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October |, 2010—September 30, 201 |

Economic Growth and Governance Initiative

The overarching vision of the USAID Economic Growth and Governance Initiative (EGGI) project is to strengthen the

Afghan Government’s capacity to develop and sustain a market environment that supports responsible economic
management, private sector-driven growth, investment promotion, access to finance, and job creation.

In partnership with the Government of the Islamic Republic of Afghanistan (GIRoA), EGGI’s Afghan national and
expatriate advisors work with key ministries and various government agencies to provide technical assistance that
facilitates both sustainable and transparent policy and decision making. EGGI’s work helps create an enabling policy and
regulatory environment that helps strengthen commerce and investment in the private sector, but also builds the
institutional capacity and sustainability of GIRoA. In its second contract year, EGGI delivered broad-based technical
assistance in three primary component areas: Economic Policy, Financial Sector Development, and Private Sector
Development, with various workstream activities within each component. After the project underwent a major change in
scope in early 201 I, the project was consolidated around two components of Economic Policy and Business Enabling
Environment, with an additional cross-cutting focus on Gender Mainstreaming activities. As EGGI navigated these changes,
both the project’s Afghan national and expatriate advisors worked to deliver high-impact assistance that continued
progress on EGGI’s core objectives and further developed the capacity of GIRoA counterparts.

Notable Achievements During Year 2

In Year 2, EGGI worked directly with the Afghan Government to provide technical assistance and implement reforms in support of
achieving EGGI’s overarching vision. EGGI advisors also concentrated on providing training and on-the-job assistance to enable GIRoA
counterparts to continue reforms catalyzed by EGGI assistance. Some of EGGI’s key achievements in Year 2 (October I, 2010—
September 30, 201 1) include:

« Coordinated Afghanistan’s first-ever national “Provincial Budget Policy Symposium” in Kabul for over 500 GIRoA officials, officially
launching the Ministry of Finance (MoF)’s new provincial budgeting policy approach and pilot program

e Provided 1,919 person-days of training in program budgeting, enabling four budget units to achieve “graduation” status and prepare
their budgets independently, and facilitating all 37 assigned budgetary units to successfully submit their annual budgets to the MoF

« Supported development of Medium Tax Offices (MTO) in Herat, Mazar, and Jalalabad, helping Herat and Mazar MTOs to surpass
FY 1389 revenue collection targets by 50% and | 15%, respectively

o Supported the MoF in negotiations to achieve debt forgiveness of over | billion USD from Germany, Russia, and the U.S.

o Launched the Doing Business Better Initiative (DBBI) to improve Afghanistan’s ranking in the World Bank’s “Doing Business” report
through coordinating with stakeholders to implement sustainable reforms that improve the business enabling environment

« Graduated 33 interns (100%) from the Women in Government (WIG) program and helped 85% of graduates to find full-time jobs

 Implemented the Core Banking System (CBS) in Da Afghanistan Bank (DAB)’s Head Office and 39 provincial branches, capturing over
95% of total DAB-serviced client transactions and helping recover $35 million unaccounted for in financial records since 2006

o Promoted provincial economic development by completing the first Private Sector Development (PSD) Strategic Plan for Balkh province
and expanding the PSD Strategic Planning process to Nangarhar and Herat provinces

o Improved DAB collection of robust economic data through strengthening of Zone Branch offices and helping execute the Survey of
Regional Economic Activity (SREA) in Herat, Nangarhar, and Kabul

o Delivered web application enhancements and improved registration materials for the Afghanistan Central Business Registry (ACBR)

o Helped implement supervisory structural reform at DAB, resulting in a new DAB “Action Plan for Strengthening Financial Supervision”
that was presented to President Karzai in November 201 0.



Changes to the EGGI Year 2 Workplan

In Year 2, at USAID'’s direction the EGGI project underwent a substantial change in scope. From inception, the project
provided technical assistance and training to GIRoA under three primary components: Economic Policy, Financial
Sector Development (FSD), and Private Sector Development (PSD). During the Spring of 2011, the EGGI project
went through a realignment of priorities exercise with many of the individual workstreams that were part of the WBS at
the beginning of Year 2. As a result, the FSD component and support to Da Afghanistan Bank (DAB) was de-scoped
for the remainder of the contract year and the component was successfully wound down in accordance with the
realigned priorities.

The project completed ‘“right-sizing” in April 2011, and work for the remainder of FY2011 continued under a revised
Year 2 Workplan that maintained two components: Economic Policy and Business Enabling Environment, the
latter of which incorporated some activities of previous Private Sector Development work.

Pursuant to the structure of the Task Order and the original Year 2 Workplan, EGGI’s technical support in Year 2
mapped to the Intermediate Results (IRs) shown below, which are part of the USAID mission Performance Monitoring
Plan (PMP) in Afghanistan. The effect of the project “right-sizing” in April 2011 is reflected below:

IR 4.2: Policy, legal, and
regulatory framework for key
economic sectors strengthened

IR 4.1: Effective fiscal and
monetary policy implemented

IR 4.3: Competitiveness of
private sector enhanced

Business Enabling Environment
Economic Policy Financial Sector Development (previously Private Sector
Development)

* Policy Supporttothe *  Monetary Policy, Statistics, and * Afghanistan Central Business
Ministry of Finance Market Operations Registry (ACER)

*  Program Budgeting *  BankingSector, Financial *  Commercial Law

*  Provincial Budgeting Supervision, Risk Management, *  Supportto MoCl/DoingBusiness

*  Provincial Tax and Deposit Insurance Better Initiative (DBBI)
Administration * legal and Regulatory Drafting *  Gender Mainstreaming

* Controland Audit Office and Promotion/ Supportto the *  Telecom Sector
(July 2011) Office of General Counsel *  MiningSector

* Revenue Reconciliation *  Payments Systems * Provincial Private Sector

* Policy Supporttothe *  Accountingand Financial Development Strategic Planning
Ministry of Economy Management * Grants Under Contract

* DAB ZoneBranch Development

‘ Component ended April 2011 o r earlier *  Red text = Workstream ended April 2011 or earlier

During the first half of Year 2, the project deployed a diverse team of advisors to work along GIRoA decision makers in
many key Afghan ministries and institutions, including:

Ministry of Finance

Ministry of Economy

Control and Audit Office

Da Afghanistan Bank (Central Bank)

Ministry of Commerce and Industries

Ministry of Mines

Ministry of Communications and Information Technology
Afghan Telecom Corporation

Afghan Telecom Regulatory Authority

After the “right-sizing”, the project’s work was consolidated around assistance to two ministries:

e Ministry of Finance
e Ministry of Commerce and Industries

Work in Program Budgeting, however, also delivered assistance to a wide range of GIRoA budgeting units to support
their budget preparation processes.



Component |:

Economic Policy

Economic Growth and Governance Initiative

Component |: Year in Review

In Year 2, the project’s Component |, Economic Policy, focused on
supporting core government financial management functions at the
policy and operational levels. The overarching objective was to sup-
port GIRoA in increasing its ability to achieve fiscal sustainability over
a realistic time-frame, while still providing for essential services and
maintaining the fiscal resources needed to provide for government
operations and service delivery. A secondary overarching objective
was to support GIRoA in performing these functions in a way that
would best encourage private sector growth.

During the Spring of 2011, the EGGI project went through a realign-
ment of priorities exercise with many of the individual workstreams
that were part of the WBS at the beginning of Year 2. As a result,
some Component | workstreams closed for the remainder of the
contract year and successfully wound down in accordance with the
realigned priorities. Continued workstreams were consolidated
around core support to the Ministry of Finance (MoF). Workstreams
that extended through Year 2 included policy guidance to the Office
of the Minister of Finance and in the Fiscal Policy Unit (FPU) of the
MoF; program and provincial budget workstreams that interfaced
with separate units of the Budget Department of the MoF; and pro-
vincial tax administration, which worked in conjunction with the Af-
ghanistan Revenue Department (ARD), part of the Customs and Rev-
enue Division of the MoF. Workstreams that were ended included
development of revenue reconciliation databases (RRD) for the Af-
ghanistan Revenue Department (ARD); policy and planning guidance
to the Ministry of the Economy (MoEC); and capacity development,
training, and audit manual development for the Central Audit Office
(CAO). Although the RRD workstream ended in March, it was subse-
quently continued as part of the project’s Year 3 workplan.

Year 2 Outcomes as a Result of USAID/EGGI Assistance:

o Successful Afghanistan debt negotiations: GIRoA was able
to obtain debt forgiveness totaling over | billion USD from exter-
nal donors; MoF also advanced negotiations on the IMF’s Extend-
ed Credit Facility (ECF) and the World Bank-administered Afghan
Reconstruction Trust Fund (ARTF).

« Improved GIRoA ability to project revenue: The project
helped update the FPU’s existing revenue projections model and

Timeline of Key Events under EGGI Component |:

Establishment of new Jalalabad
MTO; implementation of ANDS

Annual Report

“Provincial Budget Policy
Symposium™; audit manual
delivered to CAO

delivered a comprehensive training manual to facilitate FPU’s use
of the model.

On-time submission of GIRoA Program Budgets: The pro-
ject’s program budgeting workstream delivered 1,919 person-days
of training, improving budget staff capacity that led to all 37 EGGI-
supported budgetary units to submit budgets on time to the MoF.

Independence of four budgetary units: The project provided
training and intensive coaching to enable four budgetary units to
meet the criteria for “graduation” status, meaning they are able to
prepare their budgets independently.

Implementation of provincial budgeting pilot: The project
played a key role in rolling out the MoF’s pilot to integrate provin-
cial priorities into the national budget process, with all 170 pro-
vincial departments of the pilot line ministries successfully partici-
pating in the pilot reform program.

MTOs exceed revenue goals: The MTOs that the project
supported in Herat and Mazar showed improved performance in
both revenue collection and tax returns filed, with the Herat
MTO exceeding targeted revenue for FY1389 by 50% and the
Mazar MTO exceeding its target by over 100%.

CAO technical capacity built: The workstream delivered
training on external auditing principles to CAO staff and created a
comprehensive audit manual outlining a standard audit methodol-
ogy, also translated into Dari to improve utility across the CAO.

New development budget program guidance: Project advi-
sors produced new instructions and guidelines for Public Invest-
ment Programs (PIP) and Provincial Development Programs (PDP)
for the Minister of Economy, which will govern budget investment
proposals for the upcoming 1391 development budget.

Improved GIRoA revenue tracking: The implementation of
the RRD in all 34 of Afghanistan’s provinces, in addition to 38
ministries and government offices, enabled the MoF and ARD to
monitor revenues daily and input reliable revenue data into the
Afghanistan Financial Management Information System (AFMIS).

Regional BC-1 workshops
held for pilct provincial
departments
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Program Budgeting

Background

Prior to 2006, the annual GIRoA budget was prepared by allocating
resources to broad economic categories (e.g. wages, goods and
services, or acquisition of assets). Little information was available on
what results would be achieved with those resources. The April
2006 IMF report “Afghanistan: Responding to Challenges in Public
Financial Management” proposed to change this system by introduc-
ing a simple program budgeting approach to facilitate integration of
ordinary and development budgets. Program budgeting was then
introduced by the MoF as a budgeting system for line ministries and
agencies to better link their budgets with policy priorities aligned to
the Afghanistan National Development Strategy (ANDS).

Program budgeting requires budgetary units to structure their budg-
ets by programs and activities with output and outcome indicators
to assess progress towards achieving GIRoA strategic objectives.
Program budgeting also serves as a framework for integrating
GIRoA’s core operating and development budgets to better allocate
resources for development project expenditures. The EGGI project
and its predecessors have supported the MoF for five years in pro-
gram budget reform implementation through advisors embedded in
assigned line ministries and agencies that provide on-the-job training,
coaching and mentoring to GIRoA civil servants.

Year 2 Results with USAID/EGGI Assistance

Across Year 2, the project provided core program budgeting prepa-
ration assistance to 37 budgetary units and added a new budgetary
unit in June 2011 (the Independent Commission on Overseeing the
Implementation of the Constitution) at the request of the MoF,
marking the 38th budgetary unit to receive EGGI assistance. The
MoF also introduced several newly expanded public expenditure
management initiatives with support from project advisors, including
procurement and financial planning (PFP), and performance monitor-
ing and reporting (PMR) for improved tracking and execution of the
GIRoA budget. The project’s Year 2 also represented the first full
budget cycle that GIRoA rolled out program budget reform imple-
mentation across all line ministries and agencies.

From October to December 2010, the program budgeting
team supported its 37 budgetary units to prepare program
budgets for the 1390 (2010-2011) budget process, with 29
units involved in this reform for the first time. Following successful
preparation of the program budgets and on-time submission to the
MoF, project advisors supported their assigned line ministries to
revise budgets based on MoF feedback and then to prepare presen-

A Central Statistics Office (CSO) official presents a 1390
budget debriefing created for the CSO’s program budget g
implementation team with EGGI support '
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Ministry of Information and Culture senior officials
participate in a 1390 budget debriefing session.
A MolC official led the sessions with EGGI support.

tations for formal budget hearings justifying their submissions be-
fore the Budget Committee. The presentations highlighted the min-
istries’ strategic objectives, key achievements for the past year, key
programs and their supporting details (subprogram, activities, pro-
jects, and outputs), proposed development projects, and staffing/
organization. The program budgeting team then supported the min-
istries during the actual hearings conducted in November and De-
cember, and built capacity to revise final budgets to incorporate
into GIRoA’s national budget for Cabinet and Parliament approval
in April 2011.

After supporting the assigned budgeting units in preparing their
1390 program budget requests, the project extended its tech-
nical assistance to budgetary units in procurement and
financial planning, and performance monitoring and re-
porting for the first time as a part of new MoF initiatives.
This was an effort to address the weak capacity of budgetary units
to track budget expenditures and to measure actual results of
spending. MoF conducted specific training for both MoF sector
managers and project program budget advisors to prepare them to
assist line ministries in these two areas.

Under the PFP initiative, all budgetary units submit a detailed break-
down of their operating and development budgets by month and by
program to forecast cash needs and to improve planning for future
procurements during budget execution. Budgetary units also offer a
breakdown by province to show planned expenditures and pro-
curements at the subnational level. During February and March, the
project’s program budgeting team assisted budgetary units to pre-
pare PFP plans for the 1390 budget, and then update the PFP plans
starting in April 2011 to make required adjustments during budget
execution. Most of the budgetary units required considerable assis-
tance to complete the annual PFP plans for the first time, and then
to update the plans as budget adjustments were required during
execution.

The project’s program budgeting advisors also assisted budgetary
units to prepare quarterly reports on their progress towards
achieving annual performance indicators and targets in accordance
with MoF guidelines. While budgetary units’ capacity to complete
the reports has been substantially improved, performance monitor-
ing and reporting remains a major level of effort given that most
budgetary units do not collect statistical information on their speci-
fied program and subprogram outputs.

Continued on page 8



Program Budgeting

Continued from page 7

The project then supported the MoF’s Budget Department
to deliver the fifth annual program budget training program
for all 57 budgetary units, held from June-July 201 I. Delivered
since 2007, the training program provides a foundation for building
skills of GIRoA officials responsible for preparing budgets for the next
annual budget cycle. During the month-long trainings, a total of 365
GIRoA civil servants attended, resulting in 988 person-days trained
(see infographic below). The training program was segmented into
two programs: two-day workshops for “experienced” ministries, and
three-day workshops for “less experienced” ministries. Experienced
ministries represented those line ministries with three or more years
of experience in program budgeting implementation. Training mod-
ules covered an overview of program budgeting, completion of budg-
et submission forms, procurement and financial planning, performance
reporting, and budget execution.

By the Numbers:

In addition to standard trainings, EGGI delivered
briefings on program budget modules | and 2 to 38
GIRoA ministries and agencies, totaling 695 partici-
pants (610 men, 85 women)

Finally, the project promoted reflection on and evaluation of training
by GIRoA counterparts in order to improve the efficacy of program
budgeting assistance. On July 31, project advisors conducted a
budget reform ‘“Lessons Learned’” workshop for EGGI pro-
gram and provincial budgeting reform teams. Officials from
the MoF Budget Department involved in provincial and program
budget reform also participated. The purpose of the workshop was
for the project’s budget advisory teams to review their Year 2 project
activities to date in support of MoF program budgeting and provincial
budgeting reform, and also to reach a consensus on successes, chal-
lenges, and areas for improvement for the remainder of Year 2 and

Training Summary

Year 2 Program Budgeting Total:
909 Participants, 1,919 Person-days training

856 male participants
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53 female participants
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USAID/EGGI program budget team members discuss
the 1390-1391 budget process during the “Lessons
Learned” workshop on July 31, 2011
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the upcoming Year 3. As a result of the value and success of the
workshop, MoF budget managers suggested conducting a similar
“Lessons Learned” program biannually to monitor progress of im-
provements.

Conclusions/Lessons Learned

The project has achieved great success since beginning support of
program budget reform implementation in 2008, and has continued
to internalize and act on lessons learned in the scope of Year 2 activi-
ties. One important factor is that GIRoA ministries and their employ-
ees still lack the basic tools for implementing program budgeting
reform—many employees do not have a working knowledge of Excel,
and many ministries still do not have reliable internet access and
electricity. GIRoA still needs to do more to address the lack of es-
sential tools of trade needed for all government civil servants in-
volved in program budgeting in order to successfully implement re-
form efforts.

Program Budgeting must also be integrated with a budget tracking
and performance reporting process for it to be successful in monitor-
ing budget execution and assistance provided to ministries. In 2010
the MoF required detailed PFPs from budgetary units, which took
considerable effort for the units who prepared the plans for the first
time. The PFPs will assist GIRoA to better track actual expenditures
against what were planned for the fiscal year; however, it will take
several more years before all Line Ministries develop capacity to pre-
pare their PFPs independently.

Finally, during Year 2 the project reviewed 20 project submissions for
the 1390 budget process from assigned budgetary units to assess
quality; most of these submissions lacked full project descriptions
and detailed cost breakdowns. For the 1391 budget process, the MoF
introduced a project template to improve the quality of project sub-
missions by the budgetary units. The project’s program budgeting
team assisted their budgetary units in completing the project tem-
plates for many of their development projects. This proved to be a
success. Some of the line ministries/agencies were able to prepare
project descriptions and detailed cost breakdowns. However, addi-
tional training and on-the-job coaching and mentoring will still be
needed to build the capacity of all budgetary units to prepare well-
costed and detailed project proposals as part of the national budget
process.



Provincial Budgeting

Background

Preparation of government budgets in Afghanistan is highly central-
ized. Line ministries prepare budget requests and submit to the MoF,
in most cases without consulting provincial departments. Most pro-
vincial departments are not aware of their allocated budget until they
receive their (often delayed) allotments for the quarter, due to weak
communications between central line ministries and their provincial
departments. In addition, a World Bank analysis of Afghanistan’s per
capita budget spending by province shows discrepancies up to a factor
of ten times (i.e. one province receiving ten times the amount in per-
person budget allocation than others).

To address these issues, the MoF initiated program budgeting and
provincial budgeting reform in 2006-7. Program budget reform was
aimed at linking policies with the budget at the central ministries' level
by developing policy-based programs, sub-programs and activities, and
translating them into budgets. Provincial budget reform was then seen
as the next step after program budget reforms, where programs
would be rolled out to provinces that developed and costed activities
in support of centrally-developed programs but that still addressed
specific local needs. This reform was launched as a “pilot” which
would begin with line ministries with mature budgeting processes and
expand yearly to integrate these provincial activities into the national
budget process. The EGGI project has specifically supported MoF in
these provincial budgeting reform activities since 2010 (1389).

Year 2 Results with USAID/EGGI Assistance

In Year 2 the project supported the MoF Budget Department to im-
plement its action plan for provincial budgeting reform based on a
2010 agreement between USAID and MoF. Under the agreement,
EGGI would establish five regional hubs staffed with 1-2 Afghan na-
tional budget experts to assist in the reform rollout across the coun-
try. The MoF action plan consisted of three components: (1) two-day
MoF consultation workshops with provincial line directorates on
budget reform; (2) three-day training programs on public financial
management skills; and (3) half-day workshops on provincial resource
allocation. In March 201 1, the MoF also began working more closely
with the Independent Directorate of Local Governance (IDLG) to
create a focused program aimed at building the capacity of targeted
line directorates to prepare project proposals for the national budget
process. The project supported the rollout of this new provincial
budgeting approach and pilot program from May — September 201 I.

From October 2010 through January 2011, the MoF with EGGI
project support conducted provincial budgeting training
workshops reaching over 700 provincial officials from 23
provinces (see infographic on following page for training data). For
the workshops, provincial budgeting advisors supported the MoF to
consult with provincial officials on their budgeting issues and share

Central Region provincial officials work together on
a mock BC-1 project proposal form during a working
session at the MoF workshop held August 14-16, 2011

Minister of Finance Omar Zakhilwal delivers closing
remarks at the national provincial budgeting policy
symposium held May 16-17, 2011

information on MoF budget procedures, to provide basic training in
public financial management, and to introduce the concept of provin-
cial resource allocations aimed at equitably distributing budgetary
resources. As a result of the trainings, provincial officials gave feed-
back that they obtained a good understanding of the budget process
and could better prepare budget estimates that reflected their pro-
vincial priorities. For many, it was the first time they had experienced
MoF-led budgeting events in their region or province, and they wel-
comed additional training events in the future.

By February I, 2011, the MoF had completed rollout of its provincial
budgeting action plan, which outlined the ministries and their schedule
for participation in the provincial budgeting pilot. In March, the MoF
and IDLG negotiated agreement on a new subnational financial policy
framework aligned with IDLG’s subnational governance policy. The
MoF and IDLG agreed to pilot a new provincial budgeting approach
for the 1391 budget cycle to increase provincial input into the national
budget process. In its first year, the pilot targeted five key GIRoA
bodies — Ministry of Education (MoED); Ministry of Public Health
(MoPH); Ministry of Agriculture, Irrigation, and Livestock (MAIL);
Ministry of Rural Rehabilitation and Development (MRRD); and the
IDLG — and each of their 34 provincial departments (170 in total).
Under the initiative, the pilot provincial departments are given a ceil-
ing of USD 500,000 to fund priority projects in line with their ministry
or directorate’s national priority programs and strategic objectives.
The project supported MoF in developing operational policy guide-
lines and templates to implement the new pilot program, including
Budget Circular | (BC-1) instructions, and project proposal summary
costing worksheets and justification narratives.

Following the initiation of the pilot, in May 2011 the project sup-
ported the MoF’s first-ever national ‘“Provincial Budget Poli-
cy Symposium” in Kabul for over 500 national and provincial gov-
ernment officials and international donors. The symposium marked
the official launch of the MoF’s new provincial budgeting policy ap-
proach and pilot program, and provided information to national and
provincial officials on Afghanistan’s national budget formulation. It also
publicized how the new pilot program will increase provincial officials’
input into the national process and improve communication between
line ministries and their provincial departments. The provincial budg-
eting team assisted the MoF in organizing and conducting the symposi-
um, representing an important milestone in building MoF capacity to
effectively advance provincial budget reform at the national and pro-
vincial levels.

Continued on page 10



Provincial Budgeting

Continued from page 9

After the symposium, the project’s provincial budgeting advisors sup-
ported the MoF to conduct a series of regional workshops
from July—September to build the capacity of the pilot pro-
vincial departments to prepare project proposals based on
MoF BC-l guidelines. The workshops provided training on the
new provincial budgeting process, linking provincial priorities with the
national budget, and included working group sessions with practical
exercises on completing MoF budget submission forms. After the
workshops, the provincial budget team and central ministry repre-
sentatives continued supporting the provincial departments to pre-
pare project proposals for the next year’s budget process. Most pro-
vincial line directorates prepared development proposals for priority
projects to benefit districts and villages, including construction of
administration buildings (IDLG Sectoral Directors), construction of
roads and bridges (MRRD), construction of new schools (MoED), and
construction of clinics (MoPH). About 50 provincial line directorates
had completed BC-1 submissions for their line ministries and the MoF
by the end of Year 2. The provincial budgeting team will continue to
work through the beginning of Year 3 to assist the pilot line direc-
torates to complete BC-1 submissions by the final deadline of Octo-
ber 22, 201 1.

The project also worked to improve donor and stakeholder coordi-
nation on provincial budgeting initiatives. In June, provincial budgeting
advisors delivered two briefings for USAID and ISAF officials on EGGI
assistance to the MoF in implementing provincial budgeting reform.
On June |, advisors also briefed 25 USAID program officers on the
MoF provincial budgeting pilot activity to be implemented during the
next annual budget cycle for 2012 (SY 1391), orienting the attendees
to the pilot activity and helping determine if the pilot will impact any
key national programs fully or partially funded by USAID. On June 27,
project advisors also briefed ISAF governance officials on the pilot
provincial budgeting training which commenced July 16. The training
focused on preparing development project proposals for the 1391

Training Summary

Year 2 Provincial Budgeting Total:
1,598 Participants, 4,137 Person-days training

1,451 male participants 147 female participants

An

Logar provincial officials to complete BC-1 forms
for priority project proposals for the 1391 pilot
program during a province visit

national budget process. The briefing was an effort to share infor-
mation with ISAF on existing MoF provincial budgeting training to
better coordinate and support ISAF’s efforts to orient field officers to
provincial budgeting and governance processes.

Conclusions/Lessons Learned

Overall, the project was quite successful in supporting the MoF Budg-
et Department in the rollout of its provincial budgeting pilot program
with four line ministries (MAIL, MRRD, MoED, and MoPH) and the
IDLG and their 34 provinces in building capacity for the first time for
many of the departments in project proposals and costing estimates
for the 1391 national budget process. The project’s provincial budg-
eting team specifically supported the delivery of regional workshops
in BC-1 and BC-2 preparation which focused on training in MoF
budget circulars and the national budget process. This training pro-
vided invaluable information to provincial line directorates on prepar-
ing priority project proposals aligned with their Ministries’ national
priority programs and strategic objectives, the national budget formu-
lation process, and how they could provide input to ensure that local
priorities were better reflected in the national budget.

The pilot program was launched at a national provincial budgeting
policy symposium in May 201 | which was based on an earlier EGGI
proposal to the MoF PBU to convene a national workshop with the
line ministries and provincial budgeting departments to better inform
them of the MoF provincial budgeting approach prior to launching
training programs in the provinces. The two-day national symposium
was attended by 500 participants including key officials from the pilot
Line Ministries, provincial departments, members of parliament and
international donor representatives and successfully provided an
overall orientation on the MoF provincial budgeting policy approach
which was developed with IDLG collaboration. A key “lesson
learned” from the experience is to hold the symposium in late March
or early April as originally planned to better synchronize the provin-
cial budgeting pilot with the timeline for the national budget process.

The first key lesson for provincial budgeting was that while the MoF
Budget Department drafted a policy brief on the new provincial budg-
eting policy approach that provided a framework for the pilot with
EGGI input/assistance, the Department did not develop a detailed
implementation plan for training events and follow-up technical assis-
tance in preparing project proposals.

Continued on page ||



Provincial Budgeting

Continued from page 10

As a result, there was confusion about dates and timing of training
events, and provincial officials were often not provided adequate no-
tice to prepare for the events. The project then prepared a training
plan without the collaboration of the MoF PBU, which was not fully
adopted. Because of the lack of a plan, UNDP was not able to provide
the funding needed to conduct each of the training workshops, which
contributed to delays in the rollout of the pilot program. The overall
lesson learned was the necessity for a comprehensive and detailed
training plan for pilot implementation that is shared in advance with
provincial officials and donors. The provincial budgeting team has
included assistance to the MoF Provincial Budgeting Unit in develop-
ing a detailed training plan in collaboration with the MoF PBU in its
Year 3 workplan prior to the rollout of the budget circular work-
shops to address this issue.

Another lesson gleaned from Year 2 activities was the importance of
pilot line ministries actively participating in regional BC-1 and BC-2
workshops. In 2011, the MoF Provincial Budget Unit invited pilot line
ministry representatives to participate in regional BC-1 workshops.
The involvement of line ministries in the workshops was key to en-
suring that provincial departments developed proposals aligned with
the line ministries’ strategic objectives. The project’s advisors ob-
served that those provincial line directorates who were able to work
with their line ministries during the workshops ultimately prepared
better project proposals for the 1391 budget process in addition to
the support provided by the EGGI provincial budgeting team during
the working group sessions and in presenting training modules. For
Year 3, the EGGI provincial budgeting team will also allocate more
time to work with the EGGI program budgeting team prior to deliv-
ering the budget circular workshops to review the program budgets
for the pilot ministries intensively to gain a better understanding of
the Ministries program budget structure, strategic objectives and
outcomes.

In 2011 the MoF, with project support, structured the regional BC-1
workshops to be three-day training events consisting mostly of
presentations and working group sessions on preparing project pro-
posals using MoF budget circular templates. Most provincial line direc-
torates were preparing project proposals for the first time, which
took considerable effort for the project’s provincial budgeting team to
assist in preparing quality submissions. For the next year, it is recom-
mended to structure the workshops with at least one full day of
working group sessions, and another day of presenting working group
results and gaining immediate feedback from MoF and the line minis-
tries on the project proposals. This timeline would allow participants
more time to gain tangible practice during working group sessions to
improve their capabilities and capacity to prepare quality budget sub-
missions. Additionally, the project’s provincial budgeting team will
allocate more time after the workshops to follow up with provincial
pilot directorates to support their preparation of quality submissions
preferably through on-site visits and/or by phone and email communi-
cation. Also, the provincial budgeting team will increase to 12 full-
time provincial budgeting officers in Year 3. This will also enable the
team to conduct active follow up support to the provinces as needed
in preparing their budget circular proposals.

