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A report on the trip to California and
Arizona (Calcot) in the period between
October 11 thru October 20, 1997
Ministerial Decree N0.1268, 1997

On Monday September 9, 1997, H.E. Dr. Youssuf Wally, Deputy
Prime Minister and Minister of Agriculture and Land Reclamation
approved the invitational travel of two members of APRP Program
Planning Commititee (P.P.C.), two chaimen of Cotton Holding
Companies and two senior MALR staff, in addition to APRP
member. The trip was funded by USAID in the framework of
APRP/DAI training plan. The delegation who traveled included.

Dr. Bakir Oteifa - MALR Advisor to the Minister

Dr. Taha Sharkawy - Under Secretary for Plant Quarantine

Mr. Mamdouh Abdel Sattar, Deputy Chairman, Cotton and
International Trade HC __
Mr. Bahee Ahmed el Sherif - Chairman, El-Wadi Cotton Ginning
and Trade Co.,

Mr. Hamed Shiati - Private Sector

Mr. George Kondos - Administrator of Agriculture Policy Reform
Program.

The purpose of the trip was to:

Observe and analyze CALCOT methods for marketing US Pima
and Hirsultum cotton and for obtaining the best prices for
producers and exporters on the spot and futures markets.
Observe and analyze CALCOT cooperative organization;

Visit ginning mills, spinning milis, and fumigation facilities to
observe procedures for maintaining purity of lint, obtaining high
out-turn ratios, pest and disease free lint exports, and high
quality yam of varying technical characteristics.

Observe cotton production in Arizona under sub-surface drip
irrigation and mechanical cultivation and harvesting operations;
and

Identify US investors interested in pursuing joint ventures in
cotton production and processing in Egypt.

A report on the trip to California and Arizona (Aalcot) in the period between Oct. 11 thru Oct.20,97
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3- Three members of the group (Mr. Shiati, Dr. Oteifa, and Mr. Kondos)
visited Washington, DC on their way back to Egypt. The objectives
of the visit were to:

) Brief the Agricultural Attaché and the Commercial Attaché atthe
Egyptian Embassy on the outcome of the mission and arrange for
follow-up as needed;

b) Meet with Egyptian specialists and representatives at the World
Bank to discuss required expertise and funding for follow-up
activities;

c) Meet with OPIC representatives to discuss incentives and
guarantees for American investors in the Egyptian cotton sub-sector:

d) Meet with Exim Bank representatives to discuss potential financing
options for American investors in the Egyptian cotton sub-sector;
and

e) Meet private sector agribusiness specialists to discuss technical
and financial implications of follow-up actions to make use of the
outcomes of the travel ( A separate report on the trip attached )

® Annexl

4- According to the itinerary prepared by both APRP/DAI and Mr. Adel
Boutros of Calcot. The delegate spent five days observing Calcot's

different operation, facilities, farms of some members, a spinning
mill at Fresno, ginning mill at Arizona. The fumigation facilities at
the port of Los Angelos, and the USDA classing office.

4.1 What is Calcot?

Calcot is one of the largest handlers of U.S. cotton. It annually
markets about 1.7 million bales of cotton to customers in the U.S.
and over 30 foreign countries on behaif of her 3200 members.
Calcot's worldwide reputation is based on the highest quality
cottons, including the San Joaquin Vailey’s premium Acala cotton,
upland varieties from desert regions of Southemn Califomnia and
Arizona, and the extra-long staple American Pima.

Calcot utilizes experienced full-time classers year round to refine the
broad ranges of USDA cotton classification for members‘ benefits,

as well as assisting textile mills in selecting weaving lots of cotton..

A report on the trip to California and Arizona (Aalcot) in the period between Oct. 11 thru Oct.20,97
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Each bale in the calcot system is identified and tracked by computer;
bales move quickly from the warehouse to shipping deck; electronic
classing offers all the information on cotton characteristics. Calcot
classers, assisted by electronic classing lines, handle 1.5 to 2
million samples that calcot receives during the autumn harvest.
Almost 1.5 million bales can be stored at one time among calcot’s

five courthouses in California and Arizona.

4.2 Calcot's approach to marketing

Immediately after members® cotton is ginned and stored in the
warehouses, Calcot's professional staff calculates the best timing for

the cotton sale. Once the grower becomes Calcot member, he signs
a marketing agreement with Calcot stating that all cotton under his
or her control will be marketed through Calcot. This means that
Calcot will have a dependable supply of all grades and volumes and
provides equity among members. Calcot members are offered a
choice of marketing options to fulfill their needs.

A) Seasonal Pool

With the seasonal pool option, a member's time can be spent

producing a crop, while ieaving daily concemns of market fluctuation
and sales timing to Calcot‘s sales staff.

Each fall, Calcot picks up the member‘s cotton at the gin and

advances the initial payment to the grower. This advance payment-
approved by Calcot‘s board of directors-represents the amount of

money Calcot can borrow on the cotton, roughly 75 percent of its
total value. Then, as Calcot collects money from sales, progress
payments are made as quickly as possible, with a final settlement
paid in the following September.

8) Call Pool

With this marketing option, the member must decide at what level to
set a price for cotton, based on the New York Futures Market. Caicot
then markets the basis - the point difference between the futures
market and the spot market - over the entire year.

A report on the trip to California and Arizona (Aalcot) in the period between Oct. 11 thru Oct.20,97
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Call pool growers, at the time their cotton is delivered to Calcot, are
advanced about 95 percent of their fixation price.

The remainder is paid out in progress payments, and at final
settlement time, the grower receives a final price of the base price
plus or minus the average basis.

C) Spot Fixation Option
A year round marketing tool, the spot fixation option allows the
grower to fix the total price for cotton based on the “spot“ or

*physical“ price-a-price that includes both the futures prices, as well
as the basis price.

This option actually is three options the grower can establish one
price at one time, or set the basis first and the futures level later, or
set the futures level first and the basis afterwards.

D) Amcot

Caicot members are represented for sales worldwide through
Amcot, comprised of the four major US cotton marketing
cooperatives. With the aid of consolidated offices and salesmen -
who report daily to the individual cooperatives - Amcot handies
inquiries for the cottons of all four memberships from the world‘s
textile mills. Daily mill contact and offices in seven key textile areas
heip Amcot sell annually over 30 percent of the U.S. cotton crop to
textile mills of the world.

4.3 According to Mr. Tom Smith, the Chairman of Calcot in a small board
meeting that was attended by the Egyptian delegate, “Calcot is
successful because the president is elected, they separate policy from
operations; an extraordinary grower leadership hires very strong
managers to whom they listen very carefily.

® in the board meeting Mr. Bruce Groefsma, Senior Vice President for
sales, presented Caicot‘s sales report (Annex 2}

5. On Wednesday October 15, the delegate visited Nisshinbo spinning
mill at Fresno. It was a very useful visit for the Egyptian delegate as
we noticed the sharp distinction between this mill and the Egyptian
public enterprise spinning mills in terms of the number of employees
and the production capacity as shown in the foliowing data about the
mill.

