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4 October 2011

ANNUAL REPORT OF THE PRIVATE SECURITY INDUSTRY REGULATORY AUTHORITY (PSIRA) 2010/11:
SUMMARY AND ANALYSIS OF THE FINANCIAL STATEMENTS AND NOTES FOR 2010/11 AND THE REPORT OF THE AUDITOR GENERAL
A.
SUMMARY AND ANALYSIS OF THE FINANCIAL STATEMENTS AND NOTES
1.
INTRODUCTION

The Private Security Industry Regulatory Authority (PSIRA) generates income from annual fees charged to registered security service providers and tariffs imposed for services rendered. It does not receive any funding from Government.

The PSIRA recorded a net deficit of R23.751 487 million for 2010/11 (in comparison with a deficit of R2.253 371 million recorded in 2009/10). According to the Report of the Accounting Officer key reasons for this high net deficit were:

· Revenue remained stable (‘stagnant’) increasing only slightly from R84 million in 2009/10 to R85.5 million in 2010/11.

· On the other hand, salary expenses grew from R39.2 million in 2009/10 to R57.5 million in 2010/11. Increases in salary expenses are ascribed to ‘a result of Job evaluation exercise, increase number of employees and provision for actuary losses on pension fund’.

· Writing off bad debt which amounted to R75.4 million.

The key question seems to be whether, in the light of this high deficit, PSIRA is a ‘going concern’:

· The Chairperson of the Council states that ‘on behalf of the Council, I am happy to report that PSIRA can objectively be classified as a growing concern. By the 31st March 2011, PSIRA had accumulated a surplus of R12 million, with its total assets exceeding its liabilities by the same amount. It is expected that revenue will also increase, a fact attributable to the increase in annual fees payable by registered private security providers in the 2011-12 financial year’.
 

· The report of the Accounting Officer states that ‘After taking into account the future potential sources of  income, and those already implemented, there is every reason  to believe that PSIRA has adequate resources to continue in operation in the foreseeable future’. 

· In the Notes to the financial statements it is stated that ‘We draw attention to the fact that at 31 March 2011, the entity had accumulated surpluses of R11 490 994 and the entity’s total assets exceed its total liabilities by R11 490 994. Other factors considered by council are legal, statutory and potential sources of funding. Revenue is expected to increase due to planned review (increase) in annual fees payable by registered security providers in the 2011/12 financial year. The proposed annual fees Regulation have been submitted to the Executive Authority for consideration. The expected commencement date is during the 3rd quarter of 2011/12. The annual financial statements have been prepared on the basis of accounting policies applicable to a going concern. This basis presumes that funds will be available to finance future operations and that the realisation of assets and settlement to liabilities, contingent obligations and commitments will occur in the ordinary course of business’.

· However, in contrast the Auditor General report states the following, as an Emphasis of matter: ‘The accounting authority’s report and Note 20 to the financial statements indicate that the PSIRA incurred a net loss of R23 751 487 during the year ended 31 March 2011. This along with continued losses over the past years and other matters as set forth in the accounting authority’s report, indicates the existence of a material uncertainty that may cast doubt on the entity’s ability to continue as a going concern.’

Questions

· The AG states that there is doubt whether the PSIRA can continue as a going concern because of losses ‘and other matters as set forth in the accounting authority’s report’. Can the AGs office explain what these ‘other matters’ are and whether they are convinced by the assurances of the Council and the Accounting Officer that PSIRA can be a ‘going concern’?

2.
SPECIFIC ISSUES

Scrutiny of the Financial Statements and the Notes reveals the following:

2.1.
Revenue

Revenue increased only very slightly from R84 million in 2009/10 to R85.5 million in 2010/11. Note 9 describes that the vast majority of revenue comes from Annual registration fees (R64.8 million out of the total R85.5 million). Thus clearly, increasing Annual fees will have the biggest impact as a measure to increase revenue. 