Finally, in 201 | the project had planned a week-long orientation ses-
sion for the new provincial budgeting officers and follow on week-
long “training of trainers” programs for the project’s provincial budg-
eting team prior to conducting budget circular training for the MoF
PBU. Due to certain logistical issues and the project’s transition, the
team was not able to hold the week-long training program prepara-
tion sessions that had been planned. The “training of trainers” ses-

sions were only one and two days which falls short of the week time
period needed for preparation. For Year 3, the project plans to con-
duct one to two week intensive training preparation sessions for the
provincial budgeting team in collaboration with the MoF PBU to ef-
fectively prepare the team for the provincial budgeting capacity build-
ing training program (budget formulation and budget flow, budget
execution process, procurement procedures and case studies, nation-
al priority programs, and transition), consultation and communication
workshops, and the budget circular workshops. This is particularly
important considering the team will be hiring six new members by
the Spring of 2012.



Provincial Tax Administration

Background

Afghanistan continues to have one of the lowest tax yields on GDP
in the world. To achieve fiscal sustainability, cover operating budget
costs, and provide basic essential services to its citizens, it is incum-
bent upon Afghanistan to increase its tax collection and improve
overall revenue mobilization. The EGGI project has supported these
efforts by providing technical assistance to help GIRoA increase
collections by improving revenue administration and enforcement,
and broadening the tax base. While there had been improvements in
both tax filing and payment compliance during Year | of the pro-
ject’s assistance, significant sectors of the taxpayer population re-
mained non-compliant. MoF outreach improved taxpayer education,
but there remained large segments, mostly in the business communi-
ty, that had not been afforded adequate taxpayer services or educa-
tion. Compliance among these segments needed to be addressed in
order for tax administration in Afghanistan to approach professional
status. To achieve those results, it was critical to improve both man-
agement performance and staff technical capacity. During Year 2,
EGGI worked towards these goals by helping strengthen the Medi-
um Taxpayer Offices (MTO) in Herat and Balkh provinces, with
technical assistance provided in the areas of management, taxpayer
services, audit, and taxpayer education.

Year 2 Results with USAID/EGGI Assistance

Building on the success obtained while providing technical guidance
to conduct “streamlined” taxpayer audits in Year I, the project
furthered this success in Year 2 by improving MTO staff capabilities
in Herat and Mazar to conduct full taxpayer audits. While stream-
lined audits examined taxpayers’ compliance on making withholding
payments, full audits examined taxpayers’ entire annual tax returns
to determine income tax liabilities. Full examinations and audits are
crucial to ensure that taxpayers file required tax returns correctly
and meet any outstanding tax obligations. Project advisors assisted
both Herat and Mazar MTOs in conducting full audits of 10% of
their respective audit inventories, thereby improving their filing
compliance significantly and achieving revenue targets well ahead of
schedule. EGGI also conducted audit and field compliance training
classes, along with on-the-job training, to teach employees the fun-
damentals of audit and interviewing skills.

As a result of these activities the Herat MTO consistently met and
surpassed its targets in revenue collection and tax return filings
throughout the project Year 2. Through the end of Afghan

Cumulative Herat MTO Revenue, 2010-11
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FY 1389 in March 2011, the Herat MTO’s total revenue col-
lections were 149.6 million AFN, far exceeding the 100 mil-
lion AFN goal. From March to September 201 | the MTO collected
another 150.5 million AFN, demonstrating rapid growth and reaching
70% of the MTO’s annual target of 215 million AFN just six months
into the year. The MTO also exceeded targets for numbers of tax
returns filed, achieving 3807 total filings over the project Year 2 and
increasing Q4 returns by a 34% over the same period in 2010 (see
graph at left). In addition to audit activities, the Herat MTO results
were also achieved due to higher taxpayer compliance as a result of
targeted taxpayer education, and increased revenues from withhold-
ing tax collection.

The Mazar MTO experienced similar successes in revenue collection
and number of returns filed. The Mazar MTO collected a total
of 129 million AFN for FY 1389, more than doubling its goal
of 60 million AFN for the year. The MTO also exceeded targets
for numbers of tax returns filed over EGGI’s Year 2, achieving 3638
total filings for that time period and far outpacing the cumulative
target for that time period of 2300. Like in Herat, these results
demonstrated higher taxpayer filing compliance, showing the benefi-
cial effect of targeted taxpayer education efforts and the overall de-
velopment of the MTO’s capacity. With the project’s assistance, He-
rat also continued a weekly radio program on taxpayer compliance
but also targeted special segments such as clinics, private schools, and
broadcasters both in radio and television to educate them on the
need to file and pay as legally required. The performance of both
Herat and Mazar MTOs from April to September 201 |, compared to
the same six-month period in 2010, is shown in the graphs above and
demonstrates the positive growth trends for both MTOs.

Continued on page 13




Provincial Tax Administration

Continued from page 12

While the Herat and Mazar MTOs showed clear performance success
throughout the year, the Mazar MTO did experience setbacks like the
removal of the MTO’s taxpayer service center operation—which is
critical for delivery of taxpayer education and outreach—after the filing
season of 2010. However, In January 201 | the project was successful in
facilitating reinstallation of the service center, and assisted with the
delivery of weekly taxpayer education seminars leading up to the tax
return filing season in March 201 |. The seminars were instrumental in
providing taxpayers with the knowledge needed for complying with
filing and payment requirements, and were integral to Mazar achieving
its collection goals as noted. Both Mazar and Herat MTOs continue to
provide taxpayer education and EGGI continues its assistance to help
improve revenue mobilization.

In February 2011, the project also supported development of
a new MTO in Jalalabad based on the model set in Herat and
Mazar. Tax administration advisors worked with the Mustofi in Jala-
labad to agree to provide functional office spaces for the creation of
the MTO, which was a milestone achievement. However, security is-
sues stalled progress and prevented EGGI staff from working on the
ground at the MTO, leading to diminished ability to provide needed
assistance. Project advisors participated in delivery of induction train-
ing, but were not able to rollout delivery of the full training program
that is necessary to achieve performance to the expected standards for
implementing Afghanistan’s tax compliance program. The project’s
advisors will look to keep developing the MTO in Year 3.

While at different points in overall development, each of the EGGI-
supported MTOs in Herat, Mazar, and Jalalabad showed significant
development during Year 2. Indicative of the MTOs’ respective devel-
opment are their total revenue collected and from what sources,
shown for each MTO as comparison in the graphs at right.

Conclusions/Lessons Learned

While the Mazar and Herat MTO’s showed strong performance over
the year, the closure of EGGI regional offices due to shifting priorities,
temporarily stalled achievement of some workplan objectives. Follow-
ing project reconfiguration, the Year 2 workplan was redesigned to
incorporate effective solutions for working with provincial MTOs with-
out a permanent expatriate presence. One such solution was by lever-
aging local national staff to provide this assistance. Another solution
was for periodic short visits from advisors to provide monitoring and
oversight. Even though the foundation for many Year 2 successes was
due in part to having a physical presence in the provinces during the
first half of the year, the project was still able to advance provincial tax
administration goals through the aforementioned solutions.

In April 201 | the project proactively sought to transfer two staff mem-
bers from Jalalabad and one from Mazar into the tax administration
workstream to allow for a smooth transition of the work that was
performed by expat advisors. However, the project was forced to
terminate the two staff in Jalalabad for fraud, while the Mazar employee
was lost to a new USAID project. Two employees were promptly
hired in August 2011 to fill the Mazar vacancies but were subsequently
lost to other donors, stating uncertainty of the next contract as the
reason for resigning.. The first lesson learned is to be more vigilant in

Training Summary

Year 2 Tax Administration Total:
20 Participants, 60 Person-days training

20 male participants

rk

0 female participants

Each @C\L\ = 10 participants

educating all employees in prevailing ethical principals to eliminate
unethical practices. All employees are required to attend seminars on
ethics. The project has also endeavored to better scrutinize all em-
ployee submissions for reimbursements through management over-
sights and reviews by the Operations manager. The second lesson is to
be more aware of the local talent market. The project's HR team is
conducting an assessment of the local market, prevailing wages, etc.,
and working with the tax team to attract and maintain top talent.

In Year 3 even better levels of on-site assistance will be provided by
completing the hiring process of staff in Mazar and Jalalabad, bringing
MTO staff to Kabul for targeted training, and through highly structured
quarterly on-site trips that allow the expatriate advisor to maximize
time spent on-site with MTO staff in the provinces.

By the Numbers:
EGGlI-supported MTOs collected a total of 87.5 million AFN in
Q4 FY201 I, the highest quarterly revenue collection to date.

Herat MTO Revenue Collected during 23 August -
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Policy Support to the Office of the Minister of Finance

Background

The Minister of Finance is the main champion for economic and
fiscal reform in Afghanistan. His office is responsible for management
oversight of the MoF and also has the lead for the negotiation and
implementation of financing agreements with key international finan-
cial institutions such as the International Monetary Fund (IMF) and
the World Bank. Effective policy advisory support in this area is
vitally important as this will help the Minister to effectively oversee
the development and implementation of sound economic policies
that promote macroeconomic stability, growth and the conditions
for sustainable job creation. The EGGI project’s strategic objective
for this workstream was to strengthen GIRoA and the MoF’s capaci-
ty to develop and implement sound fiscal and economic policy at the
national and regional levels.

Year 2 Results with USAID/EGGI Assistance

The major activity of this workstream during Year 2 was supporting
the MoF in negotiations on external financing agreements. With the
project’s analytical support, the Minister of Finance completed
negotiations to have Afghan debts exceeding USD 1.025
billion forgiven by Germany, Russia, and the United States.
This accomplishment helps to remove the burden of historical debt
and the impact of the associated interest payments on the country’s
finances. The project also helped guide the Minister’s office in nego-
tiations with the International Monetary Fund (IMF) on the 3—year,
USD 125 million Extended Credit Facility (ECF) program. The ECF
was meant to replace the Poverty Reduction and Growth Fund
(PRGF) lending program that expired in August 2010 and came with
conditions that included macroeconomic reform and a timetable for
the implementation of a value-added tax (VAT) by 2014.

The project’s advisors continued to work closely with the Minister
on discussions with the IMF and provisions of the ECF on revenue
mobilization and financial sector reforms. By September 201, most
of the conditions for the ECF had been met, and agreement was
reached to allow the ECF to be drawn down later in the year
(subject to resolving financial sector issues) following a consultation
mission by the IMF to Kabul also in September. Finally, the project
assisted the Minister in negotiations with the World Bank
leading to a provision of $50 million from the Afghanistan
Reconstruction Trust Fund (ARTF) for the Education Quality
Improvement Program (EQUIP Il), designed to increase access to
quality basic education through school grants.

All of these agreements were vital steps in moving Afghanistan to-
wards ultimate fiscal sustainability, with sufficient domestic revenues
to meet budget expenditure and current debt servicing costs. While
this goal is still several years in the future, the project’s work in Year
2 helped GIRoA make clear progress in that direction.

The project also supported the Minister in negotiations to secure
funding for priority projects from other international donors. In
October 2010, the Minister signed a €22 million financing agree-
ment with the German Federal Ministry of Economic Co-
operation and Development (KfW), to support the financing
and construction of the Kunduz-Kholm National Highway in north-
ern Afghanistan. The financing will provide an important new com-
ponent of Afghanistan's infrastructure helping to facilitate commerce
in the northern region.

The project further supported the Minister of Finance in preparation
for discussions with donor representatives on the status of Afghani-
stan’s National Priority Programs (NPPs). With 14 out of 22 pro-
grams fully designed or at advanced stages of preparation at the time
of the meeting in July 2011, donors indicated their willingness to
fund the programs provided that an IMF program remains in exist-
ence. In the wake of these discussions, submissions on bids for fund-

ing NPP-aligned projects from provincial line directorates were then
solicited for the 1390 Budget.

Another key component of the project’s policy support in Year 2 was
to facilitate the initiation of the Tax Policy Working Group, which the
project and other revenue-related units in the MoF recommended
the Minister to establish. Launched in October 2010, the goal of the
Working Group is to resolve key tax reform challenges facing the
GIRoA. Comprised of representatives from the Revenue Depart-
ment, Customs Department, Fiscal Policy Unit (FPU), and advisors
from EGGI and another implementing partner, the Working Group
met with the IMF through October-November 2010 to discuss criti-
cal tax issues, such as the structuring and timeline for a potential
VAT. Project advisors facilitated multiple meetings with the IMF, and
also helped design early plans for a VAT that can meet long-term
revenue targets. The Working Group also convened to discuss the
MoF’s position on donor tax and customs exemptions; members of
the group voiced a need for a universal framework for future exemp-
tion agreements, and asked the Minister to nominate a body to deter-
mine a standardized approach to donor customs and tax exemptions.

The project also assisted the MoF to convene two “reform” retreats
in the first half of Year 2. During the retreats, officials developed ac-
tion plans for 201 | for five key MoF departments. After consultation
with key MoF stakeholders, officials segmented the plans into 100-day
periods to make for achievable milestones. Concurrent with this re-
form effort, the project’s advisors produced a reform plan for
the Minister’s Chief of Staff in order to strengthen infor-
mation flows between the Minister and the MoF, to enable the
Minister to produce effective policies, and to facilitate accurate policy
execution on the part of Ministry staff.

Conclusions/Lessons Learned

One of the dominant lessons learned from Year 2 pertained to advi-
sors’ access to confidential or sensitive MoF data, or information
related to GIRoA negotiations with international entities, as a result
of their assistance. In multiple instances, advisors had to navigate be-
tween expectations of confidentiality on the part of the MoF and
pressure by donors to supply important MoF data externally. This
created conflicts of interests for advisors, making effective assistance
to the counterpart more difficult.

Additionally, while the project’s assistance to the Minister facilitated
agreement on important financing agreements and revenue mobiliza-
tion plans that helped set Afghanistan on a path towards fiscal sustain-
ability, the fiscal environment will be substantially impacted by the
2014 transition and changing donor involvement. The machinations of
these changes may substantially affect reform efforts moving into the
future, and could impede fiscal progress.



Support to the Fiscal Policy Unit, Ministry of Finance

Background

Afghanistan is rebuilding essential public services following many
years of neglect. To provide for this effort, revenue must be raised
and funding must be allocated to operating needs and to develop-
ment priority areas. The MoF’s Fiscal Policy Unit (FPU) helps coordi-
nate this process, analyzing revenues and expenditures and ensuring
that the budget process is comprehensive and policy-based
(Afghanistan domestic revenues in 2010-11 can be seen in the graph
at right). Since both the revenue and expenditure sides of GIRoA’s
budget are affected by a range of national and international econom-
ic, monetary, security, and social factors, the FPU needs to be able
to properly analyze this complex set of factors. The project provided
advisory support in a number of these areas during Year |, and in
Year 2, continued to develop the FPU staff's capacity to conduct
complex fiscal analysis and reporting, and produce reliable forecasts
of revenue, expenditures, and macroeconomic conditions. Building
capacity for the FPU to complete analysis of these fiscal balance fac-
tors and to provide advice to the Minister of Finance is key to facili-
tating continued economic growth and improved governance.

Year 2 Results with USAID/EGGI Assistance

In QI, the project assisted the FPU to update its Revenue Pro-
jections model, which is used to determine GIRoA’s esti-
mated future collections of tax, customs and non-tax reve-
nues for inclusion in the national budget. The model was up-
dated to reflect new baseline revenue data for 1388, and was then
used to project expected revenue flows over the forthcoming fiscal
year (1390) and two subsequent years. The model also provided
input into the Medium Term Fiscal Framework (MTFF) planning pro-
cess, in which the MoF Budget Department establishes budget ex-
penditure ceilings taking into account available funding sources. The
project’s advisors built the FPU’s capacity to use the model by creat-
ing a user manual and guiding personnel how to use it effectively.

In the early part of 2011, the project’s advisors helped promote
linkages and facilitate the relationship between the FPU and other
relevant GIRoA stakeholders. Project advisors supported the
FPU’s involvement in the MoF-led Tax Policy Working
Group sessions, preparing background analysis and technical needs
assessments of tax policy functions in the MoF. Advisors facilitated
the relationship between the FPU and the Monetary Policy Depart-
ment (MPD) of the Central Bank (DAB) on macroeconomic policy
issues. This relationship helped the FPU in incorporating a fuller
DAB perspective into policy discussions and analysis; however, the
communication between parties largely ceased in February 2011,
partly as a result of events in the banking sector, and the project’s
exit from DAB activities reducing the ability to support the relation-
ship. Additionally, during the IMF mission on the Extended Credit
Facility (ECF), project advisors facilitated technical discussions be-
tween FPU staff and the IMF mission team members and helped the
team members obtain relevant fiscal data for the mission.

Throughout the rest of the second quarter, project advisors contin-
ued to contribute ad-hoc analysis on the FPU’s policy work in sever-
al areas. Key activities included: completion of analysis on GIRoA
budget execution performance over FY 1389 for inclusion within the
MoF’s 3rd Quarter Fiscal Bulletin for 1389; developing a concept
note for the Minister of Finance on the expected economic benefits
of VAT implementation; and providing strategic guidance on the
FPU’s contributions to MoF tax policy working group sessions.

Finally, at the end of FYII, a former IMF senior staff member
demonstrated an improved modeling framework for the MTFF, but
was not able to train the FPU staff in the use of the EViews package

in which the improved model was embedded. The inability of the
FPU to use the new framework identified a clear need for training
in simple to mid-level econometric and simulation modeling tech-
niques; the project’s current Team Lead in Fiscal Policy will provide
such training for FPU staff using the EViews package in the first half
of the project’s Year 3. This training will be critical in providing the
foundation for FPU members to understand and eventually adopt
the new version of the MTFF.

Conclusions/Lessons Learned

The biggest challenge in developing the FPU’s capacity in Year 2 was
simply the unit’s limited resources of only five staff and a manager.
The FPU has until recently focused on the development of the
MTFF for budget planning and on budget expenditure analysis, but is
taking action to increase staff numbers and build capacity in tax
analysis and revenue forecasting. However, this still leaves the unit
without capacity to perform macroeconomic analysis and provide a
comprehensive Medium Term Economic Framework to guide a
fiscal strategy that takes into account all aspects of the Afghanistan
real economy, external trade and monetary policy influences. With
ten or twelve staff, the FPU may be able to perform such an ex-
tended range of functions satisfactorily. The coupling of the FPU’s
small size with the constriction of the project’s support in this area
also contributed to model development and implementation being
started but not taken over by the FPU staff.

Also owing to its small size, the FPU’s already significant time de-
mands to produce regular reports and ad hoc contributions created
difficulties in coordinating technical assistance received from do-
nors. While multiple implementers provided this assistance, the
FPU’s small footprint meant that this work was often not coordi-
nated or overlapped unconstructively. The lesson learned is that it
is important for donors and implementing partners to obtain coun-
terpart agreement not just on focus areas and activities, but also on
specific timing and sequencing of tasks in advance of delivery.



Control and Audit Office (de-scoped July 201 1)

Background

A 2010 capability review of Afghanistan’s Control & Audit Office
(CAO) by the US. Special Inspector General for Afghanistan Recon-
struction (SIGAR) highlighted that the CAO lacked sufficient capaci-
ty and required assistance, especially in the areas of training and
competency development. The CAO claimed to be performing over
900 hundred audits a year with a staff of less than 200 professionals,
an impossible amount of audits to perform for any audit function
with a staff of this size; in comparison, the U.S. Government Ac-
countability Office (GAO) has a staff of approximately 3,200 and
performs around 1,000 audits per year. Additionally, Afghanistan’s
existing legislative provisions for external audits are rudimentary,
and the institutional capacity of CAO remains weak. In most coun-
tries, Supreme Audit Institutions report directly to the legislative
branch, but the CAO in Afghanistan still reports to the executive
branch. CAQO’s independence also does not fully comply with inter-
national best practices with regards to staffing, budget, mandate, and
discretionary authority. This lack of independence from the govern-
ment allows the executive to influence which reviews are undertak-
en by the CAO and may limit openness in reporting.

As a result of these factors, the CAO workstream was added to the
project’s Year 2 workplan to assist the CAO with its capacity build-
ing to develop an independent audit governing body. Specifically, the
project planned to supply technical assistance to support audit and
accounting capacity building in the CAO through classroom training
on audit fundamentals, on-the-job training, and development of an
audit manual with an end-state objective of a strengthened external
audit framework (a criterion for expanding U.S. Government finan-
cial assistance through the national core budget). The workstream
also was charged with providing technical feedback with respect to
the various drafts of the national audit law legislation.

Year 2 Results with USAID/EGGI Assistance

The project’s support to the CAO began in September 2010 with
one of the team’s four planned advisors, but the full team was not
realized until late November 2010. In that timeframe the team iden-
tified multiple inconsistencies with the CAQO’s audit approach and
methodology performed by various CAO auditors and managers.
After the team’s assessment and delivery of a strategic plan for
building CAQO’s capacity to USAID in December, formal training and
on-the-job training began in January, as did the initial development of
an audit manual. The training came in the form of a “Principles of
External Audit Training” course which covered auditing fundamen-
tals, phases of the audit, internal control concepts, and key terms
and considerations. Project advisors trained 51 CAO staff. The
training provided was specifically recognized by CAO staff and man-
agement as the best training received during eight years of donor
support to the CAO.

During the Spring of 2011, the project went through a realignment
of priorities exercise with many of the individual workstreams that
were part of the WBS at the beginning of Year 2. Assistance to the
CAO was de-scoped for the remainder of the contract year and the
workstream was successfully wound down in accordance with the
realigned priorities by July 2011. During Q2 the CAO team was
subsequently reduced from four advisors to one and focused on
developing a standard audit methodology and manual for the CAO.
The goal of the manual was to provide a basis for future audit work
that the World Bank (WB) would support. The team proposed to
USAID and WB a capacity-building approach that would have expat-
riate advisors lead the audit fieldwork of financial audits, with CAO
auditors shadowing them. This approach provides the donor com-
munity assurance that more than 90% of Afghanistan’s development
budget and more than 50% of the operating budget is properly au-
dited by an external source with an accepted audit methodology by
2014. The WB expressed gratitude to the project for the strategy

EGGI's CAO Advisor discusses the CAO Audit Manual
with CAQ leadership. By explaining the procedures in
detail and answering questions, EGGI increased the like-
lihood that CAO will utilize the methodology when
conducting future audits.

put forth, and noted the value of the project’s continued work on an
audit manual that will assist them in their shadowing approach by
providing an audit methodology.

On May 31, 2011, the project team delivered a modified audit
manual that outlines a standard audit methodology, seg-
mented in six modules (introduction, planning, internal control, field-
work/testing, reporting, and appendices). Throughout the audit
methodology, the Afghan auditors are encouraged and expected to
reassess the riskiness of audits and adjust the audit plan accordingly,
which is a significant departure from the CAO approach to date. The
delivery of the manual itself will not, however, build capacity at the
CAQO; the office still needs significant support to continue to mature
and operate as a fully functioning audit entity. The English version of
the audit manual was also translated into Dari to improve utility to
the CAO, and was socialized with CAO management through July
15,2011.

The project team also provided significant support to the CAO over
Year 2 with respect to the National Audit Law. In QI, the project
conducted a comprehensive review and assessment of the current
law, which was found to be inadequate in multiple areas. In response,
the project worked to help draft improved legislation that strength-
ened audit functions, and coordinated stakeholders to support CAO
lobbying efforts for the new law. These efforts contributed to a
new law passing the Cabinet in March 2011, achieving a first
step in raising Afghanistan’s audit standards and providing a
stronger foundation for the CAO. However, the bill has never
passed the Afghan Parliament, and remains in draft status with
GIRoA unable to agree to final language or requirements.

Conclusions/Lessons Learned

The biggest challenge in capacity building at the CAO over Year 2
was its relative capacity, notwithstanding more than six years of
investment by other donor assistance at the CAO. Despite all of the
assistance in helping to develop a Supreme Audit Institution (SAI),
the project encountered an organization that could not differentiate
between an external and internal audit. As a result, CAO demon-
strated strong reluctance to accept an approach involving significant
change to the way it operated; this included their audit approach and
risk methodology. This paired with a lack of an national audit law
led to de-scoping of EGGI’s work where the project ended up focus-
ing exclusively on adapting an audit manual with an accepted audit
methodology that the World Bank could utilize in its integration
efforts under the PFMR Il work in the future. The development of a
SAl cannot be remedied in a year, or three years — it takes significant
investment and time. Given the state of GIRoA's capabilities and
Afghanistan‘s collective knowledge of accounting and auditing, the
CAOQO's development will still require a significant multiyear invest-
ment. This fact should be kept in mind for future donor assistance or
projects that are planned to involve the CAO.



Revenue Reconciliation Database (de-scoped March 201 1)

Background

A key component of fiscal reform in Afghanistan is improving how
revenues and expenditures are tracked and accounted for throughout
the country. The overall revenue and expenditure reporting system
used by the MoF and the Afghanistan Revenue Department (ARD) is
the Afghanistan Financial Management Information System (AFMIS);
however, the capabilities of AFMIS to capture revenue data country-
wide are limited. To address this issue, during Year | EGGI and the
MoF collaborated to implement an automated revenue reporting
system known as the Revenue Reconciliation Database (RRD) that
would systematically account for revenues collected by GIRoA enti-
ties throughout Afghanistan. Before the RRD was in place, provincial
officials had to manually send revenue information to Kabul, meaning
financial information could remain unreported for upwards of one
month. However, the implementation of the RRD enabled the MoF
to integrate data on daily revenue collections throughout Afghanistan
and manually upload the data to AFMIS.

In Year |, EGGI designed, developed, and implemented the RRD in
32 out of 34 provinces in Afghanistan. Training on using the RRD was
also conducted for GIRoA civil servants across the provincial Musto-
fiats and multiple central ministries. The goals for EGGI’s RRD assis-
tance in Year 2 were to extend RRD implementation to the remain-
ing provinces and to additional GIRoA agencies, further integrating
Afghanistan’s country-wide financial reporting and improving availabil-
ity of revenue data for the MoF and ARD. During the Spring of 201 1,
the EGGI project went through a realignment of priorities exercise
with many of the individual workstreams that were part of the WBS
at the beginning of Year 2. As a result, the RRD workstream was de-
scoped for the remainder of the contract year and the workstream
was successfully wound down in accordance with the realigned priori-
ties. In Year 3, the RRD workstream was added back into the pro-
ject's scope to support database maintenance and to develop a web-
based revenue reconciliation system.

Year 2 Results with USAID/EGGI Assistance

In QI of Year 2, the project installed stand-alone RRD data-
bases in two additional provincial Mustofiats, completing
RRD installation in all 34 of Afghanistan’s provinces. Installa-
tion was also achieved in a total of 38 ministries and other
government offices. Stand-alone databases were installed because
at the time of planning and installation, a number of Mustofiats still
lacked the appropriate information technology infrastructure to ac-
commodate a web based system. EGGI retained programmers and
technicians who maintained the databases and provided technical
support when issues arose.

Accomplishing this infrastructure for RRD installation and support
helped allow for the timely reporting of financial information in a
manner compatible with AFMIS that was unavailable before the RRD.
EGGI’s efforts significantly reduced the time for financial data to be
entered into Afghanistan Treasury records, thereby allowing the gov-

Training Summary

Year 2 RRD Training Total:
1,368 Person-days training

132 male participants 32 female participants
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= 10 participants

ernment must faster access to vital revenue data. The RRD data-
bases captured comprehensive financial information including all
paid taxes, customs duties, traffic, motor vehicle licensing, and fines.
Ministries that historically reported financial data through ledgers
were also radically transformed to an automated process that re-
duced paper and significantly expedited revenue reporting.

During the course of Year 2 assistance, EGGI also conducted
training for all RRD operators and stationed technicians in
all major Mustofiats to assist with data inputs, uploads and

By the Numbers:

By March 201 I, EGGI had installed the RRD in all 34 of Af-
ghanistan’s provinces, and in 38 ministries and other GIRoA
offices

extractions, and to conduct database repairs as necessary
(training data shown below). EGGI’s efforts built GIRoA’s marginal
capacity to own and maintain the RRD system, but the MoF and
Mustofiats still relied on EGGI for in-depth technical assistance and
to address system issues.

In March 201 1, the RRD workstream was ended as a part of EGGI’s
“right-sizing” changes. EGGI’s expatriate advisor and CCN techni-
cians assigned to the RRD were released. In the wake of these
changes and without consistent maintenance, RRD users were una-
ble to address periodic malfunctions, causing revenues to go unre-
ported. During Q4 2011, EGGI made repairs to 14 databases in
provincial Mustofiats and line ministries, in partnership with MoF
staff who the project trained to be able to take over continued
maintenance. However malfunctions persisted due to user error
and the lack of Mustofiat and line ministry institutional knowledge in
database management/maintenance, as documented in an EGGI
report released in September 201 I.

