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NATIONAL SOCIAL SECURITY FUND
REPORT OF THE DIRECTORS

FOR THE YEAR ENDED 30 JUNE 2014

The directors submit their report together with the audited financial statements for the year
ended 30 June 2014 which disclose the state of affairs of the National Social Security Fund
(‘the Fund'), in accordance with section 32 (Cap. 222) of the National Social Security Fund
Act (‘NSSF Act').

1 Principal activities
The principal activity of the Fund is to collect contributions from members and invest
in a professional manner to earn a good return to meet the benefit obligations to its
members. The Fund is financed by the employees’ and employers’ contributions. The
total contribution is 15% of the employees’ gross salary, of which 10% is paid by the
employer and 5% is paid by the employee.

2. Results from operations
The results of the Fund for the year ended 30 June 2014 are set out on page 7.

3. Interest to members
Interest is computed based on the opening balances of the members’ funds less
benefit paid during the year. The rate paid during the year ended 30 June 2014 was
11.5% (2013: 11.23%).

4, Reserves and accumulated members’ fund

The reserves of the Fund and the accumulated members’ fund are set out on page 9.

&

Unallocated members’ funds

These are collections received from employers that have not yet been allocated to
individual member accounts due to missing details of the members. Management has
put in place mechanisms to continuously follow up the missing details from employers
in order to update the individual member accounts.

6. Directors

The directors who held office during the year and to the date of this report are set out
on page 1.

7. Auditors

In accordance with Section 32 (2) of the NSSF Act (Cap 222) Laws of Uganda, the
financial statements shall be audited once every year by the Auditor General or an
auditor appointed by him to act on his behalf. For the year ended 30 June 2014, M/s
Ernst & Young Certified Public Accountants were appointed to act on behalf of the
Auditor General.

8. Approval of the financial statements

The financial ;statements were approved at the meeting of the directors held
on2:! 20 en=72014.

By order of the board,
— }- § - -
=iaw <
Mark Obia )
Acting Corporation Secretary




NATIONAL SOCIAL SECURITY FUND
STATEMENT OF DIRECTORS’ RESPONSIBILITIES
FOR THE YEAR ENDED 30 JUNE 2014

The National Social Security Fund Act (Cap 222) of Uganda requires the directors of the Fund
to prepare financial statements for each financial year, which give a true and fair view of the
state of financial affairs of the Fund as at the end of the financial year and its operating results
for that year. It also requires the directors to ensure that the Fund keeps proper accounting
records, which disclose with reasonable accuracy, at any time, the financial position of the
Fund. They are also responsible for safeguarding the assets of the Fund.

The directors are ultimately responsible for the internal control of the Fund. The directors
delegate the responsibility for the internal control to management. Standards and systems of
internal control are designed and implemented by management to provide reasonable
assurance as to the integrity and reliability of the financial statements and to adequately
safeguard, verify and maintain accountability of the Fund’s assets. Appropriate accounting
policies supported by reasonable and prudent judgments and estimates, are applied on a
consistent basis and using the going concern basis. These systems and controls include
proper delegation of responsibilities within a clearly defined framework, effective accounting
procedures and adequate segregation of duties.

The directors accept responsibility for the financial statements which have been prepared
using appropriate accounting policies supported by reasonable and prudent judgments and
estimates, in conformity with International Financial Reporting Standards and in the manner
required by the National Social Security Fund Act (Cap 222) of Uganda. The directors are of
the opinion that the financial statements give a true and fair view of the state of the financial
affairs and the results for the year ended 30 June 2014. The directors further accept
responsibility for the maintenance of accounting records that may be relied upon in the
preparation of financial statements, as well as adequate systems of internal financial control.

The pension sector is currently undergoing policy reforms as indicated in Note 1 to the financial
statements. Despite these policy reforms, nothing has come to the attention of the directors to
indicate that the Fund will not remain a going concern for at least twelve months from the date
of this statement.

Mrs. Geraldine Ssali Busuulwa : @AJA
Acting Managing Director .

