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Forward letter

18th March, 2022

Speaker of State Parliament
Galmudug State of Somalia Dhuusamareeb, Somalia

Honourable Speaker of Parliament,

In accordance with Section 32(3) of the PFM Act 2017 and Sections 30, 32 and 33 of the Audit Act 2018
of Galmudug State of Somalia (GSS), I have the pleasure to submit my report on the accounts of Galmudug

State of Somalia for the financial year ended 31st December 2020 for tabling in the State Parliament.

Yours Faithfully,

Hashi Osman Mohamed
Auditor General Office
Galmudug State of Somalia.

CC:
1. The President of Galmudug State Government in Somalia

2. Minister for Finance of Galmudug State of Somalia
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1. Acronyms

Acronym Full Description

AG Auditor General

CSC Civil Service Commission

DG Director General

FMIS Financial Management Information System
FY Financial Year

GSS Galmudug State of Somalia

1D Identity

ICT Information and Communications Technology
IPSAS International Public Sector Accounting Standards
ISSAI International Standards of Supreme Audit Institutions
IT Information Technology

MOF Ministry of Finance

NGO Non-governmental Organisation

OAG Office of the Auditor General

PFM Public Financial Management

PREMIS Public Resource Management in Somalia

RMS Revenue Management System

SAI Supreme Audit Institution

TSA Treasury Single Account

TD Treasury Director

UNDP United Nations Development Program

USD United States Dollar
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2. Message of Auditor General

I am pleased to present my report on the results of my audit of the Consolidated Financial Statements of
the GSS for the year ended 31 December 2020. The matters included in this report are selective as they
are being brought to the attention of Parliament as per my reporting requirements. The main objectives

of this report are to:

e Draw the attention of Parliament, Government, and other decision makers to matters arising
from carrying out my oversight role as the Auditor-General.

e Comment and provide information on consolidated financial management and reporting,
governance, and administrative issues; and

e Maintain an official record in terms of reports of matters arising and audit findings made in entity

for future reference.

I am pleased to note that many matters raised in audit management letters issued to Ministry of Finance
throughout previous audit cycles have been dealt with satisfactorily. The OAG remains firmly committed
to making positive contributions in overcoming the obstacles to prudent financial management and
control. We will continue to make ourselves available and provide proactive insights into the root causes

of weak internal control environments.

I urge the Parliament of GSS to conduct public hearings to discuss issues contained in my report. This
would be instrumental in continuously improving the management of public resources by the state bodies

and those charged with the responsibility of utilizing public resources.

Finally, I wish to record my personal gratitude to members of my staff who sincerely carried out their
duties with dedication and devotion despite some constraints. It is their professional resilience and
devotion that has made it possible for me to deliver on the constitutional mandate and contribute to
making a difference to the lives of the people in GSS. I also appreciate the support from our development

partners for contributing to the strengthening of operational capacity within the office.
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3. Introduction

This Report has been produced in accordance with Section 32(3) of the PEM Act 2017 and Sections 30, 32
and 33 of the Audit Act 2018. During the audit process, there were various levels at which the OAG
interacted and communicated with Minstery of Finance who are responsible for the preparation for the
financial statements. The purpose of this interaction was to provide an opportunity for the audited entity
to clarify and take corrective action on the findings of the audits. The audit findings mentioned in this
Report are those which were not resolved during the audit of accounts for the financial year ended 31st
December 2020 and outstanding matters as reported in the management letter. In addition, the Report
contains audit recommendations which are aimed at addressing various findings observed during the audit

process.
3.1 Our Mandate and Independence

Section 28(1) of the Audit Act 2018 outlines the responsibility of the OAG to audit the accounts of all
public bodies of GSS. In line with the provisions of section 32(3) of the PFM Act 2017 and Section 30(4)
of the Audit Act 2018, 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 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 2018.

The independence of the Auditor General (AG) is a fundamental characteristic of a well-functioning SAI
that operates in accordance with International Standards of Supreme Audit Institutions (ISSAIs). Article
67 of the Galmudug Constitution states that the OAG is an independent institution the main function of
which is to be the external Auditor for the State. In addition, Section 7(1) of the 2018 Audit Act of
Galmudug State of Somalia deals exclusively with the independence of the Auditor-General in the discharge

of his responsibilities.

3.2 Constraints

1. Staff

The staffing position in the Office has over the years been improving. However, staffing levels are still not

commensurate with the number of audit activities being undertaken throughout the state.

II. Parliament

e DParliament has not yet held hearings on any of our audit reports neither do they follow up on

recommendations mentioned in our reports for action and implementation.

e Delays in translating our report affects submission timeline to the parliament.
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ITII.  Transportation
e Most audit activities are conducted outside of our office, requiring transportation for staff to these
workstations in all districts of the state.

3.3 Appreciation

I would like to acknowledge the MOF management for their commitment to work with us. Last but not
least, I extend my appreciation to OAG staff whose professional resilience and devotion has made it
possible for the OAG to deliver on its constitutional mandate and contribute to making a difference to the

lives of GSS citizens.
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4. Executive Summary

The Executive Summary gives a snapshot of the main findings to the public and stakeholders of the

manner in which GSS used the budget the 2020 financial year to deliver services to citizens.
41 The Role of OAG

The OAG is the Supreme Audit Institution (SAI) of Galmudug State of Somalia (GSS) and is an
independent guardian institution of the public purse and economic security as mentioned in Article 67 of

the Galmudug Constitution and Section 7 of Audit Act 2018.

Article 32(3) of PFM act 2017 and Section 6(3) of Galmudug Audit Act 2018 requires me to audit and
report on the public accounts of GSS. Accordingly, I carried out the audit of the Consolidated GSS

Financial Statements for the year ended 31 December 2020 to enable me report to Parliament.

