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Independent Auditor’s report

To: The Supreme Council,
Da Afghanistan Bank

We were engaged to audit the accompanying financial statements of Da Afghanistan Bank (“the
Bank™), which comprise the balance sheet as at 29 Hoot 1386 (19 March 2008}, and the income
statement and statement of recognized income and expense for the year then ended, and a
summary of significant accounting policies and other explanatory notes.

Muanagement's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements
in accordance with International Financial Reporting Standards (IFRSs). This responsibility
includes: designing, implementing and maintaining internal controls relevant to the preparation
and fair presentation of financial statements that 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.

Auditors’ Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit.
Except as discussed in the following paragraphs, we conducted our audit in accordance with
International Standards on Auditing. Those standards require that we comply with 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 misstatement of the 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 the 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.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinion.
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Basis of Qualified Opinion

I. Upto 29 Hoot 1385 (20 March 2007), the financial statements of the Bank were prepared and
presented on the basis of trial balance extracted from accounting information collected from
various departments and branches in the absence of a comprehensive accounting system and
general ledger. The accounting information so collected was not fully substantiated with
appropriate supports and documentary evidences. During the month of Asad 1386 (August
2007) the Bank significantly implemented a Core Banking System. The financial information
entered in the Core Banking Svstem was based on the closing trail balance used for
preparation of financial statements for the year ended 29 Hoot 1385 as stated above. The
financial statements for the vear ended 29 Hoot 1386 have been prepared and presented on
the basis of trail balance of the Head Office generated from Core Banking System at year end
and trial balances of branches those were based on underlving manual records and ledgers.
However, comprehensive exercise was initiated to reconcile the manual records and data fed
into core banking, system which is still in progress, to ensure the completeness and accuracy
of financial information fed into Core Banking System. We also noted the following:

® System of internal controls including IT controls over authorization, recording and
processing of transactions whether in core banking system or in memorandum records
were cither not fully implemented or were not fully effective for whole of the year.
Further, there is no role / profile matrix developed and approved by the management on
the basis of which roles and groups can be defined and assigned in the Core Banking
System application. In the absence of such matrix, users are assigned rights on adhoc or
need basis after approval from relevant departmental heads.

® The Bank implemented a system of periodic internal reviews, verification and
reconciliation of data of accounts department with the respective operating departments to
ensure accuracy and completeness of the financial information. However, such system
was not followed throughout the vear.

® “Other Assets” (Note 12) include AFN 619,408 thousand (1385: AFN 1.039.034
thousand) being the net un-reconciled difference of inter-branch account (68 branches)
which represent credit balance of AFN 2,906,243 thousand (1385: AFN 36,241 thousand)
in the books of branches and AFN 2,286,836 thousand (1385; AFN 1,075,275 thousand)
debit balance in the books of the Head Office.

B “Due to Customers™ (Motel6) includes the dormant customers’™ accounts amounting to
AFN 154,966 thousand and residual customers’ accounts amounting to AFN 192,121
thousand. These are non-operative accounts of the customers of the Bank as well as the
accounts transferred from local commercial banks. The Bank does not have adequate
customer wise records of these accounts to substantially support the balance appearing in
the financial statements.

®  “Provisions and Other Liabilities™ (Note 20) includes:

® ‘Suspense Accounts’ amounting to AFN 1,176,753 thousand which represents un-
reconciled AFN 45,806 thousand debit balance and AFN 1,222,559 thousand credit
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balance of which no information is available to account for these balances in
appropriate heads of accounts.

®  ‘Deposit Against Letter of Credit’ of AFN 9,601,073 thousand which was not in
agreement with the subsidiary records maintained by the Bank. As per subsidiary
records liability in respect of deposit against letter of credit was AFN 8,883,211
thousand. Further, during the year, the Bank made disbursements amounting to AFN
2,051,606 thousand which is included in “Due from Banks and Financial Institutions™
(Note 6), instead of off-setting against corresponding liability in this account due to
non availability of relevant information.

® “Advances and Other Receivables” (Note 8) include an amount of AFN 1,480,176
thousand representing advances to past regimes and receivables on account of
misappropriation of cash in hand by the Bank's staff in prior and current year. The Bank
has recognized full impairment provision against these advances as the probability of
recovery of the same are remote. However, the Bank has not maintained subsidiary
records of these advances and receivables to establish the accuracy of the balances with
the general ledger.

