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Attached for your review are the recommendations for
authorization of a loan to the Republic of Afghanistan
("The Government") of not to exceed Eight Million United
States Dollars ($8,000,000) to assist in financing the
United States dollar costs of procuring fertilizers.

This loan proposal is scheduled for consideration by the
Development Loan Staff Committee on Wednesday, June 25,
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at the meeting or by close of business on that date. If

you are a voting member a poll sheet has been enclosed for
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AFGHANISTAN - AGRICULTURAL INPUTS LOAN

Summary and Recommendations

1. Borrower: The Republic of Afghanistan,
2. Loan Amount: $3,000,000 (Eight Mlllion Dollars).

3. Loan Terms. 40 years maturity, including a 10-year grace period of
repayment of principal with interest at two percent (2%) per annum during
the grace period and three percent (3%) thereafter.

4, Description of Project: The purpose of this project is to insure the
availability of fertilizer in all principal agriculture producing areas.
The achievement of this purpose will measurably assist the Government of
Afghanistan in meeting its goal of self-sufficiency in agriculture produc-
tion, principally wheat., This project will also help strengthen the
Afghanistan Fertilizer Company, whose formation was assisted by AID and
presently is a recipient of AID grant~-financed management assistance, by
providing AFC with fertilizer material to market and distribute, thereby
allowing AFC to expand its distribution area and retail outlets to service
a larger number of farmers. The funds provided this loan will be used by
the Government of Afghanistan to pay the costs of procuring, shipping,
insuring and inspecting chemical fertilizers, primarily Diammonium Phosphat¢

5. Executing Agency: The Afghan Fertilizer Company, a wholly owned
Government Corporation.

6. Exim Bank Interest: The Export-Import Bank of the U,S. has indicated
that it has no interest in financing this activity,

7. Mission's Views: The Mission endorses the proposed loan.

8. Statutory Criteria: All statutory criteria have been satisfied; see
Annex 8.

9. Recommendation: Authorization of a loan in the amount of $8,000,000
on the terms and conditions as stated in the Draft Loan Authorization

attached as Annex 1.

10, Project Committee:

AID/W USAID/Afghanistan
Chairman : Robert N. Bakley John R. Wilson
Loan Officer : Ted G. Lee John Standish
Agriculture FEconomist: John Balis Raymond Hooker
Legal Advisor : Jay A. Burgess Gerald Zarr
Country Desk Officer : Gladys Frazier
Commodity Specialists: Robert W, Wiley

Charles R, Jenkins
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I. INTRODUCTION

A. Application

1.01 The Government of the Republic of Afghanistan has requested a
loan of $8.0 million to finance the foreign exchange costs of procuring,
shipping, insuring and inspecting chemical fertilizers, primarily di-
ammoniwn phosphate (DAP). The proposed loan would finance approximately
one year's supply (the spring and fall cropping seasons of calendar year
1976) of 0AP, The nurpose of the loan is to supply a major input--
fertilizer--to Afghanistan farmers which is critical to increasing crop
yields and to assure availability of fertilizer supplies in all principal
agriculturc producing areas. The Government of the Republic of Afghan-
istan's application letter is attached as Annex 2.

B. Previous U.S. Assistance

1.02 Previous AID assistance directly related to fertilizer consists of
two loans authorized in FY 1973 (306-H-017 and 017A) totaling $19.5 million
used (i) to purchase approximately 92,000 MT of fertilizer (50,000 MT of
urea and 42,000 MT of DAP) and (ii) to pay for a nine-member management
advisory tcam to assist in the creation of a company to import and dis-
tribute fertilizer in Afghanistan (AFC--the Afghanistan Fertilizer Company).
As of March 31, 1975, all loan funds were either committed or reserved for
commitment and the final. shipment of fertilizer has been unloaded at
Karachi port and is en route to Afghanistan. It is expected that Loan 017
funds will be fully disbursed by June 30, 1975, when the loan terminates.

1.03 To continue the momentum of AFC, AID approved a grant of $816,000
in January 1975 to provide participant training to AFC employees and to
continue the management advisory services, on a reduced scale, for up to
two years. A one-year contract for the advisory services has been signed
and the team is in place. Prior to the completion of the one-yéar contract,
AID will undertake an in-depth evaluation of AFC, On the basis of this
evaluation a decision will be made on whether to continue or terminate the
assistance. The initial ProAg for AFC management services is attached as
Annex 9.

1,04 As a result of the previous loan and the assistance provided to
AFC, Afghanistan has tripled its use of fertilizer and has made substantial
progress toward self-sufficiency in food production. There were no un-
manageable problems encountered during the implementation of the project.

C. Other Donor Assistance

1.05 Many other donors have assisted Afghanistan agriculture over the
past 20 years and most, or all, continue to do so. All activities and
projects in the agriculture sector have at least an indirect effect on the

-2-
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project to which this paper is addressed; however, three projects directly
and most sigrificantly affect this loan. They are:

(a) Mazar-i-Sharif Fertil’ .2r Plant - This Russian-assisted urea
plant was completed in Octover 1974, The plant is designed to produce
105,000 MT per year, but production to date is well below capacity.
Assuming even moderate production, this plant will supply all of Afghan-
{stan's urea needs for a number of years. Urea is sold at the plant gate
to AFC at $130 MT. While little is known of the plant's costs (capital,
operating), this price should allow the factory to earn a reasonable
return when operating at or near capacity.

(b) The First and Second IBRD Agriculture Credit Projects - The
first project, signed on June 24, 1970, was a credit of $5.0 million to
support the Agricultural Development Bank's (AgBank) lending program to
finance farmers' investments in farm mechanization, shallow-well pumps
and improved small irrigation facilities., The project also aimed at
institution building to enable the AgBank to better meet the farmers'
credit needs, The second project, approved in April 1975, is a credit of
§14,0 million. The funds are to be used to (i) provide credit to 43,000
farmers investing in farm mechanization, on-farm development and modern
farm inputs (fertilizer, pesticides and improved seeds); (ii) upgrade
the AgBank's organization and staffing through the financing of field
allowances for 54 additional staff, 30 fellowships, and equipment and
vehicles to support the Bank's branches; and (iii) finance the building
of 24 fertilizer warehouses of 55,000 MT total capacity throughout the
country.,

(c) Project on Agriculture Credit and Related Services thrcugh
Cooperatives in Afghanistan (PACCA) - Phase I of this project was
financed by the Swedish International Development Authority (SIDA) and
implemented by FAO. The object of Phase I was (i) to increase farmers'
income in certain pilot areas with particular emphasis on farmers with
average or below average income and (ii1) to support the Government's
efforts to improve the organization of services for agricultural develop-
ment, Phase II of PACCA, which is expected to start in 1975 (agreement
between SIDA, FAO and GOA not yet signed), will (i) help organize and
support the Ministry of Agriculture's newly created Department of Coopera-
tive Development; (ii) assist the Department to run a training institute
with a target of 456 trained in four years; and (iii) assist the Department
in establishing about 214 primary multipurpose cooperatives and 14
cooperatives/unions in different provinces, and help the Department in
providing the services (trainiug, credit znd marketing) and supervision
needed by the cooperatives.




IT. FERTILIZER USE AND NEEDS

A. gpckground

4,01 In 1967, a U.,S5. Agriculture Survey Team recommended that Afghan-
istan put primary cemphasis on improving wheat prodivction, with the objective
of attaining self-sufficiency In foodgrains. The Jstrategy recommended was
in increased usc of fertilizer and expanded usc of new high-yielding varie-~
ties of wheat. Until 1971, however, fertilizer usc was still almost non~
existent, supply was cerratic and distribution poor, In 1971, after two
consvcutive drought years, the Government launched a major effort, concen-
trated mainly on whea: producing areas, and distributed about 21,500 MT of
fertilizer co about 30,000 farmers in a period of less than three months.

2.02 Fertilizer use has now increased with approximately 63,000 MT sold
in 1974/75, equivalent to a 29 percent a year growth rate over the past five
ycars, Fertilizer use, however, is still extremely low with the current
usage sufficient for only 5 to 8 percent of Afghanistan's irrigated cropland.
Presently, 75 pervcent of the fertilizer is applied to wheat with the majority
of the balance applied to sugar and cotton. Annex 10 provides an overview

of the Afghanistan Agriculture Sector.

B. The Afghan Fertilizer Company

2.03 “he increase in fertilizer usage throughout Afghanistan is largely
attributable to the activities of the Afghan Fertilizer Company (AFC) which
was chartered in October 1972 and became operational in January 1973.

AFC's primary responsibilities are to:

a, Purchase all chemical fertilizers produced in Afghanistan;
be Import thone fertilizers not avallable domestically;

¢. Tranasport, store and distribute fertilizers to retailers through-
out the country; and

d. Set standards for the control and regulation of fertilizer storage,
packing and sales.

USAID initiated its assistance to AFC by financing the services of a nine-
man (U.S.) management team for the calendar years 1973 and 1974 under Loan
No. 306-H-017. 1Ia August 1974, executive management of AFC passed into the
hands of the Afghan staff and the U,S. Management team assumed an advisory
role, Tn March 1975 a four-man advisory team was retained for a period of
up to two years. USAID is financing the cost of the advisory team with
grant funds,
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2,04 AFC, as established, was to have been a self-sustaining enterprise--
that s, the company was expected to sell fertilizer at a price higher than
{ts cost. Inftially this happened. Fertilizer prices in 1971 were such

that AFC could cover its costs and earn a small protlt, But wlth ferti-
lizer prices at their current levels, AFC loses on cvery sale and must
receive continual payments from the Government to stay solvent,

C, Marketing and Distribution

2.05 At prescut AFC posscesses 26,500 tons of warchouse capacity, the
ownership of which was transferred to AFC by the Ministry of Agriculture and
Irrigation shortly after AFC was established. Twenty-one thousand tons of
this capacity is located in primary distribution centers and the remaining
5,500 tons in secondary distribution centers., In addition, 54,000 MT of
capacity has been leased or borrowed from the Government and private
agencies. Under the IBRD's Second Agriculture Credit Project, funds will
be provided to AFC, through an equity investment by the AgBank, to con-
struct an additional 55,000 MT of storage capacity in 24 locations: pri-
mary warchouses for 35,000 MI and secondary distribution warehouses for
the remaining 20,000 MI, The additional storage capacity is estimated to
cost $1.4 million. Annex 6 shows the location of AFC's existing and pro-
posed warehouses.

2.06 Until recently AFC sold fertilizer only to wholesalers, at a dis-
count of 15 percent below the market price to farmers. Early in 1974, the
Government directed that sales to wholesalers be discontinued and that AFC
sell fertilizer directly to individual retailers. The rationale behind
this move was that fertilizer is heavily subsidized and the Government
wished to ensurc that farmers, and not the relatively wealthy wholesalers,
received the maximum benefit. Under the new system, retailers take owner-
ship of fertilizer at the AFC warehouse and receive a discount of A¥ 20/bag
($7.00/MT) below the price to the farmer. Retailers are licensed by AFC
and are required to pu%chasc their first fertilizer for cash. Subsequent
purchases can cither be made in cash or with AgBank credit coupons, re-
ceived by the retailer from the farmer. At present AFC has licensed about
220 retailers and has plans to increase this to 400 in 1975/76. Annex 5,
from the IBRD Second Agriculture Credit Project, show the flow of informa-
tion, funds and fertilizer for cash and credit sales,

2,07 As previously stated, one of the constraints to developm:nt of the

Agricultur: Sector has been the limited availability of instituticnal credit
to the farmer. To help alleviate this problem, the IBRD Second Agriculture

Credit Project will provide $14,0 million to assist AgBank in finzncing its

lending program. Of this amount, $6.7 million will be available for short-

term lending for fertilizers, seeds and pesticides. These IBRD funds alone

will provide sufficient credit for about 50 percent of one year's fertilizer
sales, Also, historically the seven cotton ginning companies and the Afghan
Sugar Mfg. Co. have provided funds to growers for seed, fertilizer and

labor to farmers under contract,



D, Prices

2,08 Fertilizer prices to the farmer are fixed by the Government at
$160/MT for ur=a and $179/MT for DAP. The fertilizer sold to the farmer
in 1974 was purchased prior to the most recent rise in world prices (AFC
uges a FIFO system of accounting), Based on the acquisition cost of this
fertilizer, the 1974/75 subsidy to the farmer is estimated as follows:

TABLE 1
Fertilizer Subsidy
(1974/75)
DAP UREA
Fertilizer Cost
Import Cost $ 205 $ 171
AFC operating costs 23 23
Retailers' margin 7 7
Total cost 235 201
Sale price to farmer 179 160
Government subsidy per MT 56 41
Total sales 1974/75 21,210 MT 42,320 MT

Total Subsidy $1,187,760 $1,739,220

2,09 The subsidy on urea should disappear as soon as imported stocks
are depleted and AFC receives all its urea supplies from the Mazar-I-Sharif
plant at $130/MT. The subsidy on DAP will, however, increase as the world
price has risen dramatically: the last DAP purchase (10,500 MT) by AFC

was at $478/MI CIF Karachi, and, although prices are now retreating, it is
unlikely that prices will decrease to the current Afghanistan subsidized
price.

2.10 Looking ahead to 1976/77, and assuming that: (i) all urea is pro-
uuced at the Mazar-i-Sharif plant at $130/MT; (ii) DAP costs level at
$300/MT CIF Karachi; (iii) AFC's operating costs hold at $23/MT; and (iv)
sales are as projected, the subsidy in 1976/77 will be as follows:
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TABLE 2
Fertilizer Subsidy
(1976/77)
UREA
DAP (Imported) (Domestic)
Fertilizer Cost
Import CIF Karachi/Domestic cost $ 300.00 $130.00
Inland transportation 30.00 -
AFC operating costs 23.00 23,00
Retailers' margin 7.00 7.00
Total cost 360.00 160.00
Sale price to farmer 179,00 160.00
Government subsidy per MT 181,00 -
Total sales 1976/77 33,128 MT 66,256 MT
Total subsidy $5,996,168.00 $

E., Projections

2,11 Using the AFC fiscal year July 1/June 30 (i.e., two full planting
seasons), in 1973/74 Afghanistan used approximately 50,000 MT of fertilizer
(two-thirds of which was urea and one~third DAP)--up from 40,000 MT in
1972/73, representing an increase of 25 percent per annum. Sales have been
projected by AFC, to continue increasing at this rate at least through
1976/77. Projections of sales, purchases and inventories for the period
1974/75 through 1976/77, assuming a 25 percent per annum growth rate are

as follows:



AFC Projections of Sales and Purchases as

-8~

TABLE 3

of 1/12/75 Rased on Application Mix
of Two Parts UREA and One Part DAP

Beginning Inventory

UREA
DAP

Total
Purchases
UREA (Mazar)
DAP
Total
Available for Sale
UREA
DAP
Total
Sales
UREA
DAP
Total
Ending Inventory
UREA
DAP

Total

Metric Tons of Product

1974/75 1975/76 1976/77
86,220 53,800 33,775
29,010 19,198 16,685

115,230 72,998 50,460
10,000 33,000 75,000
11,398 24,000 38,000
21,398 57,000 113, 000
96,220 86,800 108,775
40,408 43,198 54, 685

136,628 129,998 163,460
42,420 53,025 66,256
21,210 26,513 33,128
63,630 79,538 99,384
53,800 33,775 42,519
19,198 16,685 21,557
72,998 64,076

50,460
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2.12 Results for the 1974/75 fiscal year are not yet avallable but fadi-
cations are that saler will equal the 63,630 MT's projected. Assuming this
is so, inventories on hand at June 30, 1975, will be 53,800 MI[/urea and
19,198 MT/DAP (including the 10,500 MT now in transit from Karachi to
Afghanistan). Sales for the fiscal year 1975/76 are projected to be 53,000
MT of urea and 26,500‘NT of DAP, Assuming a reasonable, or safe, ending
inventory vqual to 50 percent of the succeeding years' needs (although the
IBRD recommends 100 percent), purchases in FY 1975/76 will need to be
33,000 MT/urea and 24,000 MT/DAP.

2.13 Until 1974 Afghanistan imported all its fertilizer needs--primarily
urea (46-0-0) and Diammonium Phosphate (DAP) (18-46-0). 1In 1974 the
Russian-assisted Mazar-i-Sharif urea plant commenced production. This

plant has a design capacity of 106,000 MT/Y and should satisfy Afghanistan's
urea needs for the foreseeable future. Future imports, therefore, should be
limited to phosphatic fertilizers (DAP or TSP). The following table shows
fertilizer imports for the period 1966/67 - 1972/73:

TABLE 4

Fertilizer Imports

Year UREA DAP TSP Total
1966/67 5,700 - 3,300 9,000
1967/68 3,000 - 3,300 6,300
1568/69 19,000 6,600 4,000 29,600
1969/70 6,000 11,300 200 17,500
1970/71 10,000 4,700 - 14,700
1971/72 27,400 12,200 1,800 41,500
1972/73 26,000 7,000 - 33,000

F. Economics at the Farm:Level

2.14 A number of fertilizer trials have taken place in Afghanistan, most
of them in connection with improved varieties of wheat. The "'Uniform Wheat
Fertilizer Trials" were held in the nine main w! -..t growing locations in
1968 and 1969 using varying levels of urea and DAP. The rates of fertilizer
recommended, as a result of these trials are 387 kg/ha (75 kg/jerib) com-
posed of two-thirds urea and one-third DAP (or a compound mixture equal to
37-15-0). Fertilizer trials are continuing and there are indications that
the percentage of nitrogen should be increased, especially for products
other than wheat:
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TABLE 5

Uniform Wheat Fertilizer Trials

Fertilizer Application Wheat Average Output Increment al Marginal
Urea-DAP Mix Mt put per Input Increase Output-1nput
(kg/ha) (kg/ha) (kg wheat/kg Fert) kg Ratio/a
0 1,807 - - -

186 2,893 5.84 1,086 5.84

369 3,477 4,53 584 3.19

556 3,888 3.78 411 2.20
3.15 One method of measuring the attractiveness to farmers of fertilizer

use is to calculate a benefit:cost ratio using the following formula:

Value of increase on crop vield _ B/C Ratio
Cost of fertilizer

Fo» the farmer to break even the yratio must exceed 1.0 since fertilizer use
is accompanied by increases in other costs--improved seeds, higher labor,
etc,,--and the farmer must cover the increased cost of inputs in those years
when crop failures occur. There are no precise rules for determining the
magnitude of the benefit:cost ratio needed before farmers will use ferti-
lizer; nor the ratio needed to motivate farmers, who previously have no%
used fertilizer, to adopt the new practice., According to TVA, the ratio
should be at least 3,0 in developed countries where farmers are accustomed
to trying something new; and in developing countries, where farming
practices may not have chénged for a century or more, TVA recommends a
higher ratio and states that benefits must be clearly discernible,

3.16 Using the normal and incremental yields obtained through the
"Uniform Wheat Fertilizer Trials" and valuing wheat and fertilizer at
current market prices in Afghanistan, the benefit:cost ratio is 4,.11:

TABLE 6
Tield without fertilizer 1,807 kg/ha
Yield using fertilizer 2,893 kg/ha
Yield increase 1,086 kg/ha
Value of increase $ 126.98
Cost of fertilizer 30.88

Benefit:Cost ratio 4,11
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The normal yields obtained in the "Trials' are somewhat higher than those
obtained by the average farmer where yields are around 1.000 kg/ha., Using
this average, and assuming the same yield with fertilizer (2,893 kg/ha), the
benefit:cost ratio would increase 7.1. The benefit:cost ratio will continue
to decrease as higher applications of fertilizer are used (the law of de-
creasing returns). For example, at 369 kg/ha and using the incremental
increases obtained from the "Trials" the benefit:cost ratio decreases to

3.03.