Mrs. Sarah Walusimbi
Director

Mr. Mark Obia . — e
Acting Corporation Secretary - N A



REPORT AND OPINION OF THE AUDITOR GENERAL ON THE FINANCIAL
STATEMENTS FOR THE YEAR ENDED 30™ JUNE, 2014

THE RT. HON. SPEAKER OF PARLIAMENT

| have audited the Financial Statements of National Social Security Fund which comprise the
Statement of Financial Position as at 30" June 2014, the Statement of Comprehensive
Income, Statement of Changes in Reserves, the Statement of Cash flows for the year then
ended, and a summary of significant Accounting Policies and other explanatory information
as set out on pages 14 to 80.

Directors’ Responsibility for the Financial Statements

The Fund’s directors are responsible for the preparation and fair presentation of these financial
statements in accordance with International Financial Reporting Standards and the
requirements of the Ugandan National Social Security Fund Act (Cap.222), and for such
internal controls as management determines is necessary to enable the preparation of
financial statements that are free from material misstatement, whether due to fraud or error.

Auditor’s Responsibility

My responsibility as required by Article 163 of the Constitution of the Republic of Uganda and
Sections 13 and 19 of the National Audit Act, 2008 is to audit and express an opinion on these
statements based on my audit. | conducted the audit in accordance with International
Standards on Auditing. Those standards require that | comply with the ethical requirements
and plan and perform the audit to obtain reasonable assurance whether the financial
statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the Auditor’s
judgment, including the assessment of the risks of material misstatements of financial
statements whether due to fraud or error. In making those risk assessments, the Auditor
considers internal control relevant to the entity's preparation and fair presentation of financial
statements 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.
An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of accounting estimates made by management, as well as evaluating the
overall presentation of the financial statements.

| believe that the audit evidence obtained is sufficient and appropriate to provide a basis for
my opinion.

Part “A"” of this report sets out my opinion on the financial statements. Part “B” which forms
an integral part of this report presents in detail all the significant audit findings made during
the audit which have been brought to the attention of management.




PART "A"

OPINION

In my opinion, the accompanying financial statements present fairly, in all material respects,
the financial position of National Social Security Fund as at 30" June 2014 and its financial
performance and its cash flows for the year then ended in accordance with International
Financial Reporting Standards and the requirements of the National Social Security Fund Act
(Cap 222).

Emphasis of Matter

Without qualifying my opinion, | draw your attention to Note 35(b) to the Financial Statements.
¢ Notice of Assessment for Corporation Tax

The Fund received a notice of assessment for Corporation tax from Uganda Revenue
Authority amounting to UGX 84.4 billion. The Fund objected to the assessment on grounds
that the Tax Authority computations wrongly disallowed expenses that are considered
deductible for tax purposes. The Fund has initiated legal proceedings against URA from which
a favourable outcome is expected and as such no provision has been made in the Financial
Statements.

Report on other Legal Requirements
As required by the Public Finance and Accountability Act and the National Social Security
Fund Act, | report to you, based on my audit, that;

ii Sufficient and appropriate evidence which was necessary for the purposes of the audit
was obtained.

ii. Proper books of account have been kept by the Fund, so far as appears from my
examination of those books, and

iii. The Fund’s balance sheet and income statement are in agreement with the books of
account.

-
=
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John F.S. Muwanga
AUDITOR GENERAL

24" October, 2014




PART "B"

DETAILED REPORT OF THE AUDITOR GENERAL

This Section outlines the detailed audit findings, management responses, and my
recommendations in respect thereof.

1.0

2.0

3.0

INTRODUCTION

Article 163 (3) of the Constitution of the Republic of Uganda, 1995 (as amended)
requires me to audit and report on the public accounts of Uganda and all public offices
including the courts, the central and local government administrations, universities,
and public institutions of the like nature and any public corporation or other bodies or
organizations established by an Act of Parliament. Accordingly, | appointed M/S Ernst
& Young, Certified Public Accountants to carry out the audit on my behalf and report
to me to enable me report to Parliament.

BACKGROUND INFORMATION

National Social Security Fund (the “Fund”) is a corporate body domiciled in Uganda.
The Fund is primarily involved in collection of contributions and investment of the
contributions in a professional manner to earn a good return to meet the benefit
obligations to its members as stipulated under the National Social Security Fund
(NSSF) Act, (Cap 222).

