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Auditor General's Report

To
Board of Directors of Afghan Gas Enterprise
Kabul

Report on the Audit of the Financial Statements

Adverse Opinion

We were engaged to audit the financial statements of Afghan Gas Enterprise/ Afghan Gas
Company (AGE/AGC), which comprise the statements of financial position as at
December 21, 2018, the statement of comprehensive income and statement of cash flows
for the year then ended.

In our opinion, because of the significance of the matter discussed in the basis for adverse
opinion section of our report, the accompanying financial statements do not present fairly
in all material respect, in accordance with international financial reporting standards.

Basis for Adverse Opinion

1) Revenue overstatement

We noted that AGE recognized revenue amounting AFN 438,408,147 for FY 1397 from
Kod-e-Barq against natural gas supplied. However, Kod-e-barq has confirmed only AFN
412,071,758, As a result, revenue overstated by AFN 26,336,389.

In addition, AGE is recognizing revenue from Sheberghan city and Aqcha district based
on monthly estimated gas usage, not based on actual usage, there are material difference
of 5,926,323 M3 natural gas in 1397, between 11,880,000 M3 gas supplied and 5,953,677
M3 gas reported in revenue. As a result, revenue from Sheberghan city and Aqcha district
has been materially understated.

2) No provisioning for receivables as per IFRS 9

We noted the following exceptions regarding receivable balance AFN 1,338,741,469 As
at the balance sheet date:

The eptity di a provisioning policy for bad/doubtful debts; hence all the
outgfanding rec i ces were recognized in the financial statements as current and
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AGE confirmed that receivables balance amounting AFN 59,348,705 are suspicious to
recover but not provided for.

Receivable amounting AFN 873,892,361 outstanding from long time and Afghan Gas
Enterprise has confirmed that these are difficult to recover from customers.

following receivable confirmations, receivables amounting AFN 224,684,284 were not
confirmed by customers.

Reported amount nfi
S.N | Trade Receivable ( AEN) E;()ur:ll‘z{szFN) Knmcc());llﬁra?N)
1 | Kod-e-Barq 727,960,971 504,104,840 223,856,131
3 CN.G 828,153 0 828,153
Total Overstatement in fiscal year 1397 224,684,284

As a result, AGE trade receivable balances have been materially overstated by
aforementioned amounts and also this is non-compliance with IFRS 9.

3) Inventory Overstated and not valued as per IAS2

AGE’s Inventory include 24,188 Gas meters. lubricant and other low value items total
amounting AFN 67,959,225 which were purchased more than 15 years ago, AGE is not
able to use forementioned inventories due to incompatibility of gas meters with natural gas
pressure and outdated lubricants and low value and less lasting goods, but still recorded at
cost in statement of financial position. We were unable to satisfy ourself on valuation
attributed to these inventories as stated in statement of financial position.

4) Assets and Equity overstated

AGE is presenting fixed assets at cost and did not deducted accumulated depreciation
amounting AFN 1,385,342,738 from cost of assets, as result fixed assets has been
overstated by AFN 1,385,342,738 in FY1397, this is also non-compliance with IAS 16.

Additionally, fixed assets depreciation amounting AFN 62,523,618 for FY 1397 has been
debited as expenses but the other effect recorded in equity under heading of rehabilitation
fund and repairing fund. As a result, equity is overstated by AFN 62,523,618 in FY 1397.

5) Fixed assets not valued as per IAS 16

AGE fixed assets include 19 active gas well in khowja gogardak area but these gas wells
are recorded at nil due to incorrect useful life assigned to assets an didn’t reassess at the
end of each year end, but still, they are extracting gas from it and supplying to customers.

The Comp *has* a n@n—cui‘rsnt asse_- net book value of AFN 1,108,734,292 for which
there is no fix a‘asséts;eglstgr an,ef v{e could not ascertain its completeness.
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6) Net profit treated twice in equity

AGE has accounted twice net profit of the year, once they charged net profit of AFN
91,197,678 for FY 1397 to equity under name of profit for the year, but again for the second
time the same amount has been posted to current assets and other effect recorded in
different equity fund accounts and surplus profit account. So, equity and current asset of
AGE has been materially overstated by AFN 91,197,678 for FY 1397.

7) Non-compliance with IAS-1.

AGE did not prepare statement of changes in equity and notes to the financial statements.
In addition, statement of cash flow was not presented as per IAS 7. Furthermore, the
amount presented in statement of cash flow were not supported by underlying documents.