Revenue in 2010/11 came from:
· Sale of goods : R5.3 million (R5 million in 2009/10)

· Annual Fees: R64.8 million (R60 million in 2009/10)
· Infrastructure assessment fees: R1.9 million (R2.8  million in 2009/10)
· Registration fees: R7.9 million (R12.7 million in 2009/10)
· Fines: R5.6 million (R3 million in 2009/10)
Questions:

· Why was there a decrease in Infrastructure assessment fees and Registration fees in 2010/11 in comparison to the previous financial year?

· Has the Regulation on proposed annual fees been approved by the Executive Authority? When is will these commence? (Projected 3rd quarter of 2011/12)

· How much will/have Annual Fees being increased too and what is the projected revenue for 2011/12? Will this solve PSIRA’s revenue problems?
2.2.
Employee related costs/Salary expenses
Note 13 describes how Employee related costs increased from R39.2 million in 2009/10 to R57.5 million in 2010/11. Highest increases were for Basic salaries and the Retire benefit adjustment.
The following are some of the major items that fall under Employee related costs for 2010/11:

· Basic salaries: R37 million (R27.6 million in 2009/10)

· 13th cheque: R2.8 million (R2.2 million in 2009/10)

· Medical aid: R3.1 million (R2.8 million in 2009/10)

· Pension contribution: R4.8 million (R3.5 million in 2009/10)

· Retire benefit adjustment: R4.3 million ((R2.99 million) in 2009/10)
· Travel and other allowances: R4.5 million (R5.2 million in 2009/10)
Questions

· Explain the Retire benefit adjustment and the figures provided under this item for 2010/11 and 2009/10.
· Why was there a decrease in Travel and other allowance for 2010/11 in comparison to the previous year?

· Explain the increase in Basic salaries- were more people hired or was the increase the result of Job evaluation (higher salaries paid)? If the latter, explain in which job categories this occurred. 
2.3.
Debt impairment
The accounting officer has noted that the R75 million of bad debt written off contributed to the high net deficit incurred in 2010/11. Note 14 provides some detail on Bad Debts written off. 
According to the Note:

Bad Debts written off in 2010/11 amounted to R75.495 million. It seems to state as if provision was, however, only made for R55 million of debt (‘debt impairment provision: R55. 439 724 million), thus leaving a surplus of R20. 056 265 million still owed. 
Questions
· Explain this R75.495 million in Bad Debts written off? Where did they emanate from? 
· Explain Note 14. Why was there such a high provision made anyway for bad debt- R55 million? 

2.6.
Irregular expenditure

Irregular expenditure of R384 141 thousand was incurred in 2010/11 (in comparison with R3.918 772 million that was incurred in 2010/11).

Note 22 describes this R384 thousand as pertaining to ‘Cash collection services- head office and branches’.

In total an amount of R3 612 048 million was condoned during 2010/11. Condonation was for irregular expenditure regarding:
· Appointment of service provider to address historical challenges (R1.589 million)

· Acquisition of software licences (R1.245 million)

· Expenses for advertising (R93.8 thousand)

· Payments to legal practitioners (R683.9 thousand)

Questions:

· Irregular expenditure is much reduced in 2010/11 in comparison to the previous year. Explain the irregular expenditure of R384 thousand and how this was incurred. What steps have been taken to prevent a reoccurrence?
2.7.
Fruitless and wasteful expenditure
Fruitless and wasteful expenditure to the amount of R12 356 thousand was incurred in 2010/11. 
· Penalties paid to SARS for short and late payments.

· Penalties paid to the Workmen’s Compensation Commissioner for late submission and payment of COID return.

· Late payment of various Supplier accounts.
In the previous financial year (2009/10) an amount of R310 991 thousand of Fruitless and wasteful expenditure was incurred as a result of:

· Assets purchased for branch offices and not yet delivered to them

· Penalties to SARS for short and late payments.