A report on the trip to California and Arizona (Aalcot) in the period between Oct. 11 thru Oct.20,97
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Qutline of Factory

LAND: 36 ACRES
BUILDING: 240,000 SQ'FEET (PLANT = 218,570 = 10,390 , OFFICE = 10,840)
DATE OF ESTABLISHMENT :DEC/16/87
DATE OF OPERATION: SEPT/26/8%
CAPITAL: US $50,000,000
SHAREHOLDERS: NISSHINBO INDUSTRIES, INC. 75-%
KANEMATSU CORP. 15-%
KANEMATSU (USA) INC. 10-%
DIRECTIORS: PRESIDENT MASAOQO KIROSHITA
VICE PRESIDENT MASAHIKO MAKABO
PRODUCTION (WEAVING) IZUMI KATAYAMA
PRODUCTION (SPINNING) TOSHIO OKA
PLANT MANAGER: RANDOLPH ZEE
EMPLOYEES: 300
EQUIPMENT
SPINNING: OPENING & BLENDING MACHINE 2
CARDING MACHINE 40
LAPPING MACHINE 1
COMBING MACHINE 7
DRAWING FRAME 7
ROVING FRAME 8(120 SP/M)
RING SPINNING FRAME 32 (720 SP/M = 23,040 SPINDLES)
WINDING MACHINE 10 (72 D/M)
WEAVING: WARPNG MACHINE 2
SIZING MACHINE 2
AIR JET LOOM 189 *+
INSPECTING MACHINE 4
** TOTAL TYPE SHEETING TYPE TWILL & SATEEN
1992 120 64 56
1993 166 64 102 +46
1994 189 32 157  +23 & MOD. 32

A report on the trip to California and Arizona (Aalcot) in the period between Oct. 11 thru Oct.20,97
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in the aftemoon of Wednesday October, 15, the delegate visited the USDA
classing office at Visalia.

The following is a very brief summary of the operation:

After the lint is baled at the gin, samples taken from each bale are
classed using high volume instrumentation and the aid of an expert
according to fiber strength, staple length, iength uniformity, color, non-
fiber content and fineness. Scientific checks are made periodically to
ensure accuracy is maintained.

Staple refers to the fiber length. Cotton of a given variety produces
fibers about the same length. Since the fibers may vary within a bale,
length uniformity aliows a determination of the variability within that
bale.

Classing standards are established by the U.S. Depariment of
Agriculture in cooperation with the industry.

All the information on the classification of the American cotton are attached in

{Annex 3)

On Friday October 17, the delegate visited a ginning mill located at a ranch,
pertaining to the Chairman of Caicot board of directors, called "Paloma

Ranch“. The 25 thousand acre ranch is at Arizona, 50 miles south of
FPhoenix.

From the fields seed cotton moves to the grin for separation of lint and seed.
The cotton first goes through dryers to reduce moisture content and then
through cleaning equipment to remove foreign matter. These operations
facilitate processing and improve fiber quality.

The cotton is then conveyed to gin stands where revolving circular saws puil
the lint through closely-spaced ribs that prevent the seed from passing
through. The lint is removed from the saw teeth by air blasts or rotating
brushes, and then compressed into bales weighting approximately 500
pounds. Cotton is then moved to a warehouse for storage until it is shipped
to a textile mill for use.

A report on the trip to California and Arizona (Aalcot) in the period between Oct. 11 thru Oct 20,97
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A typical gin can produce about 12 bales per hour, while some of today‘s
“super gins tum out as many as 60 bales an hour.

N.P. The delegate expected to see sub-surface irrigation at Arizona,
s unfortunately time passed very quickly and the ranch that we
saw uses surfaces irrigation with super land levelling.

el
8- General Observations and Lessons Learnt:

"

o Calcot uses Egyptian cotton prices as an indicator, and decide their

price according to this indicator.

i

« Egyptian pricing policy hurts Egyptian cotton exports (especially Giza
u 75)

» Need to recognize that demand on worldwide ELS is decreasing (or
d stagnant), Why? We need to research the reasons.

o With Calcot, the farmer owns the cotton until after ginned and baled.
ad (The farmer selis the seed cotton)

« Although American Pima reached $1.10 per pound (it was $1.80), the

farmers are going to short staple because yield is better - 1.2 bales
of Pima versus 3.4 bales of short staple per acre at a price of $0.68-
i 70 per pound.

ol

e Consumer preference is for casual wear - the demand is for short-

il staple - (World demand for short-staple is 20 X ELS.)
g + Calcot's role is to expand market share/exports for its members.
« No blending. All pressing at Gin. Bale by bale classification and
il computerized stock management.
. o In the Meetings with Mr. Tom Smith, Calcot President, he said: “What
el is the value of your high floor price? Lowering the Egyptian export
price will not necessarily increase the demand for it” “Crisis™ price
” (covers expenses) in USA versus “incentive” price in Egypt. Bottom
line; Calcot can offer lower priced cotton.
T « Egypt is a new comer to the free market. We must leam and

change. We must highly consider the future market systems.

A report on the trip to California and Arizona (Aalcot) in the period between Oct. 11 thra Oct 20,97
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9- A recipe For Egypt

?

- This diagnosis will be done after consuitation with different stakeholders

and people involved in cotton marketing to be given in the final
presentation. The following are some quick remarks on the current
cooperative system.

A) In a Free Market-Oriented economy, which Egypt is heading for, the
cotton cooperative system needs to be based on demand driven
approach not a supply driven one.

B) Cooperatives require capacity building and separating regulation
from operation.

C Cooperative leaders and staff need to acquire knowledge, skills and
abilities in interpreting economic indicators at both national and
international levels.

D) Existing cooperative laws should be more flexible to allow
cooperatives to better serve their members and engage in such
activities that were undertaken by the government in the past.

E) Restructuring or rehabilitation is necessary to increase the
cooperative system efficiency, and aggressive training program
needs to be designed including off-shore and in country training.

CC: Dr. Saad Nassar, APRP Director
Mr. Mahmoud Nour, APRP Coordinator
Dr. Max Goldensohn, COP, DAI
Dr. Gary Ender, COF , MVE
Dr. Akhtar Ahmed, COP, IFPRI
Dr. Tom Olson , USAID
Mr. Ali Kamel , USAID
Dr. M. Omran , USAID
The delegation members

A report on the trip to California and Arizona (Aalcot) in the period between Oct. 11 thru Oct.20,97
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Alaa Shalaby, Minister Economic and Commercial
2232 Mass Ave., Commercial Attache’s office, Egyptian Embassy

Mr. Shiati provided a project overview of the New Valley Project to Mr. Shalaby in
Arabic.

Discussion:

. For an investor, stable economy, 5% growth rate, good potential for continued
growth.

. Believe economic climate is good for Egypt, compare to SE Asia, many

incentives for investors, fast growing population, growing middle ciass,
growing per capita income.

. Egypt making progress in the movement to meet world market competition.

