Jamhuuriyadda Federaalka Soomaliya Al LALAN Jha geal) AL ; 98—
Dowlad Goboleedka Hirshabelle i sam AN o

Xafiiska Hantidhowrka PL-_H. & >al) uhSa

<

Federal Rebuplic of Somalia
Hirshabele State
OFFICE AUDITOR GENERAL

Transmittal Letter
18™ August 2020

Speaker of State Parliament
Hirshabelle State of Somalia
Jowhar, Somalia

Honourable Speaker,

In accordance with Section 32(3) of the PFM Act 2018 and Sections 30, 32 and 33 of the Audit Act 2019
of Hirshabelle State of Somalia (HSS), | have the pleasure to submit to you my annual FY 2018 Audit
Report for tabling in the State Parliament.

The main issues highlighted in the reports accompanying this letter are as a result of the annual audit of the
state’s public accounts and balances, as well as procedures applied to test the legal implementation of the
2018 state budget.

Responsibility of the Office of the Auditor General (OAG)

The OAG is the Supreme Audit Institution (SAI) in HSS. The office audits the state accounts to ascertain
whether funds have been utilised in accordance with the requirements set down in the PFM Act 2018 and
associated regulations. The primary function of the OAG is to deliver independent highly quality public
sector audit that promotes greater economy, efficiency and effectiveness in the use of public resources and
provide reliable report to the Parliament on the use of public funds by budget units as stated in Section 6(2)
and Section 7(1) of the Audit Act 2019.

The focus of our work is to provide reasonable assurance that public funds are planned, administered, used
and reported properly. We also work closely with Parliament to expand our capacity in delivering high
quality information.

Legitimacy of OAG Authority

Section 28(1) of the Audit Act 2019 outlines the responsibility of the OAG to audit the accounts of all
public bodies of HSS. Section 7(1) of the Audit Act 2019 states that the Auditor General (AG) shall act
independently in the exercise and performance of his functions, duties and powers. The independence of
the AG is a fundamental characteristic of a well-functioning SAI that operates in accordance with
International Standards of Supreme Audit Institutions (ISSAIS).

In line with the provisions of section 32(3) of the PFM Act 2018 and Section 30(4) of the Audit Act 2019,
the AG should submit the Annual Audit report to Parliament within four months after the receipt of the
Financial Statements from the Minister for Finance. The Speaker of the Parliament shall then table all audit
reports in the State Assembly within five working days after receipt as per Section 33(1) of the Audit Act
2019.



Role of Minister for Finance

The role of the Minister for Finance is to prepare the unaudited Final Account of the Consolidated Budget
and submit it to the Auditor General no later than four months after the end of the financial year as stated
at Section 32(1) of the PFM Act 2018. To help ensure my independence, | have no role in the preparation
of these financial statements nor in authorising or controlling any of the underlying transactions.

FY 2018 Audit Process

At the time of the audit, the OAG staff did not have the necessary skills and experience to conduct a full
financial statement audit. HSS OAG staff were recruited in July 2019 (at this time the FY 2018 audit
planning and preparations were underway). This necessitated the hiring of an external private audit firm,
Baker Tilly (BT), to perform the audit work with, and on behalf of, the OAG in line with sections 20-23 of
the Audit Act 2019. HSS OAG retained overall responsibility for the audit, acting as a link between BT and
the Ministry of Finance.

HSS OAG staff will be able to take on more responsibility for the audit work going forward as they have
gained some experience in the conduct of FY 2018 audit. The upcoming FY 2019 audit will still be
performed by a private sector audit firm together with HSS OAG staff; as with FY 2018 audit, a major
feature of the audit will be building the capacity of HSS OAG staff.