The Fund is largely financed by the employees’ and employers’ contributions. The total
contribution is 15% of the employees’ gross salary, of which 10% is paid by the
employer and 5% is paid by the employee.

Government is currently implementing policy reforms whose objective is a liberalized
and regulated retirement benefits sector. These reforms have entailed the enactment
of the Retirement Benefits Regulatory Authority Act 2011, which came into force in
September 2011. The new law establishes the Retirement Benefits Authority (RBA)
whose function is to regulate all retirement schemes including NSSF, and grants a
grace period of one year within which the Fund must obtain a license from RBA.

AUDIT SCOPE

The audit was carried out in accordance with International Standards on Auditing and
accordingly included a review of the accounting records and agreed procedures as
was considered necessary. In conducting my reviews, special attention was paid to
establish:

a. Whether the Fund managers are managing the Fund in accordance with the NSSF
Act;

b. Whether the financial statements present a true and fair view of Fund financial
position as at 30" June 2012, and its revenue and expenditure incurred for the
period, in conformity with Generally Accepted Accounting Principles;

c. Whether the Fund has adhered to established financial compliance requirements;

d. Whether goods and services financed have been procured in accordance with the
procurement law;




4.0

5.0
5.1

5.2

e. Whether all necessary supporting documents, records and accounts have been
kept in respect of all Fund activities and whether linkages exist between the books
of account and the financial statements;

f. Thatthe Fund's internal control structure for financial reporting and/or safeguarding
assets, including controls in computer based systems are suitably designed and
implemented to achieve the control objective;

g. That the internal controls are in compliance with the relevant laws, policies,
practices and regulations governing procurements, accounting and human
resource;

PROCEDURES PERFORMED

The following audit procedures were undertaken:-

a. Revenue/Receipts
Obtained all schedules of receipts and reconciled the amounts to the Fund’s
cashbooks and bank statements.

b. Expenditure
Vouched transactions to establish whether documentation in support of
expenditure agreed with the amount and description on the vouchers and/or
application and bank statements, and was properly controlled and accounted for.

¢. Internal Control System
Reviewed the internal control system and its operations to establish whether sound
controls were applied throughout the period.

d. Procurement
Reviewed the procurement of goods and services under the Fund during the period
under review and reconciled with the approved procurement plan.

e. Fixed Assets Management
Reviewed the use and management of the Fund assets during the period under
review.

f. Financial Statements
Examined, on a test basis, evidence supporting the amounts and disclosures in the
financial statements; assessed the accounting principles used and significant
estimates made by management; as well as evaluating the overall financial
statement presentation.

DETAILED FINDINGS

Notice of Assessment for Corporation Tax

The Fund received a notice of assessment for Corporation tax from Uganda Revenue
Authority amounting to UGX 84.4 billion. The Fund objected to the assessment on
grounds that the Tax Authority computations wrongly disallowed expenses that are
considered deductible for tax purposes. The Fund has initiated legal proceedings
against URA from which a favourable outcome is expected and as such no provision
has been made in the Financial Statements. | await the outcome of the court
proceedings.

Placement of IT and Risk functions in the Organization Structure
The criticality of Information Technology (IT) and Risk management to the Fund's
operations notwithstanding, a review of the newly approved Organizational Structure

8




53

5.4

5.4.1

revealed that the two functions were placed under the Chief Finance Officer and Head
of Internal Audit respectively. In the circumstances, adequate attention may not be
given to the proper planning and governance of these functions.

Placing the Risk function under the Internal Audit Function compromises the
independence of the Internal Audit Function in monitoring compliance with the Risk
management policies and controls.

In their response, Management explained that in view of the changing regulatory
environment, the board is reviewing the long term strategy of the fund. The board will
then determine the structure that will most appropriately support that strategy.

| have advised management to consider elevating these roles to full functions in the
structure.

Simultaneous Expiry of Senior Management Contracts

A review of personnel records revealed that contracts for all senior management
positions were awarded with the same terms and expiring at the same time.