. For the New Valley Project: Incentives for both Egyptians and Foreigners
include, 20 year tax holiday; no customs on inputs of any kind; a completely
free market on products - no price controls; full authority to export - if the
government wishes to procure products produced in the New Valley, they will
have to pay world market prices for them, even if subsidized to the final
consumer; no restrictions on repatriation of profits; guaranteed subsidized
price for fuei (50% of normal price); Electricity will be available from
government grid within 3 years; Electricity price will be the same as in the Nile
Valley; All infrastructure complete at government cost within 5 years; Total
project will take 20 years to develop including railway access; there is a
telephone system installed there now based on satellite.

. Bank fees 12% plus 1 1/2% for Ag projects, 15% plus a premium for
commercial loans, Dollar rate is 6 1/2%. You can borrow in dollars or in
Egyptian Pounds.

. Foreign individuals are not allowed to own farm land. They can lease the

land for 90 years at favorable rates (suggested that it might be $2/Yr/Ac in the
New Valley). Egyptians can own the land, they have to pay a 50 Pound per
acre selling price. An Egptian who is granted land under this program has 5
years to plant it to crops. -

. A US company or individual can set up an Egyptian company and own the
company 100%, it is subject to Egyptian faw and requires an investment.
This Egyptian company would then be an Egyptian person and could own
land. A US company or individual can also invest in an existing Egyptian
company that then owns the land. )

. Owner of the land pumps the water to the land, he is given a right to water
and the water and infrastructure to deliver the water is provided (for surface
water, owner has to pay all costs for well water), but the owner of the land is
responsible for pumping the water. There is no charge for the water. Both
locations that are being developed for welis have artesian water in them. The
owner has to instali the irrigation system.

. Water levels at the Southwest site is 20-30 meter static with wells at 250-380
meters. At the North site there are three levels of water. The first is at 4-80
meters, the second 120-300 meters, and the third at 650-1500 meters. The
first two levels require submersible pumps. The third layer is artesian with

,D
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water reaching the surface at 8 atmospheres, 38-45 degrees and 220 PPM
salts. A weli at this location costs 800,000 to 1MM Egyptian pounds, will
produce 25,000 cu m/day of water, enough to water 1000 acres depending on
the crops.

These acquifers are claimed to have 55,000 Billion cu m of water, they claim
that the water is in a rechargeable acquifer and that they can irrigate 180K
acres in the North and 200K acres in the Southwest without damaging the
acquifer. Companies are only allowed to plant 2/5 of the land they are given
until the acquifer is proven.

Study done by the Dutch on existing wells found that the acquifer is
rechargeable but that the recharge rate, based on carbon 14 dating, is 10,000
years.,

The canal will have 5M cu m per day of capacity.

Law is based on French Common Law.

Ken is going to get a Country Commercial Guide from the embassy, similar to
one the Minister/Counselor had.

The Commercial attache is available to provide briefings to US investors and
companies and will assist us in any way necessary to encourage investment.

Il
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OPIC Meeting
Abed Tarbush and Bruce Cameron, Business Development Officers

Open in 143 countries including Egypt, no office in Egypt

Provide direct loans and loan guarantees

Government agency but provide services more similar to merchant bank

A lot of interest in Egypt, to not have much business there now and would like
to have more.

Primanly projects and JV partnerships.

Fees 1% of the total financing. 1/3 as retainer, 1/3 at commitment, 1/3 at
closing

Reservations - textiles and housing. Housing it too long a term, they provide
limited recourse financing and don’t want to be puiting people out of their
homes. The textile restriction is due to the competition and textile lobby.

Do an impact analysis on every project that includes affect on the US
economy, US job creation or damage, and competition.

Could theoretically do texiiles if there was no competition or didn’t result in the
potential closure of US plants.

Can finance up to 50% of a new project including the feasibility and working
capital costs. For an expansion of an existing project can go up to 75%.
Loan terms are 5-15 years (longer are for infrastructure), rates are fixed for
the life of the loans.

Loan is made to a US sponsor (US Holding company is usually formed for the
project). The sponsor must have a track record in the field. Sponsor must
show commercial viability, ability to carry the debt and manage a successful
project. Prefer a 60/40 debt to equity ratio. Equity can include cash, land,
etc. 10% of equity needs to be US. Willing to work with other organization
like IFC with either equity or debt. Some portion of the 40 % equity has to be
real equity from the sponsors.

Insurance is made to the sponsor, it is only on the US portion of the
investment. Will cover up to 90% of the debt or equity. Can have one, or all,
of three options: a) political vioclance/war, b) currency inconvertability, c)
expropriation.

Investment funds have been set up for some regions, only invest equity.
MINA fund for $200M is in the final stages of capitalization. This fund will
have up to 50% of the funds for Egypt. Generally make 4-5 year investments,
management and equipment must come from the US, must show an exit
strategy. Expect a 20-30% returmn on investment, diversify the assets.
Interest rates are T Bill plus 2-4% depending on country risk.

JV is okay, subsidiary of a US company is aiso okay but it must be 95% US
owned if it is foreign corporation. The project holding company has to be at
least 25% US owned.

There is an environmental impact assessment done for the projects. In the
case of the New Valley it would include new settlements, the aquifer, run-off,
etc.

Sponsor is required to provide completion guarantees for project, legal,
operations, and marketing.

|~
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. Can support a project with state ownership as long as the total state control
or ownership is less than 50%.
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Meeting at ExIm Bank

Tony {(Anthony) Distefano, Business Development Officer, Middle East

Mr. Shiati gave a presentation on the New Valley project. He noted that he

was looking for investors from the US to provide equity, technology,

consuiting, and marketing.

Covers Egypt, Jordan, Lebanon, etc.

ExIm very interested in expanding business in this area

Open for business in Egypt, the primary Exim target market in the Middie
East

Covers exports of all capital goods, commaodities, intermediate goods, and
services .

ExIm coverage available for purchase or lease for any US source goods or
services

ExIm is available to either the public sector or the private sector

Leases can be operating lease or full finance lease

Operating leases are for a fixed time period and capital item returns to lessor
Full finance leases are arranged so that the lessee owns the capital item at
the end

Leasing is avaialble for new and used equipment/goods

All finance is subject to an adverse impact study

Adverse Impact Study determines if the project will affect US production or
manufactuning through sales in the US or competition, may affect whether
Exlm can make a loan. Some competition is acceptable
Applications

Commodity and parts, 6 mo to 1 year, application by Exporter for credit

insurance, supplier credit financed by bank as insured receivable

Services generally the same but for project development may extend

Capital equipment, up to 10 years depending on kind and size of products
Two kinds of application, letter of interest and file commitment

Letter of interest, request can be made by any part to the transaction
(exporter, importer, borrower, bank, consultant, broker) it takes 7 days to get
a letter of commitment from ExIm

File commitment, will take 4-8 weeks, requires a signed contract for purchase,
must have all financial information on repayment negotiated, requires a full
application for finance or lease, application has to be made by the foreign
borrowerorbya  commercial bank who will be involved in the financing
Financing is generally for 85% of the US price.