FY 2018 Audit Opinion

We audited the HSS Financial Statements for the year ended 31st of December 2018, which includes the
Consolidated Funds Statement of Receipts and Payments, the Consolidated Fund Statement of Comparison
of Budget and Actual Amounts as well as Notes to the Financial Statements and have issued a qualified
audit opinion. The financial statements were deemed to be mostly in conformity with the provisions of the
PFM Act 2017 and International Public-Sector Accounting Standards (IPSAS) - Financial Reporting Under
the Cash Basis of Accounting. The full Audit Opinion is included (with the Financial Statements) in
Attachment 1 — page number iv.

It is possible that the 2018 Financial Statements, as presented, do not fairly represent the financial activities
of government in one important area: payments totalling US$ 2,177,346 representing 67% of total
payments made during 2018 reported in the Consolidated Fund Statement of Receipts and Payments lack
adequate evidence to support these transactions. Without such evidence it is impossible to say whether
these payments have been correctly recorded and disclosed in the financial statements.

Other main findings are reported in the Audit Management Letter (Attachment 2) with constructive
recommendations for improvement. For these recommendations to improve the work of the state they need
to be implemented. Thus, the contribution of Parliament and the Government in increasing accountability
in public administration and in addressing audit recommendations is of critical importance.

Acknowledgement

Finally, I would like to thank Parliament for the constant support provided to OAG and sound cooperation
of the Parliamentary Committees in fulfilling our mission. Thank you also to the staff and senior
management of Government bodies who have helped us in fulfilling our audit objectives as well as Baker
Tilly, the private audit firm that helped us complete the audit process.

Attached to this letter are:
e The 2018 Financial Statements of HSS and accompanying Audit Opinion (Attachment 1).



e The Audit Management Letter for 2018 including the detailed findings and recommendations for
improvement (Attachment 2)

Yours sincerely,

Abdullahi Abdi Ibrahim
Auditor General

CC;
1.President HSS
2.Minister for Finance HSS
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leshabelle State of Somalia (HSS) Audlted Consclldated Financial Statements for the period ended 31
December 2018 ;

i) STATEMENT OF RESPONSIBILITY OF THE MINISTRY OF FINANCE

The Public Financial Management (PFM) Act 2018 of Hirshabelle State of Somalia requires Ministry of

Finance (The Ministry) to prepare Consolidated Fund Statement of Receipts and Payments for each

financial year that recognises all cash receipts and payments and cash balances controlled by the State.

‘The State is required to maintain proper accounting | records that are: sufficient to show and explain the

0 transactlons of the State and disclose, with reasonable’ agcuraay, fhe ﬁnanclal positioh of the State. The

+ State # also responsible for saféguarding the assets of the State and fc'r taking reasonable steps for the
'p;eventlcn and detectton offraud and other wregulantres o LA LRE

“ ol A N
. The Management ac@pts respcnstbtllty :fc!r the greparatlon ahs:l prqsentatmn of these Financial Statements -
Lue i accordance Intelnatlonal ‘Public Sectsf Agce'untlng Standat;ts (IPSAS) - Financial Reporting under the
~ s.Cash Basis‘anid in the manner.required by the PtplqulnanciatManhgement (PEM) Act 2018 of leshabelle ;
33 "_.State cf SomaIJa The Manage_ment also accepts: respcn51b|j|ty for -

ola

e -i)"' .'. Deatgmng w;:rementmg and"mamta!mng intenal ‘ohtrol f9|e‘fﬂ"tt o the prepara"”“ and fa'r. .
£ presentahon of the Cousohdétéd Flnan'clal Stateménts . e A o

[
- -

-‘,'_', ) Selectlng and applymg.apprdprla’te acccuntmg pollmes and:’

m) Maklng acccuntlng estlmates and Judgment.s tha are reasonable in the circumstances.

- ..’ r

i 'Hawng assessed the State’s ablltty to cosntinue as a gomg concern the Management is not aware cf any
- rnaterial uncertainties related to events orcondmons that may cast doubt upon the State'’s ability to contintie .
.as gomg concern. S .

