result of the external audit confirmed that the measures put in place had been effective.

In view of systemizing all financial actions and financial management procedures, a Financial Manual has been drafted by the Secretariat and reviewed by the Finance Committee. It compiles all the procedures and good practices existing within EDF. This document has also been sent to the internal auditors who were invited to send their comments. 
Recommendations for the future

As last year, for external audit purpose and due to higher level of expense justification needed, a systematic filing of supplier’s quotations was considered necessary to  evidence the competitive procedure for procurement.  Also noted great attention should continue to be paid to receiving all travel evidence from members, including boarding passes as well as evidence of meeting attendance (such as meeting programme, speaker’s agenda, pictures of the events, etc.

It was also noted the importance of requiring members to send their travel expense claims as one single pdf document with the expense claim as a cover page and all supporting evidence attached. This allows the bookkeeping system to upload one document per expense claim, and results in efficiencies for the external auditor.

As per external auditor recommendation, an electronic approval of invoices is currently being put in place and is directly linked to the accounting programme.  The Finance manager has attended training courses on digitalization of accounting and bookkeeping and will be implementing changes during 2023.

The external accountant has reinforced her team to cope with the extra projects, audits and  reporting requests. 

The internal auditor proposed to give their contribution to the revision of the Finance Manual next year.

The internal auditor requested a document comparing accounting over two or three years. The Finance Manager confirmed that this will be provided by the external accountant.

Conclusion

The EDF Director, the Finance Manager thanked David Adams and Raymond Ceccotto for their participation and their advice.
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