if Exim issues a guarantee then commercial bank may loan the other 15%
Up to $10M, Exim will only offer guarantee, too small for direct ExIm loan
ExIm available to any creditworthy borrower, require 3 years of audited
financials, credit  agency report, credit references, or financial institution
guarantee

For a direct loan must be shipped on US flag vessel, pay cost of credit

4
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Loan rate is based on average of 3/5/7 year T-bills plus 100 basis points.
For direct loans, less than 5 year (6.98%), 5-81/2 years (7.11 %), 81/2-10
years (7.20%)

Commercial bank loans are commercial rates, LIBOR plus % to 1 % points
1st installment due 6 months after purchase OR commission of project if it is
alarge project, the period up to'commission is a grace period with
interest only

Lease arrangements are very flexible, tied to a standard lease agreement
Medium term lease is 5 years or less, based on an Exim credit insurance
policy

Long term lease is over 5 years and over $10M, uses the Exim guarantee
In response to a question, indicated that Exlm might be able to set up a
leasing office for a capital goods company in Egypt to supply
equipment to a project as needed, the lease arrangements to lessees by the
lessor would have to be approved, ExIm wouid issue a guarantee, iessee
pays local bank against a letter  of credit '
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Information from Mr. Shiati on Project
From a Briefing on New Valley Projects

Feasibiiity by British firms, need to be updated. Feasiblity studies include
soils, irrigation, water sources, crop rotations, etc.

IFC is paying for a new feasibility study that they are conducting.

Soils are all sand

Crop rotations considered include alfalfa, sunflower, soybean, wheat, canola,
maize, flax, onion, peanut, garlic, and potato.

Issues for horticuiture crops are time to market, shipping, storage, and post
harvest handling.

There are airports in the area (two) that can handle 747 traffic so it is possible
that export shipments of HVH could be considered. Says it takes two days on
the road from New Valley to Nile Valley for Hort crops. (Note that Mexican
produce takes longer than this to get to the US by road).

The North site they are considering for Vegetables, grapes, watermelon.

In South just stable crops. New storage and handling facitities for all crops.
The canal region is 750K acres, he has an option for 260K acres of land
there.

International airports are at Kharg and Watnot (sp?).

Canal is 3-4 years away.

In the North area he has 15,000 acres and speaks for 35,000 acres. Some
has water now but it will take 3 years to get al! of it developed for water. This
land he intends to develop and seil. Wili provide water development,
irrigation development, water management, date paims, services, inputs, etc.
In the South he has 25,000 acres and speaks for 75,000 acres. These have
to be large farms, cannot get small farmers from the Nile to come this far out
into the desert. Artesian but still have to lift 25-40 meters. They will start
water development in 6 months.

The Canal site he intends to develop and then sell to small holders, split up
the iand.

When { asked him if he would consider owning the land and renting it to
farmers, thus capturing the inflation premium, he said no. Reason was he
wanted to build a community. | pointed out that it took the same investment
in all ways for tenant farmers to operate as it does for owners. Most farmers
cannot own enough land to be effecient in scale. in the US the average
farmer owns 20-30% of the land he farms and rents the rest. Needs large
landowners to rent to him to be profitable. This is a role that Shoura could
play. :

Left him thinking about this. Also talked to him about the idea of setting up a
service company to provide farm managment, scheduling, marketing, and
other services to the landowners and to the farmer/tenantsfowners.
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" December 97 Daily Cotton
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"~ USDA World Supply/Demand

'93/94 '94/95 '95/96 '96/97 '97/98

Begin
2e9"  34.4 26.3 28.3 34.1 36.4

Prod 76.7 85.6 93.0 89.0 89.9

Cons 85.5 85.6 86.9 88.1 90.1

End
o . 26.3 28.3 34.1 36.4 35.8
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Far East
"Big 3"
ASEAN
Turkey
NAFTA
LAmer
Total
World
JWorld
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'97
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. Introduction

b 1907, ancinternationa) group ol cotton industry representatives met
in Atlanta, Georgia, to address serious problems that had developed in the
nuirketing of cotton. A resolution was passed which recommended the
establishment of uniform cotton standards 1o “climinate price ditferences
between markets, provide a means of settling disputes, make the Tarmer
more cognizant ol the value of his product, and, therefore, put him in a bet-
ter largatining position, and in general be of great benefit 1o the cotton
trande,” T response to this and similar calls for action over the next several
vears, liws were passed authorizing the United Stales Department of Agri-
culture (USDA) (o develop cotton grade standards and offer colton classifi-
vittion services Thus began an industry-government relationship which
romains strong and viable to this day. This long-standing partnership
demonstrates how government and industry can work together, cach
respectful of the other’s role, to produce continuing beneficial results for the
nation. s for its customers ithroad.

Il. Overview

Nature of Cotton

Botanically, three principal groups of cotton are of commercial impor-
tance. The first {Gossypium hirsutum) is native Lo Mexico and Central
Americiind has been developed Tor extensive use in the United $tates,
accounting for more than 95 pereent of ULS, production. “This group is
known in the United States as American Upland cotton, and varies in lenglh
from about 78 1o 1 5716 inches, A second botanical group (G barbadense)
which maukes up the balanee of 1).S, production, is of carly Suuth American
origin, Varying in leagth from 1 14 1o D916 inches, it is known in the Unit-
ed States as American Pima, but is also commonly referred to
as Lixtra Long Staple (ELS) cottone A thied group (G herbaceum and G,
arharcumy embraces cottons of shorter length, 12 10 1 inch, that are
native o India and Eastern Asia, None from this group is grown in the
United States,

Inasingle poond of cotton, there may be 100 million or more individual
tibers, Fach fiber is an outgrowth of a single cell that develops in the surface
layer of the cotton seed, During the earty stages of its growth, the fiber clon-




pates to its full fength as a thin-walled tube., As iCmalures, the fiber wall is
thickened by deposits of cethulose inside the tube. leaving hollow arca in
the center. When (he growth period ends and the living material dies, the
tiber collapses and twists about its own axis.

Classification

The term “cotton classification™ in this publication refers to the applica-
tion of standardized procedures developued by USDA for measuring those
physical atributes of raw cotlon that alfect the guality of (he finished prod-
el andfor manufacturing efficicney. USDA classification currcntly consists
ol determinations of fiber length, length uniformity. strength, micronaire.
color, preparation, feaf, and extrancous matler. Research and development
for e technology (o rapidly measure other important Tiber characteristics,
<uch as maturity and short fiber content, continues.

