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DOC-AGA-24-05-12-E
Internal Audit Report related to accounts 2023
                                       Document for information
Introduction
Following their appointment by the AGA 2023, David Adams and Raymond Ceccotto have been examining the accounts of the EDF for the year 2023 as well as the general financial situation of the organisation. 
In addition, to get more understanding of EDFs financial management David Adams attended our Finance Committee meeting in March 2024. 
Remarks related to accounts 2023
In 2023, the staff team dealing with projects and fundraising has been reinforced, allowing a better monitoring of finances and activities. Nevertheless, the management was made difficult due to a lot of activities taking place in the second semester of 2023 and the massive amount of expense claims and invoices received in December. This created some difficulties related to project expenses and led to some overspending within the expenses financed under the Operating Grant but also outside the Operating Grant. This overspending is also related to increased costs of services and travel and changes in the financial procedures related to the CERV operating grant. In the section of costs financed outside the Operating Grant and projects we had to include costs related to differences between EC unit costs on travel and accommodation and some administrative costs. 

Nevertheless, the year ends with a positive result that increases the legal social reserve of the organization. This positive result is due to the increased amount of unrestricted funds generated by some projects and cooperation with corporate funders and other type of sponsorship. The category donations include some income not linked to any specific project.
Financial sustainability

In response to the advice of previous year’s internal audit, we have continued the efforts to find new complementary funding/income to increase the unrestricted income and new sponsors. The Funding and Grant Coordinator 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 and finding new sponsors.
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 repeated 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. 

Moreover, it was recalled that the budgets of all projects EDF participates in, include the related staff cost. So, anytime we apply for a project or a foundation’s 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. Also when creating budgets, we are using appropriate and updated rates including indexation that is obligatory in Belgium. 
The Finance Manager reminded the auditors that all participation in projects was presented to the Management Team and approved after analysis of the budget and all risks. The Management Team includes the EDF Executive Director, the Finance, Human Resources and Admin Manager, the International Cooperation Manager, Communications Manager and the Senior Policy Coordinator.
If accepted by the Management Team, the project is submitted to the the Executive Committee via related concept notes 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.
Project reporting 
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. 
This year a significant and important work to increase projects monitoring has been undertaken leading to some meetings between the Treasurer and the accountant as well as Funding and Grants Coordinator and the accountant, who are working now very closely. The accountant also has more direct contacts and specific meetings directly with project officers. The Funding and Grants Coordinator together with project officers are monitoring all activities and finances of the projects, as well as reporting deadlines etc. There are semestral meetings between the Funding and Grants Coordinator and project officers to keep track of projects’ implementation.
These improvements have been put in place during the year 2023 to avoid the difficult situation that arose from some miscounting in a project from 2019-2022 and that lead to a remark in the audit report of 2023. An explanatory note is annexed to this report. 
Membership fees 
The internal auditors noticed the high level of membership fees. The Finance Manager explained that, like last year, the Membership Officer, Loredana Dicsi has 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 the situation of members that had not paid their fees for 3 consecutive years had been examined. The Membership Officer has taken the necessary steps (sending registered mail before proposing them for exclusion.
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 shortly after meetings, including boarding passes as well as evidence of meeting attendance (such as meeting programme, speaker’s agenda, pictures of the events, etc). This will allow a better projection of the financial situation.
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 has been put in place and is directly linked to the accounting programme. The automatic input of bank movements in the accounting system has also been put in place. 
Online and Artificial Intelligence tools will be examined to continue reinforcing monitoring.

It was decided to set up a meeting next year to discuss with the external auditor and another meeting with the Executive Director to discuss further the scope of the internal audit.
It was also reminded that the Finance Committee will examine the issue of the reserve at its meeting in autumn 2024 with the input of David, the Treasurer and the accountant.
Conclusion
The EDF Director and the Finance Manager thank David Adams and Raymond Ceccotto for their participation and their advice.
Explanatory note on financial management and audit 2023
Background context
At the board meeting in March 2023, the interim audit report was presented which gave a positive result for the 2023 accounts. 