8) Incorrect treatment of revenue

At the time of extraction of natural gas during filtering process, AGE is also producing
Condensate fuel and they are recording the extracted fuel at a price of AFN 30 per liter in
revenue despite of these fuels are not sold, during audit we found AFN 1,676,250 in fiscal
year 1397 were remaining fuel at year end but were recorded in revenue. As a result,
revenue has been materially overstated by AFN 1,676,250 in fiscal year 1397.

9) Non-Monetary Government Grant

Constructed three gas wells in Yatim Taq area with value of USD 3,065,000 has been
granted by Ministry of Mine & Petroleum to AGE and the completed construction project
have been handed over on 2/7/1393 but since that date till end of FY 1397 these non-
monetary government grant has not been recorded in statement of financial position. So,
since 1393 Fixed Assets and Depreciation expenses has been materially understated.

Furthermore, Ministry of Mine and Petroleum has also granted total of 47 equipment to
AGE, but these equipment were also not recorded in statement of balance sheet for FY
1397,

10) Unsupported expenses

In absence of supporting documents, we were not able to satisfy ourselves concerning
occurrence, accuracy and cut-off of the Expenses amounting AFN 17,449,387:

We conducted our audit in accordance with the International Standards of Supreme Audit
Institutions ("ISSAIs"). Our responsibilities under those standards are further described in
the Auditor’s Responsibilities for the Audit of the Financial Statements section of our
report.

We are the Supreme Audit Institution (SAI) of the Islamic Republic of Afghanistan and
independently derive our legal mandate from the Supreme Audit Office Law and in
accordance with the Code of Ethics implemented by the SAO based on the ISSAI 130-
Code of Ethics together with the ethical requirements that are relevant to our audit of the
financial statega€nts att-Adighdmistan and applicable to SAO auditors including external
experts for the aud@%@\e Ifilled our other ethical responsibilities in accordance
with these eqmremeﬂiri‘mﬁ‘fﬁ'e Ch de of Ethics of SAO. We believe that the audit evidence
we have tamed is sufﬁc1ent anﬂaroprlate to provide a basis for our opinion.
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Responsibilities of Management and Those Charged with Governance for the
Financial Statements

The Management is responsible for preparation and fair presentation of the Financial
Statements in accordance with International Financial Reporting Standards. This
responsibility includes designing, implementing and maintaining internal controls relevant
to the preparation and fair presentation of the financial statements which are free from
material misstatements, whether due to fraud or error; selecting and applying appropriate
accounting policies; and making accounting estimates that are reasonable in the
circumstances.

In preparing the financial statements, management is responsible for assessing Afghan Gas
Enterprise’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 Corporation or to cease operations, or has no
realistic alternative but to do so. Management and those charged with governance are
responsible for overseeing the Corporation’s financial reporting process.

Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements
as a whole are free from material misstatement, whether due to fraud or error, and to issue
an auditor’s report that includes our opinion. Reasonable assurance is a high level of
assurance but is not a guarantee that an audit conducted in accordance with ISSAIs 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 ISSAIls, we exercise professional judgment and
maintain professional skepticism throughout the audit. We also:

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

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 project’s internal control.

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

Evaluate the ﬁnanclal transactlons and Fn ation reflected in the Financial Statements
and whether they are mn- Qomphance wfth_‘ e terms and conditions of Project's Grant/ or
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Financing Agreements.

- We 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 we identify during our audit. We also
provide those charged with governance with a statement that we 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 our
independence, and where applicable, related safeguards.

Auditor General of Afghanistan

Supreme Audit Office
Kabul Afghanistan
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Supreme Audit Office

Reference Number: Date:

Auditor General's Report

To
Board of Directors of Afghan Gas Enterprise
Kabul

Report on the Audit of the Financial Statements

Adverse Opinion

We were engaged to audit the financial statements of Afghan Gas Enterprise/ Afghan Gas
Company (AGE/AGC), which comprise the statements of financial position as at
December 21, 2019, the statement of comprehensive income and statement of cash flows
for the year then ended.

In our opinion, because of the significance of the matter discussed in the basis for adverse
opinion section of our report, the accompanying financial statements do not present fairly
in all material respect, in accordance with international financial reporting standards.

Basis for Adverse Opinion
1) Revenue overstated

AGE recognized revenue of AFN 346,786,718 from Kod-e-Barq and AFN 34,080,937 from
Bayat Power Company in FY 1398 against natural gas supplied. But Kod-e-barq and Bayat
Power company have only confirmed AFN 290,533,822 and AFN 30,728,705 respectively.
As a result, AGE revenue materially overstated by AFN 56,252,896 and AFN 3,352,232
respectively in FY 1398.