Authority

LISDA cotton classification services are authorized by the LLS, Cotton
Statistics and Estinmates Act. the LS, Cotton Standards Act. and the LLS.
Cotton Futures Act. All users of the service are charged a lee 1o recover
classilication costs,

Scope '

Practically all cotton grown in the United States is classed by USDA al
the 1equest af produeers. While classification is nol manditory, growers
penctally find it essential to marketing their crop and for participation in the

USDA operates 18 cotton classing facilities strategically lfacnfed across the LISDA price support program. USDA also classes all cotton tendered for
Cotton Belt. The facilities are specifically designed fo use !ng!lljvo!ume. instrument delivery on futures contricts on the New York Cotton Exchange and pro-
(HVI) classification. Temperature and humidity inside the facitities are tightly vides arbiteation classing to the industry. Classification services also are pro-
controlled to ensure accurate and precise measureinents of all sampfes. vided 10 individual buvers. manufacturers, breeders, researchers, and others

upon reguest,

Facilities

UISDA operates 18 cotton classing facilities across e Cotton Bel, The
Facilitios e designed specitically for cotton classification and are stafled
exvtusisely with USDA personnel. Their locations are shown inside the
hack voser,
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Alter the cotton libers are separated from the seed, cleaned to remove plant
residue arnd other foreign material, and pressed inlo bales at the gin, a 4-ounce
samnple is taken frorm each side of the bale by a licensed sampling agent and for-
warded to USDA for official classification,

Sampling

At the gin, cotton libers are separated from the seed, cleaned to remove
plimtresidue and other Torcign material, and pressed into bales of about
AU pounds. A sample of at teast 4 ounces (114 grams) is taken from cach
side of the bale by a ticensed sampling apgent and delivered by the agent or
designated hauler to the USDA classing facility serving the area. Gin and
warchouse operators serve as licensed sampling agents and perform this
function wikder USDA supervision,

Sample Processing

Upon arrival st the USDA classing Gacility, samples are conditioned a
minimum of 48 hours before the classing process begins (see page 19 for
conditioning details). Samples are delivered 1o elassing stations by conveyor
belt. Tiber measurement results are clectronically sent to the classing facili-
1¥'s computerized ditta base and are immediately available 1o the customer.
The classing process stays abreast of the ginning of the erop, providing pro-
ducers and buyers with erucial quality information at time of sale. At the
peik of the scason, USDA classes and provides datay on as many as 1.5 mil-
lion bales per week, nationwide. Sample remnants are sotd by USDA. with
procecds applicd to classification costs, )

Classing Methodology

USDA's classing methadology is constanily updated to include state-of-
the-artmethods and equipment (o provide the cotton industry with the best
possible quality information for marketiog and processing. ‘The system is
rpicdly moving from reliance on the human seases to the utilization of high-
volume, precision instraments which perforn quality measurements in a
matter of seconds, USDA will complete the transition 1o all-instrument
classilication as quickly as the technology can be developed and instruments
are sulliciently refined.

Dissemination of Data

Cotton classitication data are available to producers or their suthorized
agents through compater-do-compiter telecommunications, disketies, Lapres,
punched cavds,and computer-generted printed documents, ‘The most poyp-
ular method of dissemination is relecommunications, because it pives the
cistomer immediate aecess (o dati upon classification. The dat are avail-
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able 1o subsequent owners of the colton, primarily merchants and manufac
tirers. through o computerized centeal data base. This dita base is accessi-
Bble by telecommunications and containg classification data for the current
and past year's crop. Access (o the classification data is limited o the cur-
renl owner of the colton,

Nl. Classification of Upland Colton

A. Instrument Determinations

Nlcasurements Tos the following qualily factors are performed by high-
volume, precision instruments, commonly referred toas “HVTT
chissilication,

Fiber Length

Piber length is the average length of the longer one-hall of the libers
upper hall mean length). JUis reported in hath 100ths and A2nds of aninch
{see conversion chart below ). s muasttred by passing i heard™ ol p:n':lllcl
(ihers through asensing point. The beard is tormed when fibers from o
sample ol cotton e gansped by aclamp, then combed sind broshed o
stiraiehten and paoalle! the Tibers,

Upland Length Conversion Chart

32nds Inches 32nds inches

2 0,79 & shorler A1 P11}
0 L AT, NEEN RV
b Nh Ry Lt 1.i8- F20
M oW 30 1.20- 123
{0 AT IR 40 I I
i M AN 1 1,27 1.24
N O N 42 BRI R ¥
i1 (KT AR 43 133135
U 1051 A& Jonge 130 fonper
45 bas 1o



Fiber lengih is largely determined by variety, but the cotton phmni’s
Cxposre [ extreme IemperHures, wiler stress, or nulrient delicieneics
may shorten the leagth, Exeessive cleaning andéon diving al the pin may also
result in shorter fiber length,

Fiber fength affects yarn strength, yarn evenness.and the cificieney of
the spinning process. ‘The lineness of the yarn which can b suceesslutly pro
duced from given fibers is also influenced by the lepgth ol the tihwer,

Length Uniformity

T.ength unilormity is the ratio etween the mean length and the upper
hall tocan length of the fibers id is exprossed as a pereentigee. 1 all of the
libers in the bale were of the same Jength, the mean leogth and the uppes
Bl mican fength would be the same, and the unitonmily indes wounkd he
OO, TRewever, there is a nataral variation in the length ol cotton libees, so
length unilormity will always be Jess than 100, The following tabulition can
bhe nsed a8 guide i interpreting length uniformity measurements.

Degree of HV! Length Uniformity Index
Uniformity (Percent)

Very High Above 83

High 81. 85

termediate s0R?

1w 77- 74

Very Lanw Below 77

Fength uniformity affects yarn evenauss and strength. and the ¢Hivieney
ol the spinning process, 1 is alse related to short liber content (liber shorter
than one-hall inch). Cotton witha low uaiformity indes is iKely 1o have o
Bigh pereentage of short fibers, Such cotton may be ditficult to process nul
is likely to produce low-quality yirn.
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Fiber Strength .

Stength measurements are reported in tersms of grams per fex. A {ex
anil s cqual (o the weight in grams of 1000 meters of Tiber, Theretore, the
strength reported s the Toree in grams required to break a bundle of libers
one tex unit in size, The following tabufition can be used as o goide in inter-
preting fiber steength measuremenis,

Degree of HVI Strength
Strength (grams per tex)
Very Strong M & above

Strong, 2729
Intermediate 2426
Weak 20-23
Very Weak 208 helow

Strength measurements aire made on the sime beards of cotlon that are
usedd tor measuring fiber length, The beard is cliimped in two sels of jaws,
one cighth inch apartcand the amount of foree required 1o break the fibers
is determined, Fiber strength is largely determined by variety, However, it
may be affected by plant nutrient deticiencies amd weather.,

There is o high correlation between libey strength and yarn strength,
Also, cotton with high fiber strength is more likely to withstand breakage
duting the manulacturing process.

Micronaire

Micronaite is a sweasure of fiber fineness and matarity, An airllow
instrument is used to measure the air permeability of a constant mass of col-
ton fibers compressed toa fised velume, The chart below can be used as a
guidde i interpreting micronmiite measurements,
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Upon arrival al the USDA classing facilily, samples are condilioned a minimum
of 48 hours balore the classing process begins, to standardize moisture content.

