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. ''~'A~"F<,~f'' F-' ji<SUMMARY AND REC01il4ENDATIONS ~4:~+, 

- AFGHANISTAN: KAN~DAHIAR DIESEL. ELECTRIC GENERATORS 

F-1,. BORR~OWER: The Borrower would be the Royal.Government of 
Aghnitan TLhe executing ageonr ~would' beithe K~anaharElctrcOopany 
branchofthe stte-conrlled Afgh~n Electii Company. -

S2. 'AMOUNT: $~8OQ,0Q0.-~'~ ~ 

S3. gTOTAL C0ST 0F ACT'IVITY: The total cost of thezpz'&ject is 
esiae at W1,5)000 of. which:460Q00.0 w4ould be inU.S..do laz>,~the 7 
euival.ent of $382000 woldbe inafghanis, and ,000 dwouldbeinPkistani 

;~'j~~''rupees., The proposed.AD' 16a would finance the dollar costsof 'the project
and the RfoyalGov 'inmet 'of FAfghanistan would provide the af"hai 'and -

Pakistani rupees from its own~ resources . 4F*' 

4~~ PURPOSE OF'ACTIVITY: or -44 ill. The purpose bhol prc;Ijat to"~44ss~t 
.meing the immediate critical demand for electric power inthelct f - ' 

5. DESCRIPTION OF ACTIVITY: ~ project involves the purchase and 
intallation of two 1500 KW~diesel electric generators. Conisulting ervices 
will be provided by an American engineering ~firm, Subsequent to-.the'' 
installation of the generators, thet engineering firm will suply~approximatel 
six man-years of sevices frsupervision .of operation and miaintenanceo h 
pianit and training of Afghan personnel, ,~f1~ 

6. BACKGOUND OF ACTIVITY: An AID-finaniced survey of the powr+,
requirements in ahHelmand and Arg1iandab' Vall.eys in southern ,Afghistan as 
made by a U.S. engineering firm in 1964." The firm recommended 'the Finterim~ 
installation of two diesel electric generators at'FKandahar; subee~ueh't4 
installation of hyd~roelectric turbizie generators attest f h ,aaa 

A<. dam on the' Hemand River; developmenit of, appropriate organizationso',&rabage,F 
operate and maintain> the electric power facilities in. theF Helmand Valley; Kand 

"a large-scale training program, ' 

7.EXORT-IMPORT BANK INTEREST:' At a meeting of the'Export-Import
Bankc AID Liaison-Group on Octobe ,96,te Bank's representativekatate
 
that the Bank wan not prepared to consider the application of" the Government
 

4" -F'F~~ of Afghnistan for a'loan for'diesel electric generators.>' 

8. NI5SION VIEWS: The Mission supports the spcto n 
reomnstbi At teloan beauthorized..' , FF F.. l> 

"AW. ~9. BTATUTOR~f CRITERIA: All applicable criteria have been met. ':;&w 

See Annex 1. 
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10. ISSUES: None.
 

11. RECOMMENDATION: Authorization of a loan in an amount Pot to 
exceed $800,000 to the Royal Government of Afghanistan, under the following
 
terms and condit
lonis:
 

'lbThe Poy a Goverrnmenit of AW'l han itan to repay the loan to 
AID in U.8. ,oI I0 .s within )uO years f'rom the date eoC the first disbursement 
under the1I,). inIud I ;ta grace nv'iod of not Lo exceed T0 years r'o: the 
date of ti fi;r'st di 1; rsement. i)urting the prace period the Roy al. nov,-rnient 
cM Afghnuistan to pay interest to AlD in U. S. dollars & the rate l'1,1per 
annum on all mrmountsof outstanding I)rincipal. From arid altr the .xpition 
of the grace period, the Royal Government of Afghanistan to pay interest to 
AID in U.S. dollars at the rate of ,% per annum oniall amounts of principal 
outstanding under the loan. 

). Be leing of the proceeds of the loan to be satisfactory
 
to and approved by All).
 

c. The Royal Government of Afghani stan to prodluce evidence 
satisfactory to AID that other funds, both foreign exchn e and local currency, 
sufficient to complete the project have been or will be made available. 

d. All goods and services financed from the Loan to be 
procured trm a d1a have their source arid origin in the U.S. 

S'lhe lonll to be subject to such other terms and conditions
 
as AID may rqu i rr.
 

Capital Activity Committee Members 

At the Mission At AID/W
 

Loan Officer R. Kanchuger W.A. Underwood 
Engineer E.M. Mitte *lorf R.P. Stokely 
Legal Advisor B. Cumninmgs 
Desk R.Pagan 

Drafting Officers: Kanchuger/Mittendorf/Stokely/Underwood 
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~ ~ AID-NESA/P.-26~
 

~ AFGH{ANISTAN: KAN~DAHAR 'DIESEL SELECTRIC GENERATORS,<> 

B.ACKGROUND 

4 t-1 Under a Projectse.i Agreement
-ee . signed in FY 1959: andy re generatJ-3 subsequentlyri

revlsedAIDagreed to provide <up to *2;778,372 of development grant f'unds y'"'"
tol assist the Rloyal. Government of~Afghanistan (RGA) to accoplish the following 