Conclusions/Lessons Learned

The major lesson learned for EGGI’s RRD work in Year 2 was the
need to obtain better information from stakeholders as to their
respective needs and the best manner to deliver a product to satisfy
those needs. While EGGI rapidly built and implemented an effective
RRD system with wide geographical reach, it became clear that
maintenance of the RRD across all provinces was too difficult for
practicality given the geographic dispersion. When EGGI’s dedicat-
ed RRD workstream was ended in March 2011, these issues were
exacerbated and resulted in service gaps due to GIRoA’s inability to
maintain the databases. The project will be implementing a web-
based solution for the MoF in Year 3 that will address these issues,
but a more thorough analysis conducted when the RRD was origi-
nally implemented may have identified this solution as the best way
to deliver services and minimize maintenance.

Another key lesson learned was the need to have a clear transition
plan for provincial modules of the system to GIRoA, and to ensure
that GIRoA possessed the capability to adequately maintain these
modules. As EGGI was installing the RRD databases, the ARD
should have been required to assume ownership as soon as the
database was installed in each province; however, this never oc-
curred, causing significant problems after the workstream ended as
part of the EGGI “right-sizing.” Additionally, EGGI failed to insist
that ARD provide adequate resources to allow for the training of
technicians and adequate backups, especially in remote provinces.
Technicians also received minimal training from the ARD, and those
with training seemed to be reassigned arbitrarily, leaving provincial
databases neglected. These experiences show the necessity of hav-
ing a clear plan to transition technical capabilities to GIRoA coun-
terparts, as well as requiring that GIRoA has the technical capacity
to maintain any system that an external party delivers.
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Policy Support to the Ministry of Economy (de-scoped August 201 I)

Background

Afghanistan is still rebuilding essential public facilities and services
following many years of neglect. Poor execution within GIRoA’s
development budget remains problematic. One cause is that poorly
prepared projects are often included within the development budg-
et, which is often due to inadequate and unclear guidelines for pro-
ject preparation. The Ministry of Economy (MoEC) is responsible
for supervising the design and selection of construction and other
capital projects in the Afghanistan development budget, and moni-
toring implementation of the Afghanistan National Development
Strategy (ANDS). The MoEC’s duties include determining the feasi-
bility and merit of all development projects, and communicating to
other line ministries the process requirements for project design
and criteria that projects must meet to be eligible for consideration.

For Year 2, the project’s support to the MoEC focused on helping
fulfill these duties by facilitating the development and promulgation
of the required standards for Public Investment Program (PIP) pro-
posals and submissions. The project also set out to provide targeted
policy advice to broadly help the MoEC to implement the ANDS.

During the Spring of 201 I, the EGGI project went through a realign-
ment of priorities exercise with many of the individual workstreams
that were part of the WBS at the beginning of Year 2. As a result,
technical support to the MoEC was de-scoped for the remainder of
the contract year and the workstream was successfully wound down
in accordance with the realigned priorities.

Year 2 Results with USAID/EGGI Assistance

Across Year 2, the project provided principal policy advice to the
Minister of Economy and his senior officials to advance the econom-
ic reform agenda as set out in the ANDS and re-affirmed during the
July 2010 Kabul conference. Strategic advice was provided on insti-
tutional reorganization and improved business processes (such as
improved guidance on the preparation of PIP proposals). The pro-
ject also assisted senior MoEC officials in preparing key policy doc-
uments on the ANDS and on bolstering the role of the
MoEC in economic policy formulation in Afghanistan.

As a follow up to the July Kabul Conference, the project assisted the
MoEC Policy General Department with policy papers concerning
the new PIP process. The first was a concept paper on policy coor-
dination among stakeholders in the MoEC and across GIRoA. The
Minister later presented it to the Economic Committee of the Cabi-
net to launch discussions on the PIP with line ministries. The presen-
tation marked the first step in the MOEC’s two-pronged effort to
improve and upgrade the existing PIP process. The second policy
paper the project helped draft was on guidelines and instructions for
PIP process preparation. The project produced three documents on
the PIP process following discussion with the Minister and other
senior MoEC officials; these documents were then translated for
larger internal discussion and re-reviewed with the Minister and
Directors General within the MoEC. Support was provided for
MoEC to communicate these draft guidelines informally and seek
feedback from line ministries prior to incorporation of the
“Upgraded PIP process” into the FY 1391 Budget Circular process.

As Year 2 progressed, the project supported the MoEC in its role as
the premier ministry that supervises the design and selection of
projects in the Afghan development budget/PIPs. Using the findings
from the Functional Audit and Training Needs Assessment conduct-
ed in Year |, the project identified proposed structural changes for
the main departments of the MoEC. While the results had been
discussed with the Minister, the presentation to and acceptance by
the Minister and Deputy Ministers was not achieved prior to the
end of technical assistance. Consultations were conducted with

MoEC managers on some of these proposals, but the work did not
develop into a full MoEC organizational change plan prior to the
termination of project support.

Beginning in January 2011, the project assisted the MoEC General
Department of Policy and Monitoring and Evaluation (GDPM&E) to
design and implement an Action Plan for the ANDS Annual Report.
This report was intended to monitor implementation progress of
projects in the development budget/PIP, and would allow donors to
follow the progress of GIRoA in implementing the new PIP process
on an annual basis.

To build staff capacity at the MoEC, the project helped MoEC offi-
cials design a training document on provincial development
planning (PDP) to structure the development of the PIP.
This was a collaborative program with the UNDP/ASGP program to
train civil servants in difficult and unstable provinces. The document
was translated into local languages, and was intended to help stand-
ardize project preparation approaches at the provincial level and
improve the quality of projects submitted for the 1390 budget.

Finally, with the aim of ensuring sustainability of attempted reforms
to the PIP process, the project built off of previously prepared
training documents to prepare a concept paper on training for the
PIP for ministry leadership. The training approach and paper cov-
ered the training-of-trainers method utilizing program budget teams
to help line ministries prepare projects for the PIP. To promote
coordination and enhance potential benefits by leveraging other
donor efforts, the paper recommended a program for mentoring
line ministries using the existing Civilian Technical Assistance Pro-
gram (CTAP). When project support ended in March 2011, it was
proposed that the training of line ministries in “Upgraded PIP” pro-
ject preparation could be implemented and monitored by the new
UNDP-GOI technical assistance program in the MoEC.

Conclusions/Lessons Learned

The lack of qualified and experienced staff in the MoEC Policy Di-
rectorate hampered the ministry’s ability to designate policies and
guidelines to improve the selection process for development pro-
jects across the government. This ongoing challenge was highlighted
in the MoEC Functional Assessment Report, produced by the pro-
ject in 2010. Resourcing difficulties remained problematic for the
MoEC across the project’s areas of assistance; without better quali-
fied staff in all of its directorates, the MoEC will be unable to fully
accomplish its mandate as the ministry in charge of designing and
facilitating the selection of projects funded by GIRoA’s development
budget.

Given the above context, the areas of the program that showed the
least progress were the consultations on internal reform and the
proposed functional restructuring of the MoEC. The MoEC still
lacks the internal capacity to manage such a significant change pro-
cess. The achievement of progress in most other areas was due to
the experience of the project’s advisor, and concerted efforts to
engage technical MoEC staff in the processes needed to develop the
PIP and PDP instructions and guidelines through extensive on-the-
job coaching and mentoring. With the final documents approved by
the MoEC and the MoF being translated into local languages, made
available to line ministries and provincial budget directorates, and
supported by inclusion in the official Budget Circulars, there is a
good probability the quality of PIP and PDP investment proposals
will be improved. It is also anticipated that development budget
execution rates will increase. However, without further technical
advice and support, the MoEC still lacks the ability to provide nec-
essary levels of support to ministries to achieve ongoing improve-



Cross-Cutting Initiative:

Gender Mainstreaming

EGGI Promotes Opportunities for Women in Government

Gender equality and women's empower-

ment are strongly linked to economic
growth and the overall achievement of
USG objectives in Afghanistan. Like most
of the developing world, gender equality in
Afghanistan is undermined by historical
imbalances in political participation, ac-
cess to resources, and rights. Women are
still widely under-represented in decision-
making at all levels from the household to
the public sphere. Over the life of the pro-
ject, EGGI has worked toward developing
gender programing consistent with USG
goals to ensure that women are included in
the development process.

In February 2010, the project launched the
Women in Government (WIG) internship
program to provide opportunities to young
women to gain exposure and work experi-
ence in government, and an opportunity to
develop the technical skills necessary to
compete for employment opportunities in
a male dominated workforce. The WIG
program emphasizes assistance to build
women’s capacity to participate fully in
Afghan society through providing opportu-
nities historically unavailable to women
and exposure to GIRoA activities thus en-
hancing their ability to contribute to the
development of Afghanistan. The intern-
ship program targets solutions to address
inequities by giving women a chance to
participate in GIRoA. To enable the wom-
en to start learning about financial man-
agement and independence, the program
also includes a monthly stipend.

Since the program’s inception in February
2010, 33 interns successfully completed six-
month internships with GIRoA entities. A key
objective of the program is to support women
to obtain full-time jobs following successful
completion of their internships. The WIG
program’s success in this area is evidenced by
the program’s 85% job placement rate.

Women In Government Internship Program Alumni Job Placement

B Number employed with the private sector - 13 "
® Number employed with GIROA - 8

® Number employed with EGGI - 3

B Number in the hiring process with GIRoA - 3
B Number in the hiring process with EGGI - 1

B Number Applying for jobs - 5

Women in Government Interns at MoEC work on ANDS
database development. The interns are improving their
computer skills while making key contributions to this

important GIRoA tracking tool.

The WIG program offers 6-month
internships with GIRoA to provide:
= Exposure to the work and impact of
GIRoA or related entity

Work experience to assist with
gaining long-term employment with
GIRoA or related entity
Professional skills development
Exposure to government culture,
and “new” industries that will be
regulated by government or
independent agencies

Networking opportunities with
fellow interns and program alumni

=

=
=

The project works closely with GIRoA coun-
terparts to identify the best placement oppor-
tunities that will allow interns to make mean-
ingful contributions to the goals of their as-

signed ministries. EGGI conducts a compre-
hensive assessment of potential supervisors to
ensure they are committed to providing pro-
fessional growth opportunities to the interns
and open to providing full-time employment
upon successful completion of the program.

To bolster capacity development and supple-
ment practical, on-the-job training obtained
during internship assignments, the project de-
livers formal training and skills-building work-
shops. The program also incorporates an inter-
nal monitoring and supervision system that
includes coaching and technical skills develop-
ment throughout the duration of the intern-
ship. Workshop curriculum is based on identi-
fied skill development needs. During Year 2,
the WIG team held 12 workshops on topics
ranging from basic office and administration
skills, to current topics in gender.

Continued on page 25

Intern Spotlight
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Cross-Cutting Initiative:

Gender Mainstreaming

EGGI Promotes Opportunities for Women in Government

Continued from page 24

In September 2010, the project facilitated a
workshop for interns on presentation skills
and business writing. The workshop provided
interns with the opportunity to participate in
interactive capacity building exercises includ-
ing delivering group presentations, and discus-
sions on the importance of teamwork and
networking strategies. The project collected
feedback from the interns to gage interest in
topics for future workshops.

"We were in a classical era
where women did not hold
positions within government
institutions. Now it is time to
move beyond the classical era
into a modern era."

=-Director of Economy, Balkh province

A successful internship relies heavily on com-
mitment of the host ministry to foster devel-
opment of interns and advance WIG goals. To
ensure internships are running smoothly, EG-
Gl conducts regular monitoring and evalua-
tion of the interns in their assigned ministries.
This oversight mechanism allows the WIG
team to proactively address any issues that
might arise during the internship and ensure
that interns are contributing in meaningful
ways to the host organization’s mission.

The project’s efforts to foster strong counter-
part relations have yielded positive results. At
the MoEC for example, the interns’ supervi-
sor, Mr. Saroosh, is thrilled with the perfor-
mance and professionalism of the interns.
“These women are motivated and do great
work,” he said. The interns are working to
develop a database to track ANDS progress.
MoEC staff are teaching the interns about the

EGGlI's Engeela Farzan leads a session on
business writing during a September
2011 Workshop for WIG interns

EGGI facilitates a Women's Business Association roundtable event
in Mazar. The strategy behind holding roundtable events is to
foster networking and information sharing, and provide a forum
to discuss challenges facing women-owned businesses.

ANDS to provide a more complete learning
experience in addition to working with them
to support database development. “It is im-
portant the interns understand ANDS,” said
Mr. Saroosh. “The interns are really helping us
and it is my duty to also help them learn
about this important strategy.” This level of
commitment shows that EGGI has been able
to develop good relationships with GIRoA
officials who are dedicated to the WIG pro-
gram and that it is providing value to GIRoA.

Although the WIG program is based in Kabul,
during the second quarter, EGGI’s gender
team worked to establish relationships with
counterparts in Mazar, Herat, and Jalalabad to
generate enthusiasm and stimulate interest in
WIG at the provincial level. Initial response to
this initiative was positive from both potential
counterpart institutions hosting and the sup-
porting universities. In order to identify the
best candidates for the internship program,
the WIG team met with various deans and
faculty of universities in regional hubs to se-
lect qualified candidates for inter-
views. Due to the closure of EGGI
regional offices, internships were
not offered outside of Kabul.
" However, the project built a
strong network with partners in
these locations and has an ideal
| framework from which to launch
| the program in the provinces
should the opportunity arise.

As evidence of the WIG program’s
successes, the Balkh Director of
Economy expressed his strong
support. “We were in a classical
era where women did not hold
positions within government insti-

tutions. Now it is time to move beyond the
classical era into a modern era. EGGI [WIG] is
supporting this shift towards a modern era. |
am a strong supporter of programs such as
these because they provide unique opportuni-
ties to Afghan women.”

EGGI Fosters Networking across Afghan
Women’s Business Associations

In addition to the WIG program, the project
supported gender objectives by bringing to-
gether women entrepreneurs to discuss chal-
lenges, brainstorm solutions, and promote
networking. In December 2010, EGGI facilitat-
ed a roundtable with 20 women’s business
associations and Afghan NGOs in Mazar. Each
organization delivered presentations about
their business. EGGI staff introduced the
grants program and the Balkh Private Sector
Development Strategy, and how women’s
organizations could participate in both efforts.

Continued on page 2|
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Cross-Cutting Initiative:

Gender Mainstreaming

EGGI Promotes Opportunities for Women in Government

Continued from page 20

Ms. Freba Majid, Director of Balkh Women’s
Affairs Directorate was among those who
attended and endorsed the roundtable event
as a “great opportunity of crucial importance
for women to utilize in working on improve-
ment of gender equality.”

The event succeeded in bringing together
Afghan business associations whom had never
previously met. The project’s strategy was to
encourage the organizations to network,
develop long-term relationships, and ultimate-
ly create a sustainable forum to share infor-
mation about the challenges facing women'’s
business organizations. Most of the challenges
described by the women’s business associa-
tions centered on lack of access to capital to
sustain results of their programs, and lack of
information about other program activities.
Participants were enthusiastic about sharing
their program activities and learning from
each other. Most of the women said they
were unaware of the other women business
organizations or cooperating economic devel-
opment programs that existed in the region.
After the event project staff distributed a
contact list and encouraged the organizations
to maintain their network by meeting again
on their own, or through a community of
practice.

EGGI also facilitated an Afghan Women'’s
Business Association roundtable at the
Nangarhar Chamber of Commerce. The pur-
pose of the roundtable was to learn about
women’s business association activities in
Nangarhar province and identify issues that
women-owned business currently face. Rep-
resentatives from |5 women’s business asso-
ciations attended the roundtable. Association
representatives provided short presentations
on focus areas of their organization’s current
work. The organizations varied by sector,
target populations, and experience. Focus
areas included activities supporting women
working in the agriculture sector (pickles,
corn, fruit), handicrafts, clothing designs,
women’s rights advocacy, institutional capaci-
ty building, legal aid, financial programs, and
education. Several roundtable participants
shared examples of the challenges women
face, where again the theme centered on lack
of capital to sustain a small business. Specifi-
cally, the biggest challenge discussed was the
lack of access to low interest loans.

Conclusions/Lessons Learned

One of the greatest challenges faced by re-
cent female graduates is the difficulty of
breaking into the job market to gain experi-
ence. The WIG program addresses this issue

EGGI's Grants Management advisor, Jennifer Whitehead,
discusses the EGGI Grants Program at a roundtable event
with representatives from leading women'’s business
associations in Jalalabad

because it provides access to opportunities
historically unavailable to Afghan women and
enables them to build marketable job skills.
However, just providing the opportunity is
not enough; it is critical that interns’ super-
visors in GIRoA are committed to providing
meaningful work and on-the-job professional
development mentoring. In certain cases, an
otherwise good internship can fail if the su-
pervisor is not supportive of the program.
This challenge can be mitigated through a
thorough selection process to ensure GIRoA
supervisors are committed to supporting the
WIG mission.

During Year 3, EGGI will significantly expand
the WIG program to provide internships to
60 recent graduates from local universities in
Kabul. In the first quarter, the project will
finalize programmatic design and formalize
the WIG internship program business model
and hire the first class of Year 3 interns.
Toward the end of the first quarter the WIG
team will hold a formal launch event intro-
ducing the expanded WIG program.

The WIG program will also incorporate
volunteerism activities for interns and place
more emphasis on networking and mentor-
ship. The project will facilitate opportunities
for current interns to work with local youth
at the elementary and high school levels to
share their experiences pursuing higher edu-
cation and entering the job market. Interns
will also be encouraged to work with vulner-
able populations and serve as mentors to
provide advice and guidance to younger
students. The WIG program will also place
an emphasis on networking and teach the
interns about this important professional
concept. The program will offer quarterly

time Project Account Officer at MoW,

networking events for current and former
interns, as well as launch social networking
tools that will allow interns to stay connected
with each other following graduation from
their internships. Through these avenues, the
EGGI project will encourage graduated in-
terns to stay connected to the WIG intern-
ship program, building the networks of both
current and former interns alike.
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Component 2(old):

Financial Sector Development

Economic Growth and Governance Initiative

Component 2:Year in Review (Oct 2010-Mar 201 1)

EGGI Financial Sector assistance focused on the continuation of USAID
central bank reform in Da Afghanistan Bank (DAB). Advisors focused
efforts in the areas of Monetary Policy, Legal and Regulatory Reform,
Interbank Payments, Accounting, Operations, and Zone Branch Devel-
opment. Support was also provided for the Financial Supervision De-
partment (FSD), Islamic Banking, and assistance to a large bank Conser-
vatorship. Through a collaborative process with USAID and DAB lead-
ership, a mutually agreed upon workplan identified these workstreams

Finally, on-site and off-site bank supervision efforts provided expanded
analytical tools for the FSD in its technical oversight over a complex
distressed bank. From a nascent institution in 2002, the FSD had ma-
tured to a functioning organization. Much of the technical assistance
provided was on a “demand” basis which allowed advisors to further
customize the technical work to suit DAB’s needs. Despite progress,
there remains much to complete in the DAB program. As the system
becomes more complex, FSD requires more training and exposure.

to further enhance and build DAB’s regulatory capacity. A team of finan-

cial sector development advisors provided assistance through onsite
presence at DAB, to drive workplan objectives and provide immediate
assistance on the many other day-to-day challenges facing the Central
Bank. While it is important to note the project’s strong counterpart
relationships, advisory teams also established a marked level of in-
creased professional independence in the counterparts.

In accounting and financial management, the project supported DAB to

implement the Core Banking System (CBS) in 39 branches. This achieve-
ment benefitted not only DAB financial management operations, but led

to significant improvements to service delivery, particularly in support-

ing GIRoA revenue and expenditure operations. The project also helped

the Bank expand its presence in the provinces through efforts to imple-
ment monetary policy department functions in the zone offices. With
project support, DAB on boarded “zone economists” and launched the
Survey of Regional Economic Activity (SREA) in three of seven zone

offices. The survey is a mechanism to collect timely information on eco-
nomic trends and conditions throughout the country, and provides criti-

cal information to policy makers to facilitate improved economic deci-
sion-making.

Strong progress was realized in the evolution of the legal banking frame-

work. Significant amendments to the “Law on Banking” were finalized
and presented for Parliamentary discussion. Such revisions will allow
further maturation and growth of Afghanistan’s banking system. Frame-

works for Islamic banking services and micro finance, both critical to the

local financial system, were developed and agreed upon with DAB lead-

ership. In Payments, the National Payments Council (started during Year

1) met on a regular basis, creating forums for commercial bankers and
DAB to discuss and debate challenges facing private bankers. Financial
transactions through the Afghanistan Clearing and Settlement System

Year 2 Outcomes as a Result of USAID/EGGI Assistance:

« Enhanced transparency in payment of GIRoA salaries:
EGGI and DAB oversaw the installation at the Ministry of Finance
(MoF) of on-line entry of transactions into the Afghanistan Clearing
and Settlement System (ACSS). This has permitted a more timely,
efficient, and transparent method for conducting government pay-
ment operations.

Broadened sources of economic data for decision-makers:
The project worked to raise the profile of the Bank’s zone office
branches in Herat, Mazar, and Jalalabad to conduct core central
bank functions and provide much needed economic policy data to
the Head Office. The SREA is implemented in three of seven target
zones, with four regional surveys conducted during the first two
quarters of Year 2.

Supported deepening of analytical and statistical capabili-
ties of MPD staff to maintain price stability:

Through training to enhance analytical skills in the MPD staff were
better to able to analyze economic conditions, project macroeco-
nomic variables and consider consequent policy options, and report
to a wide variety of stakeholders the state of economic conditions.
By successfully performing these tasks, MPD supports the govern-
ment’s goals of maintaining price stability and reducing exchange
rate volatility, both of which contribute to sustainable economic
growth and lower unemployment.

DAB ownership of modernization of IT infrastructure:
DAB signed two key agreements to establish disaster recovery co-
location services, and to finalize an agreement with Afghan Telecom
for improved voice and data services at branch offices.

(ACSS) continued an upward trend from the previous year growing 58%

in the first two quarters of Year 2.

Timeline of Key Events under EGGI Component 2 (old):

DAB Signs Contract for
Disaster Recovery Site in
Dubai; DAB MPD Holds

DAB/West launches first
Financial Sector Forum

Administration of the CBS
transitioned to DAB;
DAB/West Develops
Capacity Development,/

Installation of CBS complete at
39 branches; 29 DAB branches

series Knowledge Sharing Event Training Plan reconciled with head office
Sep i Oct i Nov i Dec Jan i Feb i Mar i Apr
2010 i : : 2011 : : :

DAB/West launches first
Survey of Regional
Economic Activity
outside of Kabul

Karzai

DAB presents plan for
Strengthening Financial
Supervision to President

DAB/Weast hosts the second
Financial Sector Forum series
event; DAB completed SREA
reports for Kabul, Herat, and
Nangarhar
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Monetary Policy (de-scoped April 201 1)

Background

USAID assistance to Da Afghanistan Bank (DAB) since 2003 has re-
sulted in building up competent staff, processes, and systems of the
Monetary Policy (MPD) and Market Operations Department (MOD).
At the start of assistance, the Central Bank’s sole function was to
print money to cover budget deficits and support directed lending.
With multiple regionally printed bank notes circulating, DAB had
limited control over currency issuance. Accurate figures on monetary
data from which to conduct informed economic policy deliberation,
therefore, were impossible to collect. There was no approach to
economic research and analysis, and thus no mechanisms to influence
economic and monetary conditions, two core central bank functions.

Eight years later, the Monetary Policy and Market Operations Depart-
ments at DAB are firmly established. A core set of activities, to in-
clude a more structured economic research and data collection pro-
gram, strengthened capabilities in currency in circulation and national
liquidity management, regularized foreign currency and capital note
auctions, and a broad set of internal and external statistical and ana-
lytical publications to transmit policy actions and intended outcomes.
Importantly, the “machinery” of end-to-end MPD and MOD activities
has settled into place. From daily production of currency in circula-
tion figures, foreign exchange rates, and movements in gross foreign
reserves, the DAB’s competencies in these areas have improved
measurably, reflected in consistently achieving monetary targets under
IMF assistance programs (see charts below). This level of maturity has
permitted more informed policy deliberation and decision making by
executive management, strengthened DAB’s role and standing as fiscal
and economic advisor to the state, and promotes credibility — with
both domestic and international audiences — of central bank activity.

USAID has been at the center of this progress through its economic
growth and governance programs. Under the EGGI project, support
to the MPD continued, with primary focus areas on improving and
deepening statistical and analytical capacity of MPD staff, expanding
the sources and geographical coverage of economic data and infor-
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The Monatary Policy Department (MPD) Deputy Director General of the
Real Sector discusses the functions of MPD and monetary policy at the
Jalalabad Central Bank Zone o

mation, and building more collaborative relationships with select data
sources to improve the accuracy and timeliness of information flows.
These are mission critical activities necessary to having the right in-
puts, processing capabilities, and policy outcomes. Collectively, they
contribute greatly to the on-going process of strengthening Afghani-
stan’s economic governance competencies. A credible and transpar-
ent MPD function promotes better decision-making by households,
businesses and policymakers.

Year 2 Results with USAID/EGGI Assistance

With the MPD and MOD firmly established, EGGI efforts during Year
2 centered on supporting MPD in its conduct of monetary policy,
growing and deepening staff knowledge in statistical and analytical
work and technical writing, and in expanding the monetary policy
function to DAB zone offices. Although the IMF provides considerable
policy guidance, MPD has full responsibility for day-to-day tasks of
determining and implementing monetary policy, including analyzing
economic conditions, projecting macroeconomic variables and consid-
ering consequent policy options, and reporting, to a wide variety of
stakeholders, the state of economic conditions. By successfully per-
forming these tasks, MPD can exert significant influence towards
maintaining price stability and reduce exchange rate volatility, both of
which contribute to sustainable economic growth and lower unem-
ployment.

In support of these objectives, project activities during Year 2 focused
on expanding economic data collection, increasing public awareness
and outreach activities, and strengthening MPD staff analytical skills.
lllustrative outcomes of EGGI support include DAB’s control over
reserve money (see chart) and expanded use of capital notes as a tool
of monetary policy. Both foreign exchange and interest rates dis-
played considerable stability during the first two quarters of Year 2
(see associated chart), indicating consistency between DAB communi-
cations and policy actions. However, in spite of controlled money
supply growth, inflation rose in November 2010 above DAB’s desired
target range. Project advisors supported MPD to conduct an analysis
of factors contributing to the surge and monitor price developments,
and determined the causes to be primarily related to temporary dis-
turbances and inflation in trading partner countries — all reasons be-
yond its control.

To address the limited data and information available to MPD staff,
EGGI and DAB constructed the Survey of Regional Economic Activity
(SREA), a regional-based activity launched in EGGI Year | that pro-
vides timely, regular, anecdotal information on economic trends and
conditions throughout the country.

Continued on page 24
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Monetary Policy (de-scoped April 201 1)

EGGI Statistics Advisor assists DAB Jalalabad staff with analysis of the
results from the first Survey of Regional Economic Activity in Nangarhar.

Continued from page 23

The SREA, conducted bi-monthly, is structured similarly to the Feder-
al Reserve Beige Book and seeks to collect information from private
and public sector participants on spending, inventories, employment,
prices, output, and investment of all major sectors of the economy.
The report of the survey results complements existing hard data by
providing causes and rationales for changes in data. EGGI established
the structure and capacity for conducting the SREA and, by the con-
clusion of the workstream in March 201 1, the SREA report was being
produced every two months in the DAB Central (Kabul), West
(Herat), and East (Nangarhar) zone offices. The project also complet-
ed substantial preparatory actions to launch the SREA (and other
MPD zone based activities) in the Southeast (Gardez) and North
(Balkh) zone offices. In the course of this effort, EGGIl and DAB were
able to reach a broad range of provincial level business, government,
academic leaders, as well as Afghan citizens, in discussions on the
role, functions, and activities of the central bank, with particular em-
phasis on the monetary policy and economic research function.

Also in quarter |, the Monetary Policy and Market Operations De-
partments, with EGGI assistance, secured Supreme Council approval
for amendments to the Foreign Ex-
change regulation, delivering a set of
documents in defense of the proposal
and quantitative analysis of the foreign
exchange market. The amendments are
an IMF Structural Benchmark under the
Extended Credit Facility (ECF) aimed to
achieve multiple outcomes, including:
improve the use of the foreign ex-
change auction as a monetary policy
tool; deepen financial intermediation;
modernize the banking sector; reduce
DAPB’s retail banking activities; and low-
er DAB’s cash management costs. The
project provided support and assistance
throughout the process and took ad-
vantage of the opportunity to conduct on-the-job applied analytical
training for MPD staff.

“This statistics training will
be a huge help to our staff
and increase their produc-
tivity because many do not

have advanced skills using

Excel and performing

complex calculations.”

Director General,
DAB Market Opera-

tions Department

As part of the project’s efforts to develop the analytical capacity of
MPD and MOD staff in Kabul, advisors began a 10-week program of
training in applied intermediate statistics, although the course was not
completed prior to the end of assistance at DAB in April 201 1. More
than a general statistics course, this training provided some of the
tools and knowledge to enable staff to contribute to work that is
currently performed by only the Deputy Directors General. By ena-
bling staff to perform analyses, this training aimed to improve both

the quality and quantity of research being done in the departments
which led to a more solid understanding of economic conditions by
staff and promoted better decision-making.