I11. THE LOAN

A, Purpose
3.01 The purpose of this project is to insure the availability of

fertilizer in all principal agriculture producing areas. The achievement
of this purpose will measurably assist the Government of Afghanistan in
meeting its goal of self-sufficlency in agriculture production, prin-
cipally wheat. This project will also help strengthen the Afghanistan
Fertilizer Company, whose formation was assisted by AID and presently is
a recipient of AID grant-financed management assistance, by providing AFC
with fertilizer material to market and distribute, thereby allowing AFC to
expand its distribution area and retail outlets to service a larger number
of farmers. The funde provided this loan will be used by the Government
of Afghanistan to pay the costs of procuring, shipping, insuring and
inspecting chemical fertilizers, primarily Diammonium Phosphate.

3.02 As shown in Section II, Afghanistan uses two types of fertilizer:
urea and DAP. With the completion of the Mazar-i-Sharif urea plant, only
DAP will henceforth need to be imported., The requirement for imported D’®
for the fiscal year July 1975 to June 1976 (the fall and spring planting
seaso.3) is projected at 24,000 MT (see Para 2,11),

B. Costs

3.03 In November 1974, AFC procured 10,500 MT of DAP through an inter-
national tender. At that time, the lowest price offered was $478/MT (CIF
Karachi). In the past few months, however, prices have eased considerably
and if AFC entered the DAP market today, it could expect to pay prices in
the neighborhood of $300/MT (CIF Karachi). At these prices the projected
import requirement of 24.000 MT ranges in cost from $7.2 million to $11,5
million. For the purchase of fertilizer under this loan, AFC expects to
"enter the market' in late summer or early fall., Industry sources expect
fertilizer prices to then be at today's prices, or possibly even lower.
The proposed loan of $8.0 million should, therefore, be sufficient to
finance 24,000 MT of DAP--dne full year's r.eeds.

C. Implementing Agency

3.04 The Afghan Fertilizer Company, assisted by Checchi and Company of
Washington, v.C., under a grant-financed management advisory contract, will
be responsible for all fertilizer procurement, i.,e., contracts for product,
vessels, insurance and inspection services., AFC will also be responsible

for trans-shipment from Karachi (or other ports) to Afghanistan, warehousing,
and distribution to retail outlets,

-12-
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D. Procurement

3,05 The domestic (U.S.) supply of fertilizer has eased considerably
and it is expected that ample quantities will be available for export
throughout the remainder of 1975. Procurement under the proposed loan will
therefore be restricted to U.S, source and origin and Code 941 countries
and will be by competitive bidding.

E. Eligibility and Terminal Dates

3.06 The eligibility date for transactions under the loan will be con=-
current with execution of the Loan Agreement which is estimated to be 60
days after execution of the Loan Agreement.

3.07 Procuring, shipping and transporting fertilizer to Afghanistan takes
between 100 and 140 days, depending on the traffic at the port ¢f Karachi

and the availability of rail wagons. To ensure availability of the ferti-
lizer in time for spring planting, fertilizer must be ordered by October 15,
1976, The Terminal Date for Requesting Letters of Commitment will there-
fore be April 30, 1976; and the Terminal Date for Disbursements will be
October 31, 1976.

F. Host Country Contributions

3.08 Fertilizer sales in 1975/76 are projected at about 79,500 MT
(53,000 MT of urea and 26,500 MT of DAP). The total cost of this ferti-
lizer, u~ing the Mazar-i-Sharif ex-plant cost of $130/MT of urea and
assuming ::300/MT of DAP, will be $1.484 million of which the Government of
Afghanistan will finance $6,890 million or 46 percent. In addition, the
Government will cover the cost of inland transportation and the operating
losses of AFC., The host country's contribution will therefore exceed

25 percent of the project activity as required under Section 110(a) of the
Foreign Assistance Act of 1961, as amended.



1V, BENEFITS AND JUSTIFICATION

A. Long-Term Objectives

4,01 One of the long-term objectives which we are purusing in Afghan-
istan is to introduce technological change in farming., Without such change,
farmers will not produce more and therefore be unable to earn (or at least
eat) more. From our cxperience in South Asia, and from numerous studies,
it is clear that the use of fertilizer, both on irrigated and on dry land,
is one of the most important ingredients., Even where institutional credit
and extension services are limited, as they were in India in the 1960's
when fertilizer consumption rose dramatically, we have found that small

as well as larger farmers are willing to adopt new farming methods and to
use fertilizer. Lack of fertilizer, however, has been a critical con-
straint in Afghanistan and, at different times, in other countries., We
can think of no more sigpificant long-run change in rural Afghanistan

than the spread of new agricultural technology of which the use of ferti-
lizer is the mcst important ingredient,

B. Promoting Fertilizer Use

4,02 Starting in 1972, we helped to create the basic framework for a
fertilizer marketing system, The formation of the Afghan Fertilizer Com-
pany (AFC) was acssisted by an AID-financed management team which helped
organize and manage the first systematic and effective fertilizer marketing
system ever attempted in Afghanistan., The project was supported by a loan
to provide management services and fertilizer for the system. Our objec-
tive was then, and still is, to link the development of that institution
and the provision of fertilizer to assure that more fertilizer reaches a
growing number of farmers. In part as a result of these efforts, ferti-
lizer use rose from 21,000 tons in 1972 to 63,000 in 1974. AFC has ex-
panded, and continues to expand, its warehousing capacity and its
organization of private dealers. It will build 55,000 tons of additional
storage capacity in 24 locations throughout the country, using funds made
available by the IBRD, That will mean almost tripling the capacity of AFC
owned storage. AFC is in the process to increase the number of its
licensed dealers from 220 to 400. The proposed fertilizer loan is intended
to further support the establishment and expansion of AFC's fertilizer
distribution system, and will help to assure that an adequate supply of
fertilizer flows through the expanded system. Obviously, we do not intend
to become permanent suppliers of fertilizer for Afghanistan, and in fact
this loan represents the last which we intend to make in connection with the
innovations now under way. However, we believe that this additional in-
crement of fertilizer will be supportive of these efforts and will help to
institutionalize the expanded fertilizer network.

-14-
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C. Agriculture Production

4,03 Afghanistan is just approaching self-sufficiency in food grain
production and is below self-sufficiency in certain other food crops,
particularly sugar. Increasing the land under irrigation and improving
water management hold the most promise for increasing agriculture output;
but it will be years before these improvements can make a significant
contribution to increased production. 1In the short-term, Afghanistan
will need to increasc output on the land it now farms; this will require
the use of more inputs, the most important of which is fertilizer.

4,04 The benefits from this loan will be increases in agricultural pro-
duction, primarily food grains. Using an average incremental wheat output
to fertilizer application ratio of 4.5, the incremental production of wheat
realized with the fertilizer to be purchased under this loan would be
108,480 MT (24,000 MT of DAP times 4.5). Assuming imported wheat would
cost Afghanistan $200/MT, this Increased domestic output will have a value
of $21,696,000., And, assuming the fertilizer to be imported under this
loan costs $7,200,000 ($300/MT), a simple benefit:cost ratio of 3:1 and a
foreign exchange saving of $14,496,000 would result.

D. Employment

4,05 The project will generate substantial employment opportunities
through increased agriculture production, We estimate that an increase

of 108,480 MT of wheat would increase labor requirements, at the farm level,
by 22,700 man-years., If part of the fertilizer is applied to crops other
than wheat, for example cotton, the additional labor requirements would
increase.

E. Inetitution Building

L0 The Afghan Fert!lizar Company will dircctly benefit from the
praject . The fart | lzer purchaged will allow AFC to expand fts market Ing
and distributton dyatem, Chereby sorving o larger number of farmers
scattered throughout the country, This support, which will complement the

technical assistance we are providing to AFC, 1s critical since Afghanistan's
farmers traditionally distrust government in most forms and, to obtain the
farmers' confidence, it must establish itself as a reliable supplier.

4,07 The AgBank will indirectly benefit from the project, AgBank plans
to cxpand Its short-term lending for fertilizer, seeds and pesticides from
$5.7 million annually to $9.5 million annually; and to increase the number
of farmers reached from 30,600 to 43,000, This project will provide part
of the material the farmer purchases with his borrowed funds.

4,08 Finally, the projeét will complement the IBRD's Second Agriculture
Credit Project. That project provides, inter-alia, (i) technical assistance
to AgBank's staff, (ii) resources to support AgBank's lending program, and
(1ii) funds for the construction of an additional 55,000 MT of fertilizer
storage capacity at 24 locations.
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F, Tarpet Group

4,09 We do not believe that a fertilizer distribution system can be
established to serve small farmers exclusively. What we aflm to achieve is
that fertilizer is available to smaller as well as larger farmers. As we
have learned clsewhere, when fertilizer is in short supply it tends to be
available disproportionately to larger farmers. Here as elscwhere, in-
crveased fertilizer distribution which eliminates shortages is expected to
flow disproportionately in favor of small farmers. Since the average
holding of cultivated land is 3.5 ha in Afghanistan, a distribution system
covering all parts of the country will bring fertilizer within the reach of
the majority of small farmers, land-owners, tenants and sharecroppers alike,
The new credit program mentioned above will support the broadened distribu-
tion system. Precise data on the distribution of fertilizer users by in-
come, size of holdings and other social characteristics are not now
available. However, data on beneficiaries of the credit program is being
collected and AFC is already assembling similar data based on their sales
records. Those data have so far not been consolidated, but a consolida-
tion will be required under a covenant in the agreement for the proposed
fertilizer loan,

G. Evaluation

4,10 The ProAg for the grant-financed AFC management assistance projiect
provides for an in-depth evaluation of AFC during CY 1975/76. The evalua-~
tion «will be made by a team which will include an outside consultant. The
scone of the evaluation will be such that it will disclose AFC's success in
marketing and distributing fertilizer including an identification of the
beneficiaries. Also, AFC will report quarterly ou (a) farm gate prices of
basic farm commodities and purchase and sale prices of fertilizer; (b)
subsidies per ton of fertilizer sold; and (c) fertilizer procurement pro-
cedures being employed (primucily for domestic procurement since AID
regulations will be used for all procurement under this loan). Also, the
IBRD requires Ag Bank to report quarterly on its activities including the
number, size, location and repayment record of farmers receiving credit
for fertilizer purchases. These reports will be shared with AID.



V. 158UES AND COVENANTS

A. Fertiiizer Projections

5.01 AR projects (sec paragraph 3.11) fertilizer sales to grow at a
compound rate o 29 percent per annum, and that usage will continue in a
ratic o twe purts urca to one part DAP (a nutrient content of 37-15-0).
Ir either o these assumptions change, it will affect projected DAP
requirements,

B Wil o increase of 25 percent per annum, on the surface, appears
dramatic, considering Afghanistan's low use of fertilizer (63,000 MT) a
growih even greater than 25 percent is certainly possible. On wheat alone,
it the recommended dosage of 369 kg/ha was used on the irrigated

acrease wlone (1.2 million) the usage would be U6kL, 400 (309,600/urea and
1954 /85)/DAP).  Also, some of the past constraints to the use of fertilizer,
while not climinated, have been reduced: 1institutional credit is now
available in sreater amounts than ever before, supply is in place, distri-
bution huas improved and more extension agents are carrying the message to
the [{armer,.

5.03 Ancther factor which could upset sales projections, and the rate
at which the fertilizer to be financed {rom this loan is used, is the mix
between urca and DAP. Afghanistan presently uses a ratio of 2:1, urea:DAP.
However, tests indicate that in certain wheat areas a mix of 3:1 is more
desirable; and in test conducted in the Kundiuz region on cotton by
"Compagnie Francdise pour la Developpement des Textiles," urea alone
generated cxcellent yields. After considering these findings and studying
the availability of domestic urea in excess of current demand, the Ministry
of Agriculture is expected ultimately to recommend the 3:1 ratio on both
wheat and cotton. If the mix were %o be immediately changed to 3:1,
Afghanistan's 1975/76 DAP requirement would be reduced from 24,000 MT to
16,000 MT. Change, however, is slow in Afghanistan and we expect that 1975/76
sales will be generally at a 2:1 mix as projected. We do expect that the
ratio will change in the future as more trials are held and response ratios
are quantified.

5.0k Regarding the projected sales growth of 25 percent, others, including
the IBRD, believe that Afghanistan lacks the infrastructure and supporting
facilities to achieve much more than a moderate increase quickly. For ex-
ample, the ABRD projects fertilizer sales to increase at a compound rate of
only 12 percent per annum. Probably, the truth lies somewhere in between.

We believe, however, that supplies should be adequate to allow for the higher
projocted inercase; or, put another way, we are persuaded that if we plan
supplies ror the fower growth rate, the lower projection will be a selr-
Pl b ling prophocy,

e Fertd e Prelecs

—m—e o v o ——

0% The present tertilizer prices, to the farmer, arc well below cost

-17-
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and contuin a heavy government subsidy. In 1974/7% the subsidy is estimated
to amount to $2.9 million (see para 3.08). It will increase to about $9.0
oiltion (or & percent of Afghanistan's budget) in 1975/76, when the recently
purchased high cost fertilizer is sold to tfarmers, and witl reduce to about
$6.0 million in LUTE/T7 when locally produced urea lo substituted ror iw-
ported urea (see para 3.09).

5,00 In reality, the subsidy is really geared to Che consamer, primarvily
the urtan consumer. Asswaiing this is necessary. and desirable, Afghanistan
couid accompiisn vhe same result by allowing the prices of agriculture in-
puts and commodities to rise, purchase the commodities at the market price,
and release the commodities to consumers at a subsidized price. The ad-
vantages o this would be that farmers' incomes would rise which should

act as an incentive to increase agriculture production. The disadvantages
are that it would require a large bureaucracy to manage (which is a weak
suit in Arghanistan) and it is unlikely that the distribution would be on
an equitable basis. For this loan we are not recommending any conditions
or covenants related specifically to the subsidy problem. The entire
problem will be covered in the evaluation of AFC to be held during

FY 1975/76. At that time, and depending on factors existing at that time,
we intend to discuss the problem with the Government.

C. AFC Financial Condition

5.07 A victim of the present fertilizer subsidy is AFC since it is they
who purchase the fertilizer at the full market price and sell it at the
subsidized price. In a sense, this hides the subsidy in the budget since
it is show as a contribution to AFC (or the GOA can instruct AFC to borrow
from the banking system). This system also hides the efficiency, or in-
efficiency, of AFC since it is not possible to tell, without a detailed
examination, i AFC is losing money through sales or by poor management,

or a combination of both. And obviously it is nol a morale booster for AFC

rmployens who don'th want Lo work f'or a company thalo is always losing money.
AvobLher repail T bhal AFC will never hnve sueplas Dineds Lo opay Por extension,
or aduentdve worky Lo econvinea more Parmorn Lo e ferbib D ser,

ool Consildering Lhe Forugolng problem we are including a covenant in

Lhie Lomn Apreement. which wlll require the Government to present a plan to
AID, within ore year after execution of the Loan Agreement, which will
ensure that AFC is a financially viable institution,

D. Conditions and Cqvenants

5.09 The Conditions Precedent to Disbursement will be:

Legal opinion;

Designation of Borrowers Authorized representative; and
Such other conditions as AID may require.

NN N

a
b
c

e e

5.10 To ensure that the fertilizer purchased under this loan is pro-
cured and distributed in a timely and efficient manner and that the insti-
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tutional structure of AFC {s retained in form and substance acceptable to
AID, the following covenants will be incorporated into the Loan Agreement,
unless ALD and the borrower otherwise agree:

(a) The Borrower shall, within twelve months from the date of the
Agreement, submit a plan, satisfactory to AID, that will ensure the
financial viability of AFC including, but not 1imited to, a two-year budget
and source and applications of funds statement. '

(b) The Borrower shall cause AFC to operate as an independent business
entity and will permit AFC to manage its own activities, including the pur-
chase of fertilizer from both domestic and foreign sources, arrange for
transpcrtation of fertilizer both within and without Afghanistan, operate
its warehouses, and distribute fertilizer procured under this loan or any

other financing sources to retailers and farmers.
!

{(c) The Borrower shall provide all funds in addition to the loan
needed for the purchase and transportation of fertilizer to be financed
hereunder and, to the extent that existing funds and sales revenues are
insufficient, the operating costs of AFC,

(d) The Borrower shall assure that the Agriculture Development Bank
shall remain a shareholder of AFC.

5.11 Additionally, we believe that Government should continue its
efforts in addressing Agriculture Policy and related matters. We therefore
will include the following covenants in the Loan Agreement, The Imple-
mentation Letter will specify the frequency and detail of the reports
required to comply with the covenants:

(a) The Borrower shall initiate new research to determine the optimum
ratio and amounts of phosphatic to nitrogenous fertilizer, by crops and soil
conditions.

(b) The Borrower shall continue to evaluate the amount of fertilizer
subsidy paid and, as warranFed, adjust the sales price of fertilizers to
reflect the farmers ability to purchase and use appropriate amounts of such
fertilizers.

(c) The Borrower shall, in conjunction with (b) above, review existing
farmer credit systems for financing fertilizer procurement, and take actions
designed to assure that maximum fertilizer usage is attained.

(d) The Borrower shall, instruct AFC and the AgBank to accumulate
data which will identify thle purchaser of fertilizer including size and
tenancy of farmland, grops grown, location and source of financing.

(e) The Borrower shall cause AFC to adequately provide for the proper
storage and timely distribution of an increasing supply of fertilizer so as
to facilitate the flow of fertilizer to the majority of the farming
population.



VI.. EVIRONMENTAL IMPACT

6,00 Di-ammonium phosphate will be the principal fertilizer
imported under this Loan. Afghanistan has a land area of 63 million
ha, ot which about 4% million are cultivated. The application of

ort liizer wit! increwse the yields per acrs, which are among the
cowent 1 the worid, Thus, the use of fertilizer wii! have a signifi-
cant benelicial effect in helping Afghanistan increase food
preduction.

(S The votential adverse effects of fertilizers occur when

nitrates snd nhosphates are released into surface and ground waters.
There are ne udverse effects on the soil or air from the use of these
fertilizers.

6.3 in surface waters, such as lakes and other standing bodies

o1 water, nitrutes and phosphates contribute to the overgrowth of
algae and other objectionable plant forms. This is a serious problem
in lakes that are used for recreational purposes. The few lakes that
are used for recreation in Afghanistan do not receive a significant
runot'tt from cultivated land and therefore the use of fertilizers, at
present and in the foreseeable future, will have no adverse effect

on these waters,

6.0l In a few parts of the world, groundwaters containing high
concentrations of nitrate have raused hemoglobinemia in infants.

The Unitcd States Drinking Water Standards have therefore set a
nitrate limit of 10 milligrams per liter. Data are not available on
the nitrate content of drinking water in Afghanistan, nor is there
any evidence of the incidence of hemoglobinemia. This condition,

if it exists, is unlikely to be aggravated by the small amounts

of fertilizer normally applied in Pakistan and by the even smaller
amounts that would enter the groundwater.