S te eand A. Determine 
,.In thel-Heid e ieothrough power of, 

d A themost economic sourcepowerecirbpoer 
Vleyo - a survey and the preparation 

Ocoober.1. ,1r6 

B4 Provide a satisfactory interim powe supply for the 
Girt shkand Kandahar areas by repairing the 3000 KW hydroelectric power station 
at Qirishk and the 1000 KW diesel 'electric generating Istation at Kanda~har and 

u!-: training operators to assure the safe and effective use ofthese facilities-

C. Provide for satisfactory distribution of power from>,i 
these and other sources in the area by repairing the tOi and
distribution systems and the Kandaha~r distribution system and training Afghan
personnel to operate and maintain these systems; and 

3 Adopt a course of action designed to establish:3. 

(1) a fully adequate public utility organization for
the operation anid management of the electriu power system or systems in the 
Helmand Valley legion and 

(2) regulatory arrangements for the adequate control of
the system(s). 

2. Under this Project Agreement AID contracted with R.W. beck 
and Associates 3'(Beck) for a survey of the electric power requirements of
the Helmand and Arghandab Valleys and the preparation of an electrification 

- Al Project Agreement No. 3o6-12-220-01p dated June 28, 1959. 
evision No. 7,dated June 6, 1964,redefines the sope of the project and

,upercedes the terms and conditiona of the original agreement and all previousn
revisions. 

It LW. Beck and Aasociatus isa flrm of engineering consultants 
with its principal offices inSeattle, Washington and Denver, Colorado.* The 
contract between AID and Bock was signed on January 4, 1964. 
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exhungo ct of the Kaja.1ai hydroelectric power projet' and asscited

epared to consider a for thispurpose.w uld be .a..ppication 

S 1.oar tetofL(a twor11,ene diese-elctic generatingunits for 
Inatalnto n t Kilhlbr 4 .t; the4ii period-before the Kja ai project 

of' the design, sjpeQ icat±Qfl and tender docuzments for the diesel vnits;
 
spervinion of' their installation; supervision of~ oper'ation and maintenance 
of the uni1ts for, the iirnt~ three years after their insta1.lation;zand training 
of' Afghan personnel. Tho proposed loan would be used to finance these costs, 

BRIEF PR0JFCT DJFnC1U1POH. 

7.The propoued loan would finance the installation or additional 
diasel-electric generating f'acilities at Kandahar in order to provide adequate 
nervice to. custoern presently connected to the Kadphar Electric Ccapany

system during the inter',m period before hydroelectric power from Kajakai 
becomes available to the ystem, If the proposed loan in approved and the
necesflry financing for the Kajaka1 power proj1ect inmade available within the 
next few months, we estimate thatth diesel units would be installed and in;i 
operation early in 1967 nd that the Ka*jakat powOr plant' and transmission linesoaK 
would be completed in 1971. The now diesel units would be used# together withi1 
teesting generating facilities atKandahar to meet the demand for power 

_ oV the K(attliur Electric Companys present customers during an interi period
of four yvurs beginning in 1967 and ending'in 1.971. After KajaIkoi power becomes 
avrtlable, thnQ dional. linit& could be moved 'to lieratp Mzar-i-Sharif or other 
l.oad ceitei InAfghaniatwi 'which are short of power. 

8, The project would consist of:
 

(a) The procurement and installation of two 1,5W0 
KW di..el electric generating units at a site adjacent to the New Diesel Plano# 
of' the Kandahar Eloctric Company, and
 

(b) the services of a U.S. engineering firm to
 
prepare tho design,, specifications and tender documents for the diesels$ super
vise their inatallation- and initial operati~n and maintenance for aperiod
of three yearn after start-up, and train Afghan personnel to oporuto and 
mutttain thom. 

/ iiv Noew Diesel Plant wia completed in 1959 and has an install.... 
v, JI Vof 1,000 W~. Itis located Jubt outside the northwest corner of the 

WIL._"Od p,,rt~nn of the city or Kandahar. -
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BOfROWER EXECUThO AGENCY 

9. Thea Borrower'will be the HoyaJ. Gover'nment o fhnsa 
j4~3~
wic ~i r-en heprced otel]oan to the Afghan 4leetric' 

C#'ay(E) a JoInt,stock company organized in 1940 to generate and 

and 4. stribi 

44 4444Da 

1ftCipnTAfg1 ist.-TheAEC- the8 sQle. ia gn ao-
or of power ±nKabl Kandohar4 and Hera~t.' 

nhe prezent di-.,tIbution of stock ownership in the AEC is 
ftg< f~3.OW8>Per 

AfghanistwBank~r1 

(Government-owned central bank) 

Afghan Textile Company
 
(Privately owned) 


Bank,Mille 
(r.riv.-tely-owned commercie.I bank) 