Additional project support areas to MPD and MOD included prepara-
tion of cost projections of monetary policy actions during 1390, a
comparative analysis of the costs of selling capital notes versus inter-
vening in the foreign exchange market, and the development of an
interest expense worksheet to guide discussions during capital note
auctions. The project also supported production of DAB’s Quarterly
Bulletins. With guidance from EGGI, MPD completed the 1389 Q2
economic and statistical bulletin and advanced production of strong
draft for Q3. By guiding the production process, the project was able
to assist the MPD in getting caught up as it had fallen behind in publi-
cation of the bulletins. By releasing macroeconomic and financial sec-
tor data with a high degree of accuracy and timeliness, MPD facilitates
policy decision-making within the government and international agen-
cies. In addition, releasing the bulletins contributes directly to DAB’s
public outreach efforts. Finally, the project contributed to the devel-
opment of the IMP’s Financial Programming model, the preparation of
Supreme Council presentations, and the drafting of the Governor’s
Weekly Report. Through each of these products, the project helped
demonstrate the desired level of professionalism and analytical rigor
that should be present in the output of the departments, thus forming
the basis for capacity development.

Conclusions/Lessons Learned

Collectively, EGGI Year 2 assistance in these areas contributed to
improved economic governance, promoted greater levels of infor-
mation sharing and knowledge exchange, and positioned DAB to be a
more competent actor in shaping economic policy reform and initia-
tives within GIRoA decision-making forums.

One of the most critical areas requiring ongoing assistance lies in staff
development. The MPD could benefit from additional one-on-one and
group mentoring. While other organizations, such as the IMF, are
providing assistance, the overall impact would be more beneficial
from activity coordination at the ground level rather than only at the
mission level. Also, data availability and reliability, while improving,
need greater levels of attention, which could be measurably advanced
with a specific technical assistance program designed for the Central
Statistics Office.

===

Chief Economist and Director General of DAB’s Mon-
etary Policy Department, Mr. Ateeg Nosher, takes notes
on technical presentations delivered by MPD advisors
at a knowledge sharing event in December 2010.
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Accounting and Financial Management (de-scoped April 201 1)

Background

The design, implementation, operations, and on-going maintenance of
financial and accounting procedures and systems are vital central bank
functions. Since the early reform years, DAB has made significant
progress adopting internationally recognized accounting standards and
transaction management systems at its head office and operational
branches. There are two factors that have contributed significantly to
this progress: increased automation and improved staff capacity, par-
ticularly to utilize and maintain the new systems. In 2006, Da Afghani-
stan Bank, under a USAID funded modernization program, com-
menced implementation of the Core Banking System (CBS), an auto-
mated banking and accounting software package. Five years later, CBS
is delivering value, from client service delivery improvements, to time-
ly, careful production of consolidated DAB financial statements, These
improvements have benefitted not only DAB financial management
operations but have led to significant improvements to service deliv-
ery, particularly in supporting GIROA revenue and expenditure oper-
ations.

The project continued building DAB’s overall capabilities for financial
and accounting management activities, including a stable CBS system
in the head office and across the branch network, continued staff
development and skills building, and production of statutory financial
statements and customer account records. EGGI has also contributed
significantly to resolving historical imbalances in DAB inter-branch
accounts, as mandated by an external audit of the bank operations.
During Year |, assistance to DAB’s Accounting and Finance Depart-
ment focused on improvements in maintaining accounting records in
line with accounting standards, resolution of issues raised in previous
audits, and in instilling greater discipline in daily balancing of accounts.
With EGGI support, DAB successfully reconciled historical differ-
ences in inter-branch accounts, an issue identified by all external audi-
tors since DAB engaged such services. In addition to satisfying audit
findings full reconciliation was needed to properly value assets and
liabilities, and to increase stakeholder confidence in the Bank’s finan-
cial statements.

Year 2 Results with USAID/EGGI Assistance

Broadly, project assistance in Year 2 centered on achieving better
control and management of transaction records and careful postings
of them in the accounting systems. The daily balancing function in the
automated CBS system made achieving this goal feasible, as it re-
placed manual, pen and paper calculations, transaction accounting
postings, and balance sheet reconciliations. The daily balancing activity
is just one example of the increased level of discipline, transparency,
and accountability in DAB accounting and financial management pro-
cedures introduced by the automated system.

During Year 2 the project continued implementation of the CBS in
DAPB’s head office and 39 provincial capital and border branches.
There are a number of notable results of this automation. For one,
over 95% of total client transactions serviced by DAB are handled
through the automated system along with over 95% of the consolidat-
ed DAB balance sheet. As a result, the majority of DAB’s assets and
liabilities are managed through the automated system. The fact that
DAB was able to produce its consolidated financial statements for FY
1388 and 1389 in record time is attributable largely to sustained pro-
gress in CBS operations. Finally, the system gives, DAB’s head office
real-time “desktop access” into the accounting records of the CBS
branches, permitting quick problem identification and resolution.

The project gradually transitioned day-to-day management of the
system to DAB employees to promote sustainability after the end of
the project period. DAB staff in the head office and in CBS operation-

EGGI's DAB/CBS team delivers training on the Core Banking
System to bank operations staff. The merging of six DAB hub
branches with the Head Office yielded significant benefits to
GIRoA revenue mobilization

al branches, have assumed responsibility for the operation and
maintenance of the system, in processing, reporting, and technical
support. This is an example of the success of “Afghanization.” Since
transition of control, DAB has been able to expedite the process of
amendments and changes recommended by DAB management, result-
ing in expedited installation of the CBS in remaining target branches.

Prior to the turn-over, project advisors trained DAB staff on how to
merge all CBS branches into an integrated database, making real-time
inter-branch payments possible. As of April 2011, the DAB staff
merged six DAB hub branches with the head office database.

There were several additional automation activities. One involved
successfully implemented live operations of the CBS Advances Mod-
ule for the DAB head office and zones. This module automates rec-
ords of all loans and advances outstanding (typically to individuals or
departments) for recovery management. The system also will improve
management of advances related to construction performed by differ-
ent building contractors. Another activity was the successful imple-
mentation of the CBS Payroll module in the head office. This enables
DAPB’s Accounting Department to manage salary disbursements and
tax withholdings, along with other remunerations, efficiently and care-
fully. Finally, DAB also implemented the CBS Treasury Module in the
market operations department, enabling a consolidated view of for-
eign currency reserves, including details of funds invested, projected
earnings, asset mix, and future positions.

Another key accomplishment was progress in reconciliation of imbal-
ances in DAB inter-branch clearing and settlement accounts. This was
a multi-year effort that gained momentum toward the end of project
Year | and continued into Year 2. By the end of Year |, EGGI had
assisted DAB in reconciling the accounts in 26 of 74 branches, reduc-
ing the outstanding imbalance from 1.2 billion AFN to 1.2 million
AFN. Reconciliation of an additional three branches was completed in
Year 2, bringing the total to 29 fully reconciled branches and a reduc-
tion of over 98% of the total value of the imbalance. Beyond the posi-
tive impact of improving the integrity and reliability of DAB financial
management operations resulting from inter-branch reconciliation, a
significant finding included the recovery of unaccounted for assets.
With EGGI’s assistance, DAB successfully recovered in excess of
USD 35 million belonging to the Bank but unaccounted for in financial
records since 1384 (2006). While the impact of the findings to DAB’s
balance sheet during this exercise may not have been financially signif-
icant, this was a discovery that improved DAB’s overall financial con-
dition.

Continued on page 26
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Continued from page 25

In February 2011, DAB began an interim audit of its financial reports.
The interim audit will form part of the financial year-end audit pro-
cess that is conducted by international external auditors (KPMG Af-
ghanistan), and will reduce the amount of work for the external audit.
This action helped DAB to meet the three-month deadline for the
submission of financial statements to the Parliament by June 20, 201 1.

Conclusions/Lessons Learned

On a given day, DAB processes an average of 6,000 client transac-
tions through the CBS. A majority of these transactions are govern-
ment revenue collections and payment transactions for commercial
banks - two of DAB’s core clients. Processed transactions are posted
directly to the CBS, with the customer receiving an automatically
generated transaction voucher as proof of payment. This practice has
improved GIRoA revenue posting and reporting at provincial Musto-
fiats, an activity supported by EGGI under the Revenue Reconciliation
Database (RRD) workstream. Close cooperation between Mustofiats
and DAB has yielded more timely and careful revenue postings.

W S
A CBS operator at DAB’s Zabul branch posts a check using the

system. EGGI helped implement the CBS in 30 DAB branches to
eliminate manual processes, minimize potential for errors and
corruption, and improve accuracy of transactions
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Zone Branch Development (de-scoped March 201 1)

Background
In 2006, DAB adopted a broad Branch Network Strategy that speci-
fied key objectives over a three to five year period addressing the
existence, service scope, and expected business levels of its branches
across the country. Observations of DAB operations in the early
reform years noted an unprecedented level of branches for a central
bank and highlighted that the services offered were inappropriate for
an independent central bank. However, DAB was the only financial
institution with countrywide reach to provide basic account services.
Recognizing this, DAB officials, in consultation with relevant GIRoA
officials and international stakeholders, agreed on a strategy that fo-
cused on modernizing operations and infrastructure of a core set of
provincial and border area DAB branches to provide banking services
consistent with the Law on the Central Bank, divestment of non-
essential locations, and an eventual extraction plan to remove DAB as
a service provider to non-government customers. Simultaneously, the
strategy also called for gradual divestment of non-essential branches,
account transfers to commercial banks, and restructuring staffing
profiles of hub provincial branches (“zone offices”) to include posi-
tions supporting core central bank functions.

Since this time, DAB, with USAID, IMF, World-Bank, and other do-
nor technical assistance providers, have stayed the course of building
a modern central bank branch network competent to execute its
functions under law. With respect to the branch network, 40 of 46
target branches have been modernized, thousands of non-central
government accounts have been transferred to the commercial sec-
tor, and significant progress has been achieved in establishment of
DAB zone offices. Under EGGI, technical support has assisted DAB
to build the capabilities and competencies of staff in zone offices to
conduct core central bank functions, to include monetary policy,
liquidity management, limited supervision, and payment systems de-
velopment.

Year 2 results with USAID/EGGI Assistance

During Year 2, EGGI supported DAB in strengthening the work of
the newly hired zone economists, launched the Financial Sector Fo-
rum (FSF) concept in the West and East zones, continued support for
improving the quality and availability of bank notes in circulation,
made substantial progress in clearing up legacy imbalances in inter-
branch accounts, and solidified operations of the Core Banking Sys-
tem (CBS), DAB’s accounting and transaction management banking
system.

The project’s Zone Branch Development and Monetary Policy
workstreams made progress in raising the profile of DAB outside of
Kabul, and in broadening the sources of economic data (both objec-
tive and anecdotal) used to formulate policy. Specifically, EGGI assist-

ed DAB in strengthening the functionality of DAB zone offices in Herat
and Jalalabad. In the area of monetary policy, the DAB zone economist
function serves to build capability for regional and provincial level data,
information, and analysis on economic trends and conditions. EGGI and
DAB Monetary Policy Department (MPD) staff developed the Survey
of Regional Economic Activity (SREA) to support this effort, which
commenced during Year |. The SREA is implemented in three of seven
target zones, with four regional surveys conducted during the first two
quarters of Year 2.

In the area of public education and stakeholder engagement, EGGI
supported DAB to advance outreach efforts in DAB zone offices. Fol-
lowing the successful hosting of financial sector related events in the
West and North zones, DAB, with project support, established the
concept of the DAB Financial Sector Forum (FSF) series. The FSF se-
ries is a DAB-owned initiative to bring provincial level stakeholders
together to address and brainstorm solutions to resolve banking and
financial sector issues. This activity helped to advance four key objec-
tives: |) increase the standing of DAB zone offices and the impact of
their work, 2) promote a localized, results-oriented approach to ad-
dress and resolve challenges faced by citizens and financial service pro-
viders, 3) broadly advance public education and awareness on banking
and financial sector services, and 4) address USG objectives to pro-
mote Afghan-owned, provincial level action to advance economic
growth and governance objectives. During Year 2, two Financial Sector
Forums were conducted in the East and West zones. In January 2011,
DAB West held their second FSF in Herat bringing together commer-
cial banks, money service providers, the governor’s office and other
stakeholders to discuss cash management and bank note distribution.

Continued on page 28
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Continued from page 27

With the aim of improving liquidly and better cash management, DAB
placed into circulation a total of 28.2 billion AFN in new bank notes
from March - December 2010 (8.2 billion in QI FY2011 alone), of
which 12% were low value notes. Distribution of new banknotes re-
sponds to the growing demand for Afghani currency, helping facilitate
improved commerce, keeping pace with currency demand, and ensur-
ing the quality of notes in circulation. In the last three months of
2010, the project supported DAB to concertedly address the condi-
tion of bank notes in circulation, through focused attention on re-
moving damaged notes from circulation, issuing circulars to commer-
cial banks and DAB zone offices on not distributing poor condition
notes, and in communicating with citizens through various media to
take better care of bank notes.

In the area of accounting and financial management, of the 39 branch-
es utilizing the CBS system, 29 branches have reconciled their inter-
branch accounts, with several others demonstrating consistent, inde-
pendent operational capability for running the CBS. The number of
issues related to daily balancing and un-reconciled transactions, dimin-
ished significantly over the first six months of Year 2. Improved CBS
operations, including the ability to post transactions in real time, gen-
erate transaction vouchers, and provide account statements daily,
dramatically improved the financial management processes of core
clients, most notably the Ministry of Finance. Automated account and
transaction management capabilities facilitated reforms underway in
revenue collection and reconciliation, business licensing and registra-
tion, tax administration, and budget expenditure management. Collec-
tively, these areas represent demonstrable progress in overall eco-
nomic governance functions of GIRoA — at the center and across
provincial offices.

The above examples represent key activities under the DAB Zone
Branch Development workstream in Year 2. A central outcome of
this work was in positioning DAB zone offices to assume their role as
productive units contributing to core central bank functions. Across
zone offices, the knowledge base, competency, and confidence of
managers and staff are measurably improving. In addition, the level of
understanding of DAB and other GIRoA officials of the broad set of

financial sector development initiatives are likewise improving. Im-
portantly, DAB demonstrates increasingly ability to sustain the new
functions and reformed operations following the implementation peri-
od. With a much stronger management group at the center — and
increasingly at the zone offices — DAB has shown success in sustaining
reforms once established. This is exemplified in the case of sustaina-
bility of CBS operations, timely financial reporting, GIRoA revenue
consolidation to the MoF Treasury Single Account, and in assuming
increasingly ownership of the new functions and corresponding duties
being introduced into the DAB zone offices.

Conclusions/Lessons Learned

Staying consistent with broad development and business planning
goals of DAB was a key to top-level management objective for the
Zone Office Development workstream. The activities in this area fit
precisely within DAB’s Five-Year Strategic Plan and addressed the
final chapter of the DAB Branch Network Strategy developed in pre-
vious years.

Despite support from DAB leadership, actual implementation — turn-
ing ideas, concepts, research techniques, and activity guidance into
valuable, useful work products — was and remains a challenge. Limited
resources at DAB resulted in delays in decisions on implementation.
The recruitment process for the zone economists, for example, took
over nine months, formally adopted Terms of Reference for all posi-
tions was not complete when this workstream was canceled, and
zone economists were deployed with no identification of their head
office support team/structure. The recruitment effort for the zone
supervision specialists also remains incomplete.

R il

—

The DAB West Zone director explains to Financial Sector Forum (FSF)
participants the trends for currency in circulation during 5Y 1389. EGGI

helped DAB improve the quality and quantity of currency banknotes while
maintaining money supply targets to manage inflation in Afghanistan.
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Payment Systems (de-scoped March 201 1)

Background

In mid-2003, Afghanistan had no formalized, automated payment sys-
tems to conduct private and public transactions. A limited amount of
payment activity was taking place through banks, conducted exclusive-
ly in cash. Nearly all trading in goods and services was conducted in
cash or barter exchanges. For international and inter-provincial pay-
ments, the Hawal system dominated. This informal system was used
extensively for money remittances from Afghans working abroad to
their homes and for transactions between provinces. While this
“trust based” system was efficient at the individual payments level,
there are tremendous risks involved for business to business and
government transactions. Hawalas operate without a capital base,
introducing commercial risk, and the lack of transaction documenta-
tion prevents transparency and clean audit trails. Recognizing this, the
development of a national payment system, for international and do-
mestic payment transactions, was deemed a high priority. In addition
to offering a more efficient and accountable platform for processing
the expected large volume of payments for reconstruction and devel-
opment, payment machinery was urgently needed to support govern-
ment revenue and expenditure operations, to create the infrastruc-
ture for commercial banks to establish operations, and to support
commercial and private sector development.

Over the last several years, DAB, with extensive support from USAID
and other development organizations, has made tremendous progress
in establishing a functioning national payment system, meeting both
payment transfer needs within the DAB branch network and for in-
terbank transactions. The Afghanistan Funds Transfer System (AFTS/
Inter-branch) and the Afghanistan Clearing and Settlement System
(ACSS/Inter-bank) addressed these urgent needs, permitting ability of
the Central Bank and commercial banks to provide reliable and timely
funds transfer services. Payment activity taking place through these
systems has seen explosive growth (see chart below), enabling dra-
matic improvements to GIRoA public treasury management opera-
tions, commercial bank expansion, direct salary deposit services, and
more efficient business-to-business transactions.

EGGI efforts under the payments workstream aimed to expand and
strengthen the systems in use. The level of payment activity now tak-
ing place across the country through the formal banking sector has
increased over 40%. The systems developed in 2003 and 2004 are
reaching the end of their lifecycle in terms of handling current and
expected future volumes. In addition, a stronger, more defined set of
payment clearing and settlement regulations is required to provide for

responsible use of payment systems. In its capacity under the law to “.
. . establish, maintain and promote sound and efficient systems for . . .
the clearing and settlement of payment transactions,” DAB requires a
strengthened set of systems, regulations, and procedural rules that
govern payment finality, enable (near) real-time monitoring of liquidity
positions and financial flows, and hold accountable participants for
timely clearing and settlement. EGGI efforts were concentrated in
these areas.

Year 2 Results with USAID/EGGI Assistance

During Year 2, EGGI and DAB oversaw the installation at the Ministry
of Finance (MoF) of on-line entry of transactions into the Afghanistan
Clearing and Settlement System (ACSS). This has permitted a more
timely, efficient, and transparent method for conducting government
payment operations. Because ACSS transactions are cleared each day,
payment beneficiaries receive access to their funds more quickly,
which accelerates overall economic activity. In addition, the project
supported various upgrades to the ACSS, to include reporting func-
tionality, access security improvements, and added additional infor-
mation fields in the payment order page for MoF reporting purposes.
Of significant note were project efforts to enable ACSS transactions
for automated posting to client accounts in DAB’s Core Banking Sys-
tem (CBS). These activities have improved the functionality of the
payment system and reduced errors as a result of re-keying transac-
tions in the MoF and DAB. In addition, the integration has produced
an audit trail of transactions enabling faster reconciliation between
agencies.

Payment transactions through the ACSS continued trending upward,
in both volume and value. Over the first two quarters of Year 2
(October 1, 2010 - March 31, 201 1), over 25,000 transactions flowed
through the ACSS, with a total transactional value of close to 148
million AFN. This represents a 58% increase over the previous two
quarters. The value of Q2 transactions was roughly 79 million, over
14% higher than the value of transactions in QI. Upward trends indi-
cate increasing usage of non-cash settlement methods for a wide
range of government, business, and individual transactions that re-
move cash from the process. These are positive trends, indicating
growing usage and trust in banking services and electronic payment
methods.

Continued on page 30
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Payment Systems (de-scoped March 2011)

Continued from page 29

On the regulatory side, EGGI assisted DAB in completing final edits
to the interbank payment regulations, which include definitive
timeframes for payment finality and penalties for non-compliance.
The regulations also provide greater clarity with respect to the obli-
gations of payment system members and issue resolution. Pending
more formal adoption and circulation of clearing and settlement
issues, Project advisors produced a draft regulation on Expedited
Funds Auvailability, which specifies the timeframe for commercial
banks to credit end beneficiary accounts processed through inter-
bank payment systems, such as the ACSS and Afghanistan Clearing
House (ACH). Generally, the draft regulation spells out the sched-
ules for what type of funds can be paid out of the banks on the next
business day. The regulation also provides for exception safeguards,
administrative enforcement, and liability clauses to enforce compli-
ance.

To address governance matters surrounding the operations of and
participation in a national payment system, EGGI continued efforts to
stand up the National Payments Council (NPC). EGGI supported
DAB to develop a Terms of Reference for the NPC in early October
201 1. The NPC aims to support the achievement of sound and effi-
cient payment and securities clearance and settlement systems in the
country, serving as a useful forum for consultation on systems devel-
opment, financing and pricing schemes, and identifying obstacles to
and solutions for orderly payment operations. Following develop-
ment of the ToR for the NPC, EGGI completed the first draft of the
DAB Inter-bank Payments System Statement of Technical Require-
ments. This document sets out technical requirements of the inter-
bank payments system (IPS) in sufficient detail to allow system suppli-
ers to tender for implementation of a new inter-bank payments solu-
tion for DAB. This document will be an attachment to a standard
procurement document package intended to procure much needed
upgrades to DAB payment systems currently deployed (ACSS and
AFTS developed over 6 years ago). These systems are nearing a
point where they are no longer adequate to accommodate the level
of electronic payment activity taking place, let alone accommodate
expected volume growth through continued promotion and encour-
agement of non-cash transactions.

Conclusions/Lessons Learned

In its legal capacity as banker to the State, DAB remains at the heart
of public treasury operations, servicing government accounts across
the country. These include the MoF Treasury Single Account,
through which all government revenue and expenditures flow, hun-
dreds of donor funded development accounts under MoF trust, and
provincial revenue, expenditure, and guarantee (“taminat”) accounts.
More broadly, DAB recognizes that transaction efficiency ultimately
affects payment beneficiaries, including employees, vendors and con-
tractors of government and donor organizations, transactions for
commerce, trade, and industry, and development funds for the hun-
dreds of programs taking place across the country.

DAPB’s increasing levels of automation — in payment transaction and
account management systems — help achieve processing efficiency
and greater transparency. Importantly, steps to build a stronger reg-
ulatory framework and technical capabilities for inter-bank payment
systems expands options available to process payments in under-
served areas and paves the way for eventual DAB extraction from
the cashier function it now serves with respect to government ac-
count services.

These growth trends in inter-bank payment transactions are ex-
pected to continue, a desirable outcome promoted by DAB. With
this expanding volume, however, urgent upgrades and system modifi-
cations are required, as well as planning for a new generation of au-

tomated payment systems capable of handling higher volumes, more
complex mass disbursement processes, expansion to the provincial
level, and increased access to financial service providers beyond com-
mercial banks. The ACSS, established in 2004, was not designed as a
long-term solution for inter-bank payments and is quickly becoming
insufficient to handle effectively and efficiently the level of transactions
now processed.
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Information Technology Support to DAB (de-scoped February 201 1)

Background

Without a properly functioning IT infrastructure that allows mainte-
nance of financial and human resource records, production of manage-
ment reports, and internal and external communications, none of the
other objectives of DAB could be completed efficiently. As DAB contin-
ues to experience rapid growth and continues to streamline operations,
Information and Communications Technologies (ICT) will play an in-
creasingly vital role in the sustainability of the Central Bank and its abil-
ity to protect vast quantities of sensitive data. This workstream assisted
DAB in addressing critical areas of IT infrastructure, including the im-
portant tasks of business continuity and disaster recovery.

A strong ICT framework underpinning operations can be a powerful
tool for promoting economic growth through increased productivity
and access to information. DAB requires such a framework not only to
bolster internal operational and data management needs, but also to
carry out external transactions. Providing a sound and resilient ICT
framework that evolves and keeps pace with industry developments will
ultimately help DAB fulfill its responsibilities to promote overall financial
sector stability.

Year 2 Results with USAID/EGGI Assistance

The project supported DAB to take increasing ownership over IT mod-
ernization activities. One key accomplishment occurred during the first
quarter, when DAB signed an agreement with a UAE-based company to
house a new out-of-country Disaster Recovery (DR) site. Also in QI,
DAB executed an agreement with Afghan Telecom (AfTel) for voice and
data communication services. Both initiatives, supported directly by the
project, represented key DAB actions with regard to its information
management objectives outlined in the Five-Year Strategic Plan.

At the start of Year 2, project advisors focused on defining and support-
ing implantation of a DR strategy. In October, the First Deputy Gover-
nor at DAB received and approved the technical evaluation prepared by
DAB’s IT Department for Disaster Recovery co-location services. Fol-
lowing approval, project advisors worked closely with DAB’s IT depart-
ment in the vendor evaluation process. As part of this evaluation pro-
cess, site visits were conducted to Dubai and India. The project sup-
ported DAB to develop an evaluation document, Analysis and Recommen-
dation of a Disaster Recovery Site for DAB, to provide a careful and trans-
parent evaluation process. This tool included technical, environmental,
and financial information compiled for various potential vendors. The IT
management at the Bank reviewed the materials and made the selection
decision for a vendor to provide co-location DR services.

In December, DAB signed the agreement for a DR site in the UAE. The
activation of DAB’s out-of-country DR site will support the preservation
of the records of the Central Bank and the continued operation of
DAB’s automated systems in the event of irrecoverable destruction or
extended downtime of DAB in-country servers and ICT systems. Given
DAPB’s high use of automated payment, accounting, transaction pro-

Mohibullah Safi, DAB First Deputy Governor (center
right) finalizes an agreement with eHosting DataFort in
Dubai, establishing an out-of-country site for disaster
recovery of DAB records

The DAB First Deputy Governor and Chief Executive Officer of
Afghan Telecom sign a Telecommunication Services Agreement in
January 2011, strengthening DAB's connectivity capabilities.

cessing, and communication systems, establishment of the DR site
represents a critical completed action connected to DAB’s overall
information management goals under its Five-Year Strategic Plan. With
the formalization of the site selection, DAB reaches an important mile-
stone in the overall Disaster Recovery Strategy. The DR strategy,
when fully implemented, will bring a high level of data recoverability in
the event of a disaster. The new strategy will address critical recovery
objectives, particularly with respect to financial and payment areas.

Another key accomplishment occurred in November 2010 when DAB
and AfTel completed negotiations for DAB to purchase Fiber Optic
connectivity services to link DAB headquarters to bank branches
around the country. The project represents a significant investment by
DAB in improving internal data and voice communications, and is ex-
pected to dramatically improve the performance of automated pay-
ment, transaction, and accounting systems.

EGGI supported DAB lawyers and IT professionals in reviewing the
terms of the agreement and proposed services. DAB officials led nego-
tiations with AfTel that culminated in a finalized agreement signed be-
tween both parties in January 201 1. The services include installation
and capacity provisioning for fiber optic telecommunications between
DAB headquarters, |5 provincial branches, and six branches in the
Kabul area. The new services will improve the reliability and cost effec-
tiveness of connectivity for DAB’s core automated systems. These
include the Core Banking System (CBS), Afghanistan Funds Transfer
System (AFTS), and e-mail communications. With the support of pro-
ject ICT and legal advisors, DAB has completed the acquisition process
that will bring substantial improvements in transaction processing,
payment transfers, and general business operations.

Conclusions/Lessons Learned

In particular for the main ICT initiatives, DAB has demonstrated the
ability to access financial resources more easily than other government
institutions. The ICT department has been able to leverage World
Bank funding for training as well as UNDP resources for the imple-
mentation of a Disaster Recovery strategy. Further support to the
World Bank Financial Sector Strengthening Project should be exam-
ined, particularly in the project management component, if the re-
sources from that project are to be fully leveraged.

One key challenge was the lack of enough capable IT resources at
DAB to implement all of the ICT related initiatives. During the few
months of Year 2 when the project was active in this area, priorities
focused on working with DAB’s ICT department to develop and imple-
ment the ICT strategy and the DR strategy, yet other areas of DAB
required ICT attention and support, such as payments systems, to be
more efficient. The lack of IT support from the DAB IT department
delayed implementation of ACSS upgrades and modifications. The pro-
ject understands that DAB was taking steps to hire new staff but it was
not confirmed whether or not these efforts were successful.

31



Legal and Regulatory Drafting and Promotion/Support to General Counsel (de-scoped April 201 )

Background

Since 2003, USAID assistance to the Da Afghanistan Bank (DAB) fo-
cused on supporting the enactment and implementation of the De-
cree Law of Banking and the Decree Law of Da Afghanistan Bank.
These principal laws set the stage for banking sector activity and iden-
tify DAB as the licensing, supervisory, and regulatory authority over
banks and financial service institutions. Over the years, DAB and its
technical assistance providers advanced production and approach of a
wide range of regulations to provide further guidance for financial
sector operations and governance. In more recent years, DAB has
taken a lead role in sponsoring and implementing additional financial
sector laws, including the Law on Combating Financing of Terrorism,
the Anti-Money Laundering and Proceeds of Crime Law, the Law of
Negotiable Instruments, the Law for Secured Transactions on Mova-
ble Property in Banking Transactions, and the Law for Mortgages on
Immovable Property in Banking Transactions. Passage of these laws
has measurably improved the legal and regulatory framework for
financial sector activities.

Legal and regulatory support under EGGI has centered on production
and facilitating passage of additional laws, guiding the drafting and
passage of a set of amendments to the banking law, preparatory work
on establishing a deposit insurance program, and cataloguing the laws
and implementing regulations supporting the laws. Support for prob-
lem bank supervision was added to the workplan for this team. Pro-
ject advisors worked daily with DAB leadership on a myriad of tech-
nical legal issues.