'. ; : \ '-'. . ‘“The Management ackncwledges that the mdependent audlt of the Consohdated Ftnanclal Statements does
S e reheve them of their responsibilities. '

Apprc\?ed by '{he State of Hirshabelle State of Somalla (HSS) on ’ ?/ 04%2/0.2«0 ...2020

L3

e




@ bakertilly

Baker Tilly Merali's

1st Floor, New Rehema House,
Rhapta Road, Westlands

P.0. Box: 67486 — 00200
Nairobi

Kenya

T: (+254) 20 444 1384
(+254) 20 259 2780
M: (+254) 738 600 209

reception2@meraliscpa.com
www.bakertillymeralis.co.ke

ii) REPORT OF THE INDEPENDENT AUDITOR
Qualified Opinion

We have audited the financial statements of the Hirshabelle State of Somalia which comprise the
Consolidated Fund Statement of Receipts and Payments, the Consolidated Fund Statement of Comparison
of Budget and Actual amounts, and Government Financial Statistic (GFS) Statement of Operation for the
year ended 31 December 2018 and Notes to the Financial Statements including a summary of significant
accounting policies.

In our opinion, except for the effects of the matters described in the Basis for Qualified Opinion section of
our report the financial statements presents fairly, in all material respects, the financial position of the
Hirshabelle State of Somalia as at December 31, 2018, and of its financial performance for the year then
ended in accordance with the Public Financial Management (PFM) Act 2018 and the International Public-
Sector Accounting Standards (IPSAS) - Financial Reporting Under the Cash Basis of Accounting.

Basis for Qualified Opinion

Our audit identified payments totalling US$ 2,177,346 representing 67% of total payments reported in the
Consolidated Fund Statement of Receipts and Payments which lacked adequate evidence of occurrence
and classification of transactions and are therefore material in the context of this audit. These payments
were partially supported, with either internally generated documentation or inadequate documentation from
suppliers.

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our responsibilities
under those standards are further described in the Auditor's Responsibilities for the Audit of the Financial
Statements section of our report.

We are independent of the Hirshabelle State of Somalia in accordance with the International Ethics
Standards Board for Accountants' Code of Ethics for Professional Accountants (IESBA Code) together with
the ethical requirements that are relevant to our audit of the Financial Statements in Somalia, and we have
fulfilled our ethical responsibilities in accordance with these requirements and the IESBA Code. We believe
that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our qualified
opinion.

Other Information

Management is responsible for the other information. Other information comprises the information included
in the Annual Report but does not include the Financial Statements and our auditor's report thereon.

Qur opinion on the Financial Statements does not cover the other information and we do not express any
form of assurance conclusion thereon.
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In connection with our audit of the Financial Statements, our responsibility is to read the other information
and, in doing so, consider whether the other information is materially inconsistent with the Financial
Statements or our knowledge obtained in the audit, or otherwise appears to be materially misstated. If,
based on the work we have performed on the other information, we conclude that there is a material
misstatement of this other information: we are required to report that fact. We have nothing to report in this
regard.

Key Audit Matters

Key audit matters are those matters that, in our opinion our professional judgement, were of most
significance in our audit of the Financial Statements of the period. These matters were addressed in the
context of our Audit of Financial Statements as a whole and in forming our opinion thereon, and we do not
provide a separate opinion on these matters. In addition to the matters described in the Basis for Qualified
Opinion section, we've determined the matters described below to be the key audit matters to be
communicated in our report.

Collection and recording of tax revenue

The procedures applied by the Hirshabelle State Administration of Somalia increase the risk of revenue
leakages and misstatement of the financial statements caused by:

Lack of automated revenue collection system.
Utilization of tax revenue collected before submission to revenue collection officers.

* Lack of separation of functions because same officer performs the functions of collection, banking and
recording taxes.

e Lack of reconciliation of revenue collected to amounts banked and the accounting system.

In order to address these risks, we performed the following audit procedures:

o Conducted interviews with the relevant management responsible for recording revenue to
understand the procedures applied for tax collection.

o We performed substantive test to verify that the procedures are operational.

o We sought external confirmations for revenue from the Federal Government of Somalia (FGS) and
donors and compared the confirmations received with the financial statements.

