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regulation. Comparative analysis between current years with
previous years> financial information should be done during
the planning phase. Minor items, variation and below than
materiality level shall be considered for the analytical review,
for. e.g. if commission income is observed less variation
compare to the previous yeans related to same transaction,
the analytical review shall be appropriate to assure the items
presented in the financial statements.

Test of control should be done for the selected items from
starting process to the presentation on financial statements,
for e.g, procurement of fixed assets shall be tested as:
requirement, approval for requirement and budgeting, all
procurement process, recording on appropriated accounting
head, ledger posting, presentation and disclosure on financial
statements.  Financial statements includes presentation
under non-current assets on Balance sheet, depreciation
charging under Income statement, cash outflow under Cash
flow statement and disclosure of accounting policy and
estimation of depreciation.

Substantive audit procedures includes the various steps
for each items of accounting heads, generally the following
procedures shall be applied:

Verification that expenditures correspond to the
budgets as approved by the authorities. Briefly analyse
the deviations between budgeted and effective expenses.
- Verification of the respect of purchasing procedures and
also that goods purchased are utilized within the foreseen
objectives and are still available or have been ceded/sold
in conformity with the methods defined in procurement
act and regulations.

- Verification of the transactions under the following
aspects:

- Conformity of expenditure authorizations and validity

of the supporting documents;

Arithmetic accuracy of accounts,
documents and financial statements;

- Accuracy of the bookkeeping entries;

- Allocation of expenditures in conformity with budgets;

- Verification that contracts are in conformity with

prevailing laws and regulation;

Verification that receipts are exhaustively and
regularly accounted for;

- Control of advances, accrued, justification for amounts

overdue or outstanding for long.

- Verification that the accounting systems in use

respond to the needs of managements, particularly as

concerns cost analysis.

Verification of fixed overhead charge, variable
overhead charge, material and labour cost for the
costing of product in case of manufacturing Enterprises
and verification of relevant cost/expenses in case of
Enterprise other than manufacturing.

- Verification that all corrections required from previous

audit have been carried out.

supporting

Supervision and Review
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The work of the auditors at each level and audit phase
should be properly supervised during the audit, and
documented. Supervision and review of audit includes
auditors> understanding of the audit plan; compliance of
auditing standards and practices; auditing based on specified
plan, evidence adequately supporting all conclusions,
recommendations and opinions; achievement the stated
audit objectives; and the audit report includes the audit
conclusions, recommendations and opinions as appropriate.

Responsibility for Financial Statements

The financial statements are management’s responsibility.
The auditor’s responsibility is to express an opinion on the
financial statements. Management is responsible for sound
accounting policies and for establishing and maintaining
an internal control structure that will among other things,
record, process, summarize and report financial data that is
consistent with managements assertions embodied in the
financial statements.

Audit Report:

At the end of each audit the auditor should prepare a
written opinion or report, as appropriate, setting out the
findings in an appropriate form; its content should be
easy to understand and free from vagueness or ambiguity,
include only information which is supported by competent
and relevant audit evidence, and be independent, objective,
fair and constructive. Findings related to the internal controls
shall be issues on a separate report, findings that are related
to material misstatements on the financial statements and on
the tests of compliance with applicable laws and regulations
shall be included in the form of auditors» opinion.

Management letter should include the analysis along with
findings of each accounting head of balance sheet items
profit and loss analysis of Income statements, for e.g analysis
on reserve, loan and borrowings, current liabilities, debtors,
inventories, gross profit, operating profit comparison with
previous year, findings on non-compliance of laws and
regulations etc. Auditors> report should be issued as per the
format approved by the SAO.

Conclusion

General audit procedures of financial audit for Enterprises
do not differ with the audit of budgetary units. The matters
for considerations for the audit are totally different from
budgetary units. Reading the financial statements is required
in depth knowledge and skills of commercial accounting
principles as well as applicable accounting and auditing
standards. Government auditors need to have sufficient
professional knowledge for the audit of Enterprises. In this
article, brief explanation regarding the audit procedures
for the audit of Enterprises is explained. If the auditors
understand it, able to execute the analytical review, test of
controls and substantive audit procedures for the account
balances and transactions, then the management letter and
auditors> report with opinion may be issued.
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laws should be considered for the audit of SOEs.

* Regularity laws, directives etc.: Enterprises having under
regularity entity, for e.g. Ministry of Communication and
information technology.

- Specific law for the enterprises: for e.g. Electricity act
applicable to Breshna Sherkat.

- Taxation laws etc.

Objectives of the Audit

The objectives of the audit SOEs shall be:
* Express an opinion on whether the financial statements
of the audited Enterprises as a whole present fairly, in all
material respects the financial position of the organization
at year end, the results of its operations for the year then
ended, etc, in conformity with applicable accounting
principles;
+ Audit of financial systems and transactions including
an evaluation of compliance with applicable statutes and
regulations as mentioned above under applicable laws
and regulations;

Scope of Audit
The audit should be organized to cover adequately all
aspects of the enterprise as far as these are relevant to the
financial statements being audited and should be reasonably
satisfied that:
- The information contained in the underlying accounting
records and other source data is reliable and sufficient; and
- Whether the relevant information is properly disclosed in
the financial statements subject to statutory requirements,
where applicable.
- Relevant statutory requirements are fully complied.