Year 2 Results with USAID/EGGI Assistance

It is customary in transitional countries for banking laws and central
bank laws to be revised several years after adoption to keep pace
with changes to the regulatory environment. Issues often arise, as the
financial sector grows and undergoes changes that were not contem-
plated when the laws were originally drafted. Eight years of experi-
ence with the Banking Law and DAB Law revealed substantive gaps,
some of which may limit DAB’s ability to deal with difficult issues
ranging from problem institutions, to conflicts of interest and transac-
tions with affiliated parties. During Year 2, EGGI worked closely with
DAB to address these issues.

Proposed amendments to the Decree Law of Banking and Decree
Law of DAB have been approved by the DAB Supreme Council since
2005 but for a variety of reasons, were never presented to the Na-
tional Assembly. In the first half of 2010, EGGI assistance facilitated
the further development of these draft amendments as well as signifi-
cant enhancements to a proposed appendix to the Law of Banking,
which would establish the Afghan Deposit Insurance Corporation
(ADIC). EGGI also helped DAB to prepare a sub-package of Banking
Law Amendments (regarding corporate governance, consolidated
supervision, and enhanced procedures for resolution of failed banks)
for possible enactment by decree on a “fast-track” basis. With the
departure of EGGI in April, DAB is looking for a new legal advisor to
assist the DAB General Counsel’s Office in shepherding these various
legislative packages through the legislative process, including conven-
ing stakeholder roundtables, and strategizing for presentation to the
Cabinet and National Assembly. The package was developed to prior-
itize the most critically needed actions, which were designed to intro-
duce consolidated supervision and reduce shareholder involvement in
day-to-day bank management, among other issues. EGGI supported
DAB in finalizing the package for review by the Ministry of Justice
(MoJ) while simultaneously supporting DAB in educating stakeholders
on the intent and purpose of the proposed amendments.

In January 201 I, the project’s representatives joined the DAB Gover-
nor and other DAB officials at a meeting with the Executive Commit-
tee of the Council of Ministers to advance the “fast track” amend-

ments. Despite strong efforts by the DAB team, the Executive Com-
mittee declined to approve the legislation, proposing instead the es-
tablishment of a sub-committee to review the legislative language in
more detail with key representatives of the banking community. Giv-
en DAB reluctance to open up widespread debate on the amend-
ments, DAB took the decision to re-incorporate the “fast track”
amendments into the full package of amendments being proposed to
the Law of Banking, requiring full legislative processing. With the inau-
guration of the new Wolesi Jirga in late January 201 I, the opportunity
to enact the “fast-track” amendments by decree was not possible.

Another area of project support centered on drafting and advocating
for passage of the Law of Islamic Banking in Afghanistan (LIBA). The
IMF took the lead on supporting DAB in this effort. IMF consultants
began with the current Law of Banking, and modified that base law
with the intention of establishing a parallel law that meets Shari’ah
standards and requirements. The aim was for both the conventional
and Islamic banking services in Afghanistan to be subject to the same
regulatory systems and structures. However, with the amendments
being proposed to the Law of Banking, the draft LIBA originally pre-
sented was no longer appropriate as it did not incorporate the set of
amendments to the Law on Banking that was under process. This
could result in shifting related problems with the current law to the
Islamic banking sector, an unacceptable solution. Both the IMF and
EGGI expressed concerns over this issue to DAB. DAB is under sig-
nificant pressure to advance the amendments to the Law of Banking,
and views it as politically essential to have an accompanying Islamic
banking law presented at the same time. DAB approached EGGI to
request assistance in translating the draft from English to Dari, and
EGGI agreed, providing a translated document prior to the end of
assistance.

With regard to the Financial Leasing Law, project advisors continued
to monitor the status of the Law in the National Assembly. DAB offi-
cials made several attempts to encourage lawmakers to find a way to
complete the reconciliation of the bill, unfortunately without success.
In April 2011, the project supported DAB in providing an update to
the key International Finance Corporation partners supporting the
Leasing Law, on the National Assembly efforts, including the names of
members and officers of the parliamentarians who were appointed to
the Wolesi Jirga’s National Economic Commission, the body respon-
sible for overseeing reconciliation of the law from the Wolesi Jirga
side of the Assembly. The IFC partners expressed appreciation for
the input and indicated their willingness to continue cooperating with
USAID-sponsored advisors who may work with DAB’s legal depart-
ment in the future.

Finally, EGGI ICT and Legal advisors supported DAB in reaching an
agreement with AfTel on a Capacity Purchase Agreement. For some
months, DAB and AfTel had been negotiating a contract for DAB to
purchase optical fiber connectivity services to link DAB headquarters
to DAB branches around the country. The project represents a signif-
icant investment by DAB in improving internal data and voice commu-
nications. The initial agreement presented by AfTel was highly com-
plex, and not tailored to the verbal terms agreed by the parties in
earlier discussions. With EGGI support, DAB officials continued nego-
tiations with AfTel including several rounds of editing, review, and
revision. In November, AfTel notified DAB that it had fully accepted
DAP’s final set of proposed revisions and corrections and the agree-
ment was ready for execution by end of 2010.

Continued on page 33
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Legal and Regulatory Drafting and Promotion/Support to General Counsel (de-scoped April 201 1)

Continued from page 32

Conclusions/Lessons Learned

With the assistance of EGGI and USAID predecessor projects, DAB
has become more capable as a central bank to keep pace with an
expanding industry. The tasks to DAB and the challenges it faces, have
grown more complex with this expansion. The need to advance ef-
forts to modify the Banking and DAB Laws to reflect current realities
and enable DAB to fulfill its role as a competent financial industry
regulator remains an urgent priority. EGGI provided DAB with the
technical support and legal assistance to develop updates to the legal
framework, to promote a prudent expansion of relevant banking and
financial services that strives to protect stakeholders from systemic
risk. Importantly, with EGGI support, DAB’s Office of General Coun-
sel improved its capacity and took increasing ownership over its own
legislative drafting, advocacy functions, and routine legal work neces-
sary to the advancement of these goals.

The political sensitivities surrounding legal and regulatory reform in
the banking sector, combined with the shift in support to the Kabul
Bank Conservator, substantially upended workplan objectives for
Year 2. An unanticipated benefit of this change was that some of the
challenges faced by the conservatorship provided clear examples of
the gaps and deficiencies that the proposed amendments were de-
signed to address, which may help in building institutional support for
the work to follow. In the interim, EGGI provided substantial practi-
cal and strategic assistance to DAB and the conservatorship, while
also assisting DAB to make some progress towards advancement of
the proposed legislative changes.

A key lesson learned, both at DAB and also in other ministries, is that
progress on legislative and regulatory initiatives is dependent to a
large degree on political and policy circumstances outside the control
of the sponsoring institution. DAB experienced such difficulties with
respect to the attempt to promote “Fast Track” amendments to the
Law of Banking, which encountered strong, organized opposition to
the proposals for strengthening DAB regulatory abilities. DAB
demonstrated increasingly willingness to plan strategically for political
challenges, and with continued assistance in this area, as well as ongo-
ing support from key Government and international partners, could
potentially overcome political challenges to its proposed legislative
reforms.
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Banking Sector, Financial Supervision, Risk Management and Deposit Insurance (de-scoped March 201 1)

Background

An effective banking system is key to a vibrant economy. Consistent
with the Law on Da Afghanistan Bank for the promotion, supervision,
and regulation of a banking system in Afghanistan, DAB established
the Financial Supervision Department (FSD). Core functions of the
FSD include the licensing, regulation, and supervision of banks, money
service providers, and other financial service providers. Following
several years of USAID support, DAB’s supervision teams conduct
regular on-site examinations at commercial banks to review financial
data and assess the banks’ operations. The licensing section, now
firmly established, looks to see if applicants conform to acceptable
standards of management, policies, procedures, and secure banking
practices. Financial supervision’s primary role is to endeavor to safe-
guard the health of the financial sector by controlling entry and exit
into the financial sector and monitoring compliance with laws, regula-
tions and governance standards. Supervision achieves this goal
through financial reporting requirements, off-site monitoring of finan-
cial activities and on-site examinations that scrutinize policies, and
procedures and compliance to laws and regulations. When emerging
problems or weaknesses are identified, the department must recom-
mend immediate corrective actions consistent with ‘safe and sound’
banking practices.

Currently, there are |7 commercial banks in operation in Afghanistan
with 326 branches, 221 Money Service Providers (MSPs), and 499
Foreign Exchange Dealers (FXDs). Cumulatively, outstanding loans (as
of March 31, 2011) total 80.6 billion AFN over roughly 325,000 cli-
ents. On the deposit side, approximately 1.6 million depositors hold
152 billion AFN in deposits, also as of March 31, 201 1. Notwithstand-
ing the stress caused by the failure of Kabul Bank and the weaknesses
identified in supervisory practices, the financial sector in Afghanistan
has developed considerably and remains an important services sector
providing valuable payment, transfer, lending, and account services
that contribute to broad based economic growth, private sector de-
velopment, and government expenditure management.

Year 2 Results with USAID/EGGI Assistance

During Year 2, the EGGI team assisted Da Afghanistan Bank’s FSD in
identifying improvements across the supervisory work flow, with
particular focus on on-site and off-site examination processes and in
improving its advocacy for passage of the banking law amendments.
Project advisors worked with FSD leadership to identify an agreed-
upon workplan that reflected the Department’s supervisory priorities,
including expanded tools for bank supervision and classroom training.
The project also assisted DAB in producing an Action Plan for
Strengthening Financial Supervision, presented to President Karzai by
the DAB Governor on November 28, 2010. The Action Plan specified
DAB plans to strengthen the Financial Supervision Department (FSD)
over the subsequent 24 months. The action plan covers on-site su-
pervision, off-site supervision, special supervision, licensing and corpo-
rate activities, accounting, reporting and external audit, and the Af-
ghan Deposit Insurance Corporation.

EGGI supported a set of activities in Year 2 that moved DAB closer
to compliance with the Basel Core Principles for Effective Supervi-
sion. This included support to enhance off-site monitoring methods,
drafting circulars to banks on information integrity reported to DAB
FSD and penalties for misrepresentation, targeted training to examin-
ers on analyzing bank documents and transaction records, and draft-
ing new and revisions to existing regulations for tougher standards for
“fitness and propriety” of shareholders and administrators of banks
for DAB Supreme Council action. All of these activities addressed
continuing improvement areas consistent with the Basel Core Princi-
ples on Effective Supervision.

In the area of bank examination practices, EGGI assisted FSD in im-
plementing a monthly “flash” report detailing quarterly analyses of
individual banks, with more sophisticated tools to monitor indicators
of financial health, including capital adequacy, asset quality, profitabil-
ity, liquidity, and sensitivity to market risk. This action strengthened
off-site monitoring tools by providing an Early Warning System capa-
bility to spot possible problems with individual banks. In the context
of problem bank supervision, project advisors provided on-the-job-
training for DAB supervisors on techniques to identify fraudulent
documents and transactions later in the contract year. In anticipation
of an upcoming full-scale on-site examination of another large bank,
FSD teams delivered training to four participants (including one fe-
male) on how to identify fraudulent documents, such as SWIFT re-
ceipts (international payment orders), business registers and business
invoices. Collectively, these activities were concentrated on helping
examination staff and section managers spot high-risk and/or fraudu-
lent activity at banks at an earlier stage, permitting supervisory inter-
vention that might prevent identified weaknesses from becoming
more serious. Advisors held frequent meetings with examiners over
the period of performance, which assisted measurably in preparing for
upcoming high-profile examinations.

Conclusions/Lessons Learned

EGGI’s Financial Supervision program focused on deepening the skills
of on-site and offsite examiners. The topics and subjects addressed in
on-the-job training efforts under the Financial Supervision
workstream were agreed upon with DAB leadership and USAID;
while many of the foundation processes were in place from prior
USAID programs, much more classroom and on the job training was
necessary. The examination force, on average, had no more than 24
months total experience. In a sophisticated bank supervision envi-
ronment, examiners would be expected to have five or more years’
experience in order to have the fully rounded skills to examine both
simple and complex banking institutions. FSD human capital capacity
remained basic (due to attrition) and inadequate to identify or ad-
dress complex supervisory issues.

DAB has also steadily advanced its supervisory competencies, proce-
dures, and regulatory base to conform to Basel Committee’s 25 Core
Principles for Effective Banking Supervision. While much more work
must be accomplished, the Core Principles document serves as the
guidance for areas which require further attention. Continued expan-
sion of on-site bank examiner experience, expanded skills in problem
bank supervision, development of internal processes and controls for
managing a problem bank portfolio, and continued efforts to tighten
and expand the bank licensing process are noted areas for continued
technical assistance.
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Conservatorship Assistance for Kabul Bank (de-scoped April 201 1)

Background

In September 2010, a major financial scandal broke at Kabul Bank, a large
commercial bank with systemic problems, when it was revealed that
management and shareholders were engaged in illegal lending practices,
and misuse of bank assets. In response, USG offered assistance to the
conservatorship process through providing operational guidance in sev-
eral key bank functions. At USAID’s request, EGGI advisors helped deliv-
er this technical assistance. Support was designed to address broader
U.S. Government objectives: |) improving profitability through increased
revenues from fee-based services and low-risk lending activity plus re-
duced operating expenses through greater efficiencies and elimination of
non-value added activities; 2) providing acceptable funding with an effec-
tive liquidity (asset/liability) management program; and 3) providing re-
sponsive contingency plans to address unplanned events. EGGI provided
two commercial bank specialists to work along with the Conserva-
torship team in meeting these objectives. There was significant broader
donor collaboration with IMF, the World Bank, IFC, and other contribu-
tors on this significant financial sector matter. While external reviews
concluded that USAID nor its Implementing Partner could not have pre-
vented the fraud, as a result, USAID ended its assistance to DAB due to
changing priorities and circumstances in the banking sector.

Year 2 Results with USAID/EGGI Assistance

A summary of achievements are highlighted in the following sections. A
more detailed review of Operations assistance to the Conservatorship
was presented to USAID. Recommendations of actions for improving
performance in the critical management functions discussed below were
provided as individual one-page guidelines. These papers are consolidat-
ed in the Operations Improvement Guidelines in the Operations Advisor
Conservatorship Documents provided to USAID. These documents with
detailed processes, procedures, and forms for addressing these key func-
tional areas have also been made available to USAID.

Asset Liability Management, including Liquidity Management

A central concern was the management of the liquidity in the bank’s
branch system to provide acceptable funds to cover a high level of with-
drawals. After the “run” on the bank in fall 2010, providing acceptable
liquidity was a priority. Liquidity management is essential to bank opera-
tions, but is seen as part of a broader program of asset-liability manage-
ment, including deposit and loan portfolio composition, funds product
pricing, interest rate sensitivity, and foreign exchange positions. While
the bank had prepared an “Asset-Liability Management (ALM) Policy
Manual,” it did not have a functioning mechanism for implementing ALM
policies. The project team recommended such a mechanism in the form
of an Asset-Liability Management Committee (ALCO) that was subse-
quently instituted.

Financial Management, including Branch Profitability Analysis
The project team also initiated a broader analysis of profitability with the
executive management team, focusing on the nationwide branch net-
work. The goal of this review was to minimize the necessity of govern-
ment funding and to streamline the organization in order to enhance the
value of the bank to potential buyers.

Branch Profitability Analysis: The initial analysis of branch balance sheet
accounts, covered: cash; due from DAB; deposits by type; revenue and
expense accounts; numbers of staff; deposit accounts; and transactions.
This analysis was to be a starting point for a more detailed review to
define criteria to prioritize branches for consolidation or reduction.

Operating Budget Process: A second area of support under financial man-
agement was drafting a process to introduce a participative process for
annual budgeting by the head office departments, zone and branch man-
agers. A summary statement of processes and procedures is included in
the Operations Improvement Guidelines document, which was provided
to USAID, with an Operating Budget Form.

New Bank Budget: The project team also supported the resolution
program with the preparation of a budget, with supporting assump-
tions, for the successor bank license application.

Management Performance Reporting: The project team prepared a
model management reporting format to present critical activities
within the bank and its organizational units, to help unit managers
better understand the dynamics of their operations. A one-page mod-
el, included in the Operations Improvement Guidelines, was reviewed
with the CEO and COO. As well, the budget created for the succes-
sor bank in the resolution program follows this management report
format.

Government Salary Distribution Services: The team supported the devel-
opment of the bank’s proposal for the Government Salary Distribu-
tion Services Request for Proposal (RFP) from the Ministry of Finance
beginning with financial year of 1390.

Human Resource Performance Management and Staffing
The project team provided a revised organizational structure for the
bank, which was also included in the new bank license. While the
bank’s Human Resource Management function is relatively well devel-
oped, it lacked effective employee performance management tools.
The team prepared a set of sample HR Performance Management
Forms, including Position Descriptions, Skills Inventory, Performance
Evaluation, and Employee Development forms to link the definition of
duties, evaluation of performance, compensation for contribution, and
identification of development needs..

Credit Risk Management

Given the restriction on lending activities, assistance in the develop-
ment of a credit risk management process was deferred. It is antici-
pated that the bank will continue to maintain and manage existing
loans which are current and collateralized. Strict administration and
close monitoring of the existing borrowing relationships will be im-
portant. Relevant activities within an effective credit risk management
process include well-organized and documented credit files, checklists
so that required documents are up to date, periodic site visits and
reports of borrower activity, close monitoring of financial and busi-
ness indicators, tracking of timely payments, and documentation of
prompt action to address late paying or problem loans.

Conclusions/Lessons Learned

GIROA lacks a proper receivership process and experience with re-
ceivership procedures. DAB and the FDRC lack capable managers and
staff who have the skills and experience to address bank insolvencies.
The government relied on international advisors (IMF, U.S. Treasury,
USAID) to provide significant leadership and guidance in the Receiver-
ship process and in problem loan collection. Continued support is
required and recommended as an area for further technical assis-
tance.

Lessons Learned from
Conservatorship Assistance

The DAB supervision team conducted a critical assessment of su-
pervisor process to isolate improvement areas revealed by dealing
with problem banks. Key lessons learned include:

Coordinate between supervisory teams
Conduct independent management interviews
Introduce review of accounting systems and transactions

Improve documentation management of FSD requests




Component 3:

Business Enabling Environment (new)

Economic Growth and Governance Initiative

Component 2: Year in Review

The EGGI project’s new Component 2, Business Enabling Environment,
focused on supporting sound government policy that promotes a
thriving private sector in Afghanistan. The Component incorporated
workstreams from the project’s previous Component 3, Private Sector
Development, with new activities for Year 2 after EGGI’s “right-sizing.”
The strategic objective of the component was to improve Afghani-
stan’s business enabling environment to attract investment and spur
economic growth, ensuring consultation with the private sector and
implementation of improved policies at national and provincial levels.

To do this, the component’s work in Year 2 fell under three
workstreams: the Doing Business Better Initiative (DBBI), the
Afghanistan Central Business Registry (ACBR), and Com-
mercial Law. Work in the DBBI workstream culminated in compre-
hensive research prepared for the MoCl on the laws, regulations,
procedures and licenses impacting Afghanistan’s rank in the World
Bank’s “Doing Business” report, and how to improve Afghanistan’s
rank in key Doing Business indicators. Work in the ABCR
workstream involved implementing and expanding the ACBR registra-
tion application to facilitate businesses registering with the MoCl.
Finally, work in the Commercial Law workstream supported the Mo-
ClI Legal Department to draft key laws and regulations, helping raise
Afghanistan’s commercial framework to international standards.

Year 2 outcomes as a result of EGGI assistance:

« Launch of DBBI and Working Groups: The project helped to
successfully initiate the DBBI effort to improve Afghanistan’s busi-
ness ranking and initiate private sector reform by organizing a
major kick off event in December 2010, and subsequently facilitat-
ing Working Group sessions to identify key areas needing reform.

« Collection of DBBI surveys: Efforts by the DBBI team helped
to improve the Afghan response rate to the WB/IFC’s Doing Busi-
ness survey by collecting 30 of 37 distributed surveys, an increase
of 76 percent over last year. Increased responses improve the
quality of data to be used in the Doing Business report and helped

Timeline of Key Events under EGGl Component 2:

Launching of DBBI under
“Accelerating Afghanistan
Business Growth” program;
EGGI drafting of new
Contract Law

Collection of WEB/IFC Doing
Business surveys; Business Name
and Central Business Registry
regulations drafted and finalized

highlight the key areas of business reform needed in Afghanistan.

DBBI recommendations issued to MoCl: The DBBI used
the WBJ/IFC survey responses, mapping of GIRoA regulatory
procedures, and other research to recommend to MoCl ways to
improve Afghanistan’s ranking in the DB indicators of “Starting a
Business,” “Protecting Investors,” and “Closing a Business”

ACBR Self-Sustainability: The capacity of staff in the MoCl/
ACBR Directorate was built to a level at which the ACBR is now
able to function successfully without support from the project.
All of ACBR'’s operational costs are also included in the GIRoA
national budget; with both steps completed, the ACBR is now a
self-sustaining entity as part of GIRoA.

Improved ABCR forms and branding: The ACBR team
helped redesign new standard-format forms that will make busi-
ness registration easier and reduce fraud, and that combined with
a new logo will improve public knowledge of the ACBR brand.

ACBR expansion in Kunduz and Jalalabad: The project
supported the establishment of a new MoCl regional building in
Jalalabad that the local ACBR office moved into. With the pro-
ject’s technical and financial support, a new ACBR office was then
established in Kunduz, the fifth site opened with USAID/EGGI
support. The office will also cover registration for neighboring
provinces of Takhar, Badakhshan, Baghlan and Kapisa, and its
opening represented the culmination of technical mentoring of
the ACBR staff, who will be able to independently open the next
ACBR site.

Improved bankruptcy law: For the first time, a modern Bank-
ruptcy law was drafted for Afghanistan. The law replaces the
previous 60 year old bankruptcy law, which was ill-suited to Af-
ghanistan’s modern economic environment. Enacting the law will
provide for positive changes to commercial court procedures,
which will hopefully improve Afghanistan’s rank in the World
Bank Doing Business report.

Handover of Component 2
work: DBBI to Mo Cl PSD,
ACBR to MoCI'ACER,
Commercial Law to MoCl
Legal Directorate

\ Inauguration of
ACDBR/Jalalabad
A\, regional branch

Facilitation of DBBI
Working Groups and

recommendations issued

/ Delivery of 2nhanced /
web-based ACBR

application
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Afghanistan Central Business Registry

Background

The Afghanistan Central Business Registry (ACBR) was established
in January 2007 as part of the Laws on Corporations and Limited
Liability Companies, Partnerships, and Arbitration, which required
that Afghan businesses be registered at a central registry. The AC-
BR’s first branch was in Kabul, but it has since expanded to five pro-
vincial locations and has accepted over 40,000 business filings. The
EGGI project and its predecessors have provided technical assis-
tance to the ACBR through its development, and helped it to ex-
pand and mature. Some of the ACBR’s major accomplishments
throughout its existence with the project’s support have been to
reduce the number of steps required to register a business, to expe-
dite total time required to register, and to set a flat registration fee.

During Year |, the project supported the ACBR through a range of
technical and financial assistance. Key activities included establishing
the ACBR Directorate under the MoCl, and expanding it to five
major provincial branches. Goals for the workstream in Year 2 were
to further simplify the ACBR registration process; to enhance the
web-enabled ACBR application; and to build capacity of the ACBR
Directorate to fully take over operations and run ACBR registration
without support from the project.

Year 2 Results with USAID/EGGI Assistance

The ACBR team was able to make consistent progress throughout
Year 2, focusing attention on the ACBR’s geographic expansion and
technical development. The team kicked off the year by helping to
create an Operations Manual defining operations and policies to be
followed for ACBR offices throughout Afghanistan. In October
2010, the project helped the ACBR continue expanding its
reach across the country by supporting the establishment
of a new MoCl regional building in Jalalabad, enabling the
ACBR regional office to move from the MoF Mustofiat into the new
MoCl building and improve collaboration with MoCl regional direc-
torates. In the same vein, the project then supported the opening of
a new ACBR office in Kunduz province in November 2010, which
will also handle business registration for the neighboring provinces
of Takhar, Badakhshan, Baghlan and Kapisa. The project also pro-
moted ACBR'’s technical development in this timeframe by deliver-
ing and installing IT equipment to ACBR offices in Kabul and Kanda-
har, including computers, software, and network tools to support
ACBR functionality.

The project’s support of ACBR development coincided with strong
business registration performance over Year 2. During FY20I1,
there were 15,570 business filing transactions with ACBR, averaging
close to 4,000 registrations per month. Due to MoCl and regis-
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Minister Ahadi presents his speech during

the inauguration ceremony of the MoCl
Eastern Zone (Jalalabad) Office
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trants’ lack of knowledge about types of business entities, the majori-
ty of these filings were previously just categorized as limited liability
companies. EGGI delivered technical assistance and outreach to im-
prove clarity on distinct types of business entities and the value of
properly organizing one’s business. This assistance led to the propor-
tion of ACBR filings as LLCs decreasing from the project’s Year | to
Year 2, and an increase in the proportion of partnerships, corpora-
tions, and sole owner enterprises (see graph on following page). In
FY2011, there were 12,557 new business registrations, showing con-
tinued strong private sector growth, and also 140 ACBR filings of
women-owned business, an increase of 13% over the previous FY,
These figures showcased the continued development of Afghanistan’s

private sector and both GIRoA and the project’s success in getting
businesses to formalize operations by legally registering.

Moving into 201 I, the project supported the ACBR’s strategic plan-
ning and brand development, and increasing public outreach and
awareness. The ACBR team helped to redesign the ACBR’s
logo (shown above) around the slogan “Fast and Efficient,”
creating an appealing image that could be used in all ACBR
publicity efforts. The logo is now used on all official documenta-
tions, communication, and certificates of registration with ACBR. In
January 2011, the ACBR team then helped to prepare the ACBR Vi-
sion Document, which sketches out a vision of the ACBR as an effi-
cient, web-based, and modern registration system for Afghanistan
which will be strongly recognized all over the country. The project
also facilitated this goal by working as part of the outreach campaign,
and further socializing the new ACBR logo.

After assisting in ACBR brand development, project advisors set to
improving actual ACBR processes. The ACBR team provided sugges-
tions to the MoCl for streamlining ACBR business registration pro-
cesses, including registering as a legal entity prior to obtaining a tax
identification number (TIN), an internationally recognized best prac-
tice. The ACBR team lobbied successfully for the use of a standard
business registration form, another best practice for limiting fraud in
registration. Additionally, the project created a draft of a new,
shortened ACBR registration form to remove redundant
data and save applicants time. Finally, advisors helped the ACBR
plan for integrating trademark registration as a part of business regis-
tration processes, helping to further consolidate the ACBR as a “one-
stop shop” for all facets of business registration.

Continued on page 38
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Afghanistan Central Business Registry

Continued from page 37

Across Year 2, the project also contributed in-depth information
technology assistance to the ACBR in a variety of facets. In May
2011, project advisors worked in conjunction with the Ministry of
Communications and Information Technology (MCIT) and MoCl to
create a page on the MoCl’s website that publishes data retrieved
from the ACBR database. The webpage helped increase public ac-
cess to ACBR data, further improving transparency of business in-
formation to the Afghan public.

The major activity in the project’s technology-based assis-
tance to ACBR was making enhancements to the ACBR
registration application. The enhancements included the overall
transition of the ACBR to being a web-based application; improve-
ments to the user interface; and an improved printing interface that
enables ACBR to prepare forms more easily for applicants’ signa-
ture. These enhancements were integrated as a part of the new web
application, which was delivered in September 201 | after being so-
cialized with ACBR staff and the ACBR director. A screenshot of
the new application interface can be seen at right. The project team
also delivered training on the new application to ACBR provincial
managers and MoCl staff in July and August, resulting in improved
GIRoA capacity to take ownership of the system and maximize the
benefit of its new enhancements. As a whole, EGGI/ACBR’s tech-
nology assistance and delivered enhancements helped to improve
the usability of the ACBR database and make business registration
processes more efficient. With these enhanced tools, ACBR will be
able to reduce the time needed to register businesses and deliver
broader service.

Finally, advisors worked throughout the year to build the MoCl/
ACBR Directorate’s capacity to take over the ACBR workstream
and independently run the enhanced web application. The project
team managed the transition of work to GIRoA counterparts by
creating a transition plan for MoCI/ACBR in work breakdown for-
mat, conducting formal training sessions, and producing a tutorial
manual with video guidelines that can be referred to if ACBR has
any operational issues. This work all culminated in a successful up-
load of the enhanced ACBR web application on September 10, fol-
lowed by a formal transfer of ownership to the MoCl.

iy

[}

[}
[

©
s

{CBR Sas
-/ i

Screenshot of main ACBR web application
interface, including user controls

Conclusions/Lessons Learned

EGGI’s experience with MoCl on the ACBR hand over reinforced the
value of effectively transitioning technical assistance with a high de-
gree of transparency and detailed scheduling, especially in the case of
a developing world counterpart who is still highly reliant on donor
assistance. The project was transparent about the transition, created
specific transition plans and tutorial materials, and empowered MoCl/
ACBR counterparts to take incremental ownership of key activities.
These actions are particularly important in Afghanistan because of the
high number of donor-funded assistance projects that GIRoA agencies
are highly reliant on, but may start or stop abruptly due to changing
donor priorities and funding. The project’s ACBR team gave advance
notice to MoCI/ACBR that the workstream would end in September
2011, so counterparts had adequate time to appropriately plan for
taking ownership of workstream activities. Transition plans also in-
cluded specific tutorials and instructions for handover of technical
areas, assets, and project deliverables, and were socialized widely
with MoCl counterparts. All these activities ensured that MoCI/ACBR
had adequate capacity to take over all ACBR activities and the web
application, and could maximize the utility going forward of the work
that the project’s advisors completed.