* We traced receipts recorded on the ledgers to the bank statements and receipt books to verify
accuracy of receipt recorded on the financial statements.

* We reviewed the bank statements for indicators of undisclosed receipts in order to verify
completeness of receipts.

* We tested on a sample basis receipts declared on the financial statements against supporting
documentation and performed substantive tests, analytical review procedures and cut off tests.

* We made inquiries from management on the variances identified for receipts and reported in the
management letter where explanations were inadequate.

Lack of value for money in the road rehabilitation cost

We noted that an amount of US$ 748,700 reported in Note 13 to the financial statements was utilized for
the rehabilitation of a 15 KMs of road between Jowhar City and the Airport. From review of the
documentation, we found deficiencies as follows:

e Our physical verification of road works revealed works are likely not to have been satisfactorily
performed.
The State did not maintain evidence to certify that road rehabilitation works was performed.
Failure to maintain documentation to support the procurement process for rehabilitation of the airport
road at a cost of US$ 748,700.

= Failure to maintain supporting documentation tc verify the stages of work completion and subsequent
authorization of payment based on satisfactory completion of the work.
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In order to address these risks, we performed the following audit procedures:

e Conducted physical verification of the airport road in order to ascertain whether the work was
performed.

e We verified supporting quotations and bill of quantities in order to verify for the nature and scope of
works to be provided.

e Reviewed the request and approval of the road rehabilitation by the requesting unit/function at MOF
and budget availability at the time of approval.

e We verified the bid analysis process in arriving at the selected supplier verified the contract to the
winning supplier and communication to the supplier on the contract award.

e We requested for supporting inspection documents and photos indicating the degree of completion by
the Contractor and the MoF procurement head/ engineer in order to establish the level of work
performed.

e Reviewed payment documentation to establish whether the supplier received the funds.

Responsibilities of the Management and those charged with governance for the Financial
Statements

The Management is responsible for the preparation and fair presentation of these Financial Statements in
accordance with the Public Financiat Management Act 2017 and the International Public-Sector Accounting
Standard (IPSAS) - Financial Reporting under the Cash Basis of Accounting and for such internal control
as the Management Committee is necessary to enable the preparation of Financial Statements that are
free from material misstatement, whether due to fraud or error.

In preparing the Financial Statements, the Management is responsible for assessing the HSS'’s ability to
continue as a going concern, disclosing, as applicable, matters related to going concern and using the
going concern basis of accounting unless the Management intends to liquidate the organization, or to cease
operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the organization’s financial reporting
process.

Auditor's responsibilities for the Audit of the Financial Statements.

Our objectives are to obtain reasonable assurance about whether the Financial Statements as a whole are
free from material misstatement, whether due to fraud or error, and to issue an auditor’s report that includes
our opinion. Reasonable assurance is a high level of assurance but is not a guarantee that an audit
conducted in accordance with ISAs will always detect a material misstatement when it exists. Misstatements
can arise from fraud or error and are considered material if, individually or in the aggregate, they could
reasonably be expected to influence the economic decisions of users taken on the basis of these Financial
Statements.

As part of an audit in accordance with ISAs, we exercise professional judgement and maintain professional
skepticism throughout the audit. We also:

e Identify and assess the risks of material misstatement of the Financial Statements, whether due to fraud
or error, design and perform audit procedures responsive to those risks, and obtain audit evidence that
is sufficient and appropriate to provide a basis for our opinion. The risk of not detecting a material
misstatement resulting from fraud is higher than for one resulting from error, as fraud may involve
collusion, forgery, intentional omissions, misrepresentations, or the override of internal control.

e Obtain an understanding of internal control relevant to the audit in order to design audit procedures that
are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entity’s internal control.

e Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by the members.

e Conclude on the appropriateness of the Managements' use of the going concern basis of accounting
and based on the audit evidence obtained, whether a material uncertainty exists related to events or
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