Small Sh,'reholders1.
10. The aharch~ders of the AEC select 

Cen~t Oifnership 

-76.1 

21.5 

1.4.4
 

a Bor-fDretr hc
 
decides on a budget -and selects -tBoard of Managers for the emptors'Bohic 

thebidetand the aolecticn of maA.agement ar subject t the apoal3ofhe 

to-th apprval, f th 
RGA Mitnistry )fMines and Industries. I.n fact, although the AEC was
eatablished usa an -Independent company il.often appears to operate as a part 
tAf the M4inistry of Mines and Industries. --- ---

-~ 

Ll. -The AEC is receiving foreig ,,technical assistance from the 
WeaOamanconculting firm of Vorm W. Lmkimeyoz &Co. The Lahineyer team -

f.=4-onnai of five zoen .- a team head, commercial hiad, plant engineer, erection 
Asipwrlsor and field Inspector. The team began %,rk In 1963 and has
rt~rfrrmo4 services primarily in and around Kabul. -- The Mission has a copy of 
ZLshmeyer' report on ito work with the AEC during 1963 and 1964~. 

-

444~4' 4 4 

12. The Kundahar Electric CompanyW ina branch of the AEC. It is 
reapnsae fo)r the generation and distribution of power In the city-of
W10.aar =n1 will bea oxecuting %ency for the Vr:.1xsed loan, The company is8 

nta s-Faratei, val entity and cannot a,!sume an Inlependent obt'lgatiin to 
ropair the ufghani uq vAlo*t or the l-'an proceeds to the MA. The AEC will 
trV rflorti iertuko,4 this obligation. U' and vhon th% ancies responsible
f,,-r th', oeneraticn and dintribution o.0 piower in the 1'elaand Valley are 
rcu ,rganizo). and other logftl -entities atre viitatli4shed, it may be desirable to 
tranifer the repayment obllgtlon frro the ALC to the 1%ga3. fintity wahich v412. 
)wn ani %jperatotho dl esol, unit.1 to be* financod unler tho proponod lAn. 

44+f 

-4444 -

44 4 4... .....44.4... 444 4 44 4 
44.4 4 2 444 44'4 44 4 4 4 444 4 .....444 +4k44444444+4444 

4- + + + +-.. .. .. . .. .. .++ + +:.+ j + ?,+ .+:+++ j:+++ ++:4 4 ++ ? + :;+: 14+44+: 44: 44 44 -44 44+ 

4 

44 

V)s. The Vu~n Aut1:o.rizat1ion and Loan Agraent v10' provide that 
rolvnr4 or tho proceeds of the ltoan ahu~i, bet satisfactory to OMA. aproved 
toy Alt% Tfil basiv Implemantation Lottsor wil. indivate the relonlln& rrrangoments
vinl t9tU8 w$t ,h woul4 to csa afactory tn AIIb, including a proviao for trnRor 

4 
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rf 320 KW ea%:n tu~~t one unit is t-urrl-A~atnd bqyod .repair. Vie Now 
!P.eael Pltant has two ilnts of1 50Q KW #zoh Thu ".1 IDiesol Flt~nt (.Inotts3e4 
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the propoeod loan~. 

onm phresent '4~stribattor. "talt ie 33,00 vot ,rm4i~ 
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products, skins and hi.des, and rugs) pa~ss troi)*,gKanda1wc on their way ,to 
Pakidstan and India. $Ic th comnpetion of an imyoedhighwayr to the 

dakitan border in 19I48, this trade has~ inceaed throu~h the diversion of'j 1 

much of the traffie whih foxrp.y moved between Kabu~l, Afghanistan's capith~.
an~d largest city, and Peshawar in,Pakistan. 

31. The economic imp~ortance of'Knaar is expected to 
~Q..increase during the interim period 1967-71 when the diesel ect~ric gener'ators 

will be used to p~rovide part of.the base Xtrad. In Jvne 1965 thie U.S * Governinent 
~and the Government of Afghanistan agreed on an acceerated 4deve1.epmpnt~ 

prgrmin the Helmnand Valley area, some 90 miles' weat~ of~Kandahar. 
K Appr.)ximately $100 mnillion of' U.*1. and Afghen Goverrnment Punds have been~;~ 

invested in the Valley to date, a.nd the accelerated devcl menVt progr~za d# be> 
S directed to translating this past inventmant. 1ito LNjro incre'sen in 

agricutural prodvction throigh Incremental3.invntment> ovoex the next nev n~ 

32. A iiibstan Vial exs!Qn in the agricultual -. 4,ut of 
the flelmun~dA Vall~ey will o -cur during this perlod, Apnxt,1 bocav~ue ofthe 
incremental investments by both governmonti, ,and partly becauu of the vr 
low yilsath present. t1meA. The Afgrin Uoenmn h"W agr47U togl 

develtpment of~ the Hlelmnand Valley t(p priority' in the T1hird Five Y~ear F%.Un 
scheduled to begin In Mvarch. 1967, even at the price )f scaling derdn o'ther 
del-clopimental1 activity. Tresent yielis sech on 1 bushele of wheat $2' acr~e 
and 15 of corn per' acro~) have been excef.ded by fro fou. ttt eight t~ms on 
exporimentml, fam in~ thu Yel..y', co ther'e In~ rocin for hubtntial impr,;11(oflt
in agrmatural production. V2AW/Afghunisatn *atimq-ton that, prtsont
agriculttural production could inrearo 1y etb.ut 50) percent aboe ito low 
present level in the next ten yearn,~and double or triple within tho next 
twenty-five years. Moraeover, the M~isfion indicates that the Helman Valleqy 
Authority intends to increase the. 1, entage of higer ncm cropm produ*ced2+. In thn Vall.ey an much as :-oaoblej which will. also nterve to expae44 this v.ue 