Section 28 of Audit Act 2018, sets out the further responsibilities of the auditor general to ascertain

whether:

(a) The accounting records have been faithfully and properly maintained.

(b) The rules, procedures and internal controls are sufficient to secure effective control of the
assessment, collection, and proper allocation of revenues.

(c) All money expended and charged to an appropriation account has been applied to the purpose
or purposes for which the State Assembly intended and with due regard to ensuring effective
internal control; and

(d) Internal controls, rules and procedures established and applied are sufficient to safeguard the

control of stores and other public assets.
Additionally, as mentioned Section 30 of the Audit Act 2018 requires the AG to include in his report:

His opinion on the truth and fairness of the consolidated and separate public accounts.
Significant findings and recommendations.
Deficiencies identified in the internal control system.

Details of essential records that have not been maintained; and

YV V. V V V

Any money that has been expended without due regard to economy or efficiency.
4.2 Opinion of the Auditor General

I have audited the financial statements of the Galmudug 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 Notes to the Financial Statements including a summary of significant accounting

policies.
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In my 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
Galmudug State of Somalia as at 31 December 2020 and its financial performance for the period then ended
in accordance with the Public Financial Management Act, 2017 and the International Public-Sector

Accounting Standards (IPSAS) - Financial Reporting Under the Cash Basis of Accounting, 2017.

The full opinion can be found at Annex 2.
The main reasons for the qualified opinion are:

(a) Revenue amounting to $226,874, representing 1.5% of total revenue, collected by line Ministries
and Local Governments were not supported with receipts. Therefore, we are not able to confirm
whether the revenue has been disclosed in the correct revenue heading in the financial statements.

(b) Payments of USD 4,286,742, representing 36% of total payments reported in the Financial
Statements, were inadequately supported and are significant in the context of this audit. These
payments were only partially supported, with either internally generated documentation or
inadequate documentation from suppliers.

4.3 Summary of Audit Findings
Cash and bank

The cash and bank system has strong and effective policies and procedures; however, these policies and
procedures are not always adhered to. When opening bank accounts in GSS, prior authorisation by the
Minister for Finance should be obtained and all signatories should be from the Ministry of Finance (MOF).
No signatory should be provided by a Ministry or Department unless required by the donor, in writing. If
authorisation is granted for a signatory from a Ministry other than the Ministry of Finance, the second
mandatory signatory to the account must be from the Ministry of Finance. In the period under review the
Minister for Finance has approved two GSS institutions, namely GSS Parliament and the State House to
open separate bank accounts contrary to the provisions of the banking regulations as no MOF bank
signatory is included in the management of these accounts. Cash held in these bank accounts may be

misappropriated, stolen, or misused for personal purposes.

Periodic review and updating of the state’s bank register were not done contrary to the provisions of
the state’s banking regulations. In December each year, GSS should conduct a periodic review of the bank
register and update the state's bank account register to help ensure all state accounts are managed propetly

and fully included in the annual financial statements.

As per Article 3 (1) of Regulation 5 of the PFM Act, GSS should perform daily or weekly bank
reconciliations; however, reconciliations are currently performed only on a monthly basis.
Additionally, some of the reconciliations reviewed were not approved by appropriate officials. Errors may

7
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not be identified, and corrective action taken at the earliest possible time. Bank accounts of GSS should be

reconciled on a weekly basis, within 2 days after the week has ended.

Revenue

We have noted that the states revenue collection efforts are paying off with higher collections recorded this

tinancial year compared to previous periods as the below chart shows;

GSS Local Revenue over the last two
financial years (USD)

3,357,739

1,237,663

2020 2019

In general, local revenue collected during FY2020 has increased significantly in comparison to the prior
year which is as a result of a number of taxes being enforced, such as Personnel Income tax, Custom duties
for Khat and Cigarette, livestock fees, urban road user tax, local NGO registrations, business, and

professional licenses.

Nonetheless, a number of control deficiencies associated with the revenue collection process and systems

are highlihted below;

e Variances between amounts recorded in collection receipts and amounts banked. totalling

USD 10,967 were noted.

e No reconciliations between receipt books, banking slips and the Revenue Management

System (RMS) were performed.

e Non-collection of passenger fees and turnover tax for some months. No plausible
explanantion was given for the non collection of this imprtant and basic income streams for the

affected months.
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e A sum of USD 226,874 was collected by various ministries but their documents were neither
submitted to the Ministry of Finance nor found during the audit when requested therefore

we cannot be sure whether the revenue has been charged to the correct accounts.

e As reported in the OAG Somalia audit report FY 2020 (Annual Audit of Financial Statement of
the Federal Government of Somalia, Findings 4.2 on Page 4!), USD 12,220,554 million was
transferred from FGS during Y 2020. However, only USD 11,163,192 million was received during
FY 2020 by GSS — this is the figure reported in the draft financial statements and traced to GSS
bank accounts. In addition, we received evidence that USD 1 million was received in the main TSA
account by midnight of the 1% January 2021. However, a variance amounting to $57,362 is still

unexplained. There is a risk that money intended for GSS has been misappropriated.
Payments

We have noted the following irregularities, weaknesses and breaches of law pertaining to the processing of

GSS payments:

e  Contract employees and security payments such as allowances and Salaries are channeled
through supplier’s account instead of individual staff or security officers’ accounts.