Relationship of Micronaire Readings to Market Value

34 and 35-36 37-42 43-49 50 and
befow Premium up
Range
Base Range

Discount Range

Micronaire measurements can be influenced during the growing period
by covironmental conditions such as moisture, temperature. sunlight, plant
nutrients. and extremes in plant or bolt population.

Fiber finencess alfeets processing performance and the gquality of the end
product in several ways. In the opening. cleaning, and carding processces,
low-micronaire, or fine-fiber. cottons require stower processing speeds to
prevent damige to the fibers, Yarns made from finer fitrer result in more
libers per cross-seetion, which in turn produces Stronger yarns. Dye
absorbeney and retention vary with the nrturity of the libers. The greater
the maturity, the better the absorheney and retention. ’

Color

The color of cotton is determined by the degree of reflectance (Rd) and
yellowness (1 b). Reftectanee indicates how bright or dull a sample is and
yellowness indicates the degree of color pigmentation. A three-digit color
code is used. The color code is determined by Tocating the point at which
the Rd and 1h values intesseet on the Nickerson-Hunter cotton colorimeter
diagram for Upland cotton (see exhibit A on page 22).

“The color of cotton fibers can be affected by rainfall, freczes, inseets and
funpi. and by staining through contact with soil, grass, or the cotton plant’s
leal. Color also can be affected by excessive moisture and temperature fev-
vl while cotton is being stored. buth before and after ginning.

As the volor of cotton deteriorites due to enviconmental conditions, the
probability for reduced processing efficiency is increased. Color deteriora-
tion also affeets the ability of fibers to absorh and hold dyes and finishes.



Utitizing the latest technology and equipment, samples are classed on an
assembly fine arrangamant with fiber measurement results electronically transmit-

ted to tha classing facility’s computerized data base.
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Trash

Trash is a measte of the amount of non-lint materials in the cotton,
sl o feal and bark fromy the cotton plant. The surface of the cotton sam-
ple is scanned by avideo camera and the pereentage of the surfice arca
occupicd by trash particles is cafeutated. Afthough the trash determination
amd classer's Jeaf grade (see page 15) are not the same, there is a correlation
Between the twe as shown in the tabuliation below,

Relationship of trash measurement
to classer's leaf grade

Trash Classer's
Measurement Leaf
(4-yr. Avg.) Grade
{% area)
{10 ]
A2 2
A8 3
M J
S5 5
KO O
.56 7

B. Classer Determinations

Although USDA provides instrament measurements ol color and trash,
the taditional method of classer determination for color, leal, sund extrane-
ous malter remains useful to the cotton industey and continues o be includ-
ed as part ol the olficial VSDA classification,
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Classification resuils, maintained by the local clissing facibty on a computenzed
data base, are available to growers or their agents immediaiely upon clnssthication,
The standared means of data dissemination is by computer-1o compter tnfecom
(uttications. Indiviceal bale data is avarlable only to the cutient uwrner of the col-
ton, Upon aegeanngg Bite Lo the cottor, snerehants andd sonmbachurers may oblan
the dita from o contead dita base.

Color Grade

Phete are 25 ollicial color grades tor American Upland cotton, plus live
citegorics of below grade color, as shown in the tibulation below. USDA
maintains physical standards for 15 of the color grades, ‘The others are
deseriptive standards,

Color Grades of Upland Cotton
Effective 1993

Light Yellow

White Spotted Spotted Tinged Stained
Guood Middling 1 12 L3 - --
Striet Middling 20 2 RRY 21 25
Middling R1d kR RRL REL 35
Strict Tow Middling 417 42 43 4t
P ow Aiddling sy 52 sy St
Stret Ciood Orcinnes ol (! ni
Cioad Ohdinary 7l --
Below Cirade | iy B3 He] RS

CPhesical Standards, AH others e descriplive,

Leat Grade

Ihe classer's leal grade is a visual estimate of the amount ol catton plant
Jeal particles in the cotton, There dre seven leal prades, desipnated as leaf
prade =17 hrough 7.7 and all are represented by physical stundards, In
addition. there is o helow prade™ designation which is dueseriptive.

I eal content is alfected by plant variety, harvesting methods, and har-
vesting conditions, The amount of leal remaining in the linkalter ginning
depunds on ihe amonnt present in the cotton prior to ginning, and on the
fupe and amount of cleaning and deying cquipment used. Tiven with the
most catelol iy esting s pining methads, i sl ot ol deal
pesnatms i the cotton ling,

[yons e memnlactuing stndpaint, Jeal content is abl waste,ind there
i vont Betor associied with its cemovals Adse, st parrticles caonat
alwins he stevesstiotiy remosed s these particles may detiaet lron the
quality of the tinishued tabric,
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Preparation

Preparation is the classer’s determimtion of the degiee ol roughness or
smoothuess of the ginned lint cotton. The harvesting and ginning of cotton
which containg foo much moisture may resuft in lint colton with g fwisty,
knotty apperance. Such cotton is diftienlt to process mid produces inlerio
varn, Abnormal preparation in Uplimd cotton has greatly diminished in
recent years, due to improvements in harvesting and ginning, practices, and
now oveurs in less than onc-hatf of | percent of the crop,

Extraneous Matter

FEixtrancous matler is any substanee in the colton other than Liber or leal,
Examples of extrancous matter are bark, grass, spindle fwist, seedeoat frag.
ments, dust, and oil, The kind of extrancous mattes, aod an indication of the
amount (light or heave), are noted by the elasser on the elissilication
document,

IV. Classification of American Pimma Cotton

Classilication procedures for American Pima cotton are similar to those
for American Upland cotton, including transition to instroment measure-
ments. Dilferent grade stindards are used because the eolor ol Americin
Pima cotton is o deeper yeHow than that of Upland (see exhibit 330 Ameri-
cin PPima colorimeter dingram). Also, the ginning process for Ametrican
Pima cotton (rofler ginned) is not the same as for Upland (saw ginned).
The roller gin process results inan appearanee hal is not as smooth s that
of the saw pinned process.

There wre six official grades (grindes * 7 through ~60™) for American
Pima cotton, all represented by physical standards, phus below grade, which
is deseriptive. A different chart is used to convert Americin Mina Tiber
fength from 32ads (o HEths of anineh, This chartis below,

14

American Pima Length Conversion Chart

32nds Inches
) 1.20 and lower
42 .21 -1.25

34 1.26 - 1.31

46 1312-1.36

48 37142

M) [ 43-1.47

52 AR and above

V. Reliahility of Classification Data

The reprodueibility of classing results frem one USDAA Tacility Lo anoth-
er is the measure used by TUSDA Lo determine the reliability of the data it
produces. Laboratory-to-aibovatory reproducibifity is more ditficult to
achieve than within-lab or same-machine reproducibility, because it is more
dilticult to maintain identical testing conditions. A comparison of laborato-
ry-to-daboratory results provides o more realistic assessment of the degree
of reproducibility that can be expected in the manulacturer™s faboratory
alter shipment to the textile mill, The tabulation on page 18 reflects USDA
il to-Inb reproducibility as of 1992, These results are based onmore than
TO00HY cheeh-lot samples, randomly selected, daily, from the production of
cach instrament Jine and each classer at cach USDA classing Tacility
throughout the 1992 season and retested al the ageney’s Quality Control
unit in Memphis,



Lab-to-Lab Reproducibility Of Classing Results

1992 Crop
Percent
100 :
85 87
80 79 80
66
60
40
20
Trash Micronaire Strength  Length Length Color Color
Unif. RAd +h

Resuits were oblained with permitied lolerances of: Length, (.02 mches;
Length Unif., 1.0 percent: Strength, 1.5 g/tex; Micronare, 0.1 units; Color Ra. 1.0
units; Cofor +b, 0.5 uriits; Trash, 0.1 ®s area.