Audit Planning
The auditor should plan the audit in a manner which ensures
that an audit of high quality is carried out in an economic,
efficient and effective way and in a timely manner. The
good planning indicates the professional practices for the
audit. For the effective audit planning, the auditor should
collect and review at least the following information from
the Enterprises, analyses the information and develop the
overall audit strategy and audit program:

- Board minutes of the relevant Enterprises,

* Enterprises> strategy, mission, vision and operating plan,

Internal organization (structures, functions, tasks,

authority, responsibilities, methods, procedures, etc.),

- Approved budget, program, progress reports,

- Existence, respect and application of laws, regulations

and instructions,

- Accounting and reporting system,

+ Financial statements (Balance sheet, Income Statement,

Cash flow statements, accounting policy and notes to

account),

- Internal audit report, others monitoring reports etc,

- Reports that are submitted by the enterprises to the

regulating entity

Audit slssuel 2017

* Previous years»> audit report

During the planning, auditor should determine the material
level and sampling size after identifying important aspects
of the environment and making risk assessment. Then
after, substantive audit procedures (Audit program) should
be developed for the audit of high values, key items and
sampling items.

Audit Execution
In the audit of financial statements of the Enterprises, the
auditor should determine whether the relevant information
is properly disclosed in the financial statements by:
-+ Comparing the financial statements with the underlying
accounting records and other source data; and
- Considering the judgment that management has made
in preparing the financial statements, accordingly, assess
the selection and consistent application of accounting
policies, the manner in which the information has been
classified, and the adequacy of disclosure.
Auditor should obtain the trial balance and the ledgers of
each accounting head and prepare the lead schedule for the
audit before execution the audit. Approved standard costing
should be required for the manufacturing Enterprises.
Analytical review, test of control and substantive procedures
should be performed during the audit execution of financial
statements and review of compliance of relevant laws,
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AUDIT OF STATE-OWNED
ENTERPRISES

Background

Proper and effective control through audit is necessary in the case of state enterprises
as the funds invested in them do not belong to those who manage the affairs of these
enterprises. State-Owned Enterprises (SOEs) play a significant role to the economy,
especially in areas such as employment, capital investment, gross domestic product,
foreign exchange earnings and government revenue by way of taxes and dividends.
Currently, there are 137 enterprises throughout in Afghanistan operating in the
different sectors to fulfill the government obligations to the people of Afghanistan as per
the objectives mentioned in article 2 of State-owned Enterprises law. Supreme Audit
office law provides the audit authority to Supreme Audit Office (SAO) over all entities
those are utilizing or holding public properties, funds, audits of legality, regularity of
revenues, public expenses to determine the financial responsibilities, facilitating the
transparent accountability system of public funds and contributing betterment of
financial management system.

Auditing on the expenditures and incomes of Enterprises provides the suggestions
only on the findings to resolve those issues. The audit of Enterprises is more complex
than the audit of budgetary units. Based on the objectives and authority of Supreme
Audit office law, auditors of SOEs should consider the following matters for the audit

Py
i

Lila Raj Dhakal,
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to Enterprises and
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of SOEs:

Fundamental Principles
SAO Afghanistan is @ member of International Organization
of Supreme Audit Institutions
(INTOSAI), so the audit will be carried out in accordance with
INTOSAI Auditing Standard in conjunction with guidelines
issued by the Auditor General. The auditors should comply
with ethical principles governing professional responsibilities
issued by SAO. Generally professional ethical principles are:

+ Professional Competence and Due Care

+ Confidentiality

* Professional Behaviors:

* Integrity, Objectivity and Independence

* Technical Standards

Likewise the knowledge of Qatia accounts and Qatia
statements in budgetary units, the auditors of SOEs
should have knowledge of financial statements, applicable
accounting standards and able to read and analyze the
financial information contained in the financial statements.
Presentation of Financial Statements is a foundation standard
that explains basic accounting and financial reporting
principles and style of presentation. Financial statements
presented as per International Financial Reporting Standards
(IFRS) comprise a complete set of:

- A Statement of Financial Position (Balance Sheet) as at

the end of the year;
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- A Statement of Comprehensive Income for the period;
- A Statement of Changes in Equity for the period;

- A Statement of Cash Flows for the period;

- Notes comprising of a summary of significant accounting
policies and other explanatory information ;

- A statement of financial position as at the beginning of
the earliest comparative period when an entity applies an
accounting policy retrospectively or makes a retrospective
restatement of items in its financial statements, or when it
reclassifies items in its financial statements.

Applicable laws and regulations
SOEs are established for providing good services to the
citizen having various objectives. The auditors of SOEs
should consider at least following laws for the compliance
aspects during the audit:
+ State-owned Enterprises law: Review of roles and
responsibility in conjunction with the compliance of the
law by the Enterprises
Corporations and Limited Liability Companyss law
of Afghanistan or relevant companys laws for those
enterprises registered under the companies laws.
Corporations and Limited Liability Company»s law states
that the companies registered under this act, they should
present their financial statements as per IFRS. Compliance
of applicable accounting standards, provisions of relevant
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