In addition, AGE is recognizing revenue from Sheberghan city and Aqcha district based on
monthly estimated gas usage but not based on actual usage, there are material difference of
3,705,890 M? natural gas in 1398, between 9,360,000 M? gas supplied and 5,654,110 M?
gas reported in revenue. As a result, revenue from Sheberghan city and Aqcha district has
been materially understated.

2) ivables as per IFRS 9

As at the balanceshget.d: {7(@ noted the following exceptions regarding the accounts
receivable Bal ceﬁfAFNJu%;s‘eQ“M 1 for FY 1398:
/7 3 e ""wf\

No provisioning for r

me—
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(1)

The entity did not have a provisioning policy for bad/doubtful debts; hence all the
outstanding receivable balances were recognized in the financial statements as current and

recoverable;
Account Receivable balance include an amount of 59,348,705 AFN which Afghan
Gas Enterprise confirmed are suspicious.
Receivable balance had Balances of 873,892,361 AFN, which are outstanding from
long time and Afghan Gas Enterprise has confirmed that these are difficult to recover from
customers.

(i)

(iii)

(iv)  Amounting AFN 295,823,215 has not been confirmed by customer.
S.N | Trade Receivable Reportzg]zmount Conﬁngt;c&amount Difference in AFN
1 Kod-e-Barq 664,597,385 383,560,203 281,037,182
2 Bayat Power Company 34,080,937 20,111,752 13,969,185
3 CN.G 816,848.00 0 816,848
Total Overstatement for fiscal year 1398 295,823,215

As a result, Afghan Gas Enterprise trade receivable balances have been materially
overstated by aforementioned amount, and also this is non-compliance with [FRS 9.

3) Inventory Overstated

AGE, s Inventory include 24,188 Gas meters. lubricant and other low value items total
amounting AFN 67,959,225 which were purchased more than 15 years ago, AGE is not
able to use forementioned inventories due to incompatibility of gas meters with natural gas
pressure and outdated lubricants and low value and less lasting goods, but still recorded at
cost in statement of financial position. We were unable to satisfy ourself on valuation
attributed to these inventories as stated in statement of financial position.

4) Assets and Equity overstated

AGE is presenting Fixed Assets at cost but not deducting accumulated depreciation AFN
1,363,628,527 from cost of assets, as result fixed assets has been materially overstated by
AFN 1,363,628,527 in F 1398.

Fixed assets depreciation of AFN 58,161,723 for FY 13978 has been debited as expenses
but the other effect recorded in equity under heading of rehabilitation fund and repairing
fund. As a result, equity is overstated by AFN 58,161,723 for FY 1398.

5) Unreported Expenditure

Bayat Power Company has responded to us that they incurred 10,003,458 AFN expenditure
on behalf of AGE and provided us support documents in which AGE staff
acknowledgement was available, but these expenses were not recorded in AGE Financial
Statements, so expenditures have been materially yiderstated by AFN 10,003,458 in FY

(‘{ ,.",.fj*:"'"-aﬁ o
1398. 7L ,"A,‘{“ _";'.J"‘T“é'-
6) Net profit treated twice in equitv' ‘ _ﬂm “‘( .
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has been posted to current assets and other effect recorded in different equity fund accounts
and surplus profit account. So, equity and current asset of AGE has been materially
overstated by AFN 129,972,251 for FY 1398.

7) Fixed Assets not valued as per IAS 16

AGE fixed assets include 19 active gas well in khowja gogardak area but these gas wells
are recorded at nil, due to incorrect useful life assigned to assets an didn’t reassess at the
end of each year end, but still, they are extracting gas from it and supplying to customers.

AGE fixed assets include two floor building of head quarter, 9 residential block which has
273 apartments with its residential hall, but these assets were recorded at nil due to
incorrect useful life assigned and didn’t reassess at the end of each year end. As a result,
Fixed Assets of AGE has been understated.

Additionally, the Company has a non-current asset net book value of AFN 1,300,700,036
for which there is no fixed assets register, thus we could not ascertain the completeness of
the aforementioned assets.

8) Non-compliance with IAS-1

AGE did not prepare statement of changes in equity and notes to the financial statements,
as per IAS 1. In addition, statement of cash flow was not presented as per IAS 7
requirements. Furthermore, the amount presented in statement of cash flow were not
supported by underlying documents and net cash flow was negative amounting to AFN
(5,983,452) for FY 1398.