6.05 We conclude, therefore, that the beneficial effects »f

importing and using fertilizer far outweigh any potential and
unproved environmental efrects,
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VII. DEBT SERVICE CAPABILITY

T.01 As of March 197h the GOA's foreign debt totaled $719.9 million.
the major creditors were the USSR (73.4 percent), the U.S, (12.4 percent)
and the Pederal Republic of Germany (9 percent).

Al Altrhanistan export earnings have riser ut better than 20 percent
per sunvim during the past two years, Exports of fruits and nuts, which
aceount or oabout 3 percent of total export carnings, are expected to
cont.inue to increase. Foreign exchange reserves (prescently covering six

months ¢ import:s) have been rising the past rour years but are expected
to drop this coming year mainly because of a drop in prices of cotton and
karakui.

7.03 Over the past two years improved weather conditions and increased
ucage of agricultural inputs have resulted in a good wheat harvest, with
LT3 and 197k pnyﬂming an overall surplus. With continued increase in
agricultural inputs such as improved seed and fertilizer and GOA leader-
ship interest in increasing irrigated agriculture, there is reason to
believe agricultural production willl continue to improve over the coming
years.

7ok Other positive signs in the economy are improved policies in
some areas of agriculture including efforts to increase the use of ferti-
lizer throughout the country, and the GOP efforts to promote, exports
particularly to new markets in the oil rich countries such as Iran., The
GOA is also making progress in increasing domestic revenues (31 percent
increase cver last year's collection) primarily through more strict
enforcement of existing laws.

7.05 The performance of the past two years, and relatively good
prospects for continued development, have given grounds for international
agencies and bilateral donors (Iran) to provide concessional loans. There
are reasonable prospects of this loan being within Afghanistan's ability
to repay in the future.
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ANNEX 1

AFGHANISTAN - AGRTICULTURAT, INPUTS LOAN

Capital Assistance Loan Authorization

Provided from: Development Loan Funds FAA 103
(Food and Nutrition)

Pursuant to the authority vested in the Administrator, Agency for
International Dcvelopment (MA.I.D.'") by the Foreign Assistance Act of
1961, as amended, ('"The Act') and the delegations of authority issued
thereunder, I hereby authorize the establishment of a loan ('The Loan")
pursuant to Part I, Chapter 1, Section 103, Food and Nutrition, and

Part I, Chapter 2, Title 1, the Development Loan Fund, of said Act,

to The Republic of Afghanistan (''The Government'") of not to exceed

Eight Million United States Dollars ($8,000,000) to assist in financing"
the United States dollar costs of procuring fertilizers., This loan will
be subject to the following terms and conditions:

1. Terms of Repayment and Interest Rate

The Government shall repay the Loan to A.I,D. in United States dollars,
within forty (40) years from the date of the first disbursement under the
Loan, including a grace period of not to exceed ten (10) years from said
date, The Government shall pay to A.I.D. in United States dollars interest
at the rate of two percent (2%) per annum during the grace period and three
percent (3%) per annum thereafter on the outstanding disbursed balance of
the Loan and any due unpaid interest,

2. Other Terms and Conditions

a) Unless A.I.D. otherwise agrees in writing, commodities and related
services financed under the Loan shall have thelr source and origin
in the United States and countries included in A,I.D, Geographic
Code 941,

b) The Loan shall be subject to such other terms and conditions as
A.I.D., may deem advisable.

Assistant Administrator for
Near East South Asia Bureau

Date
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Ministry of Foreign Affairs

Note No, 8681/ 10989 Date: 20/11/53

Feb, 9, 1975

TO: Amembassy, Kabul

Presenting complients, the Foreign Ministry note states:

'"Enclosed please find Planning Minister's note dated Feb, 5th
addressed to Mr, Browny USAID Director in Kabul, requesting finance
of the cost and transportation charges of 20,000 tons of diammonium
phosphate,

Please forward the note to USAID office in Kabul, and inform us
of the decision made by the relevant authorities of the friendly country,

Ministry of Foreign Affairs avails itself of this opportunity

to renew the assurance of its highest conasideration, "

R. G, Mehra
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MINISTRY OF PLANNING
SECRETARIAT

NO:

Date: Feb. 5, 1975
P
Ret: -

REPUBLIC OF AFGHANISTAN
KABUL

Mr, Vincent W, Brown
Director

USAID

Kabul,

Dear Mr, Browng

In recent years the use of chemical fertilizers in comparatively
large volumes together with improved wheat seed has played a major
role in increased food production and the results are very promising,
The program of increased grain production has first priority with us,
We have been relatively succeasful in implementing this program with
the use of fertilizers and immproved seeds and it is felt necessary to
continue it, '

Of the three major plant nutrients (N, P and K) nitrogen {NY}
is universally low in Afghan socils and it is proportionately the
most limiting factor in food production, Phosphorus (P) is the
next most limiting plant nutrient, While the role of potassium (K}
in improving yield and crop quality has been established in sugar
and starch producing plants, other crops seem to respond only
marginally to applications of potash fertilizers necessitating
further research,

There is some evidence that when phosphorus is added to medium
and higher applications rates of nitrogen {according to the existing
Extension Department recommendations) the extra yield due to applie
cation of phosphorus is quite high ~= up to a ratio of 7 « 8§ to 1,

At a subsidized farmer price of afs, 9840/MT for diammonium phosphate
(DAP), the purchase and application of DAP to moderate and higher
application rates of Urea gives farmers, un the average, attractive
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returns and consequently gives attractive returns to our economy as
a whole when output is valued at world farm gate prices (for wheat
this would be $1200 $150/MT) The role of phosphorus in substane
tlally increasing ylelds of cotton, sugar beets and rice is also
worth mentioning,

Based on ROA fundamental plans studies are underway to seek ways
and means to reach and help the farmers who constitute the majority
of our population, Some steps toward reaching this objective have
already been takea. Expansion of AFC retail outlets to 400 in 1354,
simplifying Af, Bank loan contitions to increase greater small
farmer participation in fertilizer and seed credit programs,
expansion of promotional programs to familiarize farmers with
fertilizer use and pasa®ge of Cooperative L.aw are cited as good
examples,

The current stock of urea in country plus the expected
production of urea by the Mazar Plant will be more than enough
to provide domecstic nitrogen requirement for the year 1354,
Future requirernents of area beyond 1354 will also be provided
by the Mazar Plant facilities, The country’s stuck of DAP,
however, will be exhausted after the fall of 1354 fertilizer
campaign and hence it will be necessary to have new procurements,

The DAP requirement for the year 1355 which should be purchased
in mid, 1354 is estimated to be about 33, 000 MT. In order to
partially eatisfy the phoéphorus requirement for 1353 the Government
of the Republic of Afghanistan while presenting its compliments to
the Government of the United States would like to formally request
the consideration and provision of a loan to finance the importation
of up to 20,000 MT of DAP (or an equivalent amount of TSP} plus
shipping and Marine insurance charges to Karachi under the AID's
mos: favorable concessionary terms, In order to strengthen AFC's
financial status it will be greatly appreciated if a grant is also
considered to finance forwarding and tran sportation charges from
Karachi to Afghanistan borders,
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Thanking you fo‘r your continucd intereet in our problems and
timely assistance, I remain,

Sincerely,

Ali Ahmad Khoram
Minister of Planning
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12 June 1975 Paqge 5
No. 425

REPUBLIC OF AFGHANISTAN

KABUL

Mr. Vincent W. Brown
Director,
USAID Mission for Afghanistan
Kabul

Dear Mr. Brown,

In my letter to you of February 5, 1975 we requested
that U.S. Government consider providing the Government of
Afghanistan a loan to finance the importation of up to
20,000 MT of D.A.P. (or an equivalent of amount T.S.P.)
plus the usual shipping and marine insurance charges
associfated with such procurements.

We now understand that in current prices alone in

the amount of $8 million will enable us to purchase
approximately 24,000 MT of D.A.P. against our 33,000 MT
total estimated requirement for the year 1355. Accordingl
we hereby request that your Government consider providing
the GOA a loan of up to $8 million which will be used to
finance items mentioned above. We also wish to renew the
request for the grant to finance forwarding inland trans-
portation charges referred to in my earlier letter.

Thanking you for your continued interest in our
problems and timely assistance, I remain,

Sincerely Yours,

ALI AHMAD KHORAM
MINISTER OF PLANNING
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ANNEX 3

OPPICE OF THE DIRECTOR

oo

Mr. Robert H. Nooter

Asgistant Administrator

Bureau for NESA

Agency for International Development
Washington, D.C. 20523

Dear Mr. Nooter:

As principal officer of the Agency for International Development in
Afghanistan, it is my responsibility under Section 611(e) of the
Foreign Assistance Act of 1961 as amended to certify as to the
financial and humen resource capability of Afghanistan to effec-
tively maintain and utilize capital assistance projects estimated
to cost in excess of $1,000,000, taking into account among other
things the maintenance and utiligation of projects in such country
praviously flnanced or assisted by the United States.

Based on the structure and staffing of the Afghan Fertilizer Com-
pany (Government of Afghanistan Fertilizer Authority), its experi-
ence in procurement, warehousing and distribution of fertilizer,

I hereby certify that Afghanistan has the capability effectively
to utilize the fertilizer to be financed by the proposed $8.0 mil-
lion loan to the Government of Afghanistan.

Sincerely yours,
<

W/ o ow
Vincent W. Brown -——::)
Director
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UNITED STATES OF AMERICA
AGENCY FOR INTERNATIONAL DEVELOPMENT  ANNEX 4

KABUL. APGHANISTAN
UG ot b asman gYl AL o S 28
Al JA

OPPICE OF THE DIRECTOR
u-.JJ/‘J

Mr. Robert H. Nooter

Assistant Administrator

Bureau for NESA

Agency for International Development
Washington, D.C. 20523

Dear Mr. Nooter:

As principal officer of the Agency for International Development in
Afghanistan, it is my responsibility under Section 110 (a); 208 (e) of
the Foreign Assistance Act of 1961 as amended, to certify that the
Government of Afghanistan is prepared to provide at least twenty=five
percent (25%) of the costs of the program, project or activity with
respect to which the Loan is made,

Based on verbal assurance from the Government of Afghanictan and
verified by finanaial documentation supplied by the Afghan Fertilizer
Company, It is apparent that the host country will have a large
investment in the total projeots D~ the three years of this
pmjact, the Uovernment of Afghanimwn and ite soln agont tho Afghun
roptllizer Compnny, will dpend about $18.0 million for fertilizer from
its government operuted Marar-i=gharif plant, $6.0 million for distri-
buition and credit costs and $8.0 mijlion to increase the availability of
credit to farmers, for a total of about $33.0 million. Based on this °
information, I hereby certify that more than twenty-five percent 25%)
of the costs of the program to which this loan contributes will be met

by the Government of Afghanistan.
\(S\ncerely,

Vincent W, Bro
Director
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AID 1020-281(1.721

_AFGHANTSTAN:

Project Titie 4 Nurter

Agriculture Inputs

PROJECT DESIGN SUMMARY
LOGICAL FRA $Z40ORK

*Grant assistance of $366,000 previous!:

NARRATIVE SUMMARY

OBJECTIVELY VER!Fi1ABLE INDICATORS

MEANS OF VERIFICATION

ERER
CE fy vy
e i3

-

1

Program or Se:tor Goal: The broader obiective 1o
which this project contributes:

Se

ctor Goal

Increase in production of principal

agriculture crops through an accelerated

use of fertilizer.,

Project Goal

A greater number of farmers using a
greater amount of fertilizer

Mszasures of Gool Achievere-s:

~Annual agriculture produczion in-
creases of 10% for wheat, 8% for
cotton and 67 for scgar cane.

-No wheat imports during years of
normal weather.

-Increase in fertilizer sales by 25%
a year.

-a 20% increase in number of farmers
using fertilizer.

Ministry of Agriculture annual
reports.

Food Procurement Departments annual
reports,

AFC monthly reports.

I Assumpt ons far S el mg el TIrgety
~There vill not be a dra.ght
lastin, 'wo vears or more.

-Levels of precipitation are not
less than 75%.

-No disease or {nsect epidenic
develops which reduces vields
more than 5% below current
yields.

Project Purpose:

GOA Project Purpose

Availability of fertilizer in all prin-
cipal agriculture producing areas.

- AID Sub-Purpose

An effective organization for marketing
and distributing fertilizer staffed by
competent Afghanistan nationals.

Conditions that will indicote purpose hos been
ochieved: End of project stztus.
-Warehouses are located in all prin-
cipal agriculture producing-areas.
-Retail agents have increased from
220 to 400.
-Adequate supplies of fertilizer exist
at all warehouse and retail points.
-Targets For distribution are met.
~Distribution area has enlarged.
-Afghanistan nationals in all key

itions & have o ated c an
g%%éctively for ongeguli yegg? Y

AFC monthly reports.

Intensive evaluation of AFC during
the winter of 1975-76. :

Continuous AID monitoring.

Assumptions for achievi-g purpose”
-Supplies of f ertilizer, both im-

ported and domestically produced
are adequate to meet demand.
-No bottlenecks occur in distribu
tion system,
-Warehouses are constructed.
-Additional retafl outlets
established.
-Management assistance, over
past two years, has been
effective.

Outputs:
AID

1.

2.

Chemical fertilizers.

An efficient company,
for the marketing and
chemical fertilizers,

properly staffed
distribution of
Four trained middle~level managers.

Newd retail agents established to sell
fertilizer.

Maognitude of Outputs:
1. Approximately 24,000 M1 of DAP.

2. One company.
3. Four employees.

4. Increase from 220 to 400
retailers.

AID and AFC reports.
Iatensive evaluation of AFC,

AgBank quarterly‘repotcs.

AFC and AgBank audited financial
statements.

IBRD evaluation of AgBank.

Assumptions for ochieving cutputs-
-IBRD loan is effective by August

-COA continuous to support AFC.

A dollar loan of $8.0 million to be
used to purchase chemical fertilizer.

2. Four man years of techntcél assistance

3. Participant training of four middle

levelmanagers.

Implementation Target (Type ond Quantity)

AID

1, Fertilizer to be purchased in the
late summer & early fall of 1975.

2, Initially for one year (CY 1975)
with the provision of an extension

3. During calendar year 1975.

AID records.
AFC reports.
AgBank reports.

GOA fiscal data.

Assumptions for prev:ding .=gos:
-Necessary resources aacde availabl
by AID, GOP and IBRD.

-AgBank increases its effectivene:
through technical assistance.

-AFC can handle contracting and
supervision of warehouse con-
struction.
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PROJ ECT DESIGN SUMMARY

LOGICAL FRAMEWORK

Project Title & Numpe: _ _3ZSHANISTAN: Agriculture Inputs (continued)

WARRATIVE SMimiRY

OBJECTIVELY VERIFIABLE INDICATORS

MEANS OF VERIFICATION
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WPORTANT ASSUMP T:D

Program or Sector Goo - The p-nbbm sinective to
which this project comtributes:

Measures of Goal Achievement:

Astumprions for ochies.ng ool torge

FFertilizer/product relatioasl
continues to be favorable,

lFevtil{izer is available in
adequate quantities,

FCredit constraint is reduced

Project Purpose:

Cond ..ans thot will indicote purpose has been
achisved: End of project status.

Assumptions for achieving purpose:

Outputs:
GOA

ij—kdequate urea fertilizmes 0 meet demand.

2. Adequate funds to ensuTt AZC and AgBank
purposes are met.

IBRD

1. A larger number oI frrmess purchasing
fertilizer on cred:z.

2, An efficient, preparle iuaided Ag.
Credit Bank.

3. Adequate warehouse Imz...:i2s in new
locations.

Magnitude of Outputs:

1. 33,000 MT in FY 1976 and 75,000 MT
in FY 1977.

2, Unknown at this time; magnitude deq
pends on internal events (e.g.
loan collections) which will occur
next two years.

T. An increase from 33,000 to 43,000
farmers.

2, One bank with branches,

3. 55,000 MT in 24 locations,

Assumptions for achieving outputs:

lnputs:

1. Supply of fertilizer Z=on :ne Russian-
assisted urea fercilizes ylunt,

2. Bugetary support of a¥'l ind AgBank.

IBRD

1. Credit to farmers for mrunuse of
fertilizer,

2. Technical assistance :r unz3ank.

3. Loan to AFC (througt aglauk. Sor ware-
house constructi.::l. .

Implementation Torget (Type and Quontity)
GOA

1. Continuous from 1975.
2. Continuous.

IBRD

1. Over a 3% year period commencing
July 1975.

2, Through August 1978,

Assumptions for providing inputs:




CHECKLIST OF STATUTORY CRITERIA

The following abbreviations are used:

FAA - Foreign Assistance Act of 1961, as amended.

FAA, 1973 - Foreign Assistance Act of 1973,

App. - Foreign Assistance and Related Programs Appropriation Act, 1974.
MMA - Merchant Marine Act of 1936, as amended.

BASIC AUTHORITY

1. FAA § 103; § 104; 8§ 105;
g 106; 5 10/. Is loan :ceing made

a, for agriculture, rural ‘develop- Yes. The loan is being made to
ment or nutrition; help Afghanistan improve agri-
culture, rural development and
nutrition by financing fertili-
zer. It will contribute directly
to increasing food grain yields.

b. for population planning or health; No.

c. for education, public administration, No.
or human resources development;

d. to solve economic and social develop- No.
ment problems in fields such as trans-
portation, power, industry, urban
development, and export develbpment;

e. in support of the general economy of the No.
recipient country or for davelopment pro-
grams conducted by private or inter-
national organizations.

COUNTRY PERFORMARMNCE

Progress Towards Country Goals
2. FAA 8201 (b) (5), (7) & (8); § 208

A, Describe extent to which country is:

(1) Making appropriate efforts to (1) Rapid increase in agricultural



increase food production and
improve means for food storage
and distribution.

(2) Creating a favorable climate
for foreign and domescic private
enterprise and investment.

(3) Increasing the public's role in
the developmental process.

ANNEX 8
Page 2

production is a top priority of the
Afghan Government. This includes

the introduction, extension and
production of improved varieties of
wheat and fertilizers in an effort

to make the country self-sufficient
in foodgrains. These efforts, coupled
with favorable weather, led to a
substantial increase in wheat
production in 1973/74 after two years
of serious shortage. With U.S.
assistance, the GOA has been seeking
to improve its fertilizer distribution
system and fertilizer usage has
steadily increased. The GOA has

also utilized assistance of the U.S.,
the FRG and other donors in analyzing
methods for supporting wheat
stabilization programs and in
increasing and improving good

storage and distribution,

(2) Since the mid-1960's the
development policy of Afghanistan

has envisioned a mixed economy.
Within this framework, the GOA

has indicated that it allocates a
significant role to private invest-
ment, particularly for small and
medium enterprises. A Foreign and
Domestic Private Investment Law,
promulgated in 1967, has provided
incentives to private investment

and led to approval of over 350

small industries and the start-up

of over 100 manufacturing operations
in the past five years. A revised
Investment Law has been promulgated
in August 1974 with further incentives
to private enterprise and investment.

(3) The GOA has accorded high priority
to the implementation of rural develop-~
ment programs designed to maximize
benefits to the poorest segments

of society and to utilize self-help
efforts at the local level to the



(a) Allocating available
budgetary resources to
development,

(b) Diverting such resources
for unnecessary military expen-
diture (See also Item No. 20)
and intervention in affairs of
other free and independent
nagions.) (See also Item No.
1

(4)

(5) Makin_ economic, social, and
political reforms such as tax col- .
lTection improvements and changes in
land tenure arrangements, and
making progress toward respect for
the rule of law, freedom of express-
ion and of the press, and recogniz-
ing the importance of individual
freedom, initiative, and private
enterprise.