Future progress related to business registration in Afghanistan will
also be highly contingent on public outreach and education, and the
ACBR’s effective communication of the benefits of formal business
registration. This will have to parallel a continued maturation of the
licit economy in Afghanistan and a private sector consensus on the
benefit of operating through official GIRoA processes. ACBR’s pro-
gress across the project’s Year 2 has achieved clear successes in these
areas by helping publicize and better brand the ACBR, and issuing
recommendations to make registration processes easier for entrepre-
neurs. Finally, in the future more progress must also be achieved in
the country’s commercial legal framework, including passage of the
ACBR Regulation that is still in review with the Minister of Com-
merce and Industries.
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Commercial Law

Background

Because Afghanistan’s is an evolving post-war economy that needs
to spur private sector growth in order to achieve economic devel-
opment, there is a key need to improve commercial laws that gov-
ern the sector. Many existing laws are outdated and reflect far dif-
ferent circumstances than Afghanistan’s commercial sector currently
faces. In Year |, for example, the project worked closely with the
MoCl to draft a new Bankruptcy Law, as the previous law dated to
1942 and was virtually unused. The outdated law was one of the
main reasons Afghanistan received a last place ranking on the
“Closing a Business” indicator in the World Bank’s Doing Business
Indicators rankings. With EGGI assistance, a new law was drafted to
be taken forward in Year 2 that addressed flaws in the existing sys-
tem and included a provision establishing a working system for deal-
ing with business insolvency.

To address such issues and help promote the development of a
rational commercial law framework in Afghanistan, project advisors
worked with the MoCl Legal Directorate to draft new commercial
legislation and regulations, and conduct analysis on what legal struc-
tures may be impeding commercial operations. In Year |, the pro-
ject focused on clarifying and rationalizing rules related to company
organization, business registration, resolution of business insolven-
cies, and alternative dispute resolution. Continuing that direction of
work into Year 2, the project aimed to assess Afghanistan’s com-
mercial legal and regulatory framework, improve the MoCl’s legal
reform process and prioritize its legal agenda, and complete analysis
and support drafting of key commercial laws, amendments, and reg-
ulations.

Year 2 Results with USAID/EGGI Assistance

The project’s core technical assistance in Commercial Law focused
on providing legislative support to the MoCl Legal Directorate and
drafting new/updated laws and regulations. The major content draft-
ed by the team includes updates to Afghanistan’s Bankruptcy
Law that had been drafted in Year |; the draft ACBR Regulation;
the Business Naming Procedure; and amendments to the Corpora-
tion law. The majority of these laws/regulations remain under re-
view by various GIRoA entities. The team also contributed contin-
ued analysis on commercial laws and regulations that have been
passed in recent years and their effect on the private sector, includ-
ing the Corporation and Limited Liability Company (LLC) Law, Me-
diation Law, and Agency Law.

Concurrently with these efforts, the project supported MoCl to
advance the legislative process of establishing the new
Bankruptcy Law. Following completion of an early draft law in

Year |, the project’s Year 2 assistance centered on further develop-
ing the law and soliciting stakeholder feedback to ensure it ad-
dressed conditions unique to the Afghan business climate. During
October 2010, the project supported MoCl to host public consulta-
tion events in Mazar, Herat and Kabul to obtain stakeholder feed-
back on the recently released draft law. The purpose of the events
was to review the draft law with key stakeholders - Afghan busi-
ness leaders, academics, and public officials - and discuss partici-
pants' concerns and implications of the new law. Useful feedback
was received that was then incorporated into the subsequent draft-
ing process, making the law more relevant to the Afghan business
climate. For example, the new law sets out the establishment of a
working system for dealing with business insolvency. An improved
structure for addressing insolvency will likely improve the climate
for lending and investment in Afghanistan and help to promote pri-
vate sector growth.

The Commercial Law team also provided collaborative assistance
to the EGGI project’s ACBR and DBBI workstreams on legal mat-
ters, providing a comprehensive support structure to MoCl in push-
ing forward commercial reform. In Q4, the team conducted re-
search to support the DBBI workstream that culminated in a sum-
mary document containing the laws, regulations, licenses
and procedures affecting the World Bank’s Doing Business
indicators. The document’s information was critical for the DBBI
Working Groups, facilitating decision-making on the Working
Groups’ reform priorities. In support of the ACBR workstream, the
Commercial Law team continued work on a draft ACBR Regula-
tion, which is intended to ensure appropriate, safe, and convenient
conditions for registration of business entities with MoCl. The draft
was completed by the team and submitted to MoCl, but remains in
review.

Finally, EGGI provided research input to USAID’s Office of Eco-
nomic Growth on considerations for legislative and regulatory re-
forms in support of the Afghanistan Strategy for Prosperity, Infra-
structure and Regional Engagement (ASPIRE) initiative. EGGI deliv-
ered a report in June 201 | that analyzed key legislative issues rele-
vant to ASPIRE including the timeline of the Afghan legislative pro-
cess, the lack of consistency between national planning initiatives
and legislative planning, the importance of continued progress on
commercial legal reforms, and the need for effective coordination
of donor-supported legal reforms in the commercial and economic
sectors.

Conclusion/Lessons Learned
While the Commercial Law workstream achieved important mile-

~ stones during Year 2, progress was impeded by human resources

issues with GIRoA counterparts. Most prominent was that the posi-
tion of Head of the MoClI’s Legal Directorate remained vacant for
more than seven months, and the ministry lacks a Legal Advisor, as
that position was removed from the MoCl organizational chart
earlier this year. Without a consistent counterpart to champion
EGGI-supported initiatives, progress on various commercial law
initiatives remained marginal.

Similarly, the workstream also faced challenges in draft laws and
regulations being held up in review by GIRoA entities, including the

" MoCl. While many of the proposed drafts could expedite and im-

prove business procedures if passed, GIRoA review processes re-

mained protracted and obscure and held up draft documents for
long periods. This time scale should be kept in mind for any future
efforts to implement reform in the commercial sector legal frame-
work.

Previous Director of the MoCl Legal Directorate,

Mr. Mohammad Yousef Rajabi, provides an overview
of the draft bankruptcy law at a public consultation
roundtable in Herat on October 7, 2010
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Support to MoCl / Doing Business Better Initiative

Background

The Doing Business Better Initiative (DBBI) was launched in Decem-
ber 2010 in Kabul as a private sector development reform program
first called “Accelerating Afghanistan Business Growth” (AABG).
The program was a joint effort of the MoCl and EGGI/USAID. The
primary goal of the program was to implement sustainable business
reform and raise Afghanistan’s overall ranking as reported in the
World Bank/International Finance Corporation (WB/IFC)’s annual
“Doing Business” report, which tracks several core indicators of the
ease of doing business in a country. While Afghanistan’s ranking has
been consistently low since the start of publication in 2003, and
came in at 167 out of 183 countries in the 2011 report, the pro-
ject’s DBBI effort is the first time an initiative has been launched to
work on reforming business climate in Afghanistan since then.

The DBBI program was intended to consolidate commitment from
GIROA, the private sector, and donors for work efforts targeted at a
select group of the Doing Business indicators. To do this, Working
Groups were formed to address key indicators selected for immedi-
ate reform and to promote associated policy changes. The project
team was meant to support the groups by preparing discussion and
concept notes, highlighting specific tools for reform, mapping GIRoA
processes related to the indicators, and issuing high-level recom-
mendations for the group’s participants. The overall goal of the
workstream for Year 2 was to facilitate the Working Groups’ pro-
gress in implementing reforms that would have a positive impact on
business development and Afghanistan’s rank in the WB/IFC’s
“Doing Business” report.

Year 2 Results with USAID/EGGI Assistance

The project’s efforts in Year 2 kicked off in December 2010 with a
launch event in Kabul for the AABG program. The event
featured previous U.S. Ambassador Karl Eikenberry and
the Afghan Minister of Commerce and Industries, Dr. And-
warul Haq Ahady. The event brought together over 160 senior
officials from across Afghan ministries, the donor community, and
the private sector, catalyzing the start of the effort with a significant,
well-publicized event.

The first tangible DBBI action in Year 2 was then to select the Doing
Business indicators where reform was most needed, and establish
the associated Working Groups (WG) that would address them.
The groups consisted of representatives from government, the pri-
vate sector, the donor community, and civil society. These Working
Groups were the main bodies for outlining challenges, validating
obstacles, and recommending solutions for implementing reforms in
the selected indicators. Ultimately five indicators were settled on as
targets for reform: “Starting a Business,” “Registering Property,”

Over 160 representatives from GIROA ministries, the . |
diplomatic community, and international donor im-
plementing partners, listen to presentations at the
‘Accelerating Afghanistan Business Growth'launch.

findings at a gathering at the MoCl on
September 28,2011

“Protecting Investors,” “Trading Across Borders,” and “Closing a
Business.”

Monthly WG meetings commenced in December 2010, with the
project helping to facilitate the meetings and report on progress. As
the meetings were held, advisors also worked to connect DBBI
efforts to EGGI regional offices in Nangarhar, Balkh, and Herat; the
project’s advisors identified linkages between DBBI efforts and pro-
vincial-level business environment activities (such as the Private
Sector Development Sectoral Committees (PSD-SCs)), and partici-
pated in several of the Kabul-based WG meetings in early 201 1.
The project continued to support WG meetings through 2011,
resulting in better organization and productivity of the meetings and
the identification of multiple potential reforms.

In March 2011, the WB/IFC released survey questionnaires for
2012, which collect the data that impact individual countries’ Doing
Business rankings. The project supported the survey rollout by
coordinating with the DBBI Working Groups and other stakehold-
ers to select survey respondents that represented a wide swath of
the Afghan business community. The project then conducted joint
briefing sessions with selected respondents about how to complete
the surveys and to solicit their feedback on the Afghan business
climate. The effort resulted in a higher proportion of survey
respondents (30 out of 37), and better quality responses
than in previous years. In the wake of the project’s efforts, the
WB/IFC team expressed specific gratitude for the high fidelity of
survey information collected by the DBBI team.

After helping to collect the WB/IFC survey data, the DBBI team
started research work to capture regulatory procedures and map
processes for three of the five indicators; “Starting a Business,”
“Closing a Business,” and “Protecting Investors.” Analyzing these
three indicators, EGGI produced flowchart deliverables for the
MoCl Private Sector Development (PSD) Directorate to
illustrate relevant processes, and identify where improve-
ments could be made. Processes and procedures were mapped
for each of the three indicators in their relevant GIRoA agencies:
“Starting a Business” in the Afghanistan Investment Support Agency
(AISA) and the Licensing Directorate of MoCl; “Voluntarily Closing
a Business” in the same agencies; and “Registering Properties” for
multiple relevant GIRoA agencies.

Continued on page 41
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Support to MoCl / Doing Business Better Initiative

Continued from page 40

The project’s work in mapping these processes helped to identify
key ways that GIRoA could make changes to facilitate licensing and
regulatory procedures for businesses. As an example, the analysis
for the “Starting a Business” WG diagrammed all the current steps
in the MoCl Licensing process and then identified two steps that
hindered starting a business (see diagram below). For these steps,
“Criminal Background Check” and “Control,” the DBBI team dis-
cussed the pros and cons of the steps with the WG, and potential
ways to improve them. The team ultimately proposed modifications
that would retain the steps’ core functionality but streamline relat-
ed processes, helping to reduce start-up time and cost for new
business registrants. Another recommendation was to reform the
AISA licensing process, especially the required fees. The recom-
mendations were to allow direct submission of licensing fees to a
bank, reducing opportunities for corruption, and eliminating or
creating a more striated licensing fee structure. The result would be
a lessened burden on entrepreneurs, who in Afghanistan pay an
average of 27% of per capita income to start a business (compared
to 5-7% per capita income in most developed countries).

To conclude the year, the project summarized its analysis on areas
for improvement within the DB indicators by producing a high-level
document on the key laws, regulations, procedures that impacted
Afghanistan’s rank in the Doing Business report and country’s
broader business environment. The project also prepared a concept
note detailing the challenges faced by the DBBI and how to move
the initiative forward after direct EGGI support concluded at the
end of September 201 |I. These documents and all DBBI deliv-
erables were presented and handed over to the MoCl dur-
ing a gathering which took place on Sept 28th, 2011 at the
MoCl Conference Hall. Representatives from different donor agen-

cies engaged in private sector development in Afghanistan were
present, and praised the critical work of the EGGI DBBI team in
setting a strong foundation from which to implement private sector
change.

Conclusions/Lessons Learned

Similarly to the ACBR workstream, a central lesson learned for the
DBBI was the importance of transparently transitioning work to
GIRoA counterparts given Afghanistan’s unique development cli-
mate and GIRoA bodies’ reliance on donor assistance. Because the
DBBI Working Groups were well informed of the workstream end-
ing in September 2011, and the transition was formalized through
the handing over of documents and deliverables at the Sept 28th
event, it enabled the MoCl to more smoothly take ownership of
the DBBI work. This continuity created better prospects for the
EGGI-recommended reforms to actually be implemented, and lead
to tangible improving Afghanistan’s Doing Business ranking. Howev-
er, one factor impeding this potentiality is the stagnation of the
Working Groups after EGGI work ended, despite the smooth hand-
over of materials. This demonstrates that there is still a need for
stronger GIRoA commitment to improving its business ranking; this
may be more achievable were GIRoA to issue a mandate for the
Working Groups, but such action has not yet been taken.

Finally, the project showed great improvement in issuing WB/IFC
surveys to business actors and obtaining a higher response rate than
in the past. However, with only 30 total respondents, the survey for
Afghanistan still needs a much larger sample size to better reflect
the state of the business sector. Continuing to improve the reach of
the survey into the future through more numerous respondents will
help to improve reliability of data, making the survey more useful
for Afghanistan decision-makers.
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Component 3(old):

Private Sector Development

Economic Growth and Governance Initiative

Component 3: Year in Review (Oct 2010—Mar 201 1)

During the Spring of 2011, the EGGI project went through a realign-
ment of priorities exercise with many of the individual workstreams
that were part of the WBS at the beginning of Year 2. As a result,
some Component 3 workstreams closed for the remainder of the
contract year and successfully wound down in accordance with the
realigned priorities. By March 2011, the former Component 3, Private
Sector Development, was complete, with the exception of certain
workstreams that became the revised project’s “Component 2.” The
strategic objective of the original Component 3 was to promote pri-
vate investment in industries and businesses, and to advance GIRoA
efforts to put in place a sound enabling environment that improves
economic competiveness, reduces unnecessary government interven-
tions, promotes transparency and predictability, and encourages pri-
vate sector growth.

To advance these goals, the project supported the Ministry of Com-
merce and Industries (MoCl), Ministry of Communications and Infor-
mation Technology (MCIT), the Afghan Telecom Regulatory Authority
(ATRA), and the Ministry of Mines (MOM). In addition, the project
supported GIRoA institutions at the provincial level, specifically the
Private Sector Development Sectoral Committees (PSD-SCs) in Herat,
Balkh and Nangarhar provinces. The PSD-SC comprises several key
GIRoA institutions that advance private sector development at the
provincial level. Although these workstreams had all ended by the
second quarter of Year 2, significant progress was made to enable
private-sector-led economic growth.

In telecom, the project supported MCIT efforts to advance the Optic
Fiber Cable (OFC) project to improve service delivery of modern
telecom services throughout Afghanistan. The project also worked
with MCIT to restructure and reduced wholesale internet prices,
which currently add to the high cost of doing business in Afghanistan,
by restructuring wholesale internet prices by zone and volume.

Project advisors also assisted the ATRA Telecom Development Fund
(TDF) program to award subsidies to licensed operators to expand
network coverage to rural communities. As a result services were
expanded to 124 of 143 underserved districts, bringing modern tele-
com services to over 50,000 people. The project also supported AT-
RA to enhance its regulatory authority by guiding revisions to the
Telecom Law and preparing a roadmap for implementation of those
revisions.

In the mining sector, Afghanistan’s lucrative mines present a major
opportunity for revenue generation and industry growth. To attract
potential investors, the project facilitated a major investment promo-
tion conference in New York City. Advisors also prepared a mining
sector strategy that shows the sector’s potential revenue contributions
to GIRoA.

To promote provincial private sector development, EGGI also support-
ed provincial governing councils in Herat, Mazar, and Jalalabad to devel-
op and implement Private Sector Development (PSD) Strategic Plans.
The PSD strategic plans were intended to improve the business ena-
bling environment in the provinces and stimulate private sector invest-
ment, small business creation, and job growth.

Year 2 Outcomes as a Result of USAID/EGGI Assistance:

¢ Increased Internet access and private sector growth in the
telecom sector: EGGI facilitated commercial agreements with
neighboring countries including Turkmenistan and Pakistan to ad-
vance progress on the OFC network. This project will improve
Afghanistan's telecom infrastructure allowing for expansion of ser-
vices into rural communities. These efforts contributed to increas-
ing internet access from 1.3 million to 1.4 million citizens.

« Lower internet costs: The project helped negotiate a deal with
Pakistan’s Wateen Telecom to obtain access to subsea cables in the
Arabian sea. Advisors supported MCIT negotiations that resulted in
a 43% reduction in up-front charges and a 20% reduction in annual
operations and maintenance charges. This enables lower prices
charged to Afghan consumers.

« Improved business enabling environment in the provinces:
Development of concrete PSD Strategies facilitates improvements
to the business climate and promotes investment into the regions.
Assistance in the areas of strategic planning, policy development,
investment promotion, operational streamlining, organizational
restructuring, among other reforms promote sound economic
governance and private sector development.

o Maturity of telecom regulatory framework: ATRA selected a
firm for 3G Advisory Consultancy Services to assess readiness of
the Afghan market for 3G and Worldwide Interoperability of Mi-
crowave Access (WiMAX) services. This reflects ATRA’s maturity
as a regulatory body as they commence the process of expanding
3G in Afghanistan.

Timeline of Key Events under EGGI Component 3 (old):

Herat PSD-SClaunches

process to develop an

implementation plan for
PSD Strategy

Sep

Nov D
2010

Mining Investment
promotion conference held
in NYC; Balkh PSD Strategy
completed

ATRA awards 3™ TDF
tender to licensed
operators to expand
network coverage

PDS Workshops held in Herat
and Mazar; Herat completes
implementation plan for PSD

Ownership of PSD Strategic
planning efforts transitioned to
provincial PSD-SCs in Heart,
Mazar, and Jalalabad

Oct ec Jan Feb Mar

2011

3G and WiMAX Spectrum Valuation
Consultancy Advisory Services begin
to introduce the next generation of
modern telecom services

Firstland title deed
issued at the Herat
Industrial Park to Super
Cola
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Telecom: OFC Agreements (de-scoped February 201 1)

Background

Five years ago, the Ministry of Communications and Information
Technology (MCIT) awarded a $70 million contract to ZTE (China)
to construct an Optical Fiber Cable (OFC) Ring Network around
Afghanistan following the National Ring Road. Afghan Telecom
(AfTel) is the project manager, operator and marketing organization
for OFC project. Roughly 60% of AfTel’s revenues are generated by
the OFC network. The project is expected to grow by 85-90% by
the end of FY 1389 with revenue projections near USD |7 million.

When finalized the OFC will cover 3,100 km and connect Afghani-
stan to other countries, significantly improving telecommunications
connections. This will improve Afghanistan’s overall development, as
businesses and NGOs will be able to send and receive data at
speeds far greater than before. Through this initiative, AfTel is pio-
neering new and successful implementation of the latest telecommu-
nication advancements and improving service delivery to the citizens
of Afghanistan. The OFC will enhance AfTel’s ability to provide a
wider range of services and offer more competitive pricing schemes,
which will ultimately improve access to modern telecom services for
citizens in Afghanistan.

During the Spring of 201 |, the EGGI project went through a realign-
ment of priorities exercise with many of the individual workstreams
that were part of the WABS at the beginning of Year 2. As a result,
telecom related workstreams were de-scoped for the remainder of
the contract year and the workstream was successfully wound down
in accordance with the realigned priorities.

Year 2 Results with USAID/EGGI Assistance

The project’s assistance to AfTel in the first quarter of Year 2 fo-
cused on securing the final cross border agreements with Turkmeni-
stan on the OFC. The project also helped achieve a 50% reduction
in wholesale internet costs for Afghan Internet Service Providers
(ISPs), which will ultimately help expand Internet access and increase
the Internet penetration rate. EGGI also helped advance internation-
al commercialization of AfTel through a greater emphasis on mar-
keting. To this end, EGGI supported AfTel to release three monthly
newsletters to over [,000 customers and sector stakeholders
worldwide. Additional areas of assistance included reduction of IP
costs, introduction of Afghan transit to international carriers, new
OFC sales opportunities, and enhanced IP service partnerships with
global operators.

Turkmenistan transitto
connect Herat & Mazar
Part of Capacity
Swap agreement

EGGI Telecom advisors worked to help AfTel secure
cross-border agreements to implement Afghanistan'’s
Optical Fiber Cable (OFC) Ring Network

During October 2010, project advisors supported AfTel to make
progress in network expansion efforts by facilitating an agreement
with the Turkmenistan Ministry of Communications (MOC) to se-
cure the final cross border interconnect site on AfTel’s Optical Fiber
Ring Network. The agreement was significant as it facilitated a capac-
ity-sharing arrangement between the two telecom providers that
will allow AfTel to use Turkmen MOC network capacity to connect
Herat to Mazar-e-Sharif while the National Ring Road OFC is com-
pleted.

Following the agreement, Minister Sangin of the MCIT approved
OFC construction at the new interconnect site in Northern Afghani-
stan to Aqina, on the Turkmen border. This is the second trans-
border crossing to Turkmenistan. AfTel completed the first inter-
connect earlier in the year, building an OFC extension in the west to
Turghundi from Herat. Both AfTel and the MOC agreed to connect
to the other’s crossing: AfTel to Aqgina, and MOC to Turghundi.
Completion of this double border crossing facilitates the linkage of
two major Afghan economic centers, and allows AfTel to expand its
services to reach more customers.

The Turkmenistan interconnect significantly expands AfTel's net-
work options. Direct connection between these two communities of
interest generates increased demand and facilitates lower costs to
consumers for voice, data, Internet, and video services.

The project’s support to AfTel to expand network capacity and
service options directly contributes to AfTel commercialization, and
provides additional revenue to AfTel, creating more value for future
privatization efforts.

AfTel, with project support, also negotiated multiple international
fiber optic connections to lower internet costs and expand network
capacity. Support consisted of helping AfTel leadership to negotiate
capacity sharing agreements and to draft briefs to prepare for nego-
tiations. To the east, AfTel pursued a Dim Fiber Purchase in Pakistan
through Wateen Telecom. Dim Fiber is an optic transmission system
that can support multiple wavelengths running simultaneously over a
single optical fiber. The opportunity to purchase Dim Fiber is a mile-
stone ICT opportunity for Afghanistan and for the growth of AfTel’s
services and revenue base. The agreement will potentially reduce
transit costs and provide highly coveted access to the subsea cables
in Karachi which will give AfTel an outlet to the rest of the world.

In support of the negotiations, EGGI
- initiated a Telecom Dim Fiber-Pakistan
(DFPK) business case team with officials
from AfTel and MCIT to be used to lob-
by government officials to commit funds.
The project helped MCIT negotiate a
43% reduction of the upfront costs in
. Wateen’s initial offer, but MCIT and
AfTel required approximately $30M
during the second quarter to pursue the
deal. Options discussed with the MCIT
Minister Sangin to self-fund included
"% offering transit to Uzbekistan, Tajikistan
and Turkmenistan and long term capacity
leases to Afghanistan GSM and ISP oper-
ators. This option is a positive move for
 a more competitive ICT environment in
the fixed line market. However, the
* transit and leases will not generate the
¢ total required funds in the short-term.
Z The business case team developed alter-
“ native funding options and recommended

~_.. Continued on page 44
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Telecom: OFC Agreements (de-scoped February 2011)

Continued from page 43

a combination of GIRoA and donor support. If the purchase is suc-
cessful it will increase competition for domestic and international
telecom services and lower the cost of internet service.

During the period of assistance, MCIT showed improved responsive-
ness to addressing the issue of high internet costs in Afghanistan. At
the project’s recommendation, Minister Sangin agreed to reduce
wholesale Internet prices for Afghan ISPs providing service to citizens
in the country’s most densely populated zones (Kabul, Mazar, Herat,
and Kandahar). The price reduction strategy will ultimately expand
internet access for Afghan citizens in rural areas and pass cost savings
on to consumers. For example, AfTel purchases IP Transit from Paki-
stan Telecom for Kabul and Kandahar at $550/Mbps/month. AfTel
then charges the ISPs $1500/Mbps/month, one of the highest rates in
the world. Under the new pricing scheme, the new wholesale zone
prices charged to Afghan ISPs will not exceed $200/Mbps/month over
the zone cost for volume purchases. Thus, once this pricing scheme is
finalized, the IP wholesale rates for Kabul/Kandahar will drop to $750/
Mbps/month, a 50% reduction in cost. Such reductions in Internet
access costs will make Internet more affordable to the public and
increase the Internet penetration rate (estimated to be at 3.4%). Also,
these reductions will generate more interest in mobile 3G services
which are heavily Internet usage-based, making service more attractive
to the public and consequently to GSM operators. As a result, pending
3G and WiMAX licenses will have considerably more value at auction
which equates to more revenue for the MCIT and GIROA.

The project also helped advance GIRoA-wide coordination of ICT
assistance efforts. Via the “Support to the MCIT on Optical Fiber

AfTel’s Cost Reduction Strategy is passed
to Afghan consumers
AfTel purchases IP Transit

from Pakistan for Kabul
and Kandahar at: +

$550/Mbps/month

Mark up: $950

AfTel’s former price:
charged to consumers

$1500/Mbps/month

——-NEW PRICING SCHEME:————

AfTel still purchases IP Transit
from Pakistan for Kabul
and Kandahar at: +

$550/Mbps/month

Under new pricing scheme, $200
AfTel cannot charge over

$200 Of the Zone cost: =

New price charged to $750/Mbps/month
consumers:

Cost savings = $750Mbps/month

During the first GIROA IT coordination meeting, GIROA officials brief
AfTel CEO, Gul Ahmad Rastman, on IT requirements at their respec-
tive organizations. The meeting was an opportunity for AfTel to learn
of potential business opportunities and gain insight from customers
on existing services and quality.

Cable Connections” workstream, the project facilitated interagency
coordination on GIROA-wide ICT issues as a core member and regu-
lar participant in the Telecom Working Group (TWG). The TWG is
convened on a biweekly basis by the Economic counselor at the
American embassy in Kabul. The TWG includes all of the DOD com-
ponents active in Afghan ICT, including USFOR-A, CSTC-A, DISA
plus corresponding ISAF units. EGGI provided routine updates on
the key elements of policy-making at MCIT, relevant legal-regulatory
actions (or inactions) at ATRA, as well as major initiatives such as the
national fiber optic ring construction, the cross-border fiber optic
connections to Pakistan, Iran, Tajikistan, and elsewhere. When the
project worked in telecom, advisors worked closely with the USG to
define and stand-up the Telecom Advisory Team (TAT) reporting to
COMISAF, which is funded by DISA and the DOD Task Force for
Business Stability Operations (TFBSO), to ensure that the numerous
ICT workstreams that were initiated by USAID under EGGI would
remain sustainable following the departure of advisors.

Project efforts also helped advance international commerecialization of
AfTel through marketing, coordination of GIROA wide meetings, and
supporting Minister Sangin at international conferences to build
prominence on the world stage. AfTel, with advisor support, released
three monthly newsletters to a greater number of customers and
sector stakeholders with each successive edition. This activity con-
tributed to AfTel’s efforts to become a more customer-centric organ-
ization by providing news to its current and potential customers. As
AfTel reinitiates privatization efforts, outreach such as the newsletter
will provide interest and value to the organization. To develop rela-
tionships and communication channels within GIRoA, AfTel also initi-
ated a GIRoA IT Coordination meeting. The bi-weekly meeting is an
opportunity for AfTel to meet with GIRoA officials and learn of IT
requirements at various agencies and potential business opportunities.
AfTel's CEO welcomed the open communications as the first step in
developing better relationships, supporting requirements and increas-
ing service quality. As AfTel anticipates its second fiscal year with
profits, continued growth in the government sector has become a
priority.

Lessons Learned

The privatization of AfTel will strengthen the progress of ICT devel-
opment in Afghanistan. Commercial, private-public partnerships with
experienced operators are a temporary, short-term fix, but not a
long term solution for the country. Despite dedicated employees in
AfTel, the organization is not commercially viable as a state-owned
enterprise having to function under GIRoA hiring policies and wage
scales, procurement processes, and dependence of the entire organi-
zation on direction from the MCIT. Privatization, with the follow-on
liberalization of the sector, should be a priority for GIRoA and the
donor community. The liberalized, Afghanistan mobile market is an
example of what the private sector could do to provide services for
the nation.
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Telecom: ATRA/Telecom Regulatory Framework Enhancement (de-scoped February 201 1)

Background

The project built off successful Year | support to the Afghanistan
Telecom Regulatory Authority (ATRA) and MCIT focusing on the re-
launch of ATRA, which has developed both institutionally and in regu-
latory expertise since its establishment in June 2006. It is now in the
mature stage of regulatory management and capacity to guide the
sector in new technology implementation with emphasis on quality of
service and customer protection. Assistance under this workstream
focused on supporting ATRA to improve the Telecom Regulatory
framework, expanding access to modern telecom services for rural
communities, and preparing ATRA to bring next wave telecom ser-
vices to Afghanistan, including 3G and WiMAX.