33. The cxhianding agriculturitl produzctlQn in the H'*lmand 
Valley will benefit Kandahar an a trunsit conter for' th6 flnw of' o4 to ThdIU 
and Paklatan, and us nn Induatrial contor Cor tho proenazing of' theO xp~rta. 
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SThe i.ncreasing Helmand Valleyrincome will. expand the aamarket for 
Kndahar-produced gods -,nd ser ices, and wl 11,)thereby help to support the~> 

anticipated expansion 'of ,Kandaharls population., 

34. As'of March 1964+the Kandahar Electric Company provided~~
~service',to 4185 customerss;ias fo2.lows: *
 

Custom~er Classification Number of Customers,.. 
Id Lint__________77_0 

700 
L'rxe Comrnerciay 29 

clovernmentai 2 

35. The company is in urgent need of additiondl generating
facilities because the existing facilities are unable to poper1lr~serve,
the-presently connected load. The proposed loan would4 finance the foreign
exchange coats of, sufficient additional generating capacity to~ provide,
adequate service for this load' The two 1500 KW diel-electric 'generating
units to be fina~nced under the proposed loan represent a low first cos't' 
and prompt solution 'to the existing power deficit situation, at Kandahar* 
,No other equipment would~be more economical or could be in'staled'uore quickly<

K than these two units. 

.* Upon irsalto of the additional diesel-electic generating

capacity tofrinanced by the proposed loan and completion of,,thie program for 
the rehabilitation and improvement of the distribution system -to be financdd 

7by development grant funds, the Kandahar Electric Company will be in a much 
better position to serve loads in Kandahar. 

37. The 3,000 KW of additional.power will help~to support the 
ecoiomic growth of Kan~dahar during the interim period 1.967-71. Of'the. 
4,1.85 users of electricity supplied by the company,-7i40 -(or about 18 percent) 
are smafll commercial, la~rge commercial, and industrial in character., The 700<~ 
small commercial shops represent only a small fraction of the' approximately -

60300 commercial shops in the city. The additionaldiesel electric generating,
capacity will permit an expansion of the power consumption of: the average. ..4 

small; commercial shop from 21 to 36 KWH per month and should permit some other.< 
asall commercial shops to electrify. At present many industrial -establishments
in the Kandahar area obtain all or most of their power requiremento from 
their own generating facilities, A larger and more dependable supply of 
power from the Kandahar Electric Company will permit some of these establishments~ 
to caethis ineff4iien and~ hig.h-costmethod of oprt~n 
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FINANCIAL ASPECTS
 

Financial Management
 

42. The financial management practices of the Afghan
 
Electric Company (AEC) and its branches, including the Kandahar Electric
 
Company (KEC), are seriously deficient. As noted in more detail in the
 
following sections, meaningful accounts are not kept and there is no
 
apparent rationale for setting rates for electric
 
service. The integrated system of budgets, accounts, records and reports, and
 
audits that is necessary to manage an effective business operation is
 
totally lacking. Owing to pilferage and to an inefficient system of metering,
 
billing, and collections it is only within the last year that KEC has
 
received payment for more than 50 percent of the power it has generated.
 
The company's daily operations are characterized by avirtual absence of 
cost-consciousness.
 

43. KEG has virtually no control over its finances. The
 
company now remits its entire gross revenue to the AEC, and the parent
 
company provides its branch with sufficient funds to cover its operating
 
and administrative expenses and the actual cost of renewals and replace
ments. KEG's revenues and costs are included in those of AEC.
 

Accounts and LroectiLons 

4.. The Lahreyer team put together balance shoots and profit
 
and loss statement. for the AEC for the Afghan fiscal years 1958-59 through
 
1962-63, but its report indicates that these figures are incomplete and 
unreliable. The team',; principal findings with regard to AEC's accounting 
practices are surmmrized below: 

Cost. accounting is not understood and no costing is 
undertaken. The concept of' depreciation in value of capital 
assets Is unknown these assets retain tl,-'r original value 
until they tire -omnpletely destroyed or become unoervlceablo, 
In the cane of repaLrs of plarnt an(d equipmen t the materials 
used are added to the value of' the ohj (ect repaired but no 
allowancei made for the ,o.; L of tlibor, even In oonection 
with bwIldiri! projects. The ormon ioccunti gtitpractice is 
single-ortry bookkeepliqg nri the fed larrltwrltIAig, arid manner in 
which h11ri:; 1,et1ne) renlder, tiloec11v1 eve('n ac(collits 
pract. lo !lyI ill1 ,lb Ic, ,,:au:e OrU Iriadeqlua oeot Iri:ul. entries 
the Va1An t.1 , ,,;#,t.:; I:1 :li]itt.:; are highly(Ira; 1)F :A:owrl tU, 
uirrol lab I,,
 