(6) Willing to contribute funds
to the project of program,

ANNEX 8
age

greatest possible extent. Many small
rural works projects, including feeder
roads, bridges and irrfigation ditches
were constructed over the past few
years and are actively under construct-
jon now. Broad popular participation
in development has been enunciated

as a basic goal.

Afghanistan's budgetary resources
are committed to social and economic
developmant.

Afghan arms acquisition is motivated
by desire for defensive capability
and internal security. The
Government professes no offensive
intentions and has not carried out
any such intentions.

(5) The creation of a Cadastral

Survey Organization with earlier

USAID assistance was designed to create
the base for an agricultural tax.
Concentration of lard ownership and

an extensive share-cropping pattern
suggest that some form of land reform
is desirable but there is no indication
that such reform is presently contem-
plated by the Government. USAID

is assisting in the improvement,
standardization and rationalization

of the tax collection system. At
present freedom of the press is
somewhat limited. As noted in
paragraph (b) above, GOA policy
envisions a significant role for
private enterprise.

(6) Afghanistan will provide the
Tocal currency resources required

for implementation of the loan.

The Government of Afghanistan will

pay for all local distribution costs
as well as providing approximately
two-thirds of the country's fertilizer
needs from its own plant., See also
IV.F, of the Project Paper.



(7) Otherwise responding to the
vital economic, political, and
social concerns of its people, and
demonstrating a clear determ{nation

The Government of Afghanistan is
responding to the vital economic,
political and social concerns of
its people. It has a firm deter-

to take effective self-help measures, mination to come to grips with the

B. Are above factors taken into account
in the furnishing of the subject
assistance?

Treatment of U.S. Citizens and firms,

3. FAA 8 620(c). If assistance is to a
government, is the government liable
as debtor or unconditional guarentor
on any debt to a U.S. citizen for
goods or services furnished or ordered
where (a) asuch citizen has exhausted
available legal remedies and (b) debt
is not denied or contested by such
government?

4, FAA 8 620(e) (1). 1If assistance is to
a government, has it (including govern-
ment agencies or subdivisions) taken
any action which has the effect or
nationalizing, expropriating, or other-
wise seizing ownership or control of
property of U.S. citizens or entities
benefically owned by them without
taking steps to discharge its
obligations toward such citizens or

entities?
5. FAA 8 620(0); Fisherman'; Protective
Act § 5, If country has sejzed, or

imposed any penalty or sanction against,

any U,S. fishing vessel on account of its

fishing activities in international
waters,

“a. has any deduction required by Fisher-

men's Protective Act been made?

b. has complete denial oi" assistance
been considered by A,I.D. Administrator?

economic prob‘ems of the country.

B. Yes.

3. Afghanistan is not known £o be
in violation of this section.

4, Afghanistan is not known to be
in violation of this section.

5. Afghanistan has not taken such
action,



Relations with U.S. Government and Other Nations

6-

10.

1.

12,

FAA § 620(a). Does recipient country fur-
nish assistance to Cuba or fail to take
appropriate steps to prevent ships or air-
craft under its flag from carrying cargoes
to or from Cuba,

FAA § 620(b). If assistance {s to
a government, has the Secretary of
State determined that 1t is not
controlled by the internaticnal
Communist movement?

FAA 8 620(d). If assistance is for
any productive enterprise which will
compete in the United States with
United States enterprise, is there

an agreement by the recipient country
to prevent export to the United States
of more than 20% of the enterprise's
annual production during the 1ife

of the loan?

FAA 8 620(f). Is recipient country
a Communist country?

FAA § 620(i). Is recipient country
in any way involved in (a) subversion
of, or military aggression against,
the United States or any country
receiving U.S. assistance, or (b)

the planning of such subversion or
aggression?

FAA § 620(j). Has the country permitted,
or failed to take adequate measures to
prevent, the damage or destruction,

by mob action, of U.S. property?

FAA § 620(1). 1If the country has failed
to institute the investment guaranty
program for the specific risks of
expropriation, in convertibility or
confiscation, has the the A,I.D. admini-

6. We are not aware of any GOA
non-compliance with this section.

7. The Secretary of State has
determined that Afghanistan is not
dominated or controlled by the
international Communist movement.

8. Not applicable.

10. No.

No.

12. Afghanistan has instituted the
investment guaranty program for the
specific risks of expropriation,
inconvertibility and war risks.

stration within the past year considered denyin
assistance to such government for this reason?



13.

14,

15,

16.

17.

18.

FAA § 620(n). Does recipient country
furnish goods to North Viet-Nam or
permit ships or aircraft under its
flag to carry cargoes to or from
North Viet-Nam?

FAA § 620(q). Is the government of
the recipient country in default on
interest or principal of any A.l.D.
loan to the country?

FAA § 620(t). Has the country

severed diplomatic relations with

the United States? If so, have they
been resumed and have new bilateral
assistance agreements been negotiated
and entered into since such resumption?

FAA 8 620(u). What is the payment
status of the country's U.N. obli-
gations? If the country is in

arrears, were such arrearages taken

into account by the A.I.D. Administrate~
in determining the current A.I.D.
Operational Year Budget?

FAA § 481. Has the goverament of
recipient country failed to take
adequate steps to prevent narcotic
drugs and other controlled substances
(as defined by the Comprehensive Drug
Abuse Prevention and Control Act of
1970) produced or processed, in whole
or in part, in such country, or trans-
ported through such country, from.being
sold 11legally within the jurisdiction
of such country to U.S. Government
personnel or their dependents, or from
entering the U.S. unlawfully?

FAA § 659, If (a) military base is
Tocated in recipient country, and was
constructed or is being maintained or
operated with funds furnished by U:S.,
and (b) U.S. personnel carry out
military operations from such base,
has the President determined that the
government of recipient country has
authorized regular access to U.,S.
correspondents to such base?

13. We are unaware of any GOA
non-compliance with this section.

14, No.

15. Afghanistan has not severed
diplomatic relations with the
United States,

16. Afghanistan is not delinquent
in any obligations to the United
Natians.

No.

18. There is no U.S. military base
in Afghanistan.



Military Expenditures

19.

FAA S 620(s). What percentage of
country budget 1s for military
expenditures? How much of foreign
exchange resources spent on military
equipment? How much spent for the
purchase of sophisticated weapons
systems? (Consideration of these
points is to be coordinated with

the Bureau for Program and Policy
Coordination, Regional Coordinators

and Military Assistance Staff (PPC/RC).)

CONDITIONS OF THE LOAN

Gereral Soundness

20.

FAA § 201(d). Information and con-
clusion on reasonableness and legalit)
(under laws of country and the United
States) of lending and relending terme
of the loan.

FAA S 201(b)(2); § 201(e).
and conclusion on activity's economic
and technical soundness.
made pursuant to a multilateral plar
and the amount of the loan exceeds

$100,000, has country submitted to

A.1.D, an application for such funds
together with assurances to indicate

Information

If loan 4s not

19. Afghanistan's military budget
appears to be about 30% of the total
budget. The Soviet Union and other
Eastern bloc countries are the prin-
cipal suppliers of military equip-
ment for the Afghan armed forces.
This equipment is purchased on longterm
credits at below "market prices”.

Some surface=to-air missiles,Mid 60's
fighter bombers and guided anti-tank
missles are considered the sophis-
ticated components of the Afghan mili-
tary system, These weapons are
available in limited quantities.

“Afghanistan is not known to be di-

verting development assistance to
military expenditures. The Afghan
military both ajr force and army,
totals 84,000 men on active duty.

The size of this force and its equip-
ment are considered consistent with
the country's defense and internal
security needs.

20, The rate of interest is con-.
sidered reasonable, and repayment of
the Toan with interest is within the
financial capability of the borrower.
Interest through the grace period
will be at the rate of 2% per annum,
and 3% thereafter. This rate is not
higher than the applicable legal

rate of interest in Afghanistan,

21. Yes, see Annex 2 of the Priject
Paper.

that funds will be used in an economically

and technically sound manner?



22,

23..

. from other free-world sources, including

24,

25.

26,

FAA § 201(b)(2). Information and
conclusion on capacity of the country
to repay the loan, including
reasonableness of repayment prospects.

FAA § 201(b)(1). Information and
conclusion on availability of financing

private sources within the United States.

" FAA § 611(a)(1)., Prior to signing of

Toan will there be (a) engineering,
financial, and other plans necessary
to carry out the assistance and

(b) a reasonably firm estimate of the
cost to the United States of the
assistance?

FAA § 611(a)(2). If further legislative
action is required within recipient
country, what is basis for reasonable
expectation that such action will be
completed in time to permit orderly
accomplishment of the purpose of the /1oan

FAA § 611(e). If loan is for Capital
Assistance, and all U.S, assistance to
project now exceeds $1 million, has
Mission Director certified the country's
capability effectively to maintain and
utilize the project? ’

Loan's Relationship to Achievement of

Country and Regional Goals

27,

EAA § 207; & 113. Extent to which

assistance reflects appropriate emphasis
on: (a) encouraging development of
democratic, economic, peolitical and
social institutions; (b) self-help in

meeting the country's food needs; (c) improving

availability of trained manpower in the
country; (d) programs designed to meet
the country's health needs; (e) other
important areas of economic, political,
and social development, including in-
dustry; free labor unions, cooperatives,
and Voluntary Agencies; transportation
and communication; planning and public
administration; urban development, and
modernization of existing laws; or '
(f) integrating women into the recipient

country's national economy, '

ANNEX 8
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22." See sections III and V of the
Project Paper.

23. No other free-world sources,
including private sources within the
U.S., have indicated an interest in
financing the loan.

24. (a) Financial and other plans
necessary to carry out the assistance
are completed (b) the cost of the
assistance to the United States is
limited to the amount of the loan.

25, Further legislative action is not
needed.

26, Ves, See Annex 4. of the Proiect

Paper.,

27. The loanhas the indirecteffect
of encouraging institutional
development for the distribution

of agricultural inputs and rural
development and contributes
directly towards meeting
Afghanistan's foodgrain needs.
Furthermore, the AFC, as the sole
fertilizer procurement and
distribution agency of the GOA,

was previously A.I.D. loan assisted
and is now A.I.D. grant assisted

in building its institutional
capability. The ‘loan has no

direct impact on integrating women
into the economy.



28,

29,

30.

31.

32,

33.

FAA § 209. Is project susceptible of
execution as part of regional project?
If so, why is project not so executed?

FAA § 201(b)(4). Information and con-
clusion on activity's relationship to,
and consistency with, other development
activities, and its contribution to
reliable long-range objectives.

FAA § 201(b)(9). Information and con-
clusion on whether or not the activity
to be financed will contribute to the
achievement of self-sustainipg growth.

FAA § 209. Information and conclusion
whether assistance will encourage
regional development programs.

FAA § Section 111, Discuss the extent
to which the loan will sirengthen the
participation of the urban and rural
poor in their country's development,
and will assist in the development of
cooperatives which will enable and
encourage greater numbers of poor
people to help themselves toward a
better life,

FAA 8 201(f). If this is'a project
Toan, describe how such project will
promote the country's economic deve-
opment taking into account the coun-
try's human and material resource
requirements and the relationship
between ultimate objectives of the
project and overall economic
development

ANNEX_8
Page 9

28, The loan is not directed at a
regional problem. The U.S. is only one
among a number of donors in Afghanistan,
The Soviet Union, Germany, France,
Peoples Republic of China, England,

the United Nations, the World Bank,
Asian Development Bank, and various
voluntary agencies are important

foreign assistance donors to Afghanistan.,

29. The proposed loan would contri-
bute to the development of the agri-
culture sector of the economy, a prime
economic development objective of
Afghanistan. It closely complements
other developmental efforts underway
in Afghanistan with U.S. and other
donor assistance.

30. Self-sufficiency in grain produc-
tion is a major goal of Afghanistan
and this project will definitely
contribute toward the development

of Afghanistan's rural economy and
increased food production,

31, See above paragraph 28.

32. The institution of a farmers
credit program for fertilizer procure-
ment will enable and encourage a
grealer number of rural poor farmers
to increase foodgrain yields and help
themselves towards a better life.

33, Incurred agricultural production
is essential to Afghanistan's economic
development. In order to increase pro-
duction and good grain-yield per acre,
increased quantities and timely avail-
abilities of agricultural inputs such
as fertilizer are reqiured.



34, FAA § 281(z2).

35. FAA & 281(b).

36.

Describe extent to
which the Toan will contribute to

the objective of assuring maximum
participation in the task of economic
development on the part of the people
of the country, through the encourage-
ment of democratic, private, and local
governmental institutions.

Deccribe extent to which
program recognizes the particular needs,
desires, and capacities of the people of
the country; utilizes the country's in-
tellectual resources to encourage insti-
tational development; and supports civic

education and training in skills required

for effective participation in govern-
mental and political processes essential
to self-government.

AA 8 201(p)(3). In what ways does the
activity give reasonable promise of con-
tributing to the development of economic
resources, or to the increase of produc-
tive capacities?

37. FAA § 601(a), Information and conclu-

sions whether Toan will encoyrage ef-
forts of the country to: (a) increase
the flow of international trade; (b)
foster private initiative and competi-
tion (c) encourage development anti use
of cooperatives, credit unions, and
savings and loan associations; (d)
discourage monopolistic practices;

(e) improve technical efficiency of
industry, agriculture, and commerce;
and (f) strengthen free laboi unions.

ANNEX 8
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34.- Agricultural inputs are required
for implementation of Afghanistan's
agricultural and rural development
strategy, since they facilitate
obtaining increased food yields,
Without adequate food levels partici-
pation of the rural population in
demacratic, private and local
govaernmental institutions would be
severely affected.

35. The loan recognizes the needs of
the rural population and the desire for
increased food production and

incomes for producers, and their
capacity to effectively utilize these
inputs to achieve production and income
goals, There 1s no direct effect on
the use of the country's intellectual
resources or on civic education and
training in skills needed for increased
civic participation.

36. The application of fertilizer is
designed to contribute to the maximum
extent to the long-range economic
development of Afghanistan.

37. (a) in the first instance, trade
would take place between the U.S. and
Afghanistan since most purchases vi-
nanced from the loan would have their
source and origin in the U.S. In the
longer term, the project may facilitate
international trade by encouraging

the import of other fertilizers and
related agricultural inputs,

(b) Increased private farm activity
will be directly enccuraged.

(¢) The loan will have no direct
effect on the development and use of
cooperatives, credit unions and
savings and loan associations.

(d) The loan would have no measurable
effect on monopolistic practices.

(e) Technical efficiency will be
greatly improved through the existence
of a reliable source of fertilizer.



38.

FAA § 619. If assistance is for newly
independent country; is it furnished
through multilateral organizations or
plans to the maximum extent appropriate?

Loan's Effect on U.S. and A.I.D. Program

39.

40.

4,

42.

FRA 8 201(b)(6). Information and con-
clusion on possible effects of loan on
U.S. economy, with special reference to
areas of substantial labor surplus, and
extent to which U.S. commodities and
assistance are furnished in a manner
consistent with improving the U.S. ba-
lance of payments position,

FAA § 202(a). Total amount of money
under loan which is going directly to
private enterprise, is going to in-
termediate credit institutions or
other borrowers for use by private
enterprise, is being used to finance
jmports from private sources, or is
otherwise being used to finance pro-
curements from private sources.

FAA § 6071(b). Information and

conclusion on how the luan will

encourage U.S. private trade and
investment abroad and how tt will
encourage private U.S. participation

in foreign assistance programs (including
use of private trade channels and the
services of U.S. private enterprise).

FAA § 601(d). If a capital
project, are engineering and pro-
fessional services of U,S. firms
and their affiliates used to the

. maximum extent consistent with
the national interest?

ANNEX 8
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(f) The loan will have no direct
effect on the strengthening of free
labor unions,

38, Not applicable,

39, It .. cpeceen ww. most of the
fertilizer will be purchased in the
United Stat:s. Little, if any, adverse
effect on the U.S. balance of payments

js anticipated. No particular benefit
to areas of labor surplus is anticipated.
See also Section IV.D.

40. Loan proceeds are designated for
procurement of fertilizer furnish.d
by private sector sources.

41, It is expected that most of the
fertilizer will be furnished by United
States private enterprise, The loan
will make private investment in .
Afghanistan more attractive and feasible
in the future in development of related’
agri-bhusiness,

42, Engineering and professional
services will not be required under -
this loan. However, professional
services are being provided under an
A.1.D. grant project.
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43,

44,

45,

Loan's Compliance with Specific Requirements

FAA § 602. Information and con-

clusion whather U.S. small business
will participate equitably in the
furnishing of goods and services
financed by the loan

FAA & 620(h). Will the loan promote
or assist the foreign aid projects
or activities of the Communist-Bloc
countries?

FAA 8 621, If Technical Assistance
is financed by the loan, informa-
tion and conclusion whether such
assistance will be furnished to

the fullest extent practicable as
goods and professional and other
services from private enterprise

on a contract basis., If the
facilities of other Federal agencies
will be utilized, information and
conclusion on whether they are
particularly suttable, are not
competitive with private enter-
prise, and can be made available
without undue interference with
domestic programs.

46,

FAA § 110(a) ; 6 208{e). In what
manner has or will the recipient
country provide assurances that it
will provide at least 25% of the costs
of the program, project, or activity
with respect to which the loan is to
be made?

43,~ Procurement procedures to be
utilized unde. the loan will permit
equitable participation of U.S. smal]l
business. Normal small business
notification will be required

in the implementation of the loan.

44, No.

45, Technical assistance will not be
provided under this loan nor will

the facilities ‘of other Federal
agencies by utilized.

46. Considerably more than 25 percent
of the costs of the program to which
this loan contributes will be met by
Afghanistan., USAID Director's certifi-
cation is attached as Annex D. The GOA
will provide assurance by signing a
loan agreement with a provision con-
tained therein that it will provide

at least 25% of the cost of the
praégram,



47.

48,

49.

50.

51,

52.

53-

FAA § 114,

FAA §660. Will loan be used to

finance police training or related

program in recipient country?

Will loan be used to pay
for performance of abortions or to
motivate or coerce persons to
practice abortions?

FAA § 201(b). Is the country among
the 20 countries in which develop-
ment loan funds may be used to make
loans in this fiscal year?

FAA § 201(d). Is interest rate of loan

at least 2% per annum during grace
period and at least 3% per annum
thereafter?

FAA § 201(f). If this is a project

Toan, what provisions have been made
for appropriate participation by the
recipient country's private
enterprise?

FAA § 604(a). Will all commodity
procurement financed under the loan
be from the Untied States except as
otherwise determined by thd President?

FAA § 604(h). What privision {s made
Lo pravent Tinancing commodity pro
curemant 1n bulk at prices higher
rhan adjusted U.S. market price?

ANNEX 8
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47 No.

48, No.

49, Yes.

50. Yes.

51. Afghan private enterprise re-
tailers will be eligible to purchase
and distribute the fertilizer.

52. Commodity procurement financed
under this loan will be from the United
States and countries included in A.I.D.
Geographic Code 941,

53. The loan agreement will preclude
such financing.



54,

55.

56.

57.

58.

59.

60.

'FAA § 604(d).

If the cooperating
country discriminates against U.S.
marine insurance companies, will:the
loan agreement require that marine
insurance be placed in the United
States on commodities financed by
the loan?