2. In respect of “Due from Banks and Financial Institutions™ (Note 6) (in the following
instances balances as per confirmation were not in agreement with the balances appearing in
the records of the Bank and reconciliation of which was under progress as at 19 March 2008.
The differences were as follows:

Name of Institution Balances as per Balances as per Difference

Books confirmation

Debit/{ Credit) received
Debit/( Credit)

--------------------- AF (*000"Jermemmmemmmemmmenes
Bank of America — New York 1,802,821 3,746,653 1,943,832
Citibank - New York 6,043,368 7,186,211 1,142 843
Crown Agent (713,965) 210,265 926,230
Total 4,012,905

*Due from Banks and Financial Institutions™ (Note 6), also included an un-reconciled balance
of AFN 5,615,612 thousand which was previously appearing as “Correspondent Bank
Clearing Accounts” in the general ledger. We were informed that such amount mainly
represents numerous inter-bank adjusting entries resulting from reconciliation of other bank
accounts made before 20 March 2005. Subsequent to the year end, the Bank carried out a
detailed exercise to reconcile the said un-reconciled balances and the abovementioned bank
accounts, As a result of such reconciliation the bank adjusted an amount of AFN 3,850,015
thousand out of the said un-reconciled balance to reconcile the difference of abovementioned
bank accounts An amount of AFN 980,000 thousand was also identified as “Deposit for
Letter of Credit’ as discussed in paragraph 1 above.

Consequent to the above mentioned and other adjustments, balance amount of AFN 779,900
thousand pertaining to “Correspondent Bank Clearing Account™ still remained un-reconciled
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for which Allowance for Losses’ of AFN 779900 thousand has been made against such
unreconciled balance and charged to income statement for the year ended 19 March 2008.

3. We have been given an understanding that the Ministry of Finance has transferred certain
gold bars and sliver coins lying in the Palace Vault. However, no valuation has been
recognised in these financial statements for silver coins due to pending physical verification
by the management.

4. As per Article 46 of the Income Tax Law of 2005, the Bank is under obligation to withhold
20% tax on payments of interest on deposits and capital notes. During the year, the Bank had
paid interest on capital notes and deposits of local commercial banks aggregating to AFN
480,566 thousand (1385 AFN 81,396 thousand) on which the Bank has not withheld taxes
amounting to AFN 96,113 thousand (1385 AFN 4,070 thousand). The Taxation Laws of
Afghanistan prescribe certain penalties and fine in case of failure to withhold tax from the
payment of interest in addition to the principal amount of tax not withheld. The amount of
penalties has not been quantified. The Bank has not made any provision in the financial
statements against the principal amount as well as any penalties thereof as prescribed by the
Taxations Laws of Afghanistan.

5. As explained in note 27 to the financial statements, the Bank is in the process of reconciling
the assets and liabilities transferred under the Mol with its books and records, which process
has not been completed by the yvear end and adjustment may be required to be made to the
carrying value of such assets and liabilities.

6. “Deferred Grant™ (Notel9) represents the amount of grants received from United States
Agency for International Development (USAID) through Bearing Point (Consultants) in Kind
between years 1384 to 1386. The Bank recognised these grant assets retrospectively by re-
stating comparative of the year 1384 by AFN 25,624 thousand, 1385 by AFN 153,247
thousand and 1386 by AFN 30,349 thousand respectively. However, we have not been
provided with the agreement of the Bank with USAID and Consultants. Accordingly, we
were unable to satisfy ourselves as to the completeness and accuracy of the grant amount.

7. The Bank has not presented following information / disclosures in accordance with the
requirements of the International Financial Reporting Standards:

®m comparative cash flow statement. an integral part of complete set of financial statements,
as required by International Accounting Standard “Presentation of Financial Statements™
(TAS-1) is not disclosed.

m the transactions and balances with certain related parties have not been disclosed.

m  certain disclosures in respect of maturity profile of financial instruments and risks
associated with the entity’s operational and financial transactions and their mitigations
followed by management of entity in accordance with International Accounting Standard
“Financial Instruments: Disclosure and Presentation™ (1AS-32).

m  certain disclosures in respect of present value of obligation, movement of net assets/
liabilities recognised in the balance sheet, charge for the vear, etc in accordance with
International Accounting Standard “Employee Benefits” (IA5-19).
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Qualified Opinion

In our opinion, except for the effects of such adjustments, if any, as might have been determined
to be necessary to financial statements described in the Basis for Qualified Opinion paragraphs,
the financial statements give a true and fair view of the financial position of the Bank as at 29
Hoot 1386 (19 March 2008) and of its financial performance for the year then ended in
accordance with International Financial Reporting Standards.