/k). (it,ki,,r it ti:,r~t,:; }1v( Ir ,r 1[1id4, t,(,'a :;trl' ' t, if )lottioO ff 

tho financial o'ralticni er thre l.,Mtzr ut,A lIt, ,:;1,, A rl'Inartilsart. Tih 
Misnion hat-Ii IJi(d rre : (,i)r tbh NrZL-L Itn(c :;tl.atorrifit] for KI,;C; Aff Ian ;cial yoarrn 
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1962/63 and 1964/65. Like the financial statements constructed by

Lahemeyer, these tables were based on data originally collected and
 
organized in an unsystematic fashion and not according to accepted public
 
utility accounting practices. They cannot be trusted to provide valid
 
insights into the company's financial operations.
 

46. 	 The Beck survey team made some p-rojections indicating

the estimated cost of power in KEC and other companies operating in the 
Helmand Valley area during the period 1965-75. These projections were 
based on a number of assumptions about the reorganization of these 
companies, the transfer of generation and transmission facilities to a
 
proposed separate Power Division of the Helmand Valley Authority, and 
the completion of additional generation, transmission and distribution 
facilities, including three 16,500 MW hydroelectric power units at 
Kajakai. Because of the highly conjectural nature of these assumptions,
iu Beck projections do not provide a sound basis for estimating 
1-robable levels of production, sales, and costs of KEC during the 
interim period 1967-71. 

47. The Lahmeyer team's accounts for AEC dpring the
 
Afghan fiscal years 1958-59 through 1962-63, the income statements for
 
KEC for the years 1962-63 apd 1964-65, and the Beck survey team's 
projections fcr KEC during the period 1965-75, are the beat informationavailable about the financeO and prospects of these companies. The 
ftcount6 and projections are not included in this paper because, for'the 
reasons set forth above, we have little confidence in their validity or
 
meaningfulness. The Mission has requested pro forma balance sheets, income,
 
and source and application of funds statements for AEC but has not yet
 
received them.
 

48. The rates oharged by the AEC vary in different cities.
 
A compgrison of rates per Kilowatt hour in Kandahar and other cities is
 
shown below: 

(a) Kandahar 3 	afghani residential 
1.75 	afghani ..'ttrial 

(Bazaar [ihopkeepers pay a flat 
rato of 50 ,fghanis per month 
for each 10C; watt bulb) 

(b) 	 K'dul. 1 afglhani for all uties other 
than hoatlnl,, 

0.5 af',hani for hbating, 

(c) i~ at 	 4 Itfrhard ., for it] I'i-ot 

(d) MAYar-I .-Shrif 	 ') aff1'1h, I.. for ,i) ,i jei 
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put the 	 two diesele electric generators to be financed under the loan to 
proper vac approved by AID when a firm and adequate supply of' power
is uvailable to Kandahar from other sources, 

The engineering cons8ultant recommended a ,reorganization and
mana~cznent'plan for the ptibliutUlities in the Hlelmand Valley region
wich hase fo'tQlow1napzrincipal elements: 

(it)establishment of' an independent national power 

Afghanistan; 

Valley(b) establishment of a Power Division within the
 
Helmand ValyAuthority which would be responsible for the generation and.

transmission of' power inthe region; and
 

(c) establishment of two distribution companies, 
one
 
at Kandahar and the other at Giris1kh, which would buy power at wholesale

from the Power Division and sell it~at retrdl to consumers intheir
 
respective areas.
 

AID concurs inthese recommendations and will require evidence
that the nationi, regulatory agency, the Hlelmand Valley Power Division andthe two 	 distribution companies have been established before it undertakes
intensive review of' a loan application for the Keaoakai project. The
 
nature of' the required evidence isoutlined inAnnex IV,
 

At present the Kandahar Electric Company branch of the AfghanEflectric Company generates and distributes power in the city of Kandahar.
* 	 The management, operations and maintenance activities of' these companies 

are seriously deficient, Since we anticipate that these companies will be.
replaced after tho reorgatnization of' the public utilities in the HfelmandValley region, we do riot propose to insist on changes inthe policies and
practices of the prosent companies as a condition of' the loan for the dioeue3
electric generatora. The loan will provide for nufficient technical assistance 
to nupervive the operation and maintenance of the diecel units for three 
yearn after start-up and to train Afghans to operate and maintain themn
thereafter. We will require that the Government of Afghanistan make firmarrangements for nufficient technical assistance tu ,tsure proper managementof' the proposed new ugenct4oo and A comprehensive traliting program before we 
proceed with the Kajakat project. 
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A See. 201(b).
F.9 	 Informatinand conclusion oneasonable prospects of'
 

* repayment. - See p.13. 

1. 	FA Sec. 201(d. Inf~ormation and conclusion on legality (under laws of 
the country and the U.S.) and reasonableness of lending and relending terms. 
Seepp. 4-5, The loan is lawful under the laws of the United States and 

11.. 	 FASe 201 e). Information and concl.usion on availabi~lity of an application
together with sufficient information and assurances to indicate reasonably 
that funds will be used in an economically and technically sound manner. -

See pp. 9-10. 