FAA § 604(e). 1If offshore procure-
ment of agricultural commodity or
product is to be financed, is there
provision against such procurement
when the domestic price of such
commodity is less than parity?

FAA 8 604(f), If loan finances a
commodity import program, will
arrangements be made for supplier
certification to A.I.D. and A.I.D.
approval of commodity as eligible
and suitable?

FAA § 608(a)., Information on
measures to be taken to utilize
U.S. Government excess personal
property in lieu of the procure-
ment of new items.

FAA 8 611(b), App. § 101. If loan
finances water or water-related
land resource construction project
or program, is there a benefit~cost
computation made, insofar as
practicable, in accordance with

the procedures set forth in the
Memorandum of the President dated
May 15, 19627

FAA 8 611(c). If contracts for con-
struction are to be financed, what
provision will be made that they be
let on a competitive basis to
maximum extent practicable?

FAA € 612(b); 8§ 636(h). Describe-

steps taken to assure that, to the
maximum extent possible, the country
is contributing local currencies to
meet the cost of contractual and
other scrvices, and foreign currencies

ANNEX 8
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54. Yes, an appropriate provision
will be included in the loan agreemeni

55. All prices for agricultural input
will be reviewed by the A,I,.D. Com-
modity Management Division.

56. Yes,

57. Not applicable.

58. Not applicable,

59, Not applicable,

60, The GOA will pay for all local

currency expenses of the project.

All of the Loan proceeds will be
expended on foreign exchange procure-
ment, Afghanistan is not an excess
currency country.



ol,

62.

63.

64.

65.

66.

67.

68.

owned by the United States are uti-
1ized to meet the cost of contractual
and other services.

Section 30 and 31 of PL 93-189

(FAA of 1973). Will any part of

the loan be used to finance

directly or indirectly military

or paramilitary operations by the
U.S. or by foreign forces in or over
Laos, Cambodia, North Vietnam, South
Vietnam, or Thailand?

Section 37 of PL 93-189 (FAA of 1973);
App. 8 111. Will any part of this loan
be used to aid or assist generally or
in the reconstruction of North Vietnam?

FAA 8 612(d). Does the United States
own excess foreign currency and, if
so, what arrangements have been made
for its release?

FAA 8§ 620(g). What provision is there
against use of subject assistance to
compensate owners for expropriated or
nationalized property?

FAA 8 620(k). If construction of pro-
ductive er_erprise, will aggregate

value of assistance to be furnished by
the United States exceed $100 million?

FAA 8 636(1). Will any loan funds be
used to finance purchase, long-term
lease, or exchange of motor vehicle
manufactured outside the United States,
or any guaranty of such a trausaction?

App. § 103. Will any loan funds be
used to pay pensions, etc., for
military personnel?

App. § 105. 1If loan is for capital
project, is there provision for
A.I,D. approval of all contractors
and contract terms?

61, No.

62. No.

63. No. See paragraph 60 above.

64. Neither this loan nor any pre-
vious assistance has been, or will
be, used in this manner.

65. Not applicable,

66. No such use is contemplated.

67. No.

68. There will be a provision providing
that procurement contract terms and
conditions are subject to A.I.D.
approval,



69.

70.

71,

72,

73.

74,

75.

App. § 107. Will any loaun funds be
used to pay UN assessments?

App. 8§ 108, Compliance with regu-
lations on cmployment of U.S. and
local personnel., (A.I.D.
Regulation 7}.

App. § 110. Will any of loan funds
be used to carry out provisions of

FAA § 209(d)?

App. 8§ 112, Will any of the funds
appropriated or local currencies
generated as a result of AID asgsist-
ance be used for support of police
or prison construction and adminis-
tration in South Vietnam or for
support of police training of South
Vietnamese?

App, 8§ 113. Describe how the
Committee on Appropriations of the
Senate and House have been or will be
notified concerning the activity,
program, project, counktry, or other
operation to be financed by the Loan.

App. § 60l. Wi'l eny loan funds be
used for public_ty or propaganda
purposes within the United States
not authorized by Congrees?

App., § 604. Will any of the funds
appropriated for this project be
used to furnish petrcvleum fuels pro-
duced in the continental United
S.ates to Southeast Asia for use by

- non-U.S. nationals?

MMA § 901.b; FAA § 640C.

(a) Compliance with requirement
that at least 50 per .centum of the
gross tonnage of commodities (com-
puted separately for dry bulk

ANNEX 8
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69. No. Use of loan funds for any
purpose unrelated to the project
will not be permitted under the loan
agreement,

70, Not applicable.

71, No.
72. No.
73, The loan is included in the FY

1975 OYB which has been presented
to Congress. Formal notification
will be given to Congress in
complinnce with this provision.

74. No.

75. No.

76. Provisions will be included in
Loan Agrecment for complying with this
seciion,
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carriers, dry cargo liners, and
tankers) financed with funds made
available under this loan shall be
transported on privately owned U,S,-
flag commercial vessels to the
extent that such vessels are
available at fair and reasonable

rates,
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ANNEX A
PROJECT AGHEEMENT: MANAGEMENT SUPPORT FOR THE AFGHAN
FERTILIZER COMPANY
Project Number: 306-11--199-143

INTRODUCTION

Agricuiture ta by far the wmost lmportant indusiry in Afghanistan More
thun elghty porcent of the people are direcily ongaged In agriculture and most
o’ the rest ave irvolved In acilvities ancillary w {e. Almoat all of the exporis
of the country are Lased upon cither liventock or crops and almost every person
roainising - linkuge with his vilisge, hie faniiy and his farm. While Afghanistan
s not @ heavily populaied couniry, the pressure on the arable, irrigable land,
tg ralatlvely heavy., Also, much of the land that is irrigable is of relatively
coor quality or the suppiy of wator I8 not adsuired or i8 Intormitient. Becuase
ot the low ruininll, dryland production 19 iow with native grass and wheat boeing
thg avly erops crewn (o an appresichle oxtent. At the pregeni tme about half of
fue land plunted fo wheat is duyiand bus this area produces only twenty percent of
the wfal crop.  Yizlds in Afghardeien are generally low, averaging, in the case of
whaw!, somethlog ovey ons ton per hectare on lrrigated land. This is partially
bacauge of the lusscare water supply, and pariially because of the low soil -
fortllity and the poor tachnology used by farmers,

The Governmen? of Alfghanistan has besn aware of thiy situation for meny
vears and, stavilng over 20 years ayo, Legun takiug steps to corraci the situation
A Ministry of Agriculiurg wue formed, researca, extension, plani protection and
other activitios were skirted and {ertilizer was infroduced, Sales were sic:. “owever
and, as g vesul: of tha two drought years of 1970/1971 and the resuliing foud shortages
lasting ap {0 Jues of 1072, tha Government doefded it had to take aciion to Increasa
fertilizor avariablilty and use. Therefors, the Afghan Ferdlizer Company /AFC) was
eatablislied in 1972 ‘v he respoasible as the sole agency for procuring fertilizers
and distribuding fhew o 2f paris of the country. Since then, the Republic of
Atghapnistan, becouse of the drastic ineresses in the prices of fuel; fertilizer and
frefght accomparied by worldwide shortages of cereals has decided that it is tmperative
that the AT C improve its own efiiclency and that farmars all over the country have
fortillzer readily avuilable to them ai prives and on terms which they can afford.

A. ACTVITY TARGETS

Tho ultimats goal of ihis project {e to Increasa the leval of agricultural pro~
duction and produotivity In Afghunistan, It has been agreed by both the Government
of the Republic of Afghanistan and most donor agencies that, given reasonably good


http:hccta.re
http:AfgWilJ.,I.eu

ANRIZ

BuG= 1190343 i 1h

wita by 1l on adeanat o eyrv ol ierttlzaer, the coufe, enuld be a8 e dffhiciant

gpevioner the lasinwo years indiectes thal didg indrie With 4 1D

s oihor doaoe ansieares cver tho el bwanty yensy o celodvaly Oge auvher
el A faee falp oY

ol peeado fee s peon seainod T variong Aaspects of ageioniiurs an
regearch (‘s_\‘itc,;;;a:-."-;t b oo wadoy od ot oadipied o

noeetedl s

Aanton e b it an,

niarber o siredsen of vt voung an b et VAT ORI 0 e nindey

ke iyl ‘l_‘:’/n, RN VY

Afrlipn oo gns, N e e et Qeinaadiyg i
CIRGUARTIOUERASN, eNoUER sl oould e o duced o

2 A hEe presech 1Y TG he!

Lreten i fne
W Agrrovlorat Dereogep

s g w2 b oo
1
]

vireenremend cad distrmbo wn o ferlcer woon
st b b TRRD, hee recenih
oo hely b sraalier dwron

Laviatnsnis e

ARSI RN

AECTC TS LN ILURY RS ZU R S S RS P TR A

I

G IO e ottty il fi

hu‘-,J RV '.‘-}‘(\'f.' ),.':‘,‘, <1 s M
S ab e prodastad dta3, e

wast be fuvihey tproved

ey

D TR
Al N Ter BGE A

Gy woderoizod

AT Casstalanee 1ethe S R0 i Hiose aress o

- LS Py

3 d TP TTVT
S 1Y) (RS BN SR
g frnnetad Wt oe G

. Buppiy aud DHaloihubion

The Govevncend ol Adghasisian and USATD agreao thar tho prejero will consis

GL ‘-JD -\l.x‘il}‘.” Fi:

1 Teonmtee) Actvignrs aug Conmotinis Feuar Avall e caperid ab

will work wti‘hin tha &30 aa arivignrs, assistanes, and plannars a8 reqired 0,

&) Improve the day tooday operatiosal alficiency of the AR

) trafn theiy connter:«.ii 11 inedern DUgincys ~dministuation.

1"


http:igh!.1).;i,:31.an

A e

ANNEX 9 PAGE 4

2 it A0 Ve s Red s VR GUZCRIPTION)
s it S iueme !memu = SR ISR S R R L R SIS
“S06° ll 19%11‘3 A Bomainar _[) mevisiot i) fnans 40 18 b

v w i © e h e e

() develop transportation, storage and financial and stock (inventory)
control systems adapted (o conditions found in Afghanistan;

id) help ensure that adequate quantities of fertllizer are available on
time in all parts of the country;

{8) prepare plane for improved service, expanded busineas activities,
and rational growth of the organization;

~ ) write manuale of instruction and procedures on various phases of
the AFC's aotlvities to enable the organization fo standardize businew s
methods and incroxee operational etficiency;

g) make senlor mansgers acquainted with the world fertilizer industry
so tha¢ they can make the proper declsions guickly and confldently,
and in order that the AFC can adjust rapidly to changing world
fertilizor aituntions;

() perform variovs epecis] duties g8 assigned by the President or Vice-
President of the AFC,

Specifle Job descriptions for enoh of the technicians ars outlined in a letter from
the AFC to USAID Director Brown which is aitached 23 Annex B,

1. Briefly, esch men will be assignead s followes

@) The Chief Advisorwill be ofilced next to the Prasident of ths AFC
and will sgsist bim in the daiy=to-day manggment of the company.
He will provide advice on all aspacts of management, on the prvcure=
ent from both dormaestic and intsxnationsl sources, project develop-
raent and planning, and on publie relatieons,

{) The Financial Advisor will work with the IFinancial General Director
of the AFC and the Executive Commiites. e will provide advice,

n & daily basis, develop financial procezdures which may be adapted
by the AFC and aasiat and train his eonnterparts in all aspeects of
rocounting, financiul control, budgeting, auditing, and othay sspects
of finsnefal mansgemoent including credit and the AFC's relationships
with the Agrioultural Development Bank and other credit institutions,

(¢) The Marketing Advisor will work with the General Director of Market-
ing of A¥C and the Executive Committes. He will advise on a daily
basgis «nd develop ssund marketing procedur.g for the AFC, He will
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algo conduct dealer training and servicing programs and will

ag3ist with 21l other aspects of reteiling, reiailer relationships,
sales promotion and forecasting, devziopment of new markets,
paokaging, and other actions as necessary io make sure that fariners
in Afghanistan have fertilizer readily ai band,

(d) The Supply sind Dlstribution Advisor wiil work with the Gensral
Director of Supply end Distribution and the Execuiive Comitiee.
Ha will adviss on and devslop sound proceduyes for transportation,
warchousing, inventory contmsl, product allocations, und supply
and demand foresastlog, Ho will ba requirad to travel with his
counterparts to the Karacht Port and elsewberas ag necessexy to
assist in off-soore fectilzer transportaiion and sforage,
addition, shov.-tlme conaultznis will Ikely be reguired to assiat
in some aspecis of the AFC cperation such as foreign procurement,
Inventory oeubrol, prices end subsidies, auditing, ete., and will
be pravided as needed and ag agraed upon by the USAID and the

Governmenst of Afphanietan,

4. Parvtleipants, Up o ,.z..ur {4) oviddle level cfficars of the AFC are to be
gant aproad lu‘ 3 Sp%.&leud Lon Le@ree training of one yean's duration in various
agpects of business administraiion wikh parbionlar refaranca o the fortilizer Industry.
Tt s anpoeocted that one or two of thees office s muy participate in 8n &g ciculiwral
mprkeving program in fhe .S, and that twe or more may leke courses in setounting,
suparvigioh, personnel adminiatvatlon, ety , io frng, Lebanon, Wndin, Tuckay, o
SeIne uﬁhe‘fr neachy country,

S, Pregress w Labs. The Governmaent of the Hepublic of Afghanisten has
heen I;m.gso:mw fertillzor hy Airoce purckaze and noder ioans and grants since the

arly 60's. Consumption hae always been low and n 1"?0/ 1973 farmers used only
13,000 fons.  Becauss of the selous food shoringe in fle countey. Afghanistan's
Cebinet declded in 1971 to conduct an extraordinary campaign o import and disiribute
fertilizer. In ardar o meet the situation, a coun!pyewlda program wae condacted that
iall under which the Agricultural Developraont Baonk assizied the Miniatry of Agricultnro
and Irripatlon {n muking arravg sments for group cradit, and feviilizer was dlstributed
frozm worehouses and the tail guies of tnicks on & crash cawpalgn hasis. The army,

saversl differsnt depariments ol the Government, and the Extension Sexvice of the
Mintstry of Agriculture and Irrization, which for the purpose had been {rensferred
to tho Prime Minisiry, took pact in the program. This camprign was, relsilwoly |
gpeaking, very suocessinl with {sxtilizer consumption jsmping from the * ., 00C tons |
of the previous year {o about 44, 000 fons,
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Credit eollections from this effert a year later were fair and a
deeision was made te oontinue the program in the Fall of 1972, This time the
cooperation among the departments of the Government was not forthcoming at
the samg lovel a8 had been the case in 1971 and sales fell slightly to about
38,000 tons. During and at {be conolusion of the 1872 campeign, all segments
of the Government agreed that some different kind of distribution system had to
ba developed to lmpert and distxibute fertilizer in Afghanistan,

The Government then approached USAID/Afghanistan and asked 1t to
consider a lesn with which to purchase fartilizer and to esiablish a distribution
gysism in the country, This dietrbution system was fo be organized as a joint
sieck company to be owned primarily by the Agricultural Bank {(Ag Bank), In
Navember, 1072 a lean agreement was signed providing $16. 5 million which was
ingreased by $3.0 million on Juna 28, 1973 to a tat=l of $19.5 million, The
Government of Afghanistan authorized the AFC to negetiate with a rumbar of firms
fo eupply mansgemens assistange. A coniract was arranged with the Checehi Company
of Washington, D. C., fo supply 18 man-years of service over & two-year period.
The tess: arvived to siawt werk Jenuary 16, 1973.

The AFC,; with the halp of the axpatrinte team, developad a distribution
system making use of private rector wholesalers. Ssweral large commercial firms
joined the company and handled the disixribution of fertilizer through thelr own
reinil stores, During the goursa of the first year, these private wholesalers
oparated through abont 300 ratai) stores to distribute 44, 600 tons of ferillizer.

Upon the fozantion of the Republic in July, the new Government decidad
that a privete sector distrulicn sydicra wes too expensive fo be supported by the
oountry, and fhat feridlizes diciribution down o the retatlore could he hendled mora
coonomlonlly by the ANE fisall functionfng a4 a governmens sorporation. In Augusf
of 1074, the Government denided also thet tha Afghan ceunterparis of the expeiriate
munngeamnent tedra had advancad enongh that ihey shouid take over the menagemernt
el the AMC with the management deam skifiing (o an advisoxy role. The wholesalers
were refmbuxsed for thelr stozka and participating certificates, and ail eonnections
with them were soevered. Blace that time, the AFC has established dealers on its
own behalf, and distributed fertilizer as widely as posaible. At the present time
thay bave about 300 retailers which sold about 63,000 M. T. of foxtilizer this past
year. The AFC staff stlll requires consldorable guidance in general mansgement,
financial managemens, marketing and foertilizer procurement and distribution.

While the senior officers of the AFC, for the most part, have worked
with their countarparts for a year and a half or more and have had some axperience
as government adminisirators, they are not yet fully familiar with the mod exn business
teohniques introduced by the former management team. This has been recognized by

L) o
SRS
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the new Aighan managerent of the AFC ang as a resudf, tke Govermment en
Qclober 23, 1974, asked USAID/Afghaniatan to supply the servicss of four
technicians in ihe areas of: (X) general management; (8) financla]l manage-
wont; (3) marketing; and {4) supply and distribution for a period of one year.
Thin same request also suggasted shat "preference should be given to presont
team msmbsrs currently serving in Afghanistan'.

In a lettar, dzted 18 Novomber 1274, the Eiecutive Cornziities of
the A¥C (concurred in by the Minister of Agriculture and frrigation) outlined
in considerable detail ihe iasks to be aseigned to each masmber of the team
and ihe sieps the AFC is pitepared to take (o make full use of the sz and
ablilities of the individual adviscrs. (Bes Amax B). K is rocognized that this
iist of taeks is too brozd (o be accomplished within the period of this project
ngrecment end it wili ba nocessary fo esiablisl prioritios arorg them iu order
to have the teaim oous o W10 rost impentant ond bhnwedlake taska,

4, Fvalatden. Al izsued concserding project design. implementation,
and progress made {owned fhe ohjestivar ef taie prejoct will be jointly dis-
cussed by the AFC, the Miaislry of Apvimitnre and [ryvigeden, fhe Ag Bank
and USAID,

() Fiwst Yenr Dvamation, In addiilen, this preject will undergo

y an In-denti: evaluation by repreyaniucives of the Ministiry of
Agrienlnice end erioetion, e AYOC, Sg Back (ned USAID
rioy o tha end of tbn fivat yoar of giant fuvding, The
v (v} )

resuits of she evgluation wili La published in the form of 2
rapoit ano will be wasd by the Gevernmant of Afghanistan

and UNATE to dobermsiue whethor oz sot o coiiinue the nreject
bevond the first year.

To {aviliiate this avaiuation the AV T will prepars within
60 days of *he signing of this agraemcil spusific work piaus
and cbjectiven for itself and the advisory feam individually
and collepiively sgaingi which the parformance of the contractor,
his expatriote teare, and the AFC may vo svaluaied. These
weork plans akould Wieiude & spesific tme frame within which
the tasks and objootives weuld be accorapiished.