Emphasis of matter paragraphs
We draw your attention to the following matters:

m Article 83 of the Da Afghanistan Bank Law (DAB Law) of 2003 prohibits the Bank from
providing any loans, advances or financial assistance to the State or any of its agencies.
However, during the year, the Bank had provided interest free advances to different ministries
and the office of the President of Islamic Republic of Afghanistan amounting to AFN 137,000
thousand which is not consistent with the requirement of said Article of DAB Law. As at
balance sheet date AFN 16,995 thousand remained receivable from these entities which is
disclosed in “Advances and Other Receivables™ (Note 8) in the financial statements.

m  According to the provision of Article 31 of DAB law where net profit for any financial year is
insufficient to increase its authorised capital up to the level of 5 percent of total amount of
monetary liability as prescribed in Article 29, the Ministry of Finance evaluates the
circumstances as given in sub-article 2 of Article 31 of DAB law and provides remedy to the
Bank to meet the deficit. As fully explained in note 21.1 after adjustments as required by
Article 29 and 30, the capital balance as at 29 Hoot 1386 (29 Hoot 1385) fall short of
prescribed limit by AFN 9,455,104 thousand. The Bank intends to pursue this matter with
Ministry of Finance to meet the deficit,

m  According to Transitional Article 129 of DAB Law the Bank shall be authorized to provide
commercial banking services only for holders of commercial accounts who maintain an active
business place located in any region of Afghanistan where commercial banking services are
not provided. The Bank shall not provide these services for a period not more than two years
from the effective date of the DAB Law that is 27-06-1382 (18 September 2003). However,
the Bank is still providing commercial banking services in all places where more than one
local commercial bank are operating.

KPMG Afghaniktan Limited
ax Qv 2weS



Da Afghanistan Bank
Balance Sheet
As at 29 Hoot 1386 (19 March 2008)

ASSETS

Gold reserve

Foreign currency cash reserve

Due from banks and financial institutions
Treasury bills

Advances and other receivables
Investment properties

Property and equipment

Intangible assets

Other assets

TOTAL ASSETS
LIABILITIES AND EQUITY

LIABILITIES

Currency in circulation

Capital notes

Due to other banks and financial institutions
Due to customers

IMF related liabilities

Defined benefit plan

Deferred grant

Provisions and other liabilities

Total liabilities

EQUITY

Capital

Revaluation reserve
Accumulated losses
Total equity

TOTAL LIABILITIES AND EQUITY

Note

L =T - T = N

11
i2

13
14
15
16
f i
18
19
20

21
21
21

The annexed notes | to 34 form an integral part of these financial statements.

Masood Khan Musa Ghazi
(Chief Financial Officer)

Mohibullah Safi

{First Deputy Governor)

1386 1385
(AFN '000") (AFN '000)
Restated

33,368,073 23,217,290
4,158,422 3.832.258
85,552,266 56,010,423
25,736,598 25715417
16,995 30,849
4,800 4 800
2,210,493 2,160,598

26,785 -
6,346,250 6,718,044
157,420,682 117,689,679
58,965,490 50,328,894
4,519,061 1,179,406
7,470,689 5,007,571
42039372 37805315
32,049 32.049
295,036 341,674
168,118 174,678
11,366,617 5,946,294
124,856,432 100,905,881
(3,803,771) (5,917,478)
36,368,021 22,701,276
32,564,250 16,783,798
157,420,682 117,689,679

L et
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bdul Qadeer Fitrat
(Governor)



Dda Afghanistan Bank
Income Statement

For the year ended 29 Hoot 1386 (19 March 2008)

Interest income
Interest expense

Met interest income

Fees and commission income
Fees and commission expense
Net fees and commission income

Income from dealings in foreign currencies

Other operating income

Operating income

Allowance for losses
Net impairment loss on financial assets
Personnel expenses

Printing cost of bank notes

Other expenses

Voluntary retirement compensation expense
Depreciation and amortisation
Un realised exchange gain

Profit for the year

Note

22
23

24

6.2
8.2
25

26
202
fo&i1l
2142

1386 1385
(AFN '000") (AFN '000')
4,228,112 3,414,906
(480,566) (81,396)
3,747,546 3,333,510
172,631 146,992
(8,246) (4311)
164,385 142,681
334,567 668,532
56,209 74,273
390,776 742,805
4,302,707 4,218,996
(779,900) .
(323,488) (1,156,688)
(221,410) (216,041)
(204,689) (1.074,238)
(102,165) (105,323)
(502,626) N
(54,722) (50,353)
3,240,310 2,811,017
5,354,017 4,427.370

The annexed notes 1 to 34 form an integral part of these financial statements.