Expanding network coverage for mobile and internet communications
is critical to enable economic growth. To help expand access to tele-
com services and improve service delivery for the citizens of Afghani-
stan, the project assisted ATRA in disbursement of roughly $50M in
funds held within the Telecom Development Fund (TDF), intended to
increase access to telecom services for underserved populations.
Since the initial TDF tender in 2010, awarded contracts have resulted
in subsidized telecom network expansion into 124 of the 143 “un-
served” districts in Afghanistan. At the end of EGGI assistance in Feb-
ruary 201 |, ATRA had awarded 84 new contracts to licensed telecom
operators. This milestone is significant as now more than 100,000
citizens in rural locations will have access to modern telecom ser-
vices. In total, ATRA has helped to facilitate network expansion cov-
ering 379 of 398 districts in Afghanistan.

During the Spring of 2011, the EGGI project went through a realign-
ment of priorities exercise with many of the individual workstreams
that were part of the WBS at the beginning of Year 2. As a result,
telecom workstreams were de-scoped for the remainder of the con-
tract year and the workstream was successfully wound down in ac-
cordance with the realigned priorities.

Year 2 Results with USAID/EGGI Assistance

During the first quarter of Year 2, ATRA, with project support, devel-
oped revisions to the Telecom Law strengthening the regulatory
framework and expanding the scope of ATRA’s authority. Specifically,
the revisions expanded the scope of TDF services to include Internet
services and funding for both telephone and Internet services to
schools and hospitals in Afghanistan. The project also developed a
“Roadmap for implementation” of the new law, and revisions in the
ATRA Code of Practice. The new Telecom Law strengthens ATRA’s
authority as a telecom regulator, empowering it to better regulate the
sector and improve service delivery in Afghanistan.

ATRA also made marked progress
toward expanding telecom services to
rural communities in Afghanistan
through the TDF tender bid and
award process. In October and No-
vember 2010, ATRA announced the
third and fourth TDF tender awards
expanding network coverage into 67
and 17 districts respectively. Official

TDF Tender Facts

TDF subsidies awarded in
November will expand
network coverage in:

o 124 of the 143 un-
served districts in

Afghanistan .

fe award of these contracts to licensed

o 379 of 398 total telecom operations is a significant
districts milestone as it is estimated that an

additional 50,000 citizens in rural
All sector operators are Afghan communities will now have
participating in the Tender to access to modern telecom services.
expand coverage in rural The project assisted ATRA with the
communities around the TDF tender process and in research
country. and planning for network expansion.

Significantly, all sector operators have
now participated in the TDF tendering process and all have been (or
will be) awarded TDF subsidies for expansion into un-served districts
in rural Afghanistan.

—

s~

ATRA Chairman Adbul Wakeel Shergul (left) formally awards TDF tender contracts to
licensed Afghan Telecom operators at a press conference at MCIT on October 28, 2010

To address remaining un-served areas, ATRA, with project support,
commenced review of potential options to obtain sector operator bids
for the remaining |9 un-served districts. Lack of security in those areas is
the main reason operators have been reluctant to extend their networks.
The project supported ATRA's TDF group to work with ISAF's TAT
Coordination Program to determine options for telecom network expan-
sion into remaining locations. ISAF programs are considered key to ser-
vice establishment and delivery in these high-risk contested locations.

ATRA continued to demonstrate its growing maturity as a telecom regu-
latory authority in pursuing introduction of the next generation of tele-
com services to Afghanistan. This action is critical to expanding access
for citizens and lowering costs. EGGI helped ATRA to advance efforts to
introduce these services by facilitating a Spectrum Valuation Consultancy
to advise ATRA and the MCIT on introduction of 3G and WiMAX ser-
vices. In January, ATRA signed a contract for the consultancy with Wal-
ters and Associates, Inc., resulting in an assessment of Afghanistan tele-
com sector readiness for 3G and WiMAX service capabilities, as well as
recommended frequency spectrum prices.

Additionally, the project supported ATRA to investigate the introduction
of services such as Mobile Number Portability (MNP), and In-Flight Mo-
bile Services, both of which are also evidence of ATRA’s progressive
maturity as regulatory authority. In support of fostering more competi-
tive pricing schemes, the project prepared a proposed Public Consulta-
tion for the introduction of MNP. Number portability is a telecommuni-
cations network feature that enables end users to retain their telephone
numbers when changing service providers, service types, and/or loca-
tions. It is also a key factor in enhancing competition in a multi-operator
environment.

Finally, the project also provided mentoring to staff on complex regulato-
ry issues including development of a Special Temporary Authorization
(STA) for alternate supply of hi-capacity private line circuits to interna-
tional forces. The project also developed a set of recommendations for
upgrading the Afghanistan Telecom Regulatory Authority (ATRA) web-
site including new graphics and revamping layout. The new design and re-
launch align it with international best practice standards for telecom reg-
ulatory authority websites. The ATRA website had not been updated in
design and content since 2006.

Conclusions/Lessons Learned

Continued support to ATRA will help ensure smooth implementation of
the new Telecom Law and updates to its Code of Practice. Progress
should continue on the 3G Spectrum Valuation Consultancy, MNP, and In
-Flight service proposals. In developing countries, the introduction of
MNP has stimulated more competitive pricing schemes for mobile ser-
vices. The concept of “regulation” has no historic precedent in Afghani-
stan and technology often moves much faster than government, so it will
take much more technical assistance to bring ATRA up to international
standards, especially with respect to the so-called “convergence” ser-
vices, such as mobile money and web-enabled electronic commerce on
3G smartphone devices.
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Telecom: ATRA Financial Statement Support (de-scoped March 201 1)

Background

ATRA has struggled with capacity in its Finance and Accounting
Departments since 2006. Internal control weaknesses resulted in
outstanding reconciliations of bank statements for the financial peri-
ods starting from commencement of ATRA’s legal operations in mid
-2006. Given that ATRA is recognized by the Telecom Law as an
autonomous body under MCIT, it is authorized to collect revenues
from telecom and internet service providers towards licensing fees.
To instill confidence within GIRoA and the donor community, it is
essential that ATRA maintain its books by following generally ac-
cepted accounting principles and preparing financial statements that
accurately reflect its financial position. In an effort to build this confi-
dence, and with the aim of supporting both transparency and ac-
countability, Minister Sangin of the MCIT requested EGGI to pro-
vide financial statement review and audit assistance to ATRA finance
and accounting staff.

During the Spring of 201 I, the EGGI project went through a realign-
ment of priorities exercise with many of the individual workstreams
that were part of the WBS at the beginning of Year 2. As a result,
telecom related workstreams were de-scoped for the remainder of
the contract year and the workstream was successfully wound down
in accordance with the realigned priorities.

Year 2 Results with USAID/EGGI Assistance

Responding to the near absence of internal controls, the project
adopted a continuous but gradual process for developing ATRA’s
accounting and financial management systems. Accordingly, advisors
guided ATRA management to introduce the physical verification of
cash at regular intervals, prepare bank reconciliation statements for
each of the ATRA and TDF bank accounts, and file payment vouch-
ers in serial number order and in the date sequence. Daily physical
counting and reconciliation of cash that began in January continued

By the Numbers:

By March 201 1, the project provided 214 person-
days of training in accounting and financial state-
ment assistance to 9 ATRA Finance Department

until the end of assistance in March 201 1. The project also began
examining the internal controls for the determination and receipt of
different types of license fees. None of these systems previously
existed within ATRA. This activity was conducted in tandem with
preparing/correcting the books of account of ATRA including prepa-
ration of bank reconciliation statements of ATRA bank accounts
since 2006.

To build accounting staff capacity to complete reconciliations, the
project began classroom training for audit and accounting staff in
December. The curriculum was determined by a baseline capacity
assessment to measure basic accounting knowledge and experience.
Advisors then created a comprehensive training plan comprising
both classroom and on-the-job training. The training curriculum
responded to financial management and internal control weaknesses
observed in ATRA operations. Each class included presentations and
demonstrations of key concepts. To ensure sincere attention of the
trainees, pop quizzes were conducted after every five sessions and
tests were administered following each subject chapter. Classroom
training was supplemented with on-the-job training and accounting
software training, aimed at bringing ATRA staff up to a credible level
of capability to perform the duties of maintaining proper books of
account and producing financial statements. Training continued
through the second quarter when EGGI assistance to ATRA ended.

EGGI conducts accounting training for ATRA
Finance and Accounting staff. The training series
was designed in response to internal control
weaknesses and aims to build ATRA staff capacity
to maintain proper books of account and produce
accurate financial statements.

The project also worked closely with accounting staff to conduct
reconciliation of ATRA bank accounts balances. This activity included
scanning through every individual bank transaction in order to ensure
that the books reflect correct bank balances at the end of each finan-
cial period. The reconciliations also helped to determine the correct
revenue collections over the various accounting periods towards the
Spectrum Fund and the TDF. Project advisors also prepared a chart
of accounts for ATRA. Due to ATRA’s lack of an accounting package,
EGGI used a demonstration version of an accounting software pack-
age and configured it with ATRA’s chart of accounts. This was then
used to begin entering accounting vouchers for the FY|385.

To ensure that momentum gained through EGGI on-the-job training
was not lost with the conclusion of this workstream, project advisors
prepared an Accounting Policies and Procedures Manual. This is a pre
-requisite for developing and maintaining the books of account. The
manual was complete by March 2011, the end of the current Afghan
Solar calendar year, and utilized so that the financial books for year
1390 (starting from March 21) could be prepared according to the
manual. The project’s advisors worked closely with ATRA staff to
socialize the manual, increasing the chances that it will be used by all
accounting staff going forward.

Conclusions/Lessons Learned

Despite the more robust controls that began to be implemented in
Year 2, substantial progress on this workstream was hampered be-
cause ATRA had not balanced its own checkbook from its account at
a commercial bank or reconciled income and expenses for the past
five years, much less considered financial controls or reporting. Ade-
quately responding to this context geared work towards rectifying an
existing situation, and impeded achievement of setting a stronger
foundation for the future. To ensure ATRA financial sustainability
into the future, as well as proper controls and accounting, the organi-
zation still needs both a high level of support and stronger internal
commitment. Despite the substantial size of ATRA accounts, super-
vision remains poor and still poses a substantial risk of abuse.
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Mining Sector (de-scoped December 2010)

Background

EGGI’s work with Afghanistan’s mining sector began in mid-2010 with
technical assistance to the Ministry of Mines (MoM) Investment Pro-
motion Department (IPD). The objective was to help the IPD in its
mission to accelerate investment in Afghanistan’s mining sector. In
Year |, EGGI helped to draft a mission statement for the IPD and rec-
ommendations for the department’s organizational structure. In Year
2, the workstream’s core goals were to continue the maturation and
development of the IPD, helping to promote Afghanistan’s mining sec-
tor, and to create a GIRoA mining sector strategy. During the Spring
of 2011, the EGGI project went through a realignment of priorities
exercise with many of the individual workstreams that were part of
the WBS at the beginning of Year 2. As a result, assistance to the MoM
was de-scoped for the remainder of the contract year and the
workstream was successfully wound down in accordance with the
realigned priorities.

Year 2 Results with EGGI Assistance

The workstream kicked off Year 2 by facilitating the Afghanistan Mining
Investment and Business Opportunity Conference in New York City in
September 2010. The event was meant to stimulate investment inter-
est in Afghanistan’s mining sector, allow the MoM to develop relation-
ships with mining companies, and disperse information on future min-
ing projects to potential investors. A GIRoA delegation, led by MoM
Minister Shahrani and Minister of Finance Zakhilwal, provided details
to attendees on the Hajigak Iron Ore deposit, one of the largest unex-
ploited iron ore deposits in Asia, as well as an overview of Afghani-
stan’s recent anti-corruption reforms that make the mining environ-
ment more attractive and stable for investors. Minister Shahrani also
outlined Afghanistan’s national priority programs that would support
sector development, including the National and Regional Resource
Corridors Program, which is meant to link the country’s major trans-
portation infrastructure projects with its mineral deposits. EGGI’s
planning efforts resulted in a successful conference that brought to-
gether GIRoA officials and potential investors, and helped promote
vital foreign investment in Afghanistan’s mining sector-.

Throughout September-December 2010, the project also worked to
develop GIRoA’s institutions related to the mining sector. Advisors
began initial preparations for a comprehensive mining sector strategy
detailing the sector’s potential contributions to GIRoA revenue, and
specifying changes to Afghanistan's mining law that are needed to at-
tract more outside investment. A draft strategy was produced that
provided GIRoA counterparts a strong foundation in progressing min-
ing reform initiatives.

Another key aspect of the project’s assistance was working with the
Civil Service Commission to develop and mature the MoM’s IPD. As
the IPD continued to mature, the project helped the department with
publicity and information outreach to promote further investment.
Advisors supported the IPD’s publicity efforts by helping execute a

Minister of Mines Shahrani speaks at Nor Aaba gold mine in

Takhar province, addressing community concerns

Participants at the Afghanistan Mining Investment and
Business Opportunity Conference listen to presenta-
tions on mining development and investment opportu-
nities. Over 106 representatives from investment banks,
mining companies, government agencies and business
leaders attended the event in New York City.

worldwide email publicity campaign to iron ore and steel production
companies about the large Hajigak Iron Ore deposit, and by assisting
release of the new MoM external website. Project advisors also assist-
ed IPD to prepare a tender package for the Vikadur gold mine site,
which included geographical analysis and terms and conditions of ten-
ders for the Vikadur bid. This support was key as it provided the MoM
and IPD with a tender package model that can be used for future bids
and circulated at international conferences.

The MoM’s ability to monitor the progress of mining contracts and the
subsequent impact on residents in mining communities, and conduct
outreach on the issue, was also critical given the recent surge in both
domestic and international media attention over mining sites in Afghan-
istan. In November 2010, EGGI accompanied Minister Shahrani and
members of the domestic and international press corps to visit a gold
mine in Takhar province. The purpose of the trip was for the Minister
to show that MoM is actively engaged in managing the progress of ex-
isting mining contracts throughout Afghanistan, especially as they im-
pact the residents of mining communities. For instance, in Takhar prov-
ince a two-year old contract held by an Uzbek organization is behind
schedule in their social obligations under the terms of the award. Com-
munity residents had grown frustrated as the social and economic ben-
efits promised at contract inception that have yet to materialize. Dur-
ing his visit, the Minister addressed these concerns with residents of
the local community and miners, speaking openly about the shortcom-
ings of the current social situation at the mine.

The project also helped lobby for legal changes that would support
development of the mining sector. These included amendments to the
2009 Minerals Law which would amend fixed royalty and corporate tax
amounts, as well as “Right to Mine” conditions. These conditions allow
licensees that are awarded an exploration license to apply for extrac-
tion permits without retendering a deposit if profitable resources are
discovered; these conditions are key to attracting entrants to the Af-
ghan mining sector, as it protects their upfront investment. These legal
changes are key to the continued development of Afghanistan’s mining
sector, and the ability to attract outside investment and critical new
revenue streams for GIRoA.

Conclusions/Lessons Learned

The early termination of EGGI’s mining sector assistance in December
2010 prevented most of the workstream’s original objectives from
being completed. However, the project successfully completed close-
out activities prior to assistance end. The key lesson that emerged
from the project’s assistance to the MoM is that it is important for
MoM to develop concrete strategies and the capacity to effectively
manage media relations and press coverage. EGGI’s participation in the
Takhar gold mine visit, for instance, provided the opportunity for a first
-hand observation of how MoM officials interface with the media and
thus has helped to hone technical assistance in the critical areas of
media relations and communications.
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Provincial Private Sector Development (de-scoped March 201 I)

Background

A primary objective of the EGGI project is to promote economic
growth led by the private sector. Other USAID/OEG and donor pro-
grams complement the project’s efforts in this regard, which build on
a substantial range of activities conducted in the areas of private sec-
tor development, commercial legal and regulatory reform, tax admin-
istration reforms, and trade promotion. The value of these largely
Kabul-based initiatives, however, has been more limited in generating
results across the country. Through direct support to provincial level
actors and by promoting focused attention at the center on key eco-
nomic hubs, the EGGI project can positively influence the enabling
environment for private sector growth. In Year 2, the project’s pro-
vincial level work in the area of private sector development respond-
ed to these opportunities.

With the establishment of EGGI regional offices in Herat, Balkh, and
Nangarhar during Year |, regional teams engaged with a broad range
of stakeholders to advance private sector development and strategic
planning. This strategic planning process was the first of its kind for
private sector development, using a systematic approach to overcome
obstacles inhibiting private sector expansion and local economic de-
velopment. Project support was channeled largely through the Private
Sector Development Sectoral Committees (PSD-SC) of the Provincial
Development Committees (PDCs). Through sustained PSD-SC en-
gagement, the project promoted active, structured dialogue between
public and private sector actors to address critical constraints to
business operations, with follow-up work to unblock observed bottle-
necks and improve administrative procedures related to business
affairs. From improving access to finance issues, to assistance to
streamlining business formalization steps, to producing locally gener-
ated Private Sector Development (PSD) strategies, EGGI efforts re-
sulted in steady progress with regard to improving conditions for
private sector investment, growth, and development.

The sector committees of the PDCs (6 in total) are established pro-
vincial structures, drawing authority from a PDC Guidelines docu-
ment issued by the MoEC to operationalize this core pillar of the
Afghanistan National Development Strategy. As such, the PSD-SCs
represent an appropriate body though which the PSD workstream
activities were coordinated and advanced. This approach was particu-
larly valuable in promoting Afghanization, provincial level ownership
and capacity of PSD reforms, and public-private sector collaboration
in the course of issue identification, resolution, and local action.

During the Spring of 2011, the EGGI project went through a realign-
ment of priorities exercise with many of the individual workstreams
that were part of the WBS at the beginning of Year 2. As a result, this
particular workstream was de-scoped for the remainder of the con-
tract year and the workstream was successfully wound down in ac-
cordance with the realigned priorities.

Year 2 Results with USAID/EGGI Assistance

During Year 2, the project focused on advancing development of and
implementation support for distinct Private Sector Development
(PSD) Strategies in Herat, Balkh, and Nangarhar provinces.

Balkh Finalizes Provincial Private Sector Strategic Plan and
Begins Implementation

EGGI successfully supported the PSD-SC to finalize a PSD Strategy
for Balkh province in September 2010. Following release of the Balkh
strategy, project advisors continued extensive engagement with key
stakeholders focused intently on promoting local ownership of strate-
gy implementation, building broad awareness of the strategy and pri-
ority intervention areas, and capacity building of local directorates
and agencies to execute against strategy objectives. Key outcomes
resulting from these efforts included the appointment of five Strategic
Goal Leaders (SGLs) and Project Leaders (PLs) with responsibility for
planning and execution of goals identified in the PSD Strategic Plan.
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James Wright (left), USAID Senior Development Representative/West ==
Region, explains the importance of the Private Sector Development (PSD) —
strategy and reinforces USAID's support for PSD activities in Herat. "‘R
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Toward this end, EGGI/Balkh facilitated meetings with five SGLs to
discuss their roles based on EGGI-drafted Terms of Reference (ToR).
A key outcome of these discussions was agreement to establish
“strategy implementation desks” within each of the SGL offices. These
desks are to be staffed by the hosting organization and equipped with
basic furniture and equipment. Once established, project advisors
worked closely with SGLs to ensure activities identifies in the PDS
Strategy were executed.

The project also worked to obtain buy-in from the head MoCl office
in Kabul, which was critical to ensure support for the PSD strategy. In
the first quarter of Year 2, EGGI focused on advocacy efforts for
more Head Office MOCI attention with respect to the PSD Strategy.
Project advisors helped to establish formal linkages with the MoClI
Private Sector Development Directorate to promote the Balkh PSD
Strategy, as well as generate greater attention at the central level for
authorities to respond the various issues reported by business sector
representatives captured in the multitude of consultations forums
held with relevant stakeholders.

Through assistance to implementation of the PSD strategy, EGGI
managed activities to maximize Afghan ownership of the PSD initia-
tives. To promote awareness and acceptance of the PSD Strategy, the
project also worked with the Balkh Governor to release a formal
letter officially endorsing the PSD Strategic Plan and encouraging sup-
port and resource contributions by government and non-government
actors toward its fulfillment. With the closure of EGGI regional offic-
es in March 2011, the project transitioned management and imple-
mentation of the PSD strategy to its counterparts.

Continued on page 49
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strategic planning process for Private Sector Development.
EGGI is working with Herat’s PSD-SC to develop an implementa-
tion plan to effectively execute Herat’s PSD Strategy outlined in
the Herat Provincial Strategic Plan.



Provincial Private Sector Development (de-scoped March 201 I)

Private Sector Development (PSD) workshop participants identify
important issues critical to the PSD strategy implementation in Herat.

Continued from page 48

Prior to the end of the project’s assistance, the EGGI/Balkh office
assisted the Directorate of Economy to present the PSD Strategy to
the full assembly of the Balkh PDC, chaired by the Governor. In addi-
tion to presenting the PSD strategy, challenges of implementation of
the Strategy were discussed as well as potential solutions.

Project advisors also worked with the PSD-SC to identify alternative
donor support for key priority projects to ensure these projects
would continue. A support program for Mazar industrial parks was
agreed to be submitted to other international donors, including Ger-
many’s GIZ for funding.

EGGI Supports Herat PSD to Develop Implementation Plan
for Existing PSD Strategy

In Herat, EGGI supported the PSD-SC to develop an “Implementation
Plan” for their existing PSD Strategy. Project advisors coordinated
with stakeholders to produce the first draft of the Implementation
Plan in March 201 I. This achievement followed workshops delivered
in February 2011 devoted to identifying critical issues, strategic
themes and objectives, key sectors for attention, and proposed inter-
ventions. The project assisted in analyzing and processing outcomes
of this collaborative process, mainly in selection of interventions,
proposed by Herat stakeholders, to address defined strategic objec-
tives. Proposed interventions were then incorporated into a draft
document.

In February, the project held a workshop to formally launch the de-
velopment of the implementation strategy for Herat's PSD strategic
plan. To better tailor the plan to Herat’s unique business environ-
ment, advisor supported the PSD-SC to execute a Business Survey to
solicit inputs from stakeholders. Feedback from the survey was used
in crafting a final draft implementation plan in March 201 1. Prior to
the end of EGGI assistance, advisors worked closely with the PSD-SC
to secure firm commitments from government and non-government
actors to execute the strategy.

The EGGI/Herat office worked to advance private sector develop-
ment on several other fronts as well. In the first quarter, advisors
supported the PSD-SC conduct a series of meetings with the new
leadership of the Herat Industrial Union (HIU). Discussions focused
on ways in which the PSD-SC could assist the HIU in increasing their
services and positive impact on industrial operations in Herat. Given
the potential for HIU expansion, job creation, and increased business
output, the PSD-SC views HIU support as critical.

In another PSD-SC victory, Herat’s Governor formally presented an
officially registered title deed to the president of Super Cola Co, the
largest business in Herat Industrial Park. This was the first of hun-
dreds of businesses in the HIP that will receive a registered title deed

recognized by the commercial courts. Previously, land titling was not
recognized by the commercial courts, imposing a serious constraint on
businesses and rendering ineligible land values held by businesses for
collateral in secured transactions. With the passage of the secured
transactions law, EGGI deemed this effort of high value which would
hopefully lead the way to increased levels of access to finance to the
business community.

Jalalabad PSC Commences PSD Strategic Planning

The EGGl/Jalalabad office also supported that PSD-SC on a range of
private sector development efforts. In July 2010, the project supported
the PSD-SC to develop an Economic Profile for Nangarhar province.
This deliverable was used to drive and prioritize PSD efforts within the
province. In October 2010, the project supported the opening of the
MoCl’s first regional offices in Mazar and Nangarhar provinces. These
offices serve as hub centers for business formalization services and
private sector development planning. Key directorates housed at the
new facility include ACBR, Licensing Directorate, and the export pro-
motion agency.

On the PSD Strategy work, EGGl/Jalalabad commenced the strategic
planning workshop in November in cooperation with the EGGI/Balkh
team. Working through the PSD-SC, chaired by the Economy Direc-
torate, advisors delivered a presentation on the planning process, key
activities and their sequencing, and worked to secure stakeholder par-
ticipation for active involvement in the production process. Following
the PSD Strategy planning workshop in November, the project contin-
ued advancing the process through extensive follow-up discussions
with key stakeholders. Preparations for executing a Business Survey
began to solicit inputs from stakeholders on a wide-variety of develop-
ment topics. The survey, launched in late December, formed an im-
portant input source for Nangarhar’s production of a PSD Strategy.

Conclusions/Lessons Learned

The project coordinated closely with PSD-SC representatives to en-
sure a smooth completion of project activities following “de-scoping.”.
However, capacity and funding challenges meant that much of this
work was in jeopardy. Continued focus on building local ownership
and execution capacity is critical. Also, promoting awareness and de-
veloping outreach strategies to ensure stakeholders remain committed
to delivering on key activities identified in all provinces to advance
private sector development is of the utmost importance. As EGGI
completed its work in March 2011, donor funding for many priority
projects was still not determined. Without donor support and some
level of direct technical assistance, progress made in provincial private
sector strategic planning could stall moving into the future. Finally, it
will be imperative for provincial PSD-SCs to coordinate closely with
the MoCl in Kabul. This is of particular importance as it relates to the
initiative to improve Afghanistan’s ranking in the World Bank’s Doing
Business report.
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Herat Governor Daud Saba presents the first registered Land Title
Deed to the President of Super Cola, the largest company in the
HIP. Resolution of the land titling issue is an example of an
Afghan-led success, supported by EGGI.




EGGI Grants Program (de-scoped March 201 )

Background

The EGGI Grants Program was introduced in August 2010 as one of
the mechanisms that would be used to support program objectives.
Through grants awarded under the contract, the project was slated to
provide funds to Afghan and international organizations who demon-
strate potential to contribute to EGGI’s impact in Afghanistan. Although
this activity was “de-scoped” in the second quarter due to changing
project priorities, advisors completed development of several key deliv-
erables that can be used as a guide should this activity be restarted.
Developed materials focused on implementation of the EGGI Grants
Program from a technical and programmatic perspective in preparation
for advertising the first round of grant awards. Implementation of the
grants program included the development of technical grants manage-
ment documents such as the EGGI Grants Program Playbook for
Grants under Contract, and the Annual Program Statement (APS). The
Grants Playbook was designed to provide a play-by-play overview of the
required management processes, and templates required for both recip-
ients of grants and the grants management team. The APS was devel-
oped as the mechanism through which to solicit concept papers from
eligible grant applicants for EGGI funding opportunities.

It should be noted that the EGGI Grants Manual was held up in a legal
review process by the contractor’s Federal Contracts Group and was
not expected to be resolved within Year |. In order to push forward
with the program, USAID’s Contracting Representative, provided guid-
ance in July 2010, with respect to alternative documentation to be sub-
mitted while the Grants Manual completed legal review. The alternative
documentation, otherwise referred to as the ‘EGGI Playbook for
Grants under Contract’- detailing the EGGI processes and procedures
for implementation of a ‘grants under contract’ program - was reflected
in the original Year 2 Workplan developed in August 2010.

Year 2 Results with USAID/EGGI Assistance

In October 2010, EGGI prepared for the official launch of the EGGI
Grants Program with the delivery of the Annual Program State-
ment (APS) and EGGI Grants Program Playbook for Grants under
Contract to USAID. Due to changing priorities, the Grants program
was “de-scoped.” in Q2. The ‘EGGI Playbook for Grants under Con-
tract’ was submitted by the indicated deadline per the original Year 2
WHBS and can be used for implementation of a future program if de-
sired. The project intended to use the APS as a mechanism to solicit
concept papers for results-based program activities that support project
goals and objectives including cross-cutting initiatives (gender main-
streaming, youth engagement, support for disadvantaged populations) as
well as improved economic governance and private sector-led econom-
ic growth.. The EGGI Grants Playbook included an overview of the
processes and templates required for applying (shown at right), eligibil-
ity criteria, reporting requirements, process and format for applying for
a grant, criteria for evaluating grants and other requirements for manag-
ing grants funded under the project. Although the program was can-
celed, deliverables created will offer value to potential future grants
management efforts.
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EGGI's Grants Management Advisor, Jennifer Whitehead, discusses potential
grant opportunities with a female business owner in Mazar. EGGI held
roundtable events with women'’s business associations to introduce the
EGGI Grants Program and discuss activates with Afghan aid organizations.

Ms. Feba Majid, Director of Women'’s Affairs in Balkh
province, addresses participants at a women'’s business
association roundtable in Mazar.