For example, the Fund did not have substantive management for half of the year ended
30 June 2014. Additionally, there was no substantive Managing Director, Deputy
Managing Director, Corporation Secretary and Head of Investment. Also noted was a
misfit between the tenure of the strategy and that of key management staff. In the
circumstances, there is no chance for smooth and proper role change management,
thereby exposing the Fund to a leadership gaps that could have a negative impact on
the achievement of the fund’s objectives.

Management explained that the status quo remained but in view of the changing
regulatory environment, the board was reviewing the Fund’s long term strategy and
then determine the most appropriate contract terms to support the strategy.

| have advised management to consider scheduling the terms of the contracts for
senior management positions to end at different times to allow for proper role change
management and minimize leadership vacuums. Additionally, management should
consider aligning contract tenures to the strategy.

Property Management

Encroachment on Fund Property

The Expert engaged to value the Fund's property indicated that 0.484 hectares (out of
228.88 hectares) of land at Lubowa with an estimated market value of UGX
487,399,079 was encroached upon.

Also noted was that the valuer was denied access to a residential house that forms
part of Plot 5 Mvule close Naguru because the occupant claimed ownership. The
estimated market value of the property is UGX.894,674,556. There is a risk of
loss of these properties.

Management explained that the Fund was in litigation with parties who had encroached
on these properties. | have advised management to ensure that these matters are
resolved expeditiously.




5.4.2

5.5

5.5.1

55.2

5.6

Delayed disposal of property

Properties at Plot 47 Masaka, Kampala Road, Plot 87 Churchill Road, Gulu and Plot 8
Masaka Close, Mbarara were approved for disposal by the Board of Directors in 2011
but had not been sold as at 30 June 2014. Also noted was that, there was no
documentary proof to the effect that management was actively searching for a buyer
of the properties despite the Board resolution to sale the properties. The delay in
disposal means that funds that could be used more profitably are tied up in these
properties.

In their response, Management explained that the Fund began the process of disposal
with the Namirembe land which aroused controversy and the subsequent
investigations surrounding the disposal of this land made management halt the
process until the issues relating to disposals have been sorted out. The exercise would
continue once the disposal process is streamlined.

| have advised management to always ensure timely implementation of Board
resolutions.

Financial Reporting

Equity Securities

All investments that are managed by NSSF Fund managers and are denominated in
foreign currencies, including bank balances were not recorded at the closing foreign
exchange rates as required under IAS 21. However, the investments were recorded
at the fund managers’ exchange rates which were significantly different from the NSSF
rates. A case in point is where foreign exchange gains on equity investments of UGX.1
billion and UGX.16.6 million on bank balances had not been recorded as at 30" June
2014.

Management explained that they were going to instruct the Fund Managers to provide
information in the original currency.

| have advised management to ensure that the investments reported by the fund
managers are translated at the same rates applied by NSSF to all balances
denominated in foreign currencies.

Rental Income

The Fund invoices tenants occupying its properties in US Dollars. During the year
ended 30 June 2014, some tenants paid rent in Uganda Shillings and at the time of
receipting, an exchange rate (other than that in the system) was computed to ensure
that the amount received in Uganda Shillings would fully net off the US Dollar invoice
in the system. There is a risk of loss of income to the Fund.

Management in response acknowledged the anomaly and undertook to amend the
policy informing Tenants that all foreign currency transactions will be converted at Fund
determined rents. | await management’'s commitment in this regard.

Follow-up of Prior Year Audit Recommendations

A review of the status of implementation of prior year audit recommendations revealed
that a number of them had been implemented while others had either not been
implemented or at different levels of implementation, as shown in the table below:
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Audit Issue

Status

of |

Implementatio

n

Management Comments

Inappropriate foreign
exchange rates used for
income

Partially
implemented.

Currently, only quarterly invoices
made are re-booked monthly and not
deferred but for quarterly payments
received, they are booked in the
month of receipt and deferred over the
prepaid period.

The fund will apply internally
determined rates to these
transactions. The difference each
month would then be applied to the

gain/loss account.

Long outstanding
uncollected rent

Partially
implemented.

Follow up has been made with the
Ministry of Finance for payments but
not yet concluded.