Masood Khan Musa Ghazi
{Chief Financial Officer)

Mohibullah Safi
(First Deputy Governor)

Abdul Qadeer Fitrat
{Governor)




Da Afghanistan Bank
Statement of Recognised Income and Expense
For the vear ended 29 Hoot 1386 (19 March 2008)

1386 1385
Note (AFN '0007) {AFN '000%)
Restated
Revaluation surplus on gold reserve 10,426,435 3.637.610
Revaluation surplus on land - 369,490
Difference in assets and liabilities adjusted - 72,420
Met income recognised directly in equity 10,426,435 4,679,520
Profit for the year 5,354,017 4,427,370
Total recognized income for the vear 211 15.780.452 9,106,890

g
The annexed notes 1 to 34 form an integral part of these financial statements.

1

Masood Khan Musa Ghazi Mohibullah Safi Abdul Qadeer Fitrat
(Chief Financial Officer) (First Deputy Governor) (Governor)



Da Afghanistan Bank
Cash Flow Statement
For the vear ended 29 Hoot 1386 (19 March 2008)

Cash flows from operating activities

Net profit for the year

Adjustments for:

Interest income

Interest expense

Depreciation and amortisation

Met impairment loss on financial assets
Voluntary retirement compensation expense

Working capital changes:

- Foreign currency cash reserve

- Due from banks and financial institutions

- Advances and other receivables

- Other assets

- Currency in circulation

- Due to other banks and financial institutions
- Due to customers

- Other liabilities and provisions

- Deferred grant

Interest received
Interest paid
Net cash inflow/outflow from operating activities

Cash flows from investing activities
Net cash used in investing activities - Purchase of

property and equipment

Cash flows from finaneing activities

Net cash from financing activities - Capital notes issued

Met decrease in cash and cash equivalents

Cash and cash equivalents at beginning of the vear

Cash and cash equivalents at end of the year

The annexed notes 1 to 34 form an integral part of these financial statements.

Masood Khan Musa hazi Mohibullah Safi
{Chief Financial Officer) (First Deputy Governor)

1386
Note (AFN '000")

5,354,017

(4,228,112)
480,566
54,722
323,488
302,626
2,487,307

(326.,164)
(31,393.001)
(309.634)
225,794
8.636.596
2,373,118
4,234,057
5,420,323
(6.560)
(11,145,471)

4,375,366
(480,566)
(4,763.363)

(101,286)

3,339,655
(1,524,994
12,478,217
28 10,953,223

oY

ul Qadeer‘Fitrat
{Governor)



Da Afghanistan Bank
Notes to the financial statements
For the vear ended 29 Hoot 1386 {19 March 2008)

(a)

(b)

(c)

(d)

Status and nature of operations

The Da Afghanistan Bank (“the Bank™) was originally established in 1939 in accordance with
Article 12 of the 1932 Constitution of Afghanistan. The Bank was operating under the
supervision of the Ministry of Finance {MOF), Government of Afghanistan. Subsequently,
during the transitional Government, the Da Afghanistan Bank Law (“DAB Law™) of the
[slamic Republic of Afpghanistan was enacted on 18 September 2003, and the Bank was re-
established as an independent legal entity. This law and the change in the Bank’s status were
ratified by an amendment to the Article 12 of the Constitution the Islamic Republic of
Afghanistan in January 2004, Registered office (Head Office) of the Bank is situated in
Kabul.

Da Afghanistan Bank is the Central Bank of Afghanistan, as per DAB Law, the Bank’s main
objective is to achieve and to maintain domestic price stability with other objective to foster
the liquidity, solvency and proper functioning of a stable market based financial system, It
also conducts monetary policy on the monetary base and through reserves management, and
act as a bank, financial consultant, and agent of the Government of Islamic Republic of
Afghanistan and other state governed bodies,

Upto 20 March 2007, the Bank operated 74 branches throughout the country. However,
during the year, the Bank has closed 6 Branches due to security concerns. As at 19 March
2008 the Bank operated 68 branches.

Basis of preparation

Statement of compliance

The Bank’s financial statements have been prepared in accordance with the requirements of
DAB law and the International Financial Reporting Standards (IFRSs) / International
Accounting Standards. Wherever the DAB Law differs with the requirements of the 1IFRSs,
the requirements of DAB Law take precedence.

The financial statements were approved by the Supreme Council in their meeting held on
01 December 2008,

Basis of measurement

The financial statements have been prepared on the historical cost basis except as otherwise
disclosed in the financial statements.

Functional and presentation currency

The financial statements are presented in Afghanis (“AFN™), which is the Bank’s functional
currency. All financial information presented in AFN has been rounded to the nearest
thousands of Afghanis.

Use of estimates and judgments

The preparation of financial statements requires management to make judgments, estimates
and assumptions that affect the application of accounting policies and the reported amounts of
assets, liabilities, income and expenses. Actual results may differ from these estimates.

g