G, Quavterly Evaluafion. In addition, tc ensure that institution

building aspecte of the AFC are pregressing in accordanes
with established goals of the project, an on-site joint AFC,
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Contracto and A, I, D, evaluasion of projeet accomplist~
nant will be made quarierly, o offew:r il desired by either
pariy. (This evaloation will not be held during the nuarter
in which the in-depth evaluation mensioned ahove is held. )

I it is deterinined during the evaluation that the goals
and target: spacifiod in the consract &7e not being fully met,
apy identfied impediments along with recommended correciive
action will be tneorporated info a quarterly assessment report.
Dissenting views and recomiaendations wili be nofed and
become part of the report. The veport a3 a management tool
will he presentsd to and reviewsd with the Supreme Council of
tho A¥C as soon as poasible following the close of the quarier.

The contracior, with tho approval 2uod aggistance of AFC
and A, L D., will prepars the agenda of subjccis to be jointly
reviewed {or each evaluation and will also prepare the quarteriy
asgessment 1Spar,

8, U, S. Countributions.

@) Ndvisors. Dweing the time period covered by this sgreemont,
advisers will be provided, full time, in the fellowing flelds:

1, CGenernl Manpgeveent (Chiod Advisor)
2, Yinsncial

3. Marke#iog

~

4, Supply and Distribuiion

In addit'on up to two man-menths of hori-term consultanig®
time will be made avanilahle in disciplines needed by the AFC and
as agreed {0 by the Goveramoat of the Republic of Afghanisiau
and USAXD; two man wondks for procsurement serviges and ong
man month of Home Office support.

() Participanin. Funds ave provided for up to four participants
w* ¥l be programmac by USAID, 'The training program will
b con-degree and will not exceed one year each anc will be
couduoted inthe U, 8., Iran, Lebanon. India, Turkey or eise.
wkere in disciplinres appropriate (o the needs of the AFC.

&R
o e i SN N R TR, -
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| (o) Support. The U.8, will supply all guppoxi services except
for those speeified ln Para 8 below at tlie same level as
is provided othexr UBANY) contract employees.

8. Government of Afghanistan/AFC Contributions.

(a) Senilor cificers of the AFC wili be provided s& counterparts
to the U. 8. advisors,

(b) Switably quallited middle level officers will be selecterd by the
A¥C with consurrence of USAID for pariicipant training.

{¢) The AZ'C will supply to the advinory tesm the services of one
full-time seerafary able to work in the Snglish language and
type at a rase of 40 wexds per mbuite, 67 batior,

(1) The A¥PC will provide vekicles far e tezm to be uaed for
home to office and office fu homs traasportation on & dally
basls and othor offlelal business transporiation within
Afghanistan,

©) The AFC will provide and raginiain houschold furnishings at the
sawss level ag supplizd i the previony cuntract (AVCs Checehi),

£} Tha AT will male adlocatlons of funds with which fo purchece
agsentlal commedidns and yuntarizla for triining purposes.

(&) The AFC wiil provids administesdve support for the foreign
advisors and shefr prejoct aciivities. Thie Iy to includs, but
iz not Bmited s, office gpace and sguiprnent; travsportation
in country; office supplies, proourement of necessary road
passes, peimiie and vigas, customs clenrancas for sommodifics,

and traosintion gorvices.

it} The AFC/Covarmment of the Republic of aighaniaian will promote
a free oxclhange of Inforamation betwesn the AFC ~ ConSracior
Ag Bank -USAID - MAI on ell matters allesling the progress of
the projset and the physical and mental wall-being of the contract
employess.

(i) Trust Funde administerad by USAID/Afglanistan are fo eover
participant travel costs on Arfana Aighan Alriines? segmens
of international sraval, Trust Funds as avaliable will also be used

to pay for U. 8. Contractor suppoIi,
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§) The APC aund the Government of the Republic of Afghanistan will
use 1ts best efforts to make fertilizar available o meet the needs
of the farmers and at prices to make tne AFC a suecessful

organication.

k) Credit to promote fertilizer purchaees by farmers will be made
available In adequate guantities and on izvorable ferms.

(1) In view of the vory high prices of phospastic fertilizers and the
low prics of loo 2lly produced urea, the AFC will arrango with
the MAY for rescarch {o ke condncted to deiorming the optimum
amounis and nrpertions of W:P to be used or each major erop on
which fertilizer i8 applied,

(m; The Goverument of ¢t Hopublic of Afghanizian will provide at least
twnniy-flve (259°) pevecik of the costs of t1s =nkive program with
respect 1o which the agsistence obligatnd by this agrocment is to
be provided.


http:resear.ch

ANNEX 9 PAGE 11

Ciwe -m e LAt ..,r;...’.v,":..i. .)..":,' e s TS Y AR A o l'.",‘.‘ . ,
so&u\ :99 143 iif,.-.n(;_' . ' 1 . 18

Copy Novaphor 18, 1874

Yiv, Vincent W. Brown

Direcior

1. & Agency for Internatienz] Dovelopment
Kabul, Afghanisian

v
gEST AVAILRBLE cOoP

Lear Mr, Brogu:

at ¢he request of the Afghan Monagement of Jbe fighan Fexillizer Company, a
formal leiter was iransmitics 30 you by the Minig vy of ©Mapaing rpuuesun& 4
graat-is-aid o cover the casi ol o four-menther teate of advisory to assist e
Afpkan management of o !zé.,;hah ovtilizer Company {10 v period of o9 vear.
We rmefer i» meme number 22 datad Oetobsr 23, 1974, ov ¢ the sighawire of
Mr. A duzizm Fercgh. Daputy windstor of ¥hnoing o fenr genenal aveas.

vamely Finance, Marketing, cupply and Oisteibution, an (J Uareral Mabagement.,

Fupther to this raivrenced memo, we wish to ampiily ir moere speelfic fevvan 43

to bow the Afghan Managewmen’ gzuawtpmesz ukilizing ive :\9‘;":-'if~. T ans Tnowledge

of the four advisors. &g 8fofod Iy it melae nesd Minfeiry L M sangy mesu,

we wigh tn emphasize fhal the correrd at7ideyy tenin, Hynal juanageroent (snm,
porsessey the expevionas, Kiv -r*’edj- gVl uumrt‘.uu *cmﬂm ¢t best 2oy forward
she needs and earvieas raguiz 4 50 Insuyn ihe ¢ontouzen svocess of the grorr sad
0ng range plansg sud pragaes o of AR Cn HJeve ok cuiside adviiove woold veguire
wany months of o 1sm3wm ai nbagesrunsioe Foofore belig o "v i ..m S Am ma&tm ''''
coniribution o toe manezees o ueeds of AT, W “JH
the kpowledee ana servicos ¢f Lege adrivevs, I o4
mernt of Afghapnizfan and USAL . ina Amu' S 'i\ )‘
will aavico and conouit wilh i m on all aciivivies zana :.
In e ovaraly xuvzaoemem of D PCL ’T‘L‘e\" '*-'i 110t he obHa
eleraent in fiic manageraest procesies and voward pieaning o AF

Tha Afghan kanagement of A7 is mindfl fot AT ~yac
tnrough e $19. § suillien UHAID leaa to pay ioy {ariitizoy
ramber mapsgomant team.  Wa are alse mivdftl of o }1‘-;.;
as an off-peiting grant fo defrny mest of the dollar coss onegemont aaus,
Wit‘zuu: tho nbova. furding and mansgairens saglatani, -m sucoess jg esiablishing
v vinbie eompany such ap AT, wenld probeoly dave nei pesn nesaible. This
rquﬂ& for four advigers will, it gpproved by he Repubiic "‘an’c"mr.eni: of Lfghar! ian
and UBAID, help Insure the couiinued suecess and growth of AV,
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In each of the categoiles mentioned above, we shill aitemyy. to amplify and ovtline
in more speoific termes ad {¢ how and whon the suivicos of the respeciive advigors
shall and will be vtilized.

1. FINANCE

We would like to utilize the services of a Tinancial advigor o not caly esriy
forward these financial and accounting functinong and precednres currently implemeats:
but to further refine such funciions and procedures and *o davelop arnd assist in -
plementing new concepts. The following ara aveszs where we believe furiher ox zon-~
tinuing asg’stange ic needed in an advisory capacity:

A, Dcvelopment of 2 basic trairdng program coveriog all the fusdamental inpuis
reguived in the scheme of AFC's firnncial and aecouniing operatione. among
which are:

1. BDevelopment of detall:-d guideiines » he folloved by ail staff and lire paraorng!
in the preparation of financial ar oparoiionnl budzels, ¥ach input wili be fally
deflned and prosedura: cutlioad tna d2aw and oo 0 Lo mannen. Sercinars will
be keld when and wher wecessary o fimiliarize all interesied perscusel of

the Kabul headauarter: and ragiont eveis.

2, Furiber traprovemanic and procodures in fertillzer salse. Iavedcing. dnoimen
tation, eve. . will be snalyzed ond qll nacagsary imnxevementy and proesiures
for loplemsctatian o8 cach imsreven enls, cuaones and the i s will vs faplgm v
ot il lewels within the Jeapnny.

S Procsdures cat necess oy orwa wllh be developad and toplemrented (o gain
a better Imowlsdge ol »abual sales by provinees, suhdivisions, regional sad
nationally., Such data §a aeadr d (o improve ierder AFC's distrvibuticn system
and gain grencer efficicnay,

4. Further improvewenl: nzed {o be moede {p respect to devising systens and
procedures for cowparing sid apaivzing actual o current erponditurses with
budgeted foresoasis, Such data nceds @ be wove current in order io be able
to take scilve and timely medsures where neeaszary.

5. Devolopment and refinement of acc winiing proecdures and fuciver implementin.
of uniform precedures threughout the AFC orgonizafion, parilewiariy at» v
levels.

6. Assiat mansgement in a1l other finaneial ax figeal mniters pariaining (o
banking procedures, precurement, lotters of eredis, hank twonsfers, and
related fiscal transactions.
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7. Cevelepmond and irov covement of auditing procadurus for vay fieal
cperatiorsi cantrols.

8. Devcicpment and implemeniation of 2 gimplified coxnpuier sysiom for

Unmacing wad accountivg depa riosnis.

i=

NA AR EYIVG BEST AVAILABLE COPY

The expsiiiaie marketivg advigov and repional smanapers duving tha approxdmaiely
twe your 4 of maanagoment of ATC huave developed ave diclinet marketng or sales

gysieing, pamoly ~b ipiHal aveioca wilindog o dwited nmul)m- of aabiond) ov vegichl
whelegelars asd more 2zeontly o sysfom of independans and priveke va tmlorm Tua

whaolagaler snd their velnilor  wion bas hoen f‘ﬂpﬁrur‘cL Wity & preger ckanoel of
faprtilizer dis:i.""* stion.  fvoaplio of this chovpe, AFD s -‘.'::i e haa Boue "M"‘ to

sialntaia good coptinalty in dic ofbeiion and siles of fepbd o oo adl arera of consuy
ton fhrovoiond :-“.A-; apdatons Tals & gevolep & plooe :fw'»\ sé disizinalion sa mlc
girgiers, A8 ..~:~,t~ 1~nd WL o rERLn pedss aundee] Yoy T p:'u'uu‘;f’:r'n HOLUE O
procarsment e e e d_;fa:.f!'?L f‘; 3% aning Seore consunicton by e D rnas.

ne bz peviod of
ioria and

ety d vl Suvmem s e, ey b leany
; 1:343_.u;.<c 4 and Imiinieae ity
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will bz devaleped 0 o v the dice
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will e soboocied w woladn and mpism
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P urgng am’
AURES 0% Mmeetings
2 ragiouel and

2. A saken wnd teohptiond ov Leng oegran. wid be dereioped Fre 470 mavicotics
porsoanol end algo o foo velrilocs. e AT T eelay Lechning \'O‘l'_-'jl'[:’l“.l WL.
ombedy il basgle marieting, sales and technloz) feafuess cpplicabic o a
marketing siaff. The veteiler snles and fechnical progunis sinil emplasis.
proper vatatla: stove cpsisdons, procoduves apd fochuisal dits on proper
fartilizer rocommendistivng, 1se and eultural vraciices,
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3. A retailor performance aud svaluntion procadure vwill be aeveiped o
implementation at the vogionsl levels. Buck I8 neseesary in order to : |
properly make an evaiuation of dealer performaneces tna {0 i iy s |
overal! dealer distribution sysfem. ~

4, A complete analysis of marketing vhesl term and long larm wanpowes
requirements by mappower clagsification will be made for managerment

guldance and personnel action plang.

5. A personzl evaluation system and guidzlines for perfermancs wili be
daeveloped in coordination with AFC's personnel departinent, Thia gvstern
will aid maragement in svaluating exizting marketing/othes pergonpel and
gservs as 2 standard {or selection, promoting and elimiration of neer perfonyis:
Timely and routine gridelines will be suggested or cutlined for imnplomeniation
of the evaluation,

6. Ananalyais of ferifiizer consumption or vse by epacific ¢ SXOPS 88 2 Lerenni,
by tons, by provinge, by product, and nationally will be in 1p rhenterd, FThis
will serve as a gulde in sllocating and direeting raaiketing eforis fox mazxipnis
eifeptiveness.

7, Ciher projects ag autlined in the current Marketing Dicocior's Feport, entitios
"Agricultural Mavketing Survey and Aclen Blan for Use of AF( Marksting
Dersonmel! will be implemenied as Hime periaits,

8. Many years of experivive in international feriilivay \"ming;, marketing and
procurament resis with in tho ourrent expairizie markeliog adviser. & prae
curement proceinve has been prepared for uso of § }‘3 Adphan manapeuient;
however, sxperience mist be gained by "deing’. In light of thia, it i logienl
that this experience shonid be applied in 28sisting nnd teacking e Uighan
procurement persenne! in all mattors periaining io favtilizer procurenieniy,
whan ATC feels this ncud is necessary, This would rognive civansive iravel
which sight/could be a par: of the AT grant,

9. A comprehensive sy of past and cuovens forilinan Vetedit!! pragrams wil
be made with spocific 1ceommeandations o the sroper govarniaenial authsritic
on changes which AFC fools will Improve won the cfieckivonsss of such
programs,

A R R Ty A e S T e N R T i AT X by P s T2 T I e L T S L Y s L T T I —
ho ARSE 4o oi F wovst e oee oiked vt aris iname
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10, The marketing department will expand vpon fertilizer demonstrational
and advertising programs fox the immediate future, The advisory
contribution can be very significant inthe developraent, umplementation
and evaluation of sueh programs.

11, The World Bank has indiealed an interest in funding suitable agricultural
ippud marketing programs in Afghanistan, The markefing advisor and the
Afphan Planager will follow up and eenszult with the proper World Bank
personnsl and assisi in the development of whatever projeots show merit
ox appear to offer a material esniribufion to Afghun agriculiural development.

12. 'The markeking advisax will assist in a feasibility ciudy (o further determine
the advisability of A¥C'a establishing & nation-wide distribution and sales
organization for a cornplete Lot of farm chemicals, spray equipment and
relaied fmrm input Here sudh a8 aproved sead varioties, eto.

i, SUPPLY AND DISTRISUTION

~ The Supply and Disteibution Department hae implemenied @ very efficient ware- |
bkousling and disteibution syatom for ARC, In spitc of what has been accompliched, |
souch remsing et can or should be done in the intorest o improving operaiional
efficlency and roduction of storope and Sransporiation costs. Af the present time,
A¥C conbrolizd, leavad, owned or vanied aforage iz in place to serve ail regions,

In gadition to mrenovses, lopistical precediy 35 aill royuireraenis are well
defined fox the movernen: of ferililyar fhrough the Port of Kerachi and onward to
Afghanisan by jolang vali and sovck franspor b Procedurss for roecpiion ai Karachi
and onwapd paovernsni have becn wolk dufinad and haplemer. 2d; the Afghan =iaF cap
handle such fuaotions; however, & knowlsdgeable advizor would be moitt helpinl in
asgisflng Ao furidor training of Afghan persounel on aniicipated fubire shipmenis
over the nexi twelve-mnonth period. Sltuations arise which require expertise »of
fully gained oy the Afghan stafi,

The following programs, plans, eic,, should bs implemented during ibe forth-
coxing twelva-paonth period o furither aid and assist the supply and distribution
department of AF .

1. A much needed projent in detalled procedures (o rssizt (he Alghan siad
in meking the most covipree songive doteinntion of whsn, whars, what
quantities of product, fypes of producits and velated nformation ie chip or
faventory at cach contral warebhure location al AW0, ;

Such & plan or program will be developed in detail in caoperavion and
coordination with the markellng decarément. Anticipaied or forecasted
suios must serve s a hasia for an ordexly asd logical supply base.

MRS FCR AR LIS SO A O A X2 T
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2. A formal and cumprehencive warchousing and iravsportation refresher
training prog ~am will be orpanded to Include all current and changing
roquiromentn to betler servo 4F s expaoiing number of selocted outlets.

9. Witk L curcont on-glrenia status of the Mazur urea plant, addifional and
new procedutes oo reception and a‘ixiprw=m of ur. 3 {rem this plant must
be famntinted nnd haplemenied.  Logiatico asduansporiation preseul a
aow and aweaes? ol of elvorngsiances thal must te colved and lmmementﬂc

¥ Hme,

within o abvezs ansiod

4, A comprelnviive svalsadion of exisiny wavabouses a8 o location, slze,
suitanic wons o oige , witd be made.  This stucy will not only serve
the best inlorenss and «fIainet soexatios of & Y‘n, 5 lliS"‘th tion roguire-
ments Tt alro g R pmzjs or malr o specific recommendatior
to tho Worl intevesied In ckuad i the peed for
2nd pegsibl; <rion in Afghaniatan.

Waasabons P 0f nir e, Ay, B 9) "0(: moutic tons capacry mey
Lo nai ; Foowhich 1# jeased, out of prover locatic
Ghis W2 wpusiruction progearm wonla be extreme
desivello froow fo Alviac g YR

ivnsgoriad by the Genoral Transpsl
0 ‘1 3, in ue "mJ’.ue ths feasibility and
‘¢ tonnage by AFC

8. A conperdiion el i conrdination with
B : A RIIcH ~':u.'mbhrn bagd o be
QR e A Emet g snesiatecier and Libaling fnetlity

3EST AVAILABLE COPJLW' T Y 3). w Uiasig ;wtmnlm Plutohod g m.muinl:rl should he

AV jnu l:.,!

un fooud s e most redern, affsciive aad very
Cosacenoral noceptanae by world sadustrisd aud
mamarm@m sy, : Bt modarn regapiad insusgemaont praciicos
st shecyr e initorad goerd g ptad 1o 28 ool aidaaidons und neoads but pever
Ignsred 9y o atiweed Lot BN WS ed i ol eaddon mi mamigament glrvacihiv
Dagarion (nudfactiva oy fosed e ADTRY b porforsy sl vecorad opamtlong] and
plaaning fencttons.  We belfstve dho ndvisory wreup wen contings o make 8 signifoeant
conkxdbuilon to axisiiy mansgonast gystexes o8 well as indtisto new systams to fill
thy short and long tora reguiramonts of AFC.

BEST AVAILABLE copy
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The following areas should be addregsed by an advisgory groug from elthex
a short termy, loug term or & combination polnt of viaw.

1. Office management and adminigirative proedures should be evalunted
in light of curreut practices and operasions, All necsesery changes,
additions, and the like saouvld he recommendes! and implemented where

such ean make a mwaterial cgntvibution to the effectivensss cf AFC's
home aud regzicnal office ¢perations.