Amounts could not be directly traced to the intended beneficiaries.

e Huge suspicious payments were made to individual accounts without proper
accountability. The amounts are claimed to have financed various expenses such as contingency,
travels, vehicle hire ete. It is not clear for example, how USD 40,000 transferred to an individual

account described as contingency was utilized.

e  Several payments were made in the absence of necessary supporting documentation. Lack
of proper supporting documents creates doubts as to whether the expenses were incurred validly
for the proper intended purposes and whether the state has obtained value for money. GSS should

not action payments without complete supporting documents being provided.

L http://oag.gov.so/wp-content/uploads/2019/09/Annual-Financial-Statements-of-the-Federal-Government-
of-Somalia-for-the-Financial-Year-Ended-31st-December-2020-Web.pdf
9
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Instances where goods and service are recorded on payment order for salaries and
allowances instead of commitment and payment order. A critical financial control is to ensure

that all payment forms are used correctly.

In contravention of the PFM Act 2017, contingency funds were used to pay rent and car
rental. 1t’s extremely important that contingency payments cover urgent and unforeseen
expenditures arising from emergency situations like disaster or epidemics and not regular other

expenditure items which should be covered by other budgets.

The mode of payment for transfers to local government is not consistent. Some payments
are transferred to supplier accounts in the name of transfers to local governments while others are
transferred directly to the local government’s account. The state needs to implement a reasonable

clearly documented mode of transfer to local governments.

Procurement

The PFM Act and Regulations were breached on a regular basis. The whole procurement process

has been set aside for some of the large payments such as the construction of State House and in the

provision of food rations to the security forces as well as other procurement activities.

GSS should follow the procurement guidelines in order to avoid non-compliance with the PFEM Act 2017

and reduce the significant risks of fraud and theft while ensuring maximum value for money is achieved

with limited state resources.

Assets

It’s extremely important to maintain the assets of the state and follow the asset policy and procedures.

However, weaknesses found in the management of fixed assets include and not limited to the following:

Budget

Lack of a centralized asset register for the state in breach of the existing regulations.
Lack of departmental/ministerial asset registers.
Lack of tagging of assets.

No regular physical asset verifications.

It is important that the preparation of the annual budget follows an orderly process with participation by

all those who are affected. During the audit review, we noted that the budget was submitted after the

10



ANNUAL REPORT OF THE AUDITOR GENERAL OF GSS STATE FINANCES
FOR THE YEAR ENDED 31 DECEMBER 2020

deadline. MOF should deliver the draft Budget and accompanying documents to Parliament before 31

October of the previous fiscal year.
Follow up of Prior Year Audit Recommendations

OAG strengthens accountability, transparency, and integrity by independently auditing operations and
reporting on the use of funds of public entities. This enables those charged with governance to discharge
their responsibilities, in responding to audit findings and recommendations and taking appropriate
corrective action, and thus realizing improvements envisaged from implementing proposed
recommendations to improve the public financial management of the State. The table below shows the

status of prior year audit recommendations.

Status Number of
Recommendations
Implemented 14
Partly Implemented 5
Not Implemented 16
TOTAL 35

Not all recommendations have been implemented, but as the table shows, some real progress has
been made. This is particulatly encouraging given the consistent lack of meaningful implementation over

previous years.
4.4 Conclusion

The states internal process and controls are gradually improving with the implementation of 14
recommendations from last year’s audit. The states revenue performance has also improved. However,
serious concerns still remain mainly on misclassification of expenses, unsupported revenues with potential
for misclassifications, unexplained variances on FGS transfers, doubts over expenses due to lack of
supporting evidence and continued excessive use of cash payments. Until these issues are addressed the

OAG will have no option but to continue to issue modified audit opinions.

11
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Annex 1 — Galmudug State of Somalia (GSS) Audited Consolidated
Financial Statements for the Period Ended 31 December 2020 and
the accompanying auditor’s report.

12
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REF/GSS/AG/232/2022

Audit of Galmudug State of Somalia Performed by the Auditor General

Final Audit Report

Farhan Ali Mohamed
Minister of Finance,
Galmudug State of Somalia

]

Dhusamareb-Somalia.
Date: February, 16+ 2022,
Dear Sir,

Qualified of Opinion

I have audited the financial statements of the Galmudug 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 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 Galmudug
State of Somalia as at 31 December 2020 and its financial performance for the period then ended in accordance
with the Public Financial Management Act, 2017 and the International Public-Sector Accounting Standards
(IPSAS) - Financial Reporting Under the Cash Basis of Accounting, 2017.



Basis for Qualified of Opinion

(a) Revenue amounting to $226,874, representing 1.5% of total revenue, collected by line Ministries and
Local Governments wete not supported with the receipts. Therefore, we are not able to confirm
whether the revenue has been disclosed in the cotrect revenue heading in the financial statements.

(b) Payments of USD 4,286,742, representing 36% of total payments reported in the Financial Statements,
were inadequately supported and are significant in the context of this audit. These payments wete only
partially supported, with either internally generated documentation or inadequate documentation from
suppliers.

I consider the impact of the above items to be material but not pervasive to the overall Financial Statements.
I conducted my audit in accordance with International Standards for Supreme Audit Institutions. My
responsibilities under those standards are further described in the Auditor’s Responsibilities for the Audit of
the Financial Statements section of my Annual Report. I am independent of the entity in accordance with the
Code of Ethics for Supreme Audit Institutions together with the ethical requirements that are relevant to my
audit of the financial statements in at Section 7(1 and 5) of the Audit Act 2018, and I have fulfilled my other
ethical responsibilities in accordance with these requirements and the Office of the Auditor General Code of
Ethics.
Emphasis of Matter
I draw the attention to Note 6, 7 & 8 in the financial statements, which describes;
> As reported in OAG Somalia audit report (oag.gov.so) USD 12,220,554 million was transferred from
FGS during FY 2020. However, only USD 11,163,192 million was received during FY 2020 by GSS
— this is the figure reported in the draft financial statements and traced to GSS bank accounts. While
USD 1,000,000 was received by GSS on 1¢ January 2021 an outstanding difference of $57,362 remains
there is a risk that money intended for GSS has been misappropriated.