1.2. 	 PA Sec. 201(f). If a project, information and c'nceluaion whether it will 
promote the economic development of the requesting cntry, taking into 
account the country's human and material resource reqairements and the 

- relationship between the ultimate objectives of the project and the country's 
overall economic development. -See pp. 1-3, 5-6, 11-13. 

F s13.201). If a project, information and conclusion whether ite. 

specifical provides for appropriate participation by private enterprise. -

See pp. 3, 18. 

14. AS.202a). Total amount of money under loan which is going directly to 
jite enterprise, is going to intermediate credit institutions or other
 
borrowers for use by private enterprise, is being used to finance imports
 
from private sources, or is otherwise being used to financed procurements 

: +from private sources. See Annex Ill. 

15. 	 FA Sec. 601. Information and conclusions whether loan will encourage dfforts 
or the country to: (a) increase the flow of international trade; (b) foster 
private iniative and competition; (c) encourage development and use of 
cooperatives, credit unions, and savings and loan associations; (d) 
discourage monopI4istic practices; (e) improve technical efficiency of 
industry, agriculture, and crierce; (f) strengthen free labor unions.-
Gee Pp. 3s" 11-131 Annex III. 

16. 	 YA se. oL d). Conclusion and supporting information on compliance w.th the 
Congressonal policy that engineering and professional services of U.6.firms and their affiliates are to be used in connection with capital projects 
to the maximum extent consistent with the national interest. The services of 

aU.S. engineering firm will. be employed exclusively., Sea PP. 3,18. 
1.7. 	 PA see. 601, 6o;!. %fo'rmation and conclusions whether loan will (a) encourage 

I . private trde end Investment abrol (b)encourage private U.S. patti-. 
cipation In foreign asaintunce progrms (including use u private trade 
channels and the services of UJ.S. privAte entarpriv.), and (W permit Aatrican 
small busines to participuto aquitably In thetrnishing of goods nd services 
financed by it. - All procurement under theloanwill be In the United Wtten. 
The loan agrment wll IncludIe a provision requiring small business notifica
tions. 



1.8. 	 FASc.64 Compli~ance with restricotiorn of commodity procurement to 
US.exept as otherwise determined by the President and subject to statutory 
reporting requiremients. Tho requirements of this project will be procured 
in the United States. 

pricesno iher than the mark~et price preve4ling in the U.S, at time of 
purchase. - N~o bulk procu~rement to be financed under the loan. 

20. 	 FA See. 604(d). Compliance with requirement that marine insurance be 
purchased on commodities if the participating country dibor~Jinates, and that 
such insurance be placed in the U.S. - The requirements. of this provision 
will be incorporated into the loain agreement. 

21. 	 FASe 611(a ) Information and conclusion on availability of engineering) 
finacia,ad oherplans necessary to carry out the assistance and of ~a 

reasonably firm estimate of the cost of the usistance to the United States
see pp. 9-10)18.
 

22. 	 FASe. 1a)(2). Necessary legislative action required within recipient
 
country andbasis for reasonably anticipation such action will be completed
 
in time to permit orderly accomplishment of purposes of loan, - No such
 
legislative action Is required.
 

________________________________________________________________________ 	 >1i :;! I ! / i i !! !i i! ! :;;i<:/ !723. 	 FA Sec. 611(b); App. Sec. 101. Ifwater or water related land resource
 
construction project or program, information and conclusion on benefit-cost
 
computation. - Not applicable.
 

24. 	 FSe. 611(c). Compliance with requirement that contract. for construction
 
be adccomnpetitive basis to maximum extent practicabl) -Only a small
 
fraction of the loan may be used to finance construction. Sao p. MQ To the 
maximum extent possible their reqiremetk III be met. 

25. 	 FASc.6 Compliance with requirement that avsistanco to newly

independent countries be furnished through multilateral organizations or
 
plans to maximum extent appropriate. - Afghanistan does not fall within this 
category,
 

26. 	FASc 2(~ Ap e.17 Compliance utth prohibitions against 
assstaa oCba nd nycountry (a) Vhich furnishes assistance to Cubit or 

fails to take appropriate stops by Februatry 114, 1964 to provent ships or 
aircraft under its registry from carrying aqvipmentposariale, or supplits
from 	 or to Cuba; or (b) which sells, iPrnishes or permits atny ships under 
its registry from carrying items or prisary strategic signifiomae or 1.tm 
or economic aumistanco. *Afahanistan Is not at present In violation of these 
sections*
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t6.3	 FASc. 62o1), Compliance with prohibition against asaietaence a ter 31 
Decmber965 for the government of a country whichifails to Institute 
investment guaranty programn. The guiarantee programn isineffect ifl->w 

7.FA Sec. 636(h)~ 1() prpit tp that have been taken to assure 
that,''to maximum extent-possible) country is contributinglocal.currencies7 
to meet 2the cost of contractual and other services and foreign currencies 
owned by the U.S., are utilized to meet the cost of contractuaand other>: 4 
services. currency costs will be met by Afghanistan.-Local 


-38. 	 APP. (Sec. Unnumbered). Use of funds to carry out FAA Sec. 2051 which pertains K 
, -toIDA. 	 - No loan to I is involved. 

