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June 3, 2021

All ARTF Donors

Dear ARTF Donors:

Subject: Fiscal Year 1398 Audit Reports of Projects Financed by
the Afghanistan Reconstruction Trust Fund (ARTF)

The World Bank has concluded its review of the audit reports and management letters of
the ARTF-financed operations for the Fiscal Year 1398 (FY 1398, year ended December 21, 2019).
This letter describes the audit process, summarizes the audit findings, provides a comparative
analysis of the FY 1398 audit with immediate prior four fiscal years, and attaches a list of audit
opinions for ARTF-financed investment projects that are active in FY 1398.

I. Audit Process

All ARTF investment projects are audited annually by the Supreme Audit Office (SAO)
of the Islamic Republic of Afghanistan with technical assistance from international audit
consultants. The original deadline for SAO to submit audit reports was June 21, 2020, six months
after FY 1398 concluded. The World Bank extended the audit report submission deadline to
September 21, 2020, because of the COVID-19 lockdowns and travel restrictions that delayed the
audit fieldwork. Apart from these delays, other audit activities were unaffected by COVID-19.
All audit reports were received within the extended deadline.

As an integral part of its supervision of the ARTF-financed activities, the World Bank’s
financial management team and project task team leaders review the audit reports and
management letters. The team discusses the auditors’ observations with the government
counterparts, agrees and follows the corrective actions, and resolves key audit findings. These
measures can include seeking a refund for ineligible expenditures, if identified.

1I. Audit Results — Recurrent Cost Window

Recurrent Cost Window (RCW) disbursements for FY 1398 included expenditure
reimbursement of ARTF Recurrent and Capital Costs (ARTF RCC) investment project and
tranche payments of the Incentive Program Development Policy Grant (IP-DPG), a development
policy operation. The ARTF third-party monitoring agent (TPMA) reviewed expenditure
eligibility for each withdrawal application made by the Government before disbursements were
made. Supreme Audit Office auditors then reviewed the financial statements of ARTF RCC after
the close of the fiscal year.

The SAO auditors reported that the FY 1398 statements present fairly the receipts and
payments under the trust fund for the year. The auditors have verified expenditure in 14 provinces
besides the central ministries with an overall coverage of 26.9% of the total operating expenditure.
The SAO has reported ineligible expenditures totaling US$ 8.5 million that did not meet the
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eligibility requirements for the reimbursement of the ARTF RCC. In its earlier review of
transactions for the same period, the ARTF TPMA identified ineligible expenditures totaling
US$ 19.5 million. It can therefore be concluded that the amount of ineligible expenditures
identified by the auditors had already been considered as ineligible, and not reimbursed under the
ARTF RCC.

The ARTF RCC investment project closed in December 2020, leaving the annual IP-DPG
development policy operation as the sole remaining project providing financing through the
ARTF RCW. Bank policy does not require annual financial statement audits of development
policy operations. Therefore, SAO will not conduct audits of RCW projects in future years, and
this is the last annual audit letter that will report the results of RCW investment project audits. In
line with the ARTF’s enhanced fiduciary control framework, however, the ARTF TPMA will
continue to monitor the civilian recurrent expenditure and report quarterly on the results of its
monitoring.

1I1. Audit Results — Investment Projects

Audit reports covering 31 grants of ARTF investment operations, presented in 26 audited
financial statements' for FY 1398, were received. These were reviewed and accepted by the World
Bank as fulfilling the financial covenant 4.01(b) of the respective ARTF Grant Agreements.

The external auditors have given 25 unqualified (clean) audit opinions and 1 qualified
audit opinion for FY 1398. The external auditors reported 230 audit observations in 26
management letters. The observations were communicated to the relevant line ministries through
formal audit review letters. Over the past months, the Bank team organized a series of audit report
review meetings with the projects and auditors to agree on actions for the resolution of the audit
observations. The Bank team has received responses along with supporting documents for all key
observations. Most of the observations have been fully addressed, and the Bank team is reviewing
the remaining responses. The Bank is following up to ensure the resolution of all audit
observations as per the agreed timelines.