» Note 15 is about contingency fund was used to pay rent and car rental instead of the intended purposes

such as natural disasters, epidemics and any other event covered by the declaration of a State of

Emetgency.

Key Audit Matters

Key audit matters are those matters that, in my professional judgment, were of most significance in my audit
of the financial statements of the current period. These matters were addressed in the context of my audit of
the financial statements as a whole, and in forming my opinion thereon, and I do not provide a separate opinion
on these matters.

(a) Weakness in Revenue Collection Controls

To detect revenue leakage and misappropriation of the financial statement, the revenue controls that the GSS

working are not sufficient. Weaknesses identified include:



® Different receipt numbers between manual receipts and system registration.

® Variances between amounts recorded on the receipts issued to taxpayers, amounts tecorded in the
cash book, and the amounts banked

® Instances where monthly collections for turnover and passenger fees were not collected.

(b) Suspicious large payments through Individual Accounts: Payments amounted USD 295,168
were paid to the individual accounts without valid reasons. The amounts are claimed to have
financed various expenses such as conflict resolution, car rental, internal and external travel and etc

however it was channelled through personal accounts.

Responsibilities of Management and Those Charged with Governance for the Financial Statements
Management is responsible for the preparation and fair presentation of these financial statements in accordance
with International Public Sector Accounting Standard (IPSAS)-Financial Reporting Under the Cash Basis of
Accounting and legislation, and for such internal control as management determines 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, management is responsible for assessing the state’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 management either intends to liquidate the entity or to cease operations, or has no realistic
alternative but to do so.

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

For Ministry of Finance

Name:

Title:

Date:

Signature:

Auditor’s Responsibility for the Audit of the Financial Statements

My 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 and auditor’s report that includes my
opinion. Reasonable assurance is a high level of assurance but is not a guatantee that an audit conducted in
accordance with International Standards for Supreme Audit Institutions, 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 the AFROSAI-E Financial Audit Manual, which is consistent with the

International Standards for Supreme Audit Institutions, T exercise professional scepticism throughout the
audit. I also:

® Identify and assess the risks of material misstatement of the financial statements, whether due to fraud
or etrot, design and perform audit procedures responsive to those risks, and obtain audit evidence that
is sufficient and appropriate to provide a basis for my 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, mistepresentations, or the override of internal controls.

® 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 internal controls.

® Evaluate the appropriateness of accounting policies uses and the reasonableness of accounting
estimates and related disclosures made by management.

® Conclude on the appropriateness of management’s use of the going concern basis of accounting and,
based on the audit evidence obtained, whether a material uncertainty exists related to events or
conditions that may cast significant doubt on the state’s ability to continue as a going concern. If I
conclude that a material uncertainty exists, I am required to draw attention in my auditor’s report to
the related disclosures in the financial statements or, if such disclosures are inadequate, to modify my
opinion. My conclusions are based on the audit evidence obtained up to the date of my auditor’s report.
However, future events or conditions may cause the state to cease to continue as a going concern.

® [Evaluate the overall presentation, structure and content of the financial statements, including the
disclosures, and whether the financial statements represent the underlying transactions and events in a

manner that achieves fair presentation.

I communicate with those charged with governance regarding, among other matters, the planned scope and
timing of the audit and significant audit findings, including any significant deficiencies in internal control that T
identify during my audit.

[ also provide those charged with governance with a statement that T have complied with relevant ethical
requirements regarding independence, and to communicate with them all relationships and other matters that
may reasonably be thought to bear on my independence, and where applicable, related safeguards.

From the matters communicated with those charged with governance, I determine those matters that were of
most significance in the audit of the financial statements of the current period and are therefore the key audit

mattets.



I describe these matters in my auditor’s report unless law or regulation precludes public disclosure about the

matter or, when, in extremely rare circumstances, I determine that a matter should not be communicated in my

report because the adverse consequences of doing so would reasonably be expected to outweigh the public

interest benefits of such communication.

71 o
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Statement of Certification - 2020 Financial Statements

The 2020 financial statements, together with the accompanying notes, have been prepared in
accordance with the International Public Sector Accounting Standard, Financial Reporting under
the Cash Basis of Accounting (2017).

In the opinion of the Minister of Finance, the financial statements of the Galmudug State of
Somalia (GSS) as submitted for Audit in accordance with Section 32 of the Public Finance
Management Act 2018, are materially accurate and provide a true and fair view of the GSS’s
financial position for the year ended 31 December 2020.