3 A. Sec. 102. Compliance with requirement that payments inexcess of 
25,00 forarchitectural and engineering services on any one project be 

~K.L, reported to Congress. -The requirements of this section will be met.: -

40 	 App. Sec. 1014. Compliance with bar against funds to pay penfions, etc., for 
military personnel. - No su~h payments will be made from the loan., -

41. 	 Ap.Se.11 Compliance with requirement for security clearance of
 
personnel under contracts for services. -A provision to insure compliance

will be included in the loan agreement.
AAA A+ +++'++ + ++ + +++ +?++ 

+++:?++++++: +++ +:++:+:+++i +++:++:++ ++++++:++? '++:+++,:+i +: + +++ +++++:++ 	 pA 
-Compliance42. 	 App. Section 112. with requirement for approval of contractors
 

and contract terms for capital projects. - This will be provided inl the
 
(A-+++-++ o + o + ++o 	 ++++ +::+,++++ +,++++ +++,.. 	 'loan agreement to the extent possible.

(A+ ++++++++ +?+:+? :+++++++ 
43. App. Sec, 1114. Compliance with~bar against use Aof funds to pay assessments, 

i~AAetc.$ of U.N. member. - No such payrments would be made from the loan.A A 	 ++ A++:r++A +i+ 	 AAA -	 :++++ n A++++8 ++++++++
A 	 +o+il++:+th+++ iAim ++ 

See;A 1. 	 +++Anm +A 4. App A 	 s: Asrv + + € ++:+++++i+:Compliance with regulatios ^,n employment of U.S. and l.ocal. 
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_ 45. App. Sec. 4+01. Compliance with bar against use of funds for publicity-or--
!!i:!AA-A +(+++~+: +A~ ,AA 	 A-AO+:.+6At+ A-++ +~i+\A+ AA ~+++:+...e 	 ++o i~ AAAA. AAA++ + 
Apropaganda purpoines within U.S. not heretofore authorized by Congress. No 

loan funds would be so used.A> A A A<A AA A i~.AAAAAAA A A ++ +A+AA+ (AA: : / ..........
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DRAFT LOAN AWHlIRIZATION' 	 ANIE X I 

Pursuant to the authority vested in the Admnistrator or the Agnc 

Foreign Assistance Act of 19611,a~amended, an 2the d,~eatiohsw of 
aixhority issued thereunder, and after cnultationv with bheo 
Developm~ent Loan Committee, I~hereby aiutiorize the establishment 2> 
of a loan pursuant to Part 1, Chapter 2p~ Title X) the 'Development 

( 	 Loan Fund to. the Government of Afghanistan of not' to exceed 
BOQ,0O0.00 to assist in financing the foreig exchange cot'-

of the 	puirchase and installation of tw 150nC74dievel generators at
.55,, 

KANDAHAR) AFGH9ANISTPAN.
 

This loan to be subject to the following terms and conditions :45~44 

1; Interest Rate and Terms of Repayment .t intereot rate onthis 
loa shll ercnt(1,) per annum the disbursed balance~ofe ne 	 on 

the loan for the first ten (10) years and two an'one haf percent
(2J%) per annum for the remaining thirty (3)years 'ofthe loan. The 'j 

" '4loan shall be repaid within fouxty (140) yeara from the date of< the 
a4grc ntt
first disbursement under the loan, includg'~pro

exceed 	 ten' (1)ears. 

2. CurrenoX of Re~2ent. Provision shall be made for repaymnent of 
the' loan and payment or the interest inUnited States' D~llars. 

-3 Other ToeadConditions: 

(a) Equirment, materials and services finanoe4 under the loan 
shl eprocured fromi the United States..... 

(b)j Relending or other financial arrangements vith regard to 
~~' 	 the use of the loan proceeds by the Govornuent of Afghanitan for,
 

the purposes of carrying out the Project shall to In &:caence with
 
terms and conditions satisfaoryz to the A I.D. RelendMir4 i'bafl be
 

,~. at in interest rate of nttllesa than four percen~t (4.%) anid a repay
ment, period of no sore than twnt 27 yeawr rrom the ;riret 
disbursement including a on (1 Barace pri~t........ 

(a) Tis loan shall be oubjent .t-3 oveuh othtr t~m and conk
ditions as A X.D. may deem advisable. 

4*.. 
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ANEX11
 

.. - *.CAPITAL ASSISTANCE PAPER'1 
AFGHANISTAN: KANDAHAR DIESEL-ELECTRIC GENERATORS 4 

IMPACT OF PROPOSED 	 L00WON PRIVATE~ENTERPRISE . 

4ATD- Manual-OrderJ-242.1, .arevlsed -on-Apri1AJL965,requires-_ 4 

tha eahla ae nia the extent to which the proposed loan would
 
affect private enterprise in the U.S. and in the country of tI e bor'rower,'
 

A. ow much of the 	proposed loan is to be lent: 

1. Directly to private enterprise? 

Answer: None,.
 