Unallocated members’
contributions  in  the
migration account

Partially
Implemented

There will always be a need for
migration account. The key control is
to monitor and manage the same.

Discrepancies in Lubowa

There is legal

As noted, there is a legal action that

land that require urgent | action that is | the Fund has taken against the
attention ongoing. encroachers. On the encroachment
by NSSF, a review with the land board
showed that the Fund's boundaries
are within the proper title of the land.
Dealing with service | Implemented These matters were resolved due to
providers with the unique circumstances related to
contributions arrears the two companies. Both are paying
arrears.
Inadequate Partially The Bemuga Forwarders is an old
documentation of the | implemented audit executed before the new audit
compliance audit files controls were put in place and does
not have source documents.
Only soft copy payrolls were availed
by the employers to execute the
audits for Kibibi SS and Najja Mixed
Limited. These were posted under the
SharePoint folder for the Bakuli
Branch
No basis for waiver of | Not The SBI International was re-audited
special contributions and | implemented and a demand note issued to the

adjustments made to

final assessments

employer on the 315 July 2013 in
respect of outstanding arrears of
UGX.217,870,972 inclusive of
accumulated interest.

Employer is yet to pay up the audited
arrears
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For Speke Group of Companies and
the Common Wealth Resort,
notification about the planned audit
reviews was issued to the employers
but they have repeatedly dodged the
audit team and are adamant to avail
the required source documents for
carrying out the re-audits for the
period under review.

Matter still being pursued and all the
concessions earlier made on the
statutory special and standard
contributions are under reversal
through the demand notes and re-
audit notifications issued to the
indicated employers

charged with
governance on the
activities of the

compliance unit

8. No evidence of review of | Implemented
the compliance audit
reports and working
papers
9. Unsecured Loan to | Management is
related party in the process
of restructuring
the loan.
| 10. Security deposit not | Implemented
collected from tenants
11. No limits set for | Implemented
individual phone costs
that are chargeable to
the Fund
12. Weakness in the | Implemented
procurement and
disposal process This was a one
off
13. Lack of a  data | Implemented
classification policy
14. No detailed risk analysis | Implemented
of employers for
compliance audit
purposes
15. No annual plans for | Implemented
compliance audits
16. No oversight by those | Implemented

The Head of |
Compliance
reports to the |
Audit and Risk
Assurance
committee  of
the Board.
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[ 47, No policy or formal @ Implemented
criteria for assessing
employer's penalty
waiver requests

| have advised management to implement the still outstanding audit recommendations so as

to ensure enhanced accountability and better stewardship.
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NATIONAL SOCIAL SECURITY FUND
STATEMENT OF COMPREHENSIVE INCOME
FOR THE YEAR ENDED 30 JUNE 2014

Note 2014 2013
Ushs'000 Ushs'000
Restated*
Revenue
Interest income 5 469,728,521 373,847,806
Rental income 6 11,701,610 11,402,665
Dividend income 7 12,898,276 7,974,425
Total revenue 494,328,407 393,224,896
Other income
Other operating income 8 42.027,939 57,219,215
Fair value gains from equity investments 18 60,319,956 33,725,285
Net interest income 102,347,895 90,944,500
Expenditure
Administrative expenses 9 (45,873,657) (43,502,897)
Other operating expenses 10 (17,858,210) (30,472,438)
Amortisation of intangible assets 26 (1,686,790) (1,666,223)
Depreciation of property and equipment 27 (1,216,408) (1,939,966)
Total expenditure (66,635,065) (77,581,524)
Share of results from Associates 22 672,716 7,637,357
Surplus from operations 530,713,953 414,225,229
Surplus before tax 1M1 530,713,953 414,225,229
Income tax expense (withholding tax as final tax) 12(a) (78,297,276) (69,616,573)
Surplus for the year 452,416,677 344,608,656
Other comprehensive income
Other comprehensive income to be reclassified to ) )
profit or loss in subsequent periods:
Items not to be reclassified to profit or loss in i )
subsequent periods:
Total comprehensive income for the year, net of 452,416,677 344,608,656

tax

* Certain amounts here do not correspond to the 2013 financial statements and reflect adjustments

made, refer to note 41.
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