For and on behalf of the Galmudug State of Somalia

22/04/2021

Date:




Notes to Consolidated Financial Statements - GSS 2020

Galmudug State of Somalia
Consolidated Fund Statement of Receipts & Payments
Treasury Single Accounts
For The Year Ened 31 December 2020

2020 2019
Controlled Controlled
By By
TSA TSA
Note USD USD
Receipts / Inflows
Taxes
Taxes on income, profits, and capital gains 2 38,980 -
Taxes on goods and services 3 3,190,170 1,225,473
Taxes on international trade and transactions 4 70,912 -
Taxes 3,300,062 1,225,473
Grants
From foreign governments
From international organizations 5 868,607 1,240,605
From other general government units 6 11,163,192 868,370
Grants 12,033,400 2,108,975
Other Revenue
Sale of goods and services 7 55,357 12,190
Fines, penalties and forfeits 8 2,320 -
Other Revenue 57,677 12,190
Receipts / Inflows 15,389,539 3,346,638
Payments / Outflows
Compensation of Employees
Wages and Salaries 9 6,098,653 2,496,425
Compensation of Employees 6,098,653 2,496,425
Use of Goods and Services
Travel & Conferences 10 1,377,035 29,340
Operating Expenses 11 1,001,004 57,520
Rent 12 87,293 37,665
Other Operating Expenses 13 1,011,898 42,093
Conflict Resolution Expenses 14 1,106,302 5,000
Contingency 15 277,595 -
Use of Goods and Services 4,861,128 171,618
Grants
Grants To Other General Government Units 16 238,723 49,385
Grants 238,723 49,385
Social Benefits
Employer social benefits 17 40,526 -
Social Benefits 40,526
Other Expenses
Transfers not elsewhere classified 18 5,595 -
Other Expenses 5,595
Nonfinancial assets
Fixed Assets 19 778,843 499,763
Nonfinancial assets 778,843 499,763
Payments / Outflows 12,023,467 3,217,191
Increase Decrease in Cash 3,366,072 129,447
Cash at Beginning of Year 149,644 20,197
Cash at End of Year 1.4 3,515,716 149,644
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Combined Notes to Budget Entity Financial Statements - GSS-2020

Note 1 Summary of Significant Accounting Policies for All Budget Entities

1.1 Financial Statement

In addition to the two-single purpose consolidated financial statements for the GSS Consolidated
Fund, GSS has chosen to issue a single financial statement for each budget entity that combines
the Statement of Receipts and Payments with the Statement of Comparison of Budget and Actual
Amounts, as allowed by the International Public Sector Accounting Standard (IPSAS), Financial
Reporting Under the Cash Basis of Accounting (2007).

1.2 Basis of Preparation

The individual budget entity financial statement for each Ministry/Authority of the Galmudug
State of Somalia (GSS) has been prepared in accordance with the Public Financial Management
Act 2019 and the International Public Sector Accounting Standard (IPSAS) - Financial
Reporting Under the Cash Basis of Accounting (2007). These notes to the financial statements
form an integral part to understanding the budget entity statements and must be read in
conjunction with these statements.

The accounting policies have been applied consistently throughout the period.

1.3 Consolidated Notes

The following notes serve as notes for all budget entities. There will not be separate and distinct
notes given for each budget entity immediately following the respective budget entity financial
statement. Where clarification is required for a particular budget entity, it will be clearly given in
these combined notes.

1.4 Reporting Entities

The financial statement for each entity encompasses the reporting entity as specified in the GSS
Appropriation Act No. 1 of 2020.All budget entities listed below are controlled by the GSS. All
activities of budget entities are funded by the GSS Consolidated Budget or through 3rd Party
external assistance. The preceding individual financial statements are for the following public
sector entities, whose main purpose is described in the Presidential Decree entitled A Decree
Establishing Ministries of Galmudug State and Defining Roles and Functions of Ministries dated
28 December 2015 plus a separate decree creating the Ministry of Finance entitled 4 Decree for
the Purposes of Establishing the Ministry of Finance of the Galmudug State and Other Related
Matters dated 28 December, 2015.

A decree on establishing the Civil Service Commission (CSC) and its purpose entitled 4 Decree
for establishing the Civil Service Commission of the Galmudug State dated 28 December, 2015
established the office of the Civil Service Commission.
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Combined Notes to Budget Entity Financial Statements - GSS-2020

Companion Decrees also established the Civil Service and the Civil Service Salary structure. The
inauguration of the GSS constitution automatically established the Galmudug Parliament. Their

respective statements form part of the consolidated financial statements as these entities were
included in the GSS Appropriation Act No.1 of 2020.

PNIN RN

W N RN NN NN NDNDN /M — e e e e e = O
QOO JIANNPHAWN—L OOV DN WN—O

Ministry of Interior, Local Government and Reconciliation
Ministry of Finance

Ministry of Justice & Judiciary Affairs

Ministry of Internal Security

Ministry of Planning and Economic Development
Ministry of Endowment & Religious Affairs

Ministry Petroleum and Mining Resources

Ministry of Public Works and Housing

Ministry of Commerce & Industry

. Ministry of Information

. Ministry of Aviation & Transport

. Ministry of Education Culture & Higher Education
. Ministry of Post and Communication

. Ministry Agriculture and Forest

. Ministry of Environment

. Ministry of Health and Social Services
. Ministry of Women and Human Right
. Ministry of Labour and Social Affairs
. Ministry of Youth and Sports

. Ministry of water and electricity

. Ministry of Constitution Affairs

. Ministry of Ports and Fishery

. Ministry of Diaspora & Investment

. Ministry of Humanitarian Affairs and Disaster Management
. Office of Presidency

. Office of Speaker and Parliament

. Civil Service Commission

. Office of Audit General

. Office of chief ministry

. Ministry of Livestock
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Combined Notes to Budget Entity Financial Statements - GSS-2020

1.5 Payments by Third Parties

A budget entity may also benefit from goods and services purchased on its behalf as a result of
cash payments made by third parties external to the GSS during the period. The payments made
by the third parties do not constitute cash receipts or payments of the budget entity but do benefit
the entity. GSS has been formally advised by the 3rd party that $685,171 has been spent by
PREMIS project and Somalia Stability Fund with the breakdown as follows:

Ministry Civil Office of
of Service Audit
PREMIS 3rd Party Costs Finance Commission General TOTAL
Technical Assistant 272,516 89,652 69439.2 431,607.03
Training 77,673 21,380 19466.4 118,519.54
ICT Support 118,815 16,230 135,044.73
Total 469,005 127,261 88,906 685,171

1.6 Single Treasury Account

Budget entities do not operate their own bank account. The Government operates a centralized
treasury function which administers cash expenditures incurred and cash receipts collected by all
budget entities during the financial year. Payments made on this account in respect of the budget
entities are disclosed in the Controlled by Treasury Single Account (TSA) column in the
Combined Statement of Cash Receipts and Payments & Comparison to Budget.