VI. Qualily Control

Process Gontrol

PProcess capability studies of chssing cquipment operated by TISDA e
carried out periodically to determine the overadl capability of the equip-
ment with regard to accuracy, Intuen, the study esulis are ised 1o estahlish
toderaney limits Tor measirement vatiations,
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Equipment Performance Specifications

Minimum performanee specilications of classing equipmient are in inle-
pral pirt of the USDA procurement process, Specilications for the delivery
ol new equipment in 1993 include the foltowing imaximum allowable toler-
ances lor accuraey and precision.

Fiber Property Accuracy Precision
Length {ineh) 4+ LIS + 012
Uniformity (pereent) + 1,200 1+ 800
Strength (p/tex) 4 1.500 1 1.0(0
Micronaire {units) 41580 r 00
Color {Rd) funils) £ 1.000 + 00
Color (#h) (unils) 4500 + 300
Tyash (5 area) 4. + 4D

Fhe term “acerracy ™ refers to how well aninstrument measures i cer-
fain property in relation Lo ils true value. The term sprecision” refers to the
ability of an instroment to produce the same measurement resull time after
lime.

’

Laboratory Conditioning

Artmosphetic conditions influcnee the measurement of cotton fiber prop-
erties, Pherefore. the temperature and humidity of the classing laboratory
must be tightly controtled. Temperature is maintained at 7071, plus or
minus | degree, and relative humidity is maintained at 65 pereent, plus or
mious ) pereent.

Sample Conditioning

Samples are stored under atmospheric conditions described above fora
minimum of 48 hours, longer it neeessary, (o bring the moisture content of
all samples within the range of 6.75 pereent to 8.25 pereent,

(HR)
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Laboratory Lighting

Lighting conditions in USDA faburatorics are matintained to provide a
minimum of 100 foot-candles of Hlumination at the classing level. Speciad
fumps are used 1o provide the best irue color perception. All surlaces in the
laboratories are white. gray, or black, and the walls are ol f-white. Lo fin ther
cnhance color pereeption,

Selection of Cotton for Calibration Usage

Cotlon used for instrument calibration must pass rigorous screening
procedures, As a first step, USDA conducts an intensive scarch for the
moxt uniform bales of cotton in the current crop, Candidate bales wre
sereened Tor uniformity of fiber quality by testing 12 samples drawn from
throughout cach hale, Bales that do not produce highly uniform meiasure-
ment results are eliminated from further consideration, Bales that pass pre-
liminary screening then undergo detailed analysis. as described below, 1o
determine whether they meet USDAs high standards for certification and
use as calibration coftons,

Establishing Vatues for Calibration Cotton

Currently, five laboratories work together to establish values Tor calibra-
tion cottons: three are USDA facilities and two are independent faborato-
ries from the researeh community, The independent labs have atmospheric
conditioning equal to USDA Tabs. The Faboratories perfornna total of 840
tests per bale and the results are used to determine the values assigned to
calibration cottons. For reference purposes, samples of previously estab-
tished. or “benchimark,” calibration cottans are included in the testing,
Aong with samples from the candidate bales. ITthe test results within bale
exeeed prescribed Hmits, the bale is rejected. 17 all testing criteria are met,
the bale is accepted and its contents packaged for distribution as calihration
cotton,

Calibration of Instruments

Fnstruments ate calibrated for fength, length uniformity. micronaire, and
stienpth by using calibration cottons. Tiles arc used to calibrate color and
trash measurements. A calibration check is made at cquipment startup and
every 2 hours during cach operating shift, Calibration tolerances for 1993

e

Quality Factor Tolerance

Micronaire {unils} 1 O
Color Rd (units) 4300
Color 1h {units) yo300
Trash (% arca) + 050
Length (inches) 4+ S
Uniformity (pereent) + 10400
Strength {grams/iex) + 700

Check Samples

Tn addition to calibration. samples of known value are tested on cach
instrument several times cach 8-hour shift, 11 the test value deviates from
the knewn value by more than specilicd tolerance limits, corrective action is
tirhen.

Checkliot Program

USDAs Cheeklot Prograns ensures that all USDA colton classilication
Eacilitios across ihe Cotton Belt provide uniform test results. Under (his
program. random samples are computer seleeted from the production of
cach instrament line and classer during each work-shift. These samples are
forwarded by overnight delivery to USDA's Quality Control unit in Mem-
phis. Tennessee, where they e retested. Resulls e compared with the
original classificistion, and this information ix imamediately telecommunicat-
ed baek 10 the origimating office where levelidjustiments are mide as neces-
sy, DSEYA matintains o recond ol comparisons fon cach instrament and
classer om i dinily, weeklv, and seasonal basis, Results of the € ‘hecklot Pro-
pravm fon the 1992 cropare reporled oo page 18,
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A report on the trip to California
' and
‘Arizona (Calcot)

in the period between |
_October 11 thru October 20, 1997

Miristerial Decree No.1268, 1997
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On Monday September 9, 1997, H.E. Dr. Youssuf
Wally, Deputy Prime Minister and Minister of
Agriculture and Land Reclamation approved the
invitational travel of two members of APRP Program
Planning Committee (P.P.C.),

Two chairmen of Cotton Holding Companies and two
senior MALR staff, in addition to APRP member.

The trip was funded by USAID in the framework of
APRP/DAI training plan.
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The delegation who traveled included.

Dr. Bakir Oteifa - MALR Advisor to the Minister

Dr. Taha Sharkawy - Under Secretary for Plant
Quarantine

Mr. Mamdouh Abdel Sattar, Deputy Chairman, Cotton
and International Trade HC

Mr. Bahee Ahmed el Sherif - Chairman, El-Wadi Cotton
Ginning and Trade Co.

Mr. Hamed Shiati - Private Sector

Mr. George Kondos - Administrator of Agriculture Policy
Reform Program.

”m
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The purpose of the trip was to:

« Observe and analyze CALCOT
methods for marketing US Pima and
Hirsultum cotton and for obtaining the
best prices for producers and
exporters on the spot and futures
markets.