To help drive development of the grants program, information was
collected through meetings with counterpart and local organizations.
The Grants Management Advisor met with over 30 organizations
from Kabul, Mazar, and Jalalabad to learn about their program
activities in order to mitigate duplication of efforts, identify niche local
needs, and obtain lessons learned from existing grants programs.
Through these meetings the advisor established a network of organiza-
tions to serve as a multiplier network in order to advertise EGGI
grants with potential grantees. Furthermore, the advisor met with local
Afghan NGOs and private companies who were identified as potential
candidates for implementing program activities that fell under the EGGI
Grants Program strategy.

Concept Paper Full Proposal

Applicants successful -+
in the concept paper
stage will be requested
to submit a final, more
detailed application.

The full application will
offer the applicant an
opportunity to explain
their technical
approach in more
detail.

Grant Agreement

Applicants successful
in the full proposal
stage will receive a
draft grant agreement
and final budget for
their review and
signature.

+ Applicants must .
submit a concept
paper for an initial
competitive review.

+ All concept papers
received will be .
evaluated by the EGGI
Program and USAID
Technical Evaluation
Committee (TEC).

In December 2010, EGGI’s Grants and Gender Mainstreaming Teams
facilitated an Afghan Women’s Business Association
Roundtable event in Mazar. The event was a forum for providing a
preview of the EGGI Grants Program to potential grant applicants, and
for project advisors to better understand the local context within
which these programs operate to determine some of the most acute
economic growth and private sector development challenges facing
women-owned business.

Conclusions/Lessons Learned

EGGI's Grants Program was not advertised to the public for grant
applications due to budget alignment changes that resulted in the elimi-
nation of the EGGI Grants Program. However, valuable lessons were
learned that can help guide future grants efforts. Public outreach and
advertisement of grants opportunities via the APS and Requests for
Applications (RFAs) are critical to the success of a grants program.
EGGI shifted focus slightly to pursue the RFA approach in the second
quarter to expedite the grant application and award process. Utilizing
RFAs allows for the disbursements of certain types of grants more
quickly. Public out reach and education is critical to ensuring that or-
ganizations who wish to apply for grants are familiar with the process.
Often times, groups who are most in need of grants are the least likely
to know about opportunities of have the capacity to respond. To over-
come this challenge, EGGI held roundtables in the provinces and de-
signed an aggressive awareness campaign intended to teach organiza-
tions how to apply and navigate the process.
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EGGI Operations in Regional

Economic Hubs

Summary of Year 2 Activities in Herat, Balkh, and Nangarhar

In Year 2, EGGI regional teams deepened

and expanded the range of assistance
areas to target counterparts to advance
economic reform initiatives at the provin-
cial and regional level. The project’s oper-
ations in regional economic hubs align
closely with USG policy goals to increase
development efforts at the local level.
EGGI focused support in Year 2 through
its offices in the provinces of Herat
(Herat City), Balkh (Mazar-e-Sharif), and
Nangarhar (Jalalabad), providing substan-
tial expertise in each location built
around component workstreams. EGGI
activities extended execution of core as-
sistance areas in provincial budgeting, tax
administration, core central bank func-
tions, private sector development, and
gender programming.

During the Spring of 2011, the EGGI pro-
ject went through a realignment of priori-
ties exercise with many of the individual
workstreams that were part of the WBS
at the beginning of Year 2. As a result,
regional offices were closed for the re-
mainder of the contract year and activi-
ties successfully wound down in accord-
ance with the realigned priorities. Howev-
er, plans to conduct provincial work
through Kabul-based workstream advisors
supported by a contingent of national
staff embedded in provincial counterpart
offices still yielded good results in provin-
cial budgeting, tax administration, and
ACBR support. Financial sector strength-
ening, economic data and collection ef-
forts, and broad private sector develop-
ment activities, however, were terminat-
ed, preventing more progress than origi-
nally planned.

Driving Central Government Initiatives to
the provincial level was a first tier pillar of
EGGI’s regional workplan established

and Commerce and Industries; the Afghanistan
Investment Support Agency (AISA); and a
broad range of business, trade, and industrial
organizations. Collectively, this approach to
regional operations supported big picture
themes incorporated into EGGI program ob-
jectives. Highlights of this include strengthening
overall public treasury management, generating
regional economic data and information for
DAB, promoting deliberation on and support
for provincial level economic governance func-
tions, and improving donor coordination.

Enhanced Public Treasury Management
Through targeted efforts in tax administration,
revenue management, and provincial budgeting,
the project assisted GIRoA to make marked
progress toward fiscal sustainability, enhance
public financial management, and improve fiscal
performance data generation and exchange, not
only in Kabul but also at the subnational level.
EGGI placed strong emphasis in Year 2 on
aligning distinct component support areas with
these big-picture themes, building into the pro-
cess a deeper understanding by provincial au-
thorities and counterpart staff of the linkages
between these workstream activities and
broader public financial management goals.

With regard to revenue generation, the pro-
ject’s support to Medium Taxpayer Offices
(MTOs) in Herat and Balkh provinces were
decisively advanced and preparations for com-
mencing Nangarhar MTO operations moved
forward, albeit slowly. In Herat, where project
support has been ongoing since January 2010,
data show sustained trends in collection and
filing compliance — two core outcome indica-
tors of assistance.

Installation of the Revenue Reconciliation Da-
tabase (RRD) also contributed to enhanced
public financial management. In Year 2, the
project completed installation of the RRD in all
34 provinces enabling the MoF to gain immedi-

ate access to daily revenue collections
throughout the country. Training was conduct-
ed in RRD operations for 164 GIRoA employ-
ees, who demonstrated increased competency
and efficiency in processing revenue collec-
tions through the RRD system. The project
also promoted close cooperation between
provincial RRD staff and DAB provincial
branches, ensuring the provision of timely
revenue transaction records, and continuity
between account statements and correspond-
ing RRD postings.

Under the MoF’s new provincial budgeting
initiative, the project committed to establish
five regional training hubs in Herat, Mazar,
Nangarhar, Kandahar, and Helmand with the
aim of ensuring that provincial priorities are
better reflected in Afghanistan’s national
budget. Additionally, the hubs serve as a base
of operations from which to coordinate and
deliver budget development and execution
training to provincial officials, consistent with
the MoF’s national plan for improving this
function. During Year 2, the project supported
the MoF to hire eight provincial budgeting
officers to staff the hub locations. The officers
provided critical technical and logistical sup-
port to the MoF to officially launch Budget
Circular | (BC-1) training for the provincial
departments of the four line ministries and
IDLG selected to participate in the pilot pro-
gram. The project held formal provincial budg-
eting workshops for over 700 provincial offic-
ers from 23 provinces. In these trainings, EGGI
and MoF communicated core messages around
GIRoA attempts to channel development re-
sources through GIRoA budget systems. In
doing so, EGGI and MoF sought to increase
the understanding of and confidence in the
evolving approach to strengthening GIRoA
budget development, allocation, and execution
processes.

Access to Regional Economic

from the outset of Year 2. In formu-
lating component-based assistance
areas and target counterparts to sup-
port, consensus was reached to focus
efforts at the provincial offices of the
Ministry of Finance (Mustofiats), DAB
Zone Offices, and ACBR offices, all
three of which represented core part-
ners in advancing economic growth
and governance objectives. In the area |,
of private sector development, the
project established firm partnerships
with the Private Sector Development ||
Sectoral Committees (PSD-SCs). [~
Through support to the PSD-SCs,
relationships were also established
with the Directorates of Economy,

Data

In Year |, EGGI supported DAB to
develop the Survey of Regional Eco-
nomic Activity (SREA) and conduct
the first survey in Kabul. The SREA
responded to DAB’s need to secure a
better supply of regional economic
data. Through the SREA, data is col-
lected through DAB’s Zone Offices,
analyzed and consolidated into a re-
port for the Monetary Policy Depart-
ment (MPD) in Kabul to better inform
monetary policy decision-making.

Continued on page 52
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EGGI Operations in Regional

Economic Hubs

Summary of Year 2 Activities in Herat, Balkh, and Nangarhar

Over 70 officials from Nangarhar line directorates met to
update the province’s Provincial Development Plan (PDP),

which had not been revised since 2007
Continued from page 51

In Year 2, the SREA was launched in Herat
and Jalalabad and associated reports were
produced that provided valuable information
on the economic climate in the West and East
regions. SREA reports, all publicly available
through the DAB website, offer leading indica-
tors and analysis on economic trends and
conditions. Beyond the SREA, EGGI support-
ed the DAB MPD to build and introduce a
more structured approach to the collection,
organization, and reporting of regional eco-
nomic data and information. ldentifying the
sources and types of information available was
the first step in this process; in support, pro-
ject advisors assisted the MPD and zone
economists to establish relationships with the
provincial offices of the Central Statistics
Office, revenue and customs authorities,
ACBR, AISA, and other provincial offices.

Improved Economic Governance

With well-established relationships in place
with key economic directorates, agencies, and
business organizations in Herat, Balkh, and
Nangarhar provinces, EGGI efforts included
technical support to build better structure,
accountability, and effectiveness around the
economic governance themes described in
preceding sections. Efforts in this regard
aimed at strengthening operations of inter-
governmental structures such as the various
sectoral committees established through the
Afghanistan National Development Strategy
(ANDS). The EGGI project, in partnership
with core GIRoA counterparts, coordinated
regular meetings and stakeholder events to
generate inputs into the strategic agenda to
improve provincial governance aimed to pro-
mote investment into the regions. Over the
two years of project support, the project has
provided assistance in the areas of strategic
planning, policy development, investment

promotion, economic
data collection, opera-
tional streamlining, organ-
izational restructuring,
revenue collection and
budgeting, among other
f reforms to promote
sound economic govern-
ance and private sector
development.

Stronger Donor Coor-
dination
To improve the reach and
quality of international
development and assis-
il tance programs, EGGI
worked extensively with
other USAID programs, Provincial Recon-
struction Teams (PRTs), and other interna-
tional donor agencies (including German and
Italian organizations) to ensure better coordi-
nation of efforts on the ground. In provincial
budgeting for example, the project led efforts
to inform donor stakeholders about the pro-
vincial budgeting pilot. In November 2010, the
project led a briefing for 30 officials from the
Herat PRT, USAID, and other implementing
partners on the MoF’s provincial budgeting
initiative. Stakeholders often turned to project
advisors for information on the provincial
budget effort as EGGI was the champion of
this effort and implementation at the provin-
cial level. Similar examples of donor engage-
ment include EGGI’s work with PSD-SCs,
provincial MTO offices, and DAB zone offices,
all of which aimed to improve the level of
interaction and coordination of provincial level
economic growth and governance support.
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EGGI/Balkh Regional Overview

Summary of Year 2 Activities in Mazar-e-Sharif

The city of Mazar-e-Sharif in Balkh prov-
ince is the core economic hub in northern
Afghanistan. Key economic activities in
the region include cross-border trade with
Tajikistan and Uzbekistan; agricultural
production of cotton, sesame, tobacco,
and olives; and some light industry includ-
ing carpet production. Relative stability
and security in the region have contributed
to improved economic growth, but prov-
ince-wide access to infrastructure, educa-
tion, and health services remains low.

The EGGI project opened the Balkh office
in January 2010, following a model of con-
sulting with local counterparts and build-
ing relationships to help identify focus
intervention areas. Building on Year |
successes, EGGI concentrated Year 2 activ-
ities on developing and executing a region-
al Private Sector Development (PSD)
strategy, strengthening tax administration
and operations at the MTO, commencing
provincial budgeting activities, and initiat-
ing the EGGI Women in Government pro-
gram.

Strong Revenue Results from the MTO
As noted in the Tax Administration
workstream, the Mazar MTO continued to
develop technically throughout Year 2 with
the project’s support, manifesting in strong
revenue collections and tax returns filed.
Through the end of Afghan FY1389 (March
2011), the Mazar MTO’s total revenue collec-
tions were 127.5 million AFN, more than
double the 60 million AFN goal. Revenue
collections in the six-month period of Apr-
Sept 201 | increased over the same period in
2010 by 341%, demonstrating continued im-
provement in tax administration. The MTO
also received 3,638 filed tax returns over the
project’s Year 2, exceeding the target of 2,300
by 58%. These results demonstrated higher
taxpayer filing compliance, showing the benefi-

cial effect of targeted taxpayer education ef-
forts and the overall development of the
MTO’s capacity.

Support for Provincial Budget Activities
The project further helped improve public
financial management processes in Balkh
through targeted provincial budgeting initia-
tives. In December 2010, EGGI supported the
MoF’s Provincial Budgeting Unit (PBU) to
execute a four-day intensive budget training
program in Mazar for 78 officials from various
northern provinces. The project then contin-
ued working with the MoF to conduct work-
shops on costing and preparing justifications
for priority development projects, and provin-
cial budgeting officers in Mazar assisted the
provincial line directorates to prepare budget
circular forms for the MoF. Over the year,
support from the project helped to develop
the capacity of Balkh and other northern
provinces to conduct budgeting activities, and
to create strong priority project proposals
that can improve infrastructure and access to
services in the region.

Initiation of Private Sector Develop-
ment (PSD) Planning Efforts

The EGGI/Balkh office began Year 2 by assist-
ing the PSD-SC in the release of the Balkh
PSD Strategic Plan, which serves as the pri-
vate sector component of the overall Provin-
cial Development Plan. The plan is a means
for unifying stakeholders from the provincial

EGGI/Balkh Key Events During Year 2:

Closeout of PSD development;final
advice on implementation delivered
to Balk Governor's office

Balkh Governor
endorsement of PSD plan
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Budget training program for 78
GIRoA officials from Northern

provinces

government, GIRoA, the donor community,
and the private sector around a clear strategy
to improve the business enabling environment
and promote investment to develop the local
economy. The project also helped the Direc-
torate of Economy and the PSD-SC to social-
ize and present to key stakeholders. In De-
cember 2010, the Balkh Governor officially
endorsed the PSD plan. The PSD strategic
plan was a clear success and received strong
positive feedback from donors and private
sector representatives. This success led to
implementation of similar strategic planning
processes in close coordination with the PSD-
SCs in Herat and Nangarhar provinces.

Later activities in 201 | focused on steps to
achieve specific goals of the PSD strategic
plan, such as organizing discussions on a Free
Market Zone project and presenting briefs to
the Balkh Provincial Council on proposed
Afghan Strategic Goal Leaders. Advisors’
work helped to inform the policy-making
process on PSD and empower Afghan stake-
holders to lead efforts to implement the PSD
strategic plan. As the EGGI/Balkh office pre-
pared to close in March, the workstream
closed out PSD assistance by meeting with
Strategic Goal Leaders and presenting final
advice to the Balkh Governor’s office on how
to proceed with implementing the strategy.
Finally, EGGI prepared a “Private Sector De-
velopment Tool Kit” to enable stakeholder
organizations to continue taking the PSD ef-
fort forward, ensuring Afghan ownership of
the effort into the future.

Kick-off of WIG program

The project’'s Women in Government (WIG)
internship program began steps to establish
the program in Mazar, recruiting ten interns
as the inaugural class and holding a kick-off
meeting in December 2010. However, the
Mazar program was never able to begin activi-
ties, as the program was cut shortly after
during the project’s “right-sizing.”

EGGI’'s Ahmad Rashed Behroz explains concepts of project planning to new PSD
Strategic Goal Leaders and Project Leaders in Mazar.
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EGGI/Herat Regional Overview

Summary of Year 2 Activities in Herat

Herat province is the core of economic

activity and trade in western Afghanistan,
with the capital city serving as the prov-
ince’s urban focal point. Over 30% of Af-
ghanistan’s total trade activity flows
through Herat towns on the border of Iran
and Turkmenistan via a well-developed
transportation infrastructure. Key economic
activities include trade; agricultural produc-
tion of cotton, tobacco, and sesame; and
small industry including silk and carpet pro-
duction.

Given the favorable economic conditions in
Herat, the project established the Herat
office for operations in the province in Oc-
tober 2009. In the course of Year | the
project helped to: establish the Herat
MTO; open the first provincial ACBR office;
advance the enabling environment for pri-
vate sector growth by supporting the PSD-
SC to build better structure, accountability,
and effectiveness; and guide the DAB/West
Zone office to develop its monetary policy
functions. In Year 2, EGGI assistance fo-
cused on continuing development of the
MTO, launching provincial budgeting, col-
lecting economic data for the DAB West
Zone office, and developing an implemen-
tation plan for Herat’s PSD strategy.

Continued MTO Development

The project’s tax administration assistance in
Herat focused on furthering development of
the Herat MTO, which continued to grow,
exceeding revenue and tax filings targets.
Through the end of Afghan FY1389 (March
2011), the MTO’s total revenue collections
were [49.6 million AFN, far exceeding the 100
million AFN goal. In the first half of FY1390,
(Mar-Sep 201 I) the MTO collected another
150.5 million AFN, reaching 70% of the MTO’s
annual target of 215 million AFN. The MTO
also exceeded targets for numbers of tax re-
turns filed, achieving 3,807 total filings over the
project’s Year 2 and increasing Q4 returns by a

34% over the same period in 2010. As with the
Mazar MTO, results were gained primarily
thanks to higher taxpayer compliance as a re-
sult of targeted taxpayer education, and in-
creased revenues from withholding tax collec-
tion. As a result, the Herat Mustofiat held a
ceremony in February 201 | recognizing the
MTO’s strong performance exceeding targets.

Support for Provincial Budget Activities
In provincial budgeting, core project activities
centered around “test workshops” held in
Herat in June 201 |. The workshops allowed
Herat provincial officials to provide feedback
on MoF budget circular forms before they
were rolled out to provincial directorates in
July, helping to cater the forms properly to
regional contexts. Provincial budgeting advisors
then supported the MoF to conduct two pro-
vincial budgeting workshops for five Western
provinces in Herat on Sept 20-22, and helped
provincial line directorates to prepare budget
circular forms for developing project proposals.
The full breadth of these activities enabled
Herat and its surrounding provinces to prepare
better proposals for the national budget pro-
cess that can continue to improve Herat’s in-
frastructure and services.

Collection and Analysis of DAB Zone
Branch data

In Year 2 the Herat regional office also contin-
ued advancing the work of the DAB’s West
Zone economist to achieve better regional
economic data for Herat and surrounding

EGGI/Herat Key Events During Year 2:

Development of PSD
implementation plan;

(June 201 1) Provincial
budgeting “test

execution of plan activities workshops”
\_\ “»..“
Oct Now Dec Jan Feb Mar |
2010 i 2011 :

DAB Zone Financial Sector Forum;
resulting proposed solutions to
economic challenges circulated to
provincial bodies

provinces. In November 2010, EGGI assisted
the DAB zone economist to conduct the Sur-
vey of Regional Economic Activity (SREA),
analyze subsequent results, and draft a corre-
sponding report. In January 201 |, the project
then supported the second DAB Zone Finan-
cial Sector Forum (FSF) to bring together rep-
resentatives of the financial sector in Afghani-
stan’s West region to discuss key economic
and financial sector development challenges.
This particular forum addressed cash manage-
ment and note distribution issues, resulting in a
variety of proposed solutions then circulated
to provincial bodies.

Development of an Implementation Plan
for Herat’s PSD Strategy

Continuing support to Herat’s growing private
sector, the regional office worked to develop
an implementation plan for Herat’s existing but
unused PSD strategy. In December 2010, advi-
sors assisted the PSD Sectoral Committee
(PSD-SC) to launch production of an imple-
mentation plan for private sector development,
which sets a more detailed, locally-driven agen-
da to advance the broad objectives in the PSD
strategy. Plan activities began to take shape in
January-February 201 |, including facilitation of
the PSD-SC’s relationship with the Herat In-
dustrial Union to gain feedback and contribu-
tions on potential PSD initiatives. The project
also helped put on a two-day workshop for
developing the actual PSD implementation plan.
Prior to closing in March 2011, the EGGI/Herat
office coordinated with stakeholders to pro-
duce a final draft of the PSD implementation
plan and turn over its further development to
the Herat PSD-SC Chairman. The result of
these efforts was to catalyze PSD stakeholders
in Herat around a singular implementation plan,
and set clear steps for executing the goals in
the PSD strategy. As the plan and associated
strategy gain traction, they will serve to more
effectively coordinate actions to promote fur-
ther private sector development in the region.

EGGI's Jawad Habibi speaks to members of the Herat
Industrial Union (HIU) on the project’s eforts to assist
the Herat PSD-SC in addressing private sector growth
constraints to members
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EGGI/Nangarhar Overview

Summary of Year 2 Activities in Jalalabad

Like Herat, Nangarhar province experi-
ences significant economic activity relat-
ed to trade, owing to its position border-
ing Pakistan. The province is predomi-
nantly rural, but has strong transporta-
tion infrastructure flowing into Pakistan
and around the capital Jalalabad. Key
economic activities include trade; agricul-
tural production of cotton and sugar; and
small handicraft production.

The EGGI project established the
Nangarhar office in Jalalabad in February
2010. For the rest of Year I, the project
helped to establish provincial budgeting
processes and develop the DAB East Zone
office. In Year 2, the project focused on
providing technical provincial budgeting
support, supporting the DAB East Zone
economist, initiating the Private Sector
Development (PSD) strategy, and assist-
ing the new Jalalabad MTO to establish
operations.

Support for Provincial Budgeting Activ-
ities

In September 2010, the project supported
the MoF to hold a two-day provincial budget-
ing workshop in Jalalabad for four East Re-
gion provinces. The workshop introduced
the MoF’s provincial action plan and helped
improve communications between the MoF,
line ministries, and provincial officials. It was
the first time government officials of each
East Region province had convened to learn
about the pilot for the 1390 budget process.

Following the workshop, the project’s pro-
vincial budgeting officers and the MoF held
technical provincial budgeting trainings in
November 2010 for 17 Nangarhar provincial
directorates, providing closer guidance on
preparing budget estimates for line ministry
consideration. The regional office continued
to provide support into 201, convening a
meeting with over 70 Nangarhar provincial
line directorate representatives to update

the province’s outdated 2007 Provincial De-
velopment Plan (PDP). The meeting helped
solidify coordination between line direc-
torates and the Governor’s office, and isolate
key development priorities across districts to
be addressed by projects in a new PDP.

In June 2011, provincial budgeting training
continued as advisors held briefings for 25
officials from all five pilot line directorates,
assisting completion of BC-lI forms. The
project also participated in Provincial Devel-
opment Committee (PDC) meetings, briefing
participants on the new MoF policy approach
under which provincial directorates can sub-
mit BC-I’s for two potential development
projects up to $500,000 that align with Na-
tional Priority Programs. Finally, in Septem-
ber 2011 the project completed the process
by assisting Nangarhar pilot provincial direc-
torates to complete project activity pro-
posals for their line ministry and MoF’s re-
view. As a result of the project’s assistance,
Nangarhar provincial directorates were able
to move through the entire budgeting pro-
cess from identifying potential projects, to
estimating budgets, to completing BC-1’s.

Collection and Analysis of DAB Zone
Branch data

In November 2010, the project supported
the DAB East Zone office to conduct a
workshop launching the Survey on Regional
Economic Activity (SREA), the first time the

EGGI/Nangarhar Key Events During Year 2:

Technical budgeting
trainings for 17

Survey data collection
completed to support

provincial directorates PSD strategy
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First-ever collection of SREA
data in the East region

survey had been conducted in the East re-
gion. After results were collected, project
advisors and the DAB Monetary Policy De-
partment (MPD) Director General held a
workshop for regional DAB staff in Jalalabad
to analyze survey data and draft the SREA
report. As a result of the workshop, an inau-
gural Jalalabad SREA report was completed
and presented to the DAB Zone Director.

Development of PSD Strategy

Through the first half of Year 2, the regional
office helped to develop a Nangarhar PSD
strategy. The process began in December
2010, when the project facilitated a special
PSD Sectoral Committee (PSD-SC) meeting
to launch the first phase of the strategy pro-
cess, conducting a survey on the business
environment and local constraints on eco-
nomic activity. The survey was distributed to
over 70 local entrepreneurs, and data collec-
tion finished in March 201 |. Project advisors
then helped to draft the Business Survey
Results Report and present it to members of
the PSD-SC. The report provided a strong
base of information from which policymakers
in Nangarhar can identify the most critical
areas for a PSD strategy. The regional office
closed in March 201 | without a full strategic
plan being produced by the PSD-SC, but
during its operation the office helped create
a strong foundation for further PSD work.

Establishment of MTO

Finally, the project helped establish a new
MTO in Jalalabad in February 201 I; however,
the MTO’s development has been severely
limited by security-related challenges. Be-
cause project advisors were not able to com-
plete training or work on the ground in Jala-
labad, technical assistance could not be ade-
quately delivered and robust oversight was
precluded. While still an underdeveloped
institution, the MTO was able to collect
430,000 AFN of revenue in Q4, indicating
tentative progress that the project will look
to foster in Year 3.

. 3 Sd

An EGGI/Nangarhar provincial budgsting officer facilitates a breakout
session on preparing budget estimates for a group of East region
budget officials. The goal of the sessions was to increase coordinate
between provincial directors and line ministries and improve provincial
input to the national budget.

et
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Acronym List

ACBR
ACSS
AFMIS
AfTel
AFTS
AG
AISA
ALCO
ALM
ANDS
APS
ARD
ARTF
ASPIRE
ATRA
BC
CAO
CBS
DAB
DBBI
DFPK
DG
DM
ECF
EGGI
EQUIP
FPP
FPU
FXD
FSD
FSD (2)
FSF
FY
GAO
GIRoA
HIU
ICT
IDLG
IMF
ISAF
IPD
IR
IPS
ISP
LIBA
LOE
LLC
LTO
MAIL
MNP
MOC
MOD

Afghanistan Central Business Registry
Afghanistan Clearing and Settlement System
Afghanistan Financial Management Information System
Afghan Telecom

Afghanistan Funds Transfer System

Auditor General

Afghanistan Investment Support Agency
Asset-Liability Management Committee (DAB)
Asset-Liability Management (DAB)
Afghanistan National Development Strategy
Annual Program Statement (Grants)
Afghanistan Revenue Department
Afghanistan Reconstruction Trust Fund
Afghanistan Strategy for Prosperity, Infrastructure and Regional Engagement
Afghan Telecom Regulatory Authority

Budget Circular

Control and Audit Office

Core Banking System

Da Afghanistan Bank (Central Bank)

Doing Business Better Initiative

Telecom Dim Fiber-Pakistan

Director General

Deputy Minister

Extended Credit Facility (IMF)

Economic Growth & Governance Initiative
Education Quality Improvement Program (World Bank)
Financial Program Planning

Fiscal Policy Unit (Ministry of Finance)

Foreign Exchange Dealer

Financial Sector Development

Financial Supervision Department (DAB)
Financial Sector Forum (DAB)

Fiscal Year

U.S. Government Accountability Office
Government of Islamic Republic of Afghanistan
Herat Industrial Union

Information and Communications Technology
Independent Directorate for Local Governance
International Monetary Fund

International Security Assistance Force
Investment Promotion Department (Ministry of Mines)
Intermediate Result

Inter-bank Payments System

Internet Service Provider

Law of Islamic Banking in Afghanistan

Level of Effort

Limited Liability Company

Large Taxpayer Office

Ministry of Agriculture, Irrigation, and Livestock
Mobile Number Portability

Ministry of Communications (Turkmenistan)
Market Operations Department (DAB)
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Acronym List, continued

MoEC
MoED
MoClI
MCIT
MoED
MoEC
MoF
Mol
MoM
MoPH
MOU
MPD
MRRD
MSP
MTO
MTEF
MTFF
NPC
OFC
PBU
PDC
PDP
PRT
PIP
PL
PMP
PSD
PSD-SC
RFA
RFP
RRD
SGL
SME
SREA
STA
SY
TDF
TIN
ToR
us
USAID
UsG
VAT
WwB
WIG
WIiMAX
WG

Ministry of Economy

Ministry of Education

Ministry of Commerce and Industry

Ministry of Communication and Information Technology
Ministry of Education

Ministry of Economy

Ministry of Finance

Ministry of Interior

Ministry of Mines

Ministry of Public Health

Memorandum of Understanding

Monetary Policy Department (Central Bank)
Ministry of Rural Rehabilitation and Development
Money Service Provider

Medium Taxpayer Office

Medium-term Expenditure Framework

Medium Term Fiscal Forecast

National Payments Council

Optic Fiber Cable

Provincial Budgeting Unit

Provincial Development Committee

Provincial Development Planning

Provincial Reconstruction Team

Public Investment Program (Development budget)
Project Leaders

Performance Monitoring Plan

Private Sector Development

Private Sector Development Sectoral Committees
Request for Applications

Request for Proposal

Revenue Reconciliation Database

Strategic Goal Leaders (Private Sector Development)
Small and Medium sized Enterprises

Survey of Regional Economic Activity

Special Temporary Authorization (Telecom)

Solar Year (Islamic calendar)

Telecom Development Fund (ATRA)

Tax Identification Number

Terms of Reference

United States

United States Agency for International Development
United States Government

Value-added Tax

World Bank

Women in Government (internship program)
Worldwide Interoperability of Microwave Access
Working Group
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Economic Growth & Governance Initiative

Dedicated to Economic Growth

The Economic Growth & Governance Initiative (EGGI) is a program led by the U.S. Agency for International Develop-
ment (USAID) to help Afghanistan create favorable frameworks that promote economic growth and governance.

EGGI is comprised of a diverse team of economists, finance specialists, development experts and sector specialists

USAID/EGGI
Kabul, Afghanistan

www.eggi.af who work alongside government officials, providing technical assistance and trainings on a daily basis.
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