Questions 

· All of the above 2010/11 fruitless and wasteful expenditure seems to have been the result of late payments on accounts/and other required payments. What steps have been put in place to ensure that this does not reoccur? As can be noted short and late payments to SARS was also problem in the previous year.
2.8.
Contingent liabilities

Contingencies are identified in Note 17. However this note does not reflect the value of contingencies addressed during the financial year, and accumulated contingencies. This should be provided for in future reports.
If one adds up the contingencies reflected in Note 17 for 2010/11 they come to a total of R1.752 220 million (7/8 cases- one case no amount stipulated). In 2009/10 contingencies amounted to R263.652 thousand (3 cases). 
Questions:

· Why is there an increase in contingencies in 2010/11?
· How were the previous year’s contingencies settled/closed? What were total payments?
B.
REPORT OF THE AUDITOR GENERAL
PSIRA received an unqualified audit opinion for 2010/11 with Emphasis of matter.
1.
Emphasis of matter:

The following Emphasis of matter were noted:

· A number of errors were discovered in 2011 in the financial statements of 2009/10 requiring these figure to be restated/corrected in the 2010/11 Report in Note 24.

· A ‘material uncertainty’ is noted that casts ‘significant doubt’ on the entity’s ability to continue as growing concern.

· Material losses incurred as a result of bad debt to the value of R75 495 989 million were noted.

2.
Report on Legal and Regulatory requirements
Performance information:

· The annual performance plan did not take into account the actual results of the prior year as a basis for the current year targets.

· None of the plans for programmes in the strategic plan were linked to the budget.
· The strategic plan up to February 2011 did not include key performance indicators and quarterly targets, and more than 50% of targets were not measurable.

· There was no annual plan in existence.
Strategic planning and performance management:

· A finalised strategic plan was not submitted for approval to the relevant executive authority by 1 April 2010 or at least 6 months before the start of the financial year. The executive authority did not approve the plan. No procedures for quarterly reporting were established. 

· No system of internal control of performance management was implemented.

· No reporting was done to the executive authority though the accounting officer on extent of compliance with the PFMA regulations or reasons for non-compliance.

Budgets:

· Monthly reports were not submitted to the executive authority on actual revenue and expenditure of the preceding month, amounts anticipated for that month, and projections for the remainder of the year.

· A budget of estimated revenue and expenditure was not submitted to the executive authority for approval for that financial year, before the start of the financial year.

Annual financial statements and annual report:
· Not all financial statements submitted to the auditors complied with accepted accounting practices. These were corrected.

· The annual report and financial statements of 2010 were not tabled in the National Assembly within one month after the accounting officer had received the audit report.
· The suspense account was not cleared on a monthly basis.
Procurement and contract management:

· There was not sufficient audit evidence that goods and services over R500 000 had been procured by a competitive bidding process.

Revenue management:

· Effective and appropriate steps were not taken to collect all money due to the entity.
Expenditure management;

· Effective and appropriate steps were not taken to prevent irregular as well as fruitless and wasteful expenditure.

· The entity did not have an effective cash management and investment policy.

Procurement and contracts:

· Senior management did not disclose particulars of their registrable interests for the year.

3.
Internal controls

· Instability in leadership, with the director only being appointed in September 2010 resulted in inadequate oversight over financial and performance reporting, compliance with laws and internal controls.
· The IT systems are complex and debtors are controlled in a separate system.  Manual reconciliations are not regularly performed.

· The risk assessment was done in February 2011 leaving insufficient time to address identified risks.

· The audit committee was appointed in November 2010 and thus the internal audit plan was not approved and oversight not exercised over implementation of matters reported by the internal audit function.

4.
Other reports

Investigations: 13 cases relating to fraud and corruption were investigated during the year. Four investigations were still on-going at the end of the financial year.

Questions
· The AG should explain whether this office believes that the PSIRA can indeed continue to be a ‘going concern’. 

· What steps have been taken by the authority and the Council to ensure that the numerous problems identified above do not reoccur. Were these all a result of ineffective leadership at the time? Which of these problems are still on-going?
· Provide more details on the 13 fraud and corruption cases. What was the outcome of the investigations? Have the remaining four cases been finalised and what are there outcomes.
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