2, Inovder for AFC to grow and make a significant coniribution to the
well being of the poopla of Afghanistan, it musi cootivue to grow, expand
and dsvelop new lings of endeavor. In oxder fo do this, definlilve plans
and programe mugt be initiated, ovaluated, recommended and implemented
by AFT Managemeni i coozdination with ofher governtaenial agenecies,
Arean (bat should be addressed frel could be farm loplemens imports and/o:
production, all applicabls and voaded agreianibnral chemwicals, jood precnseing
planien, exmort capabilitisg of vavions agricuitural producis and other projects
dirgotiy related to the gpvienltuzal infrapiructure of Afghaniaian, Such
shudies will be contingend unon svaliabilicy of persommel, linding, and a wil
{0 move forward 10 & DoOBLLVE MELAGY.

3. Genersl mapaperent shouid nlao be diveelo !rw*\ ‘4 those things :l:iah Al
be done to foster and deselop couad and rnew. il eooperative Lniation
and projests with all Minigbrics of the Al ;‘iz"u (~ ,---"r;}?nru'. An advigor
cowdd yuake a werthwhile cepizilboion in eonlinuing oy tndlementing such
functions and aadivitiez,

4. Feasipiiity studion for additions! tevtilizer (noiiliizr should be inifiated
and earrded forward at 2n eavly date, fome suiside assialznee could
possgibly be a conzz:.m-u.‘.agiv.;n of & fulnre grand frow USALD, T op ciher
diveet governmantal prant, I such fundipg is necess: ry i snvisar
could recommend fo AFC and assist ln loeating snch cvaiiahic funds am!
willing doncrs.

8., Actas overall coordmator of the auvisory tewn and oficy all necessary
advice o the Execuiive Board of AFC,

The Afghan Management of ATC 1o ceopevation with the advisory seaw will
review the projecis snd programs suggested shove and place an ovder of nriovity
and schedule a coxipletion dafs for suub projests. Such a schedule will irdicate o
show the month and/ov quarier for coroplation, The AR Llsnagoment nnd advisers
will review such progranss with USAID, giving compleis deinils of vvsh progiaias.
acifon taken and the regulis obtainsd or avticipated rosults of ihos 2 prejents which
caunot be completed during the thte intervel of the advicory ccshmst,

T SR SRR T S T R I I T U R L LRI T T T R S AT DA R TSt T h i R TR Sl e s & S e e

A VI RIIEE.
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Uved the ge Moo o the advisory confract, ARCs Mxecurive Uomsiftes,
President and Lo Vice Presidents, plus the verious deparimental soaaagers,
regiopal managers, or other management persounel piedge to consult with and
apprise the advisory team moembers on a day: to-day basis of ail operacional,
deciclon mzking and other raatiers related fo the funciioning of AFC, Timely
group meetings will be geheduled, preforably evory two wesks, betvesn the Bxemave
Commitiez and the Advisory Team o fully apprise ihe teaw of current happenings,
plans, programs, ctc. and to solicit appropriate advice.

The Executive Commitice of AFC is prepared o schedule an wirly meeting
with USALD/Kabul 1o further discusa thie preposal and indicate or make suggestions
in respect to the advisory teams, Since the cxpatriale team mnembers are in gensyal
making pralimivary plans io depart from Afghanigtan, It is exiremely lraporiant fo
move forward to a fipal declyion within the shoriast parviod of time,

i sincerely,

Ar. Zarif Sajem
Preoident now in the LA}
Mr., Mobamwed Asiam Sealali/S
Hommereial Vioe Crasiient
Mr. Mobamimed Najm/v
Hlaancial and Adwinlairative Vice Presiden.
(Thia repart bas been voviswed by e
iipister of Agricnlivve and Irrigaiios, apd
¢ Covnmilbes wade 1) of My, Neory, Dregide:
of Xeseavek and Mr., Anam, President of
Horestry)

Mokd. Aslam Flelaly/S

Mohd, Naim/E
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A. (cneral

AT~hanistan, a completely landlocked country, cover: an
area of about 03 million hectares (ha), of which 13 million ha are
arable. Abcut 5 million ha are cultivated cach year. 121 of the
cultivated land is classified as irrigable; howover, due to inguffi-
cient water, only 1.2 million ha receive adequate irvigalion; the
remaining 1.3 millien ha are under fallow or insufriciently irripated
during the cumaer. TFood grainz (vheat, barley, rice 2nd corn) account
Tfor about 10 pevceni of cropped aresw with the balanze planted to cotton,
sugar peeb, olloesds, fruiits aad vegetablos.

Fatimates oif population ranpe betwesn 10 and 18 million.
The annual growth rate iz zlightly over 2 percent. About 8 percent
live in rural arcas, mostly in villages ceatiioved thronphout Che
mountain: il desart; 2 willion e pomnds. deesuce of parbticoularly
dirficult commwmnicetion conditions, the rural pepulation is too far
Trom the urban areas to actively participate in the murket economy.
An c;timated two-thirds of agriculiural production does not enter the
monetary vconomy. More than 60 percent of the people are directly
engaged in agriculture and most of the rest are involved in activities
ancillary to it.

According to the 1969 preliminary census, the average size
of farm holdings is 3.5 ha of cultivated land. Land cwnerzhip
distribution is,rhowever, uneven. In some areas farmers own moct
of their farmed land, while in other regions a High proportion of

the cultivated land is owned by a relatively small number of large

-7-

10
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landholders., Estimates indicate that there are at least 1.5 million
agriculture households with six or seven persons each, but a large
number own either no land or less than 0.5 ha,

Many farms are sharecropped. Generally, if the tenant provides
inbuts (fertilizer, seed, draft animals or other implements), his share
of the crop varies between 40 and 60 percent depending on the amount of
input provided., Under a sharecropping arrangement of 50 percent, the
tenant finds enough incentive to use fertilizer; however, this incentive
is often limited by the tenant's cash on hand to make the required in-
vestments. Another arrangement under the sharecropping system
is when the landlord provides all the inputs, In this case the tenant's
share is from 16 cto 25 percenc.

There is considerable seasonal under-employment among agriculture
workers. The degree of under-employment depends heavily on the size,
cropping pattern and livestock program of the farm., While under-employment
is predominant on farms of less than 10 ha, larges farms frequently find
themselves short of labor.

Hired labor is mainly paid by the day wich wages (including meals
provided by the farmer) varying between AF/S 50/day ($.91) up to AF/S
120/day ($2.18) during peak labor periods, such as weeding and harvesting
time. A substantial proportion of the farmwork, such as wheat
harvesting or cotton picking, is done on a piece basis with wages
paid in kind. There are few employment alternatives outside the agricul-
ture sector; however, many small landholders have the opportunity

for seasonal work on larger farms.

10
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Farmers owning tractors or oxen perform "custom work" on other

farms to increcase their income.

B. Proauction aand I'rices

The followingz table shows the production of' Afghanistan's

principal crcps for the period 1969-70 to 197hk-T75:

TABLE 1

Estimated Production of Principal Crops
(in thousands of metric tons)
(year ended March 20)

1
1968/69 1969/70 1970/7) 1971/72 1972/73 1973/74 1974/75

Food Crains

Wheat 2,354 2,454 2,081 1,915 2,450 2,750 2,867

Barley 361 363 340 295 350 360 360

Corn 773 785 667 670 720 760 760

Rice 402 407 366 350 400 420 420
Industrial Crops

Cotton (unginnad) 71 85 76 63 58 105 105

Sugar beets 62 68 62 60 63 60 60

Sugar cane 57 60 55 50 55 60 60

Oilsceds 3e 37 35 28 34 38 38
Fruits & Vegetables

Fruits 834 842 809 750 820 840 840

Vegetables 654 671 626 650 658 680 680

i/ Preliminary

Reliable agriculture statistics are still in the prccess of being
developed and production estimates for major crops are cubject to wide
margins of error. However, the trands in crop output are supported

by available precipitation and price date.
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The dependence of the agriculture sector on weather conditions
was dramatically illustrated in the past five vears. A two-year period
of severe drought (1970/71 and 1971/72) caused a sharp decline in pro-
duction while the favorable weather conditions (above normal precipita-
tion and heavy winter snows) in 1972/73 and 1973/74 resulted in substantial
recovery in 1972/73 and in record crops in 1973/74.

Wheat is bv far the principal crop with approximately 60 percent
of the cultivated land planted to it annually., It is grown in all 28
provinces and by almost all farmers. Approximately 64 percent is pro-
duced in the 10 cotton growing pcovinces. Wheat absorbs about 40
percent of consumers' rtotal expendi:zures for food and accounts for
about 60 percent of the annual cereal production. About two-thirds of
the total wheat production is consumed in the area where it is produced,
On this basis, traditional average annual production has been estimated
at 2.4 million MY, Droughts (three of ten years) reduce this figure
by about 260,000 MT/year, while favorable weather (two out of ten years)
increases it by about 190,000 MT,

About 1.4 million ha of irrigated wheat and about 1.2 million
ha of dry land wheat are cropped annually. Irrigated wheat with an
average yield of 1.3 ton/ha (under traditional methods) constitutes
about 77 percent of total wheat production; dry land wheat with an

~average yield of about 0,5 tons/ha accounts for about 23 percent,
Yields of irrigated wheat on demonstration plots and selected farmers'

fields have reached 5.0 tons/ha.


http:mil1.i.on

ANNLY

Page 5 of

In l973/7h wheat production reachod o new vecard fevel of
2.75 milllon tons, an increasc ol aboul 100 percent over Lhe poal
level rouched in 1970/ 3. This level of prodv:tion wes rowthly cqulvi-
lent 1o colf-suffieciency and, if sustained, should climinate the need
for foodyrain imper' -, Statisties from the Ministry of Commerce indi-
cate that imvorts, in the 10-year period 1964/C4 to 1973/T4, averaged
about 110,000 MI' with a pewk of 217,000 MT in 1971/72 and a low of

LO,000 M in 1968/¢). The Tood Procurement Department (FPD) of the

10

Ministry ot ¥Finance is responsible for importing, storing and distributin
R ) )

importad wheat and has storage facilities throughout the country with
8 teveld capacity of 279,000 ML.

¥PD is rlue resyencible vor stabiliving intermal wheat
prices threugh comestic purchases and sales ¢t vheat; but its efforts
in this arex havo been mini .} internal wheat pri.ces have fluctu-
ated in ::z2ordance with prcduction. The following table shows FPD

3 . . . R I T A
carrroves inventcerlie:r end jocuremerus during the pericd L904/6p to

1972/73.

Food Proauvrementy Departmont
Wneat Inventovies, Purchases, Imports and Distributlon, 1964/65-1972/73

Beginning Purchas. g fotal
Year Inventory Domestic Importe Oupply Diztributior

............... P o
1964 /(5 -.825 4,880 80,020 L), 708 111,481
1965 /66 0,02k 2,93k 150,0CC £10,355 158,72
160/67 72,158 2,3 20,000 I L4EC 7,580
1967/68 18,660 8,000 123,500  150,1c0 2C,20C
1968/69 69,960 27,000 74,000 170,00 72,000
1969/70 98,960 32,000 80,030 210,990 51,738
1970/7L 129,252 -- 59,600 188,8&x . 89,553
1971/72 99,299 - 22¢,868 326,167 2ok ,207

1972/73 121,960 15,000 187,60k 32,56k I

10
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Using the estimate of one million tons of domestic product traded

in a normal season and adding the 110,000 teons average importe,

FPD has been responzible for between 7 and 20 percent of the national
cast. wheat sales and from O to 8 peorcent of damestic whewt

purchases.

The Afghanistan price for wheat during the decade ending
1973 averaged $89 MT which was gencrally higher than world prices
which were between $64 to $71 MP. The most rccently gquoted bazaar
(retail) price of wheat is $116 MP which is the same price the FPD
is prepured to pay to farmcrs. At this vrice, Afghanistan wheat
prices are below the world market price, which is currently guoted
at $135 ton OB U.S., Gulf ports.

Cotton, the main cash and cxport crop, has bs=en vrown in
Afghani_tan for about 35 years. Most cotton (about 90 percent) is
processed through zeven gioning compuanies which have a total installed
capacity well in excess of the amount processed. In 1972/73 production
or 50,000 ha yielded 58,000 MP, and in 1973/7k production on T4,000 ha
was 105,000 MT. Between 1972 and 1974 the avorage yield increased
from 1.2 MT/ha to 1.5 MT/ha; with the best cotton fields yielding
over k.5 MT/ha. The increase is attributed to favorsbvle weather and
increased use of fertilizer,

Between 1970/71 and 1972/73, the domestic textile industry
processed 8,000 to Y,000 MT of ginned cotton an. is expected tc
increase to 13,500 MT in l97h/75; the remsinder is exported. Exports

over the past ten years have been as follows:
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TARLE 3
Exports of Cotton
Year Tons Year Tons
1984/65 21,000 1969/70 7,700
1965/66 15,900 1970/71 13,400
1966/67 16,700 1971/72 20,700
1967/68 10,700 1972/73 15,600
1968/69 7,600 1973/7h 9,800

Bxports have varied substantially from year to year due both to changes
in producticn and to stock carryovers. Cotton from one year's harvest
is partly exported in that yeas and partly in the next one.

2.16 The price at which cotton is bought from the farmers iz con-

trolled and prices for the 1974/75 harvest are as follows:

TABLE b
First Quality AF 15.3/kg or $278/Mr
Second Quality AF 14.1/kg or $256/MT
Third Quality AF 13.0/kg or $236/M1

The current prices of wheat ($116 MT') and cotton ($278 MT)
corresponds to & wheat:cotton price ratio of 1:2.2. A balanced ratio,
under Afghanistan costs and yields, 1s thought to be about 1:2 ratio
(historically the ratio has been about 1:1.25). At these prices it is
anticipated that a number of farmers (presumebly the larger ones who
do not neced to plant a high percentage of wheat for family consumption)
will switch from vheat to cotton. Railsing the farmgate price to about

$130 M would bring the ratio in balance.

C. Organization and Supporting Services

The Ministry of Agriculture (MAI) has primary responsibility
for agriculture in Afghanistan. MAI is orgenized into departments

representing the different subsectors of agriculture (extension,

10
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irrigation, plant protection, livestock and rescarch) and into
Reuional Authorities in charge of specific projects.

Research activities are normally the responsibility of MAI's
Research and Soil Department. More than 20 ctations in about eight agr
cultural regions carry out seed selection programs for ccreals, feed
crops, oil éeed, rice, cotton, sugar beets and horticultural crops.
Research activity, however, is seriously hindered by a shortage of
qualified staff, lack of equipment and budgetary constraints.

The number of extension agents has expanded rapidly over
the past few years from only 300 agents in 1970 to ebout 3,000 agents
by 1973. Most of those recruited, however, have been young and
without experience. In the last 18 months the staff has been
reduced to eliminate some of the most poorly qualified agentc. The
need Tor in-service training is great, but 1little is beiny; done on
a national or regional basis to help thé remeining agents to upgrude
themselver.

Agriculture training is being conducted on two lLovels--at
secondary schools and at the University of Kabul. Three secondary
schools, with a total enrollment of about 700 students, graduate a
total of about 300 a year; but the annual demand for these sraduates
is about »,000. The University of Kabul's Faculty of Apriculture
graduates about 200 students each year. The study program requires
four years with specialization in the third and fourth years.

Most of the credit in the Afghanistan economy is provided
by non-institutional sources such as money bazaars and private
lenders; banks provide agriculture credit to only 3 to 4 percent of
the farmers. Money bazaars provide strictly short-term loans while
banks and other institutions extend medium and long-term finencing

as well.
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Of the six banks in Afghanistan (three commercial and three
specialized), only the Agriculture Development Bank (AgBank ) directly
services agriculture. It was established in 1954; but because of
poor management, unrealistically low interest rates, nonexistent
collection records, etc., by 1969 it had dissipated all its capital
and in a practical sense had ceased operations. In 1970 the World
Bank and UNIP assisted in the reorganization of the AgBank, and it
now shows signé of being an effective scurce of institutional credit.
(The World Bank has just authorized its second credit to AgBank--gee
paragraph 1.05.)

Under new policies now in effect, lending activities, which
were largely confined to faim mechanization pricr to 1970 now include
much broader types of egriculture lending; end lending terms and
conditions are related to the particular items being financed.

following are AgBank terms now in efifect for some selected items:

TABLE 5

Percent of

Investuent Grace Interest
Loan Type Financed Term Period Rate
zoan 1ype SR (veaEm)
Tractors 80 5 - 8
Sprayers 100 2 - 10
Water Pump 80 6 - 8
Fertilizer 100 1 - 10
Surface Irrigation 80 T 2 8

Loan disbursement and collection rates have slso increased significantly
since the 1970 reorganization. Disbursements in 197k were 30,969

loans totaling $7.2 million compared with 44 loans totaling $47,000

in 1970. The collection rate of loan principal on loans made since

1970 has been 92 percent.

Lending activities in 1974 primarily involved short-term
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production loans (78 percent of total disbursements)., Specifically,
84.6 million for fertilizer and seed was disbursed to 30,689 farmers
and $1.1 million for fertilizer was disbursed to scven cotton companioes,
Most beneficiaries were ;mall holders or sharccroppers [arming about 3.5
ha of irrigated land. Over the next three years AgBank plans to increase
its lending program for fertilizer, seeds and pesticides to $9.5 million
annually and to reach a minimum of 43,000 farmers.

One of the most important contributions made by the AgBank was
the introduction of new security requirements in February 1974, Under
these requirements, loans not exceeding $181 can be secured by a
promissory note signed by the borrower and one guarantor; loans between
$181 and $454 by a promissory note in the same form but with two
guarantors; and loans between $454 and $1,818 by a promissory note,
with one guarantor. which is registered with the Directorate of Registra-
tion of Documents,

D. Constraints to Agricultural Development

The major constraints to agricultural develcpment in Afghan-
istan are (in descending order of importance) limited irrigation and
water supply; inadequate supply and distribution ¢f agriculture inputs;
inadequate management of resources; weak extension services; limited
availability of institutional credit; and ~hortage of farm labor and power
during certain seasons. None of thase restraints wi.l be overcome, or
corrected, in lhe short run, but efiorts are being made to limit the
problems. This loan, coupled with the assistance we have provided to
the Afghanistan Fertilizer Company, will allow for an adequate supply
of fertilizer given current usage and will improve its marketing and

distribution,
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APPRALSAL OF
A SECOND AGRICULTURAL CREDIT PROJECI
AFGHANISTAN
Afghan Fertilizer Company
A. Background
Fertilizer Use in Afphanistan
1. Very iittle fertilizer has bean used in the pasﬁ in Afghanistan,
Imports for 1966/67-1972/74 were as folilcws:
Year Ureg D.A.P. Superphosphate Total
- — e e o ON1§ = =
1006,/67 5 Tu - 3,300 5,600
1967/68 3,600 " 3,300 6,300
1968/69 19,000 6,500 4,000 ~ 29,600
1969/70 6,000 11,300 200 17,500
1¢70/ 11 10,000 4,700 — 14,700
1971/72 27,400 12,300 1,800 41,500
1972/73 26,000 7,000 - 33,000
1973/7¢ . 49,700 32,200 - 81,900

Source: MAT and AFC.

The highier inport figures in the last three years resulted from the Government's
drive to launch a fertilizer import program in order to help alleviate the
serious food shortages, particularly of wheat, incurred in the carly 1970's,
USAID 1s supporting this program by a long-term loan of U5$12.5 million on

soft terms to the Government of Afghanistan for the importation of fertilizer.
Of this amount, US8$5.4 million (Af 294 million) remains to be withdrawn.
Purchases of fertilizer by farmers have grown roughly parallel with imports,

and in 1973/74 were approximately 48,000 tons.