1.7 Transfers
Amounts are transferred to eligible recipients in accordance with the agreements between the
Ministry and the recipient.

1.8 Reporting Currency
The reporting currency is the United States Dollar (USD), rounded to the nearest dollar (USDS$)

Note 2 Consolidated Fund Appropriations

The amount reported as Consolidated Fund Appropriations in the Individual Entity Combined
Statement of Cash Receipts and Payments & Comparison to Budget is the amount Treasury has
been released through the Treasury Single Account for the benefit of the budget entities (the
amount of “draw down” on the annual appropriation).

The amount does not reflect actual cash receipts from Treasury because the budget entities do
not control their own bank account. The amount reflects the “source” of funds provided to make
payments for each Budget Entity.

The following notes provide explanations of the nature of source of income and the expenses
financed through general fund appropriations.
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Note 3 Taxes

Taxes refer to revenue arising from Personal Income tax, Turnover Tax, Business & Professional
Licenses, Local Passenger Fees, Road User Tax, Urban Road User, Tax International NGOs
registration, Local NGOs registration, Livestock, Customs duties-Tobacco/Cigarette Customs
duties-KHAT. Some entities regarded as cost centers also generate a proportion of the total
revenue collections. However, this does not mean that such entities have control over the
revenue they collect but instead remit their collections to the Treasury Single Account where it is
utilized to fund appropriations to the budget entities. While some taxes are collected directly by
the concerned Ministry, in most instances, the MoF places their own employees from the revenue
department who are tasked in the actual revenue collection.

Note 4 Grants

Grants from international organizations and the Federal Government of Somalia are remitted
through the TSA and therefore recorded under the Ministry of Finance. Grant income of
$13,751,897 was budgeted during the reporting period, with $12,033,700 received.

Note 5 Employee Compensation

Employee Compensation entails all salaries and wages including in-kind payment. Salaries paid
civil servants and security forces make up the majority of employee compensation. The
Recurrent Cost and Reform Financing project (RCRF II) reimburses the salaries of the
permanent employees of GSS who have been recruited competitively by the Civil Service
Commission (CSC).

A competitive recruitment process is a fundamental condition for eligibility to the RCRF II
project and in order to meet the criteria a Civil Service Commission was established to spearhead
the process.

Note 6 Use of Good and Services

GSS’s ability to pay for its operating costs, goods and services and other expenses are
determined by the ability to raise or receive sufficient revenue for budget execution. GSS does
not have access to a credit facility and therefore due to this integral constraint GSS has
prioritized and spent 15% of the budget across the budget entities. The following is a summary
spending against each benefitting budget entity.
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BUDGET ACTUAL
USD USD
Budget Entity 2020 2020 Percent %

Ministry of Interior, Local Government and Reconciliation 455,177 374,504 82.3
Ministry of Justice & Judiciary Affairs 14,060 11,700 83.2
Ministry of Finance 1,591,672 931,468 58.5
Ministry of Internal Security 204,734 130,284 63.6
Ministry of Planning and Economic Development 244,887 71,738 29.3
Ministry of Endowment & Religious Affairs 5,450 - 0.0
Ministry Petroleum and Mining Resources 9,070 - 0.0
Ministry of Public Works and Housing 12,990 2,500 19.2
Ministry of Commerce & Industry 6,050 - 0.0
inistry of Information 14,788 700 4.7
Ministry of Aviation & Transport 13,436 3,535 26.3
Ministry of Education Culture & Higher Education 274,694 63,709 23.2
Ministry of Post and Communication 9,790 - 0.0
Ministry Agriculture and Forest 87,040 1,294 1.5
Ministry of Environment 125,920 26,994 21.4
Ministry of Health and Social Services 595,971 155,253 26.1
Ministry of Women and Human Right 67,560 3,907 5.8
Ministry of Labour and Social Affairs 30,212 13,067 433
Ministry of Youth and Sports 12,650 4,800 37.9
Ministry of water and electricity 162,450 4,789 2.9
Ministry of Constitution Affairs 12,870 - 0.0
Ministry of Ports and Fishery 9,180 - 0.0
Ministry of Diaspora & Investment 10,500 - 0.0
Ministry of Humanitarian Affairs and Disaster Management 12,560 2,500 19.9
Office of Presidency 2,899,600 2,199,128 75.8
Office of Speaker and Parliament 424,670 309,905 73.0
Civil Service Commission 34,820 15,624 449
Office of Audit General 55,840 22,350 40.0
Ministry of Livestock 113,480 2,988 2.6
Total 7,512,120 4,352,738 58

Note 7 Other Operating Expenses

Treasury Single Account

Operating costs totaling $1,011,898 has been incurred in 2020 which includes Consultation fees,
Staff Training and Development, television, Non-consultancy Service Fee, and newspaper
advertisement for Ministry of Finance, Ministry of Planning, Office of Audit General, Ministry

of Women and Human Right, Ministry of Water & Electricity, Ministry of Agriculture, Ministry
of Environment, Ministry of Health and Social Services, Ministry of Livestock, Ministry of
Education and the Presidency and office administrative costs for the Presidency.
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This is funded by many projects like PREMIS, RCRFII, Biyoole, Norwegian Support, S2S
PROJECT, JPLG as well as own source revenues.