When the full audit was completed, the auditor noted unclosed passed projects not resolved in the EDF accounts. The EDF finance manager and accountant intended to rectify these enclosed projects in 2024, but the auditor wished these were already noted for the 2023 accounts. Therefore, there is an explanatory sentence from the auditor which refers to €108,000 which has not been accounted for related to projects. 

This does not affect the results of 2023 and we are working on absorbing this loss within 2024 thanks to unrestricted funding that should allow us to end 2024 with no loss.

Explanation of what went wrong in years 2019 - 2022 in relation to financial management of projects
1. To diversify its funding and programs, EDF has successfully completed projects funded by several donors. Unfortunately, in the past, in developing the projects the daily rates for staff were underestimated and there was often not enough funding allocated to administration and financial management. This means that the actual human resource costs were higher than what was budgeted in the projects.

2. In one such project an error took place. A full-time staff member was accounted and there was only 1/2-time staff member budgeted. Over the course of two years this has led to a considerable overspending on that particular project. In that case another donor should have been charged for this halftime staff member. 

3. During 2019-2022, there was not enough administrative and financial support in the EDF secretariat (which has now been resolved through hiring more staff).

4. Additional reason for increase of the staff cost in 2021 and 2022: there was an unexpected high indexation (obligatory salary increases) in Belgium.

5. The accountant did not have enough contact with project managers to ensure a regular monitoring of expenses on each project.
Measures taken to solve the issue
From the 2021 (so still before the auditor’s report in 2024) the following measures had been put in place to have a better financial and administrative management of projects:

1. From 2021, we try to ensure the operations team is well staffed in EDF.  Previously the finance manager was responsible for all matters of human resources, financial and administrative management. 

2. In autumn 2021, funding and grants coordinator was hired to take care of EDF’s participation in the projects and develop proper fundraising processes:

a. The funding and grants coordinator has an overview of all fundraising activities and all the projects’ activities and finances. She is monitoring also all the reporting dates.

b. The Funding and grants coordinator develops every project’s budget very carefully and in cooperation with other colleagues, to make sure that not only all activities but also all the staff costs and overheads are included. New projects are discussed in the fundraising part of Management Team meetings.

c. There are regular, semestral meetings between funding and grants coordinator and project managers so that there is regular follow up of all projects’ activities and expenses. Additionally, the funding and grants coordinator is available to project officers, financial manager and accountant on a daily basis – to support them.

d. Every project officer must monitor his/her project’s expenses parallel to monitoring made by the accountant.

e. The Funding and grants coordinator has a close collaboration with the accountant in area of finances and reporting.

f. For last two years the funding and grants coordinator has been preparing yearly staff allocation, to monitor where we cover the salaries of the staff and to monitor the budgets of the projects. 

g. We have started to use accurate projections of staff costs, which include indexation and the staff allocation is shared with the accountant.

h. We have also implemented policy/process on making decisions on joining new projects to make sure we join only beneficial ones with good financial conditions. 
3. All the projects’ documentation is kept up to date and stored on the server, so it is available any time.

4. An executive secretary was hired in January 2024, so this is taking a lot of burden from Finance Manager.

5. We are developing a more elaborate analytical accounting system that has been put in place to avoid any mistake in project input.

6. The payment of invoices is closely monitored via the new virtual invoicing system which will now have specific mention of project numbers so that allocation of costs is accurate and double checked by the project manager and the finance manager and the executive director as a last check.

7. We constantly work on improving our internal financial and monitoring processes.
Tools which are now used to ensure these errors do not happen in the future
1. Human resource table created and managed by Funding and Grants Coordinator with clear allocation of funding for all posts. 

2. Salary scale updated annually with external support used as a basis for accurate daily rates.

3. Elaborated monitoring tools for projects plus regular project monitoring meetings.

4. Meetings between funding and grants coordinator and the accountant every three months for regular monitoring of accounts versus project expenditure.

5. Virtual accounting system, now with clear mention of project numbers for all invoices, checked by project managers, finance manager and finally used to update accounts.

6. Use of CODA (automatic input of bank movements within the accounting system
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