History and Objectives of the Afghan Fertilizer Company

2. Following USAID support for fertilizer importation, the Afghan
Fertilizer Company (AFC) was established by Government in October 1973. AFC
18 a joint stock company, but with all its shares owned by AgBank. According
to its recent charter, the objectives of AFC are:
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(a) procurement and irmportation of chemical fertiiizers from
abroad or procurement from domestic sources;

(b) transport of chemical fertilizers to selected outlets withlin
the country, and their storage and distribution;

(c) the setting of standards for controlling and regulating
storage and packing, and sale of clhemical fertilizers.

B. Organization and Manapecment

3. AFC's maln governing body 1s the Supreme Council, which comprises
the Ministers of Agriculture (chairperscen), Finance, Planning, Mines and
Industry, and Commerce; the President of ApBank; and the Managing President
of A¥C. The legal position and role of the Council have been modeled on
those of the Suprewme Council of ApBank (Annex 4).

4, A¥C's main office s in Kabul. For the purpcses of sales the
country is divided into feur reglous (see map), each having a regional man=
ager. Each office has four main divisions: Sales, Personnel aad Credit,
Finance, aad Supply and Distribution. Nine key positions in AFC were filled
by consultants from Checchi and Coupany (a US firm) until Scprember 1974, when
executive managenent passed invto the hands of Afghan stalf with the Checchi
ronsulrooents hoing retained as advisers, at least unifl January 1975, With
the change {0 marioting structure from wholesale to retail and the resulting
increase ic AFC's supervision responsibilities, the mission feels that it
would bLe desirable for the advisers (o rer2in lorger iu ocder to facilitate
the suoothest possible changeover. The Government has indicated that an ex=
tension of the advisers' contract would most likely be sougnt.

C. Physical Resources and Operations

3, A+ present, AFC has the use of 25,5060 tons of warehouse capacity,
which are still owned by the Ministry of Agriculture. It has been agreed
that these warehouses will become the property of AFC, either as a grant or
agailnst additicnal shares issued by AFC to Government. Twenty-one thousand
tons of thie capacity 1s located in primary distribution centers and the re=
mainling 5,500 tons in secondary distribution centers. In addition, 54,000
tons of capacity has been leased or borrowed, of which about one-third is on
loan from other Goverment agencies and two-thirds rented from the private
gector. Historically, leased facilities have been inexpensive, averaging
about a dollar per ton per year. However, with the expansion of crop produc-
tion, particularly wheat and cotton, it is anticipated that warehouse storage
will become more difficult to obtain,
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6. Typtcally, warehouses used by AFC are small and poorly designed for
handling fertilizer., In some areas fertilizer is being stored outdoors due
te lack of suitably located storages. With present procurement problems AFC's
pesk fertilizer inventory is expected to comprise at least one full year's
sales. With the very high cost of fertilizer (landed cost of DAP {s now
around USS$550 and urea US$4L40 per ton), availability of pood storage is par-
ticularly inportant to minimlize product deterioration, faclilitate maximum
control o! inventory, and reduce inventory losses. Thus AFC's proposed pro-
svaem of constructing purpose-bulle fertilizer stores is justified and will
form an irteyral part of the improved ferctilizer distribution system to be
funded under the project.

Retailers

7. Until recently, AV. sold fertilizer only to wholesalers, at a dis=-
count o¢ 15% ' ..1ow the price to the farmer., Soume ol this discount was passed
on R0 rotailer, et it ie widely xeported that the retall margins under the
vhalencle/retall system averaged only abouc 2%, Eavly in 1974, Covernment
decided gt wholesalers were to be abolished and that AFC would provide
ferztliicer directly to dndividual retallevs. The vatiovnale behind this move
weo that rercilizer is heavily subsidiced and Government wished to ensure that
the beweflte passed vo farmers and not to the relatively wealthy wholesgalera.
Despite opposition freom AFC and USAID, which foresaw svbstantially increased
nuagenane problems 38 a result of this wmove, the wholesalers have now been
abrlisied, Prolimina.y budgets (see pava 26) indicate that come gavings may
vacult from this decisdon, bur overail, effective management of AFC will be
wove dillioult o achieve,

8. Under the new systom, retallers take ownership of tertilizer at the
AYC warchouse and recedvez a discount of AF 20/bag below the farmers' price,
in addition, a transport allowancc of Af 2/ton~km is madc and deducted from
the invoice, Prosent fertilizer prices to the farmers are fixed at Af 440/50
Lg bay for urea (US$160/ton) and Af 492/50 kg bag for DAP (USS179/ton). On

this basis, the vetailers' margin is 4 to 5%,

9. Retallers are licensed and are required to purchase thelr {irst
loads of fertilizer fer cash. Subsequent loads can either be exchanged for
credit coupons given by the farmers to the retaller (see flow charts attached)
or boughr {or cash, 1/ with the proceeds from cash sales. These retailers
are screcned by the Sales Division of AFC and selected on’the basis of availe
ab1lity of sufficient storage space to operate effectively.

1/ Over the project periocd, about 707% of fertilizer rales would be for
coupons and 30Z for cash., Wide variations are expected between indiv~
idual retallers.
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10. With about 220 retailers selling an estimeted 53,000 tons ol fer-

tilizer in 1974, the average retailer will need to handle 250 tons of \fertil-
izer during the year. That is, he may need to turn over inventory 2, to 30
times, assuming that initial cash availability is sufficient to purchase only
one 8 to 10 tons/load (approximately Af 80,000). In view of the seasonaiity of
demand, most retailers would probably sell about 607 of their annual stock in

a 8ingle 4-week period. Thus, on the basis of a one-load inventory holding,
the average retailer would need to turn over total inventory every two days
during the peak period. It is doubtful whether procedures will be sufficiently
well organized for this to be practicable, particularly in situations where

the retailer 1s far from the warehouse. Consequently, once the creditworthi-
ness and integrity of a retailer has been established, it is recommended that
part of his fertilizer requirement should be made available on a consignment

or credit basis during the peak season: This would allow his average inventory
to be higher, and reduce the number of trips he has to make to AgBank and the
AFC warehouse.

Procurement i

11. Since 1ts establishment through August 1974, AFC has procured about
82,000 tons of imported fertilizer. Most fertilizer procurements by AFC have
been made according to Intermational bidding procedures of USAID. Fertilizer
i8 procuyed in bulk lots of 5,000 to 30,000 tong after advertising internation-
ally from Washington, D.C. The source and origin of fertilizer procurement

is restricted to countries included in Code 941 of USAID. There are no legal
guidalines for procurement of USAID recyclad funds. However, until now those
funde have only been used for meeting transporf costs. In addition to AFC's
procurcments. Covernment has procured fertilizer through (a) bilateral agree-
ments in bulk lots of 5,000 to 10,000 tons £from the USSR, the Federal Republic
of Germany and Ruwait; and (b) since October 1974 from the Mazar-i-Sharif
plant. This fertilizer has been made svailable to AFC partly as grant, partly

ag loan.

Transportation

12. Apart from weliicles for personnel, including motorcylces for regional
sales staff, AFC does not own transportation but hires trucks from private
operators through the Afghanistan Transport Ccmpany and pays national trans-
portation rates, normally AF 2/ton-km. Transportation from AFC warehouses to
retailer is organized by the retailer, and an allowance of AF 2/ton-km is

made for this purpose.

13. Imported fertilizer from Europe generally goes by rail through Russia
to the border; and from the US by ship to Karachi and thence by rail to Peshawar
and Chaman and by road into Afghanistan. Total cost of shipment, etc., from
Karachi to AFC warehouses averages US$30/ton.
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C. Financial Resources
14. The audited balance sheet of AFC at August 22, 1973 and an unaudited

balance sheet at June 21, 1974 are shown in Table 1. The main sources of AFC
finance are the leng-term loan for US$19.5 millifon from USAID, of which
USS14.15 million has been drawn down, and the Government's contribution. This
latter source of funds comprises an estimate of the valuation of fertilizer
(Af 357 mlllion) taken over from the Covernment. An exact valuation has not
yet been agreed between Government and AFC. When this is apreed, shares will
be 1ssued against it, and in addition the value of the Covernment warehouses
taken over will appear under AFC's fixed assets, and a correspnnding figure

as shares on the liability side of the balance sheet. At present, AFC is
nighly 1liquid, with current assets of US3522,41 million of which only US$12.13
miilion are actually tled up 1in fertiilzer stocks. This position, however,
must be viewed against the rapid rise in fertilizer p.ices. Between January
1873 and September 1974 prices averaged U5$171 for urea, but these prices have
now more than doubled.

5. The main current assets besides)dinventory are deposits with AgBank.
ne accounts receivable at AgBank are a legacy of the 1973 policy whereby AFC
provided 75 of credit to farmevs and received only 257 of fertilizer sales
55 cash. Ag of March 21, 1974, deposits with AgBank amounted to Af 419 mil-
1ion. With the increase in world fertilizer vnrices, AFC will require most of
ts tunds for international procurement and will not continue with this ar-
angement (paraz 27 and 28)

’

—

D

t

4

it o

16/, The substantial accounts receivable figure of US$2.5 million in
June 1974 includes fertilizer (of which an estimated £,000 tons are still
1) supplied by AFC to the cotton and sugar compauies, which AFC has con-

on conaignment.

17. The net Government subsidy 1/ showm in the balance sheet {s essen-
tially subsidy pald before it has fallen due. [t is the difference between
subsidy disbursements by Government and the operating losses incurred. In
the longer run this figure would be zero, since Covernment would simply pro-
vide cash resources to cover AFC's operating losses.

18, Operating in its present fashion, therefore. but assuming that the
need to finance 75% of farmers' fertilizer purchase is abandoned, AFC has total
capital of approximately AF 1.6 billion, including Af 294 million (USS5.35

million) to be withdrawn from USAID loan which can be used for procuring fer-
tiiizer.

1/ See para 21.
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19. Government has agreed, as part of the terms of the USAID loans, to
underwrite AFC's losses in its first few years of operation. Government's ini:
tial payucnts amount to AF 189.9 million (USS8.9 million) which {s being dis-
bursed berueen January 1, 1973 and Aogust 30, 1975, Government subsidies due
on ter:ilizer being sold at present are estrimated l/ as follows:

DAP Urea
-=-=-US$ ner ton----

Fertilizer Costs

Import Cost 205 1m”m
AFC Operating Costs 23 23
Retailers' Margin 7 7
Total Cort of Fertilizer Import and Distribution 235 201
fale Price to Farmers 179 160
Government Subsidy 56 41
20. AFC takes inventories on a ''first in first out'" (FIFO) basis. This

means that losses are incuryed only after the actual use of fertilizer is
below 1t wost. ‘

21. On the hasis of current (September 1974) fertilizer Import prices
and 1974 sale prices to farmurs, which Govermment has promised to maintain,
the level of subsldy requived to offset losses would be approximately two-
thirds the total cost of import and distribution. The subsidy required on
urea will depend upon the fertilizer amounts to be provided by the Mazar-i-
Sharif{ plant.

D. Analysis of Performance

Procurement

22. Procurements have been substantially in excess of sales and under
normal trading conditions would have been considered excessive. In the
present price circumstances, however, this excess has been beneficial since
AFC now holds substantial stocks of fertilizer purchased for less than half
their present replacement value. In future, if holding costs are to be
minimized, it will be necessary to make more accurate forecasts of seasonal

1/ Using historic rates of exchange for purchases but current rates for
other costs and sales. ’
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sales and ro take these forecaats [uto accomt vhen procuring fervillzer.

fn a4 courtry such a8 Aflchanletan where the toets: Jevel of ferctilizer use is
only a very snall perceatage of the potential lovei, ales arve extremely dif-
flcult o predicr.  In order to ensure avallabiiiivy of supplics, {1t {s sug-
gegted chat fertitizer he rrozured suct tnat the (cial expocted annual sales
are lo ostock el ro oche varnmn o s2lMng renson Srotollowing this policy,
auturn caic s conntohe avhecantially above tho errected lewvel wvet still be
providesd oo by arhiedulise forwvard che Yertilioer whilh otierwlsoe would have
been ot La soring.  Addirional pracurement Yor spring requirements would
then weed o2 be moade duriny Eue winter. Using this policy, peak stocks of
Tertilizer shenle nor exceed the subseguent year's ricinated sales and maxi-
mun Investory wosid be {n AFC warehouses at the end of Julr.

otor me
21, Althouph the conatefon of some o the storace tacilities s far
from optinmes, ANC anpeavs to hage doue extroeud ' well in reeping physical

{oventory tossas to 17 of sonck,  Sucres Inspected by the mission appeared to
be «n) o oveaniaea and maintained.,  However, oo a4 result of ATC's shortage of
vocse-nssiened ctavare, sone fernilizer svared onidosrs «opeared in Jdanger
of deterioration anl taere waz evi-ionce of gpitc baew Jdue to storing to ex-
cuensive hweiohts. Copsldertar the expoctaed erooth of the fertil{izer progeam

qr“ tie »oneral chortane of nroper storacce space, (here s oa need for purpese-
ornrre facllitien. Without these faciiities inventory logsses could
re frorosse supscantially.
y 2128
24, Sales of fertilizev hove bzon runnine Lalow tha AFC budgeted level.,

Howuver, thie is narviv a Tunction of Govermaent credit and Hstribution
poltcey, The miszfen ertinates thor nrovided presert fertilizer price policies
are followed, phvsieal forioilizer saiss would erew at a cempound rate of

about !0-154 pear year, although the proportion of fer:ilizer sold on credit
will rrovabhly deeline. Curventl-o, fertiliizer prices {1 Pakisten {roughly
equivaloen: to AP 415 ner baz) are slightly below wholesale prices in Afghanis~
tan and it is passiblc some Pabistan fertilizer will pass 1llegally into the
sountrr and thus reduce AFC's fertil.zer sales.

Operating Cont

25. Tabie 2 shows AFC's operating cost Juring the 10 months to June
1974 and a budget tor the 7 months August :974--arch 1975. The Increase from
US$7.3/ton 1in the previous period to a budge. of US$18.5/ton (extluding depre-
ciation, confractors' expenses, and intevest ciarfes), larpely stems from the
fact that in the second period AFC will be fulfillinpg the primary wholesaling
function. The wholesalers' rommission will be saved, but addit{cnal costs of
transprort from AFC stores to retail shops will need to be allouwed for. Com-
parisen between the actual costs of the 10 months to June 1974 aad the bud-
geted costs for the 7 months to March 1975 cannot be precisely drawn; how-
ever, the figures do indicate a potential saving from the abolition of
vholesalers, as follows:
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stt@g_with AFC Direct to
Wholesalers Petallers
————————— US$/tonmmmm o mm e
Cost of Distribution
AFC Uperating Costs /a 7.3 /b : 18.5 /c
Whelesale Margpin )
) 25-6 -
Retall Hargin ; ) 7.3 /d
Transport Allcwance - 0-3.0
Total Costs 32.9 25.8-28.8

——— -2 b+ i o S S et

ja roloiing depreciction, consultants’ expenses, and interest charges.
/b tesec on W0 moaths to Junn 1974,

e lased on Y woathis to March 1975,

/d 155 of inontemperary prices.

2%, Tt overall cost of running AFC appears reasonable in relation to
the toroage of £irtiifzer discributed.

E. Future Development

Projections oi Procucement, Sales, and Cash Flows

27. AFC's projected cash flow (Table 6) has been derived from projected
fersilizer sales and prices and from AFC's income statement (Tables 3-5).
Fevtiiize- c¢istribation is projected to increase by 10% annually to 85,000
toos in 1278779, The highest level of annual cash expenditure on imports is
expected tc occur in 1975/76 and to peak at about Af 1.5 billion., It will
decreanye siignnle therearter, due to falling fertilizer prices. Government
subslies are based on unnual operating losses as sucwn in the income statr-
ment and will be disbursed to AFC in the subsequent fiscal year. In making
thes. projectious, it is also assumed that about Af 82 million of additional
fixed canital, mainly for new headquarters, to be expensed in 1974/75 and
1975/76 would have to be covered by the available funds, The financial re-
quirements for the proposed wareliouses would be covered vy funds from IDA and
the Government and therefore are not shown in the cash flow.
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28, THe projected cash flow shows that AFC's available financial re-
gnurces would be completely deplered by 1975/76. AFC has to withdraw Af 312
million of its AgBank deposits in 1974/75 and the remainder (Af 107) in 1975/
76. The remaining balance of “SAID loan (Af 294 milliou) has al.o to be fully
utilized in 1975/76.  1In addition to the subsidies from the Government, AFC
would stil! need about Af 700 million to sustain the envisaged programs.

Due to the expected decline in the procurement cost of fertilizer and the
lageing of the subsidies, most of the addirional financial requirements could

be repaic by 1978/79.

Expans/on of Warehouse Capacity

o——

.

29, The mission estimates that fertilizer imports will average 85,000
rond @nnually by 1915/79. Since AFC owns only 26,500 tons of warehousce stor-
ape, AFC has prepared proposals for the expansion uf this capacity by 55,000
tors (Appendix A). If this proposed expansion program is successful, total
AF(, storege capacity will be sufficient to handle most of its imports on its
own premiszes by 1978/79. Principally, AFC's proposals concentrate on providing
35,000 additicnal tons of primary warehouses and 20,000 tons of secondary dis-
‘ribution warehonses (in 1,000 and 2,500 ton buildings to give between 1,000
and 5,000 Cons per location). The secondary warehcouses will largely replace
facilities whnich previcusly had been provided by wholesalers;, AFC's proposal
to own {tg storage facilities is justified, because it will|allow AFC to
tedice {ts loss percentage from what it would otherwise hava been and to
streawiline iis labor furcee and transportation. TIf the fertilizer program is
to be successful it will be vitally important that shipments in and out of
store can be afrfected as quickly as possible during the time of peak 1ertilizer
denand, ne benefits from/getting fertilizer to the retailers on time rather
than sligntly late are enormovs.

30. Direct savings from repla:ing rented warehouses with purpose-built
facilities are difficult to estimate precisely. However, the amount saved
annually by replacing three small rented facilities with a purpose-built

1,000 ton facility might be as follows:

Esztimated Savings from Constructing a 1,000 Ton Warehouse

Us$
2 night watchers /a 960
tental Charge Saved /b 1,000
Reductions in Expected Loss from 1-1/2% to 1% 2,350
Total 4,310

/a Number of guards reduced from 3 to 1. US$40/person/month
including overtime, etc.
/b  Based on AFC figures of US$1/ton/year.

Carefully chésen site may also reduce average hauling distance by US$36/km,.

.

|-
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31. In addition to the benefits derived from owning storage, the other
main advantage of AFC's proposed construction will be that it will return
storage presently used hy ArC to the general maii._t, thus providing additional
capacity for the storage of wheat and cotton, If is expected that both of
these crops will be substantially expanded as a result of the project, but no
specific storage compunents for them have been iacluded.

Diversification of AFC

32, AFC has prepared tentative proposals to provide for using the or-
gunization as a basis for expanding agricultural input facilities in Afghanistan.
A¥C already acts as a distributor of wheat seed for the Ministry of Agriculture
through its system of retailers, and it is expected that it will be used as a
distribution organization for agricultural chemicals and possibly for agricul-
tural equipment. The new warehouses which AFC plans to have constructed would
be of a general purpose design and so would be sultable far storage of items
other than fertilizer if required.
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