Note 8 Grants to Other Government Units

Other government units refer to lower-level governments such as the city municipalities. The
Adado, Dusemareb, Guri’el, Abudwaq and Galkayo municipalities are the active local
government in Galmudug that operate both a revenue collection and expenditure process.
However, during this period these five Municipalities were subsidized by the Ministry of Interior
and Local Government to enhance their service to the communities and with $238,723
transferred to these Government Units.

Note 9 Non-Financial Assets

Treasury Single Account

Non-financial assets consist of assets acquired by entities in running their business operations
and include assets such as, but not limited to, cars, computers, furniture and fixtures,
construction of ministerial offices, etc.

During the reporting period, GSS purchased non-financial assets amounting $778,843 for
ministries operations as it can be seen below table.

Non-Financial Assets Mof Mol§ MoE MoH  Presidency MoL MoA  MolJA MoPED  MoEF MoLSA

Non-residential Bulding 129,666 -
Information, Computer & Telecomm(ICT) Equipment 6,000 - - 47,000
Machinery and Equipment not elsewhere classified 58,981 13,109 17180 1033 132,250
Fumniture & fixtures 31738 -
Furniture - . 3593

15838 5810 6040 2500 25,155 5200 1,750

Total

129,666
53,000
498,553
94,031
3,593

Total 26,385 13,109 0,113 277,033 195,088 714640 714,640 5,155 714,640 714,640

778,843
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1. EXECUTIVE SUMMARY
1.1 Cash and Bank

The cash and bank system has strong and effective policies and procedures; however, these
policies and procedures are not always adhered to. When opening bank accounts in GSS prior
authorisation by the Minister for finance of GSS should be obtained and all signatories should
be from the Ministry of Finance (MOF). No signatory should be provided by a Ministry or
Department unless required by the donor, in writing. If authorisation is granted for a signatory
from a Ministry other than the Ministry of Finance, the second mandatory signatory to the
account must be from the Ministry of Finance. In the period under review the minister for
Finance has approved two GSS institutions, namely GSS parliament and the state house to
open separate bank accounts but contrary to the provisions of the banking regulations no MOF
bank signatory is included in the management of these accounts. Cash held in these bank

accounts may be misappropriated, stolen, or misused for personal purposes. (See 3.1 below).

Periodic review and updating of the state’s bank register were not done contrary to the
provisions of the state’s banking regulations. In December each year, GSS should conduct a
periodic review of the bank register and update the state's bank account register to help ensure
all state accounts are managed properly and fully included in the annual financial statements.
(See 3.2 below).

As per Article 3 (1) of Regulation 5 of the PFM Act, GSS should perform daily or weekly bank
reconciliations; however, reconciliations are currently performed only on a monthly basis.
Additionally, some of the reconciliations reviewed were not approved by appropriate officials.
Errors may not be identified and corrective action taken at the earliest possible time. Bank
accounts of GSS are to be reconciled preferably daily or at a minimum weekly within 2 days

after end of the week (see 3.3 below).
1.2 Revenue

We have noted that the states revenue collection efforts are paying off with higher collections
recorded this financial year compared to previous periods. A humber of control deficiencies

associated with the revenue collection process and systems are highlihted below;

e Variances between amounts recorded in collection receipts and amounts banked.
totalling USD 10,967 were noted.
e No reconciliations between receipt books, banking slips and the Revenue

Management System( RMS) were performed.
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¢ Non-collection of passenger fees and turnover tax for some months. No plausible
explanantion was given for the non collection of this imprtant and basic income streams

for the affected months.
A sum of USD 226,874 was collected by various ministries but their documents were
neither submitted to the Ministry of Finance nor found during the audit when
requested therefore we are not assure whether the revenue has been charged to

the correct accounts. Details are found in 4.1 to 4.3 below.

As reported in OAG Somalia audit report (oag.gov.so) USD 12,220,554 million was transferred
from FGS during FY 2020. However, only USD 11,163,192 million was received during FY
2020 by GSS - this is the figure reported in the draft financial statements and traced to GSS
bank accounts. In addition, we received the evidences attached here which is indicated that
One Million was received in the main TSA account by mid night of the first January 2021
however, variance amounted $57,362 is yet exist. There is a risk that money intended for GSS

has been misappropriated.

1.3 Payments

We have noted the following irregularities, weaknesses and breaches of law pertaining to the

processing of GSS payments:

¢ Contract employees and security payments such as allowances and Salaries are
channelled through supplier's account instead of individual staff or security officers’
accounts. Amounts could not be directly traced to the intended beneficiaries (see
5.1 below).

o Huge suspicious payments were made to individual accounts without proper
accountability. The amounts are claimed to have financed various expenses such
as contingency, travels, vehicle hire etc. It is not clear for example how USD 40,000
transferred to an individual account described as contingency was utilized. For

details (see 5.2 below).

e Several payments were made in the absence of necessary supporting
documentation. Lack of proper supporting documents creates doubts as to whether
the expenses were incurred validly for the proper intended purposes and whether
the state has obtained value for money. GSS should not action payments without

complete supporting documents being provided (see 5.3 below).
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1.4

Instances where goods and service are recorded on payment order for salaries
and allowances instead of commitment and payment order. A critical financial

control is to ensure that all payment forms are used correctly. (See 5.4 below).

In contravention of the PFM Act 2017, contingency fund was used to pay rent and
car rental. It's extremely important that contingency payments cover urgent and
unforeseen expenditures arising from emergency situations like disaster or
epidemics and not regular other expenditure items which should be covered by

other budgets. For details see (5.5 below).