9) Incorrect treatment of revenue and noncompliance with IFRS 15

In processing natural gas “Condensate fuel, a byproduct of AGE, valued and recognized
as revenue AFN 30 per litter, we noted that amounting to AFN 582,750 Condensate fuel
were not sold but still AGE recorded it as revenue for the FY 1398, and also the company
recorded AFN 655,795 rent income for which rent services were not provided as of income
statement date, as result, AGE is in noncompliance with IFRS and overstated the revenue
amounting to AFN 1,238,545.

10) Non-Monetary Government Grant

Constructed three gas wells in yatim taq area valued USD 3,065,000 equivalent to AFN
173,294,900 has been granted by Ministry of Mine & Petroleum to AGE and the completed
construction project have been handed over on 2/7/1393 but AGE recorded at constructed
price instead of fair value as per IAS 20 in FY 1398. So, since 1393 AGE fixed assets and
depreciation expenses has been understated. Furthermore, these assets second effect should
have been recorded in revenue but AGE recorded in equity.

In addition, Ministry of Mine«md Betzg‘l'ab@ s also granted total of 47 equipment value
AFN 1,185,660 to AGE, puf §@qgi?e5’jhéﬁk ere also recorded as equity instead of

7 s y,
e ’_._f'r.“" &J v‘;‘.\‘; 1,
‘ e \
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As result of incorrect treatiment of_non;mbnetaf}? gbvernment grant revenue of AGE has
been materially understated fof: 'Y 1398 wj*
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11) Unsupported expenses

In absence of supporting documents, we were not able to satisfy ourselves concerning
occurrence, accuracy and cut-off of the Expenses amounting to AFN 24,246,459 AFN:

We conducted our audit in accordance with the International Standards of Supreme Audit
Institutions ("ISSAIs"). Our responsibilities under those standards are further described in
the Auditor’s Responsibilities for the Audit of the Financial Statements section of our report.

We are the Supreme Audit Institution (SAI) of the Islamic Republic of Afghanistan and
independently derive our legal mandate from the Supreme Audit Office Law and in
accordance with the Code of Ethics implemented by the SAO based on the ISSAI 130- Code
of Ethics together with the ethical requirements that are relevant to our audit of the financial
statements in Afghanistan and applicable to SAO auditors including external experts for the
audit, and we have fulfilled our other ethical responsibilities in accordance with these
requirements and the Code of Ethics of SAO. We believe that the audit evidence we have
obtained is sufficient and appropriate to provide a basis for our opinion.

Responsibilities of Management and Those Charged with Governance for the

Financial Statements

The Management is responsible for preparation and fair presentation of the Financial
Statements in accordance with International Financial Reporting Standards. This
responsibility includes designing, implementing and maintaining internal controls relevant
to the preparation and fair presentation of the financial statements which are free from
material misstatements, whether due to fraud or error; selecting and applying appropriate
accounting policies; and making accounting estimates that are reasonable in the
circumstances.

In preparing the financial statements, management is responsible for assessing Afghan Gas
Enterprise’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 Corporation or to cease operations, or has no realistic alternative but
to do so. Management and those charged with governance are responsible for overseeing
the Corporation’s financial reporting process.

Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as
a whole are free from material misstatement, whether due to fraud or error, and to issue an
auditor’s report that includes our opinion. Reasonable assurance is a high level of assurance
it conducted in accordance with ISSAIs will always detect
_ . Misstatements can arise from fraud or error and are
cons1dered mat 1a1 1f inﬂwfﬁ’ualbg 51; the aggregate, they could reasonably be expected

but is not a guarantee

As part of ani audlt in accordance ngh ISSAIs, we exercise professional judgment and
: 5101‘131 Skephc;sm thIO]:l: hout the audit. We also:
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e Identify and assess the risks of material misstatement of the financial statements,
whether due to fraud or error, design and perform audit procedures responsive to those
risks, and obtain audit evidence that is sufficient and appropriate to provide a basis for
our opinion. The risk of not detecting a material misstatement resulting from fraud is
higher than for one resulting from error, as fraud may involve collusion, forgery,
intentional omissions, misrepresentations, or the override of internal control.

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

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

e 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.

e Evaluate the financial transactions and information reflected in the Financial Statements
and whether they are in compliance with the terms and conditions of Project's Grant/ or
Financing Agreements.

We 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 we identify during our audit. We also provide
those charged with governance with a statement that we 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 our independence, and where
applicable, related safeguards.

Supreme Audit Office /. ’ :
Kabul Afghanistan |
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