Initially, the SAO issued six qualified audit opinions because project teams did not provide
all documents and additional materials required to support the audit. As part of the review process,
the Bank team facilitated coordination among the project teams, ministries, MoF, and SAO to
address the documentation gaps that had initially resulted in audit qualifications. Follow-up by
Bank teams ensured that five project teams eventually provided the full evidence to address
auditors’ questions and to avoid qualifications in the final results. Based on the review of evidence
provided, the SAO issued revised audit opinion letters for the five projects with unqualified
(clean) audit opinion. The auditors issued a qualified audit opinion for one remaining project, the
Fiscal Performance Improvement Support Project (FSP). The auditors view an FSP expenditure
of US§$ 26,400 from the IDA grant as not fully compliant with the conditions established in the
applicable grant agreement. The Bank has requested MoF to substantiate the expenditure
eligibility by June 30, 2021, or the Bank may consider declaring the amount as an ineligible
expenditure.
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A comparative analysis for the last 5 fiscal years is presented in Table 1 below.
Table 1 - Comparative Analysis 0f FY1394-1398 Audit Results

ARTF Investment Projects Audit Results FY1398 — Excluding RCW

Months
# of # of # of FY Total .
Audit Report A Unqualified | Expenditures Ineligible R
FY ) after . - . 2 Questionable
Report | Received Audit in US$ Expenditures ;
. ' Due o Expenditures
Received | on Time Date Reports (Millions)
In US$ | In%of |[In US$ [In %
(millions) | Total (millions) | of
approx. approx. Total
1398 26 26 0 25 525 0.026 0.005 1.23 0.23
1397 28 28 0 26 411 0 0 16.5 3.98
1396 25 25 0 25 453 0 0 2.5 0.55
1395 22 22 0 22 478 0.022 0.004 7.645 1.599
1394 20 20 0 18 564 0.304 0.05 0.198 0.035
IV. Conclusions

Overall, the quality of audit reports was assessed as Satisfactory; however, the SAO
remains dependent on international technical assistance to complete ARTF audits. The ARTF-
financed Fiscal Performance Improvement Support Project (December 2017-December 2022)
includes an activity that aims to build the SAQO’s capacity independently to conduct these
audits.The SAO has prepared a transition plan to train a pool of 30 auditors over a period of 3
years to independently conduct ARTF audits. In parallel, the number of international consultants
is gradually reduced and from the year 2022 the audits would be conducted without international
consultants.

In addition, to strengthen the overall control environment of ARTF projects, the WB has
implemented several initiatives under the umbrella of the enhanced fiduciary control framework
supported by the ARTF Anti-Corruption and Results Monitoring Action Program (ACReMAP)
window that aim to improve financial management under ARTF-financed projects, enhance the
quality of projects’ expenditure documentation, and improve implementation of audit
recommendations. One such measure was first introduced in the last audit cycle. The Bank and
SAO have agreed annually to conduct an independent third-party quality assurance review of
selected annual ARTF project audits conducted by SAO. The review's overall objectives are to
assess whether audit opinions expressed by the SAO were supported by evidence gathered from
the work performed and whether the audits had been conducted effectively and efficiently and
incompliance with the International Organization of Supreme Audit Institutions (INTOSAI)-
established standards. The Bank and SAO are in discussion with the ARTF (TPMA) to conduct
the quality assurance review of FY1398 during Q3-Q4 of 2021. Once completed, the FY1398
audit quality assurance review will be shared with ARTF donors.

1 Five projects out of 26 ARTF projects each have two grants attached to them.
2 The exchange rate used to covert AFN to US$: US$1=AFN78.
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We welcome donors to direct any questions relating to the ARTF portfolio, including
questions regarding this audit summary letter, to the ARTF team.

Sincerely,

e

Homa-Zahra Fotouhi
Acting Country Director for Afghanistan
South Asia Region

Cec:
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