The mode of payment for transfers to local government is not consistent. Some
payments are transferred to supplier account in the name of transfers to local
governments while others are transferred directly to the local government’s
account. The state needs to implement a reasonable clearly documented mode

of transfer to local governments. For details (see 5.6 below).

Procurement

The PFM act and regulations were breached. The whole procurement process has been set

aside for some of the large payments such as the construction of the regional state house and

in the provision of food ration to the security forces as well as other procurement activities. For

details see (5 and 5.1 below).

1.5

Non-financial Assets

Weaknesses found in the management of fixed assets include and not limited to the

following:

1.6

Lack of a centralized asset register for the state in breach of the existing

regulations.

Lack of departments/ministerial asset registers.
Lack of tagging of assets.

Lack of procedures for periodic assets verifications.

Budget

It is important that the preparation of the annual budget follows an orderly process with

participation by all those who are affected. During the audit review, we noted that the budget

was submitted after the deadline. MOF should deliver the draft Budget and accompanying

documents to Parliament before 31 October of the fiscal year (see 8.1 below).
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1.7 Follow up of prior year Audit recommendations

OAG strengthens accountability, transparency, and integrity by independently auditing
operations and reporting on the use of funds of public entities. This enables those charged
with governance to discharge their responsibilities, in responding to audit findings and
recommendations and taking appropriate corrective action, and thus realizing improvements
envisaged from implementing proposed recommendations to improve the public financial

management of the State. The table below shows the status of prior year audit

recommendations.
Status Number of Recommendations
Implemented 14
Partly Implemented 5
Not Implemented 16
TOTAL 35

Not all recommendations have been implemented, but as the table shows, some real
progress has been made. This is particularly encouraging given the consistent lack of

meaningful implementation over previous years.

1.8 Overal conculusion

The states internal process and controls are gradually improving with the implementation of
14 recommendations from last year’'s audit. The states revenue performance has also
improved. However, serious concerns still remain mainly on misclassification of expenses,
unsupported revenues with potential for misclassifications, unexplained variances on FGS
transfers, doubts in occurrence of huge sums of expenses due to lack of convincing evidence
and excessive use of cash as a payment method putting doubts on the real beneficiaries of

the payments. This leads the Auditor General to issue a modified audit opinion.
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2. INTRODUCTION
2.1 Background

Galmudug State of Somalia (GSS) is a Federal Member State of Federal Republic of Somalia

with its Capital at Dhusamareb.

GSS receives funds from internally generated revenue and receives grants from the Federal

Government of Somalia and donors as below table indicated.

Local Fund External Fund Total
$ 3,357,739 $ 12,033,400 $15,391,139

The major expenditure costs for GSS are security force costs, permanent staff wages and

salaries, travel and conferences, conflict reconciliation and purchase of non-financial assets.

The financial statements, maintenance of effective control measures and compliance with
laws and regulations are the responsibility of the Ministry of Finance (MOF) to allow for the
preparation of the financial statements in accordance with International Public Sector
Accounting Standard (2017), Financial Reporting under the Cash Basis of Accounting and
Section 30 of the Public Financial Management (PFM) Act 2017.

Under Section 32(1) of the PFM Act 2017, the MOF is required to prepare financial statements
and submit them to the Auditor General for audit no later than four months after the end of the
period to which they relate. Within four months from this date, the Auditor General should audit
these financial statements and submit an audit report to Parliament as stated in Section 32(3)
of the PFM Act 2017.

2.2 Scope

The audit covered the financial statements of GSS for the period from 15t January 2020 to
315t December 2020.

2.3 Objectives

The overall objective of the audit was to ascertain whether the financial statements of
Galmudug State of Somalia are free from material misstatement, whether due to fraud or error,
and have been prepared in accordance with IPSAS — Financial Reporting under the Cash
Basis of Accounting.

The other objectives were to ascertain whether:

e Accounting records have been faithfully and properly maintained.
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¢ Rules, procedures, and internal controls are sufficient to secure effective control of the
assessment, collection, and proper allocation of revenues.

¢ all money expended and charged to an appropriation account has been applied to the
purpose or purposes for which Parliament intended and with due regard to ensuring
effective internal control; and

e Internal controls, rules and procedures established and applied are sufficient to
safeguard the assets of Galmudug State of Somalia.

2.4 Audit Approach

This audit was conducted in accordance with the Fundamental Auditing Principles of the
International Standards of Supreme Audit Institutions (ISSAls 100-999). These standards
require that we comply with ethical requirements and plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free from material
misstatement. During this engagement we:

¢ Held discussions with key members of GSS staff.

¢ Reviewed key documents.

o tested key controls; and

e Performed testing of financial transactions on a sample basis.
Detailed audit findings are presented in the following sections of the report. These findings
have been prioritised as high, medium, or low according to the criteria shown in the table

below.

Risk Rating | Description

High e matters which may pose a significant business or financial risk to the entity; and /
or

e Matters that have resulted or could potentially result in a modified or qualified audit
opinion if not addressed as a matter of urgency by the entity.

Medium e matters of a systemic nature that pose a moderate business or financial risk to the
entity if not addressed as high priority within the current financial year; and / or

e Matters that may escalate to high risk if not addressed promptly.

Low e matters that are isolated, non-systemic or procedural in nature; and / or

e Matters that reflect relatively minor administrative shortcomings and require action
in order to improve the entity’s overall control environment.

2.5 Appreciation

We would like to take this opportunity to thank all staff at GSS, particularly within MOF, for

their assistance and cooperation during this audit assignment.
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