2. To intermediate credit institutions for relenigt

private enterprise? 
.edn
 

Answer: None. 

v3. To a government for disbursement to finance the import
of comodities by 	private enterprise or for use of private enterprise?
 

Answer: None. Howeverj the diesel electric generators

to be financed by 	the loan will assist the Kandahar Electric Company to 
meet the present 	demand for power of private commercial, industrial and 
residential consumers in the city of Kandfahar. 

4. To a government to finance project work (including
procurement) done 	under contract by private enterprise?
 

Answer: The full amount of the loan.
 

5. To a mixed (public-private) 'enterprise? 

4 Ansower: The Borr or will relend the proceeds of the
 
loan to the Afghan Electric Company, a mixed (public-private) enterprise.
 

6. To a government for the direct purchase by the
 
government for its own use of goods from private enterprise.
 

Answer: None. 

13. The proposed loan will contribute to the development of 
private enterprise in the host country by helping to supply the power

requirements of private consumers in Kandaharp which inthe principal

market, distribution and processing canter for the produce or the H~elmand
 
and Arghandab Valleys in southern Afghanistan, 
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AID.NESA/P-26, 
~~ October 12, p1965 

EVIDENCE' REQUIRED IN SUPPORT OF 
LOAN APPLICATION FOR KAJAKAI 
HYDROELECTRIC POWER PROJECT 

to AID in' the near future for a loan to finance the foreign exchange 
costs of the 1(ajakai hydroelectric power project. AID has informed the 
ROA that it would be prepared to consider a loan application for~this 
purpose. Upon authorization of the proposed loan of $800,000 tor diesel 
electric generators for Kandahar, we propose to inform the BOA that in* 
support of its loan application for the Kajakai project, the GA should

"rh toAD, in form and substance satisfactory to AID: 

A. Evidence of, the establishment of the following: 

1. An independent national regulatory agency for the
 
epower industry in Afghanistan, The agency. shall have full
 

reeponiblity, requisite authority, and in due course the necessary staff . 
-for the performance of the following principal functions: 

a. Licensing of producers and distributors of electric 
,poerfor sale or resale from any energy source and of manufacturifg 
concerns which produce electric power for their own use. 

b. Development and promulgation of basic construction,~ 
operation, maintenance, accounting, and reporting standards and requirements
for the electric power industry. 

c. Review and approval of all wholesale and retail rates 
charged for electric service. 

d. Establishment of long-tem goals and programs for the 
development of the electric power industry. 

a. Review and approval of plans r the expansion of 
produoltion, transmission and distribution facilities. 

The regulatory agency shall have independence of action in 
reaching decisionu affecting the development of power in Afghanistan. 

2. A power division with./the Helmand Valley Authorit . The 
power division shell1 have full responsibility, requisite authority and in 
due course the necessary staff for the performance of the following principal 
func1tionst 

a. M4anagement, operation and maintenance of all electric 
power generation and transmission facilities serving wholesale load including 

-+'+'+ "+ ' +'"+<Ci IV IC" -' IVIC'",++ 
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shalown and be responsible for the management, operation.and maintenance: i:i: :::
 
iof all distribution ifacilities,in.the Kadhrh,:!otadand nryforthesal
areas r: o
 

:
e ofpower"at +to in this +
d: fo te retailalll c ustomers areas,+ . +:':!i::::+ 


......howgnieand rsopnsi fore irgeet .: (;:
.. ttnthe operations and mintdenaneli 

of:!::aldi"stibion apoitiespi te Gr ah,ost ngd ab ua ra
 
andpodr te s l ofnd obtaeallludrIr~cin these areas.
powrady to":: reeteit
cutmr 


Develmen Ervi~dece pragredntbthereeto arrangemse nt for:0O0"fhe :.i i
t ::: 


44+: +:++++ + • . + . : : ;+ + . .. , : 4:, isevie o0f/ consul ianstc the readng 0t:-.the izat~ i.:.:ion
,t ie rei ga e ;:: :
 
, :
 

-4 +:i+,~ ,, , ? i - .+ . ~l. , -+ : , . : :
 

4 4 thoisuseaencies and compnes insetgu i o eation UkY n11 i ge: +II! the r flP develop:,and lU; n 

-


+++: + + + +::+ I ++ +. * ++++;y+++++ ++++++ :+:+ -, : i ::++i : : :+: +: " +:++++++ + :+ ::J+ :; ++S + ? 
44 4444+i+++++ ,+: + + + +; : ,.+++ )+ ++ + + ++ + + :-+ + ++:+ .!+ ++! +#:++ + 

4!ii4:procedures AIDwoldiesreared to agree o the usemeeof udop $10 .......
of
 

':listedin A,above, including the numbero-:kind and qul~ifications .oft he: '"
 
::: :: ::: ::
+ personnel required: for each of them, and will furnish AID withL evidec of+ 


: arrangements to provide and train the necessarpersonnel.:iAID)woul ,be.::-::: + ,,
 
. prepared to consider a requs tha the +foreignlexchange ci !
oots of :the+:: i .:.:- :.i)
 
+' necessary training be included in the loan for the Xajakai+power"project., i 'i+:i ;i
 