% Observe and analyze CALCOT
cooperative organization




According to the itinerary prepared by
both APRP/DAI and Mr. Adel Boutros of
Calcot, The delegate spent five days
observing Calcot’s different operation,
facilities, farms of some members, a
spinning mill at Fresno, ginning mill at

‘Arizona.

The fumigation facilities at the port of Los
Angelos, and the USDA classing office.
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What is Calcot ?

2 Calcot is one of the largest handlers of
U.S. cotton.

It annually markets about 1.7 million bales of
cotton to customers in the U.S. and over 30
foreign countries on behalf of her 3200

members.

Calcot's worldwide reputation is based on the
highest quality cottons, including the San
Joaquin Valley’'s premium Acala cotton,
upland varieties from desert regions of
Southern California and Arizona, and the
extra-long staple American Pima.

E
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> Calcot utilizes experienced full-time classers year round
to refine the broad ranges of USDA cotton classification
for members’ benefits, as well as assisting textile mills in
selecting weaving lots of cotton.. |

© Each bale in the calcot system is identified and tracked by
computer; bales move quickly from the warehouse to
shipping deck; electronic classing offers all the
information on cotton characteristics.

© Calcot classers, assisted by electronic classing lines,
handle 1.5 to 2 million samples that calcot receives during
the autumn harvest. Almost 1.5 million bales can be
stored at one time among calcot’s five courthouses in
California and Arizona.

.

E
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Calcot’s approach to marketing

7}

Immediately after members’ cotton is ginned and stored in
the warehouses, Calcot’s professional staff calculates the
best timing for the cotton sale.

Once the grower becomes Calcot member, he signs a
marketing agreement with Calcot stating that all cotton
under his or her control will be marketed through Calcot.

A) Seasonal Pool

B) Call Pool

C) Spot Fixation Optlon
D) Amcot

"
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This means that :

m Calcot will have a dependable supply of all
grades and volumes and provides equity
among members. Calcot members are offered
a choice of marketing options to fulfill their
needs.

5/
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According to Mr. Tom Smith, the
Chairman of Calcot in a small board
meeting that was attended by the
Egyptian delegate, “Calcot is
successful because:

the president is elected,

they separate policy from
operations;

an extraordinary grower leadership
hires very strong managers to
whom they listen very carefully”.

10




General Observations and Lessons Learnt:

B Calcot uses Egyptian cotton prices as an
indicator, and decide their price according
to this indicator.

B Egyptian pricing policy hurts Egyptian
cotton exports (especially Giza 79)

B Need to recognize that demand on

worldwide ELS is decreasing (or stagnant),
Why? We need to research the reasons.

11
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B With Calcot, the farmer owns the cotton
until after ginned and baled. (The farmer
sells the seed cotton)

B Although American Pima reached $1.10

per pound (it was $1.80), the farmers are
going to short staple because vyield is
better - 1.2 bales of Pima versus 3.4 bales
of short staple per acre at a price of $0.68-
70 per pound.

12




Consumer preference is for casual wear - the
demand is for short-staple - (World demand for
short-staple is 20 X ELS.)

Calcot's role is to expand market share/exports
for its members. |

No blending. All pressing at Gin. Bale by bale

classification and computerized stock
management.

13




B In the Meetings with Mr. Tom Smith, Calcot
President, he said: “What is the value of your high
floor price? Lowering the Egyptian export price will
not necessarily increase the demand for it” “Crisis”
price (covers expenses) in USA versus “incentive”
price in Egypt. Bottom line; Calcot can offer lower
priced cotton.

B Egyptisanew corner to the free market. We must

learn and change. We must highly consider the
future market systems

14




- A recipe For Eqypt

l?

This diagnosis will be done after consultation
with different stakeholders and people
involved in cotton marketing to be given in
the final presentation. The following are
some quick remarks on the current
cooperative system.

15
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A) In a Free Market-Oriented economy, which
Egypt is heading for, the cotton cooperative
system needs to be based on demand driven
approach not a supply driven one.

B) Cooperatives require capacity building and
separating regulation from operation.

16




C) Cooperative leaders and staff need to
acquire knowledge, skills and abilities in
interpreting economic indicators at both
national and international levels

- D) Existing cooperative laws should be more
flexible to allow cooperatives to better
serve their members and engage in such
activities that were undertaken by the
government in the past.



E) Restructuring or rehabilitation Is
necessary to increase the cooperative

system efficiency, and aggressive
training program needs to be designed

including off-shore and in country
training

18



Memorandum
to be presented to Dr. Saad Nassar
Director of the Agricultural Research Center
and
Director of the APRP
about the trip California and Arizona ( Calcot)
Ministerial decree 1268 for the year 1997

1. In 8/10/1997, the ministerial decree 1268 to authorize the travel of the
following people was issued:
* Dr. Bakir Oteifa, Advisor to the Minister of Agriculture and Land
Reclamation
e Mr. Hamdi Salem, representative of the Ministry of Trade and
Provision.
eDr. Taha Mohammed Sharkawy, Chairman of the Central
Administration for Agricultural Quarantine.
e Mr. Mamdouh Sayed Abdel Sattar , Executive Deputy to the Holding
Company for Cotton and International Trade.
¢ Mr. Bahha EIDin Ahmed E Sherif, Chairman of the Valley company
for Trade and Cotton Spinning
e Eng. Hamed El Sheity, representing the private sector in the PPC for
APRP
e Mr. George Tawfik Condos, Program Administrator APRP

Al
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The above persons left to the United States ( California - Arizona) for 10
days ( beside the two days for departufe and return) to look at the

advanced systems used in cotton trade and export.

The other aim of this trip was to get acquainted with the facilities and
guarantees granted by the different American institivions for the
American companies and investors who want to invest outside the US in
activities based on agriculture either by transferring production
technology or industrialization or by marketing in cooperation with the
Egyptian private sector; that's why Dr. Bakir Oteifa, Eng. Hamed El
Sheiti and Mr. George Tawfik went to Washington from 20 to 24
October 1997 to meet with the Egyptian commercial attache in
Washington , officials from the World Bank, the American Export and
Import Bank and the American Chamber of Commerce and the American
Organization for Investment outside the States ( OPIC).

General Remarks and lessons taken from the trip to California and

Arizona:

After spending a week with the Association of Cotton Exporters and

Importers ( Calcot) - having members of about 3200 - and looking at the

methods of ginning, sorting, evaporating , storing and marketing of

cotton , the delegation found the following;

1.Officials in Calcot and in other international organizations competing
with Egyptian cotton, are happy with the marketing policy practiced
by Egypt and that is represented in specifying the price of Egyptian

62
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cotton before selling and declaring those prices in advance because
this policy ailows others to set the selling prices of their cotton in a
way that allows easy competition. For example, Caicot sets the prices
of Bima cotton base upon the priced determined by ALCOTEXA. So
this policy affects the exports of Egyptian cotton especially Giza 75 .
this policy led Egypt to loose a big portion of the international market.

2 The Exports of the American cotton have their own programs of
promotion including the trade mark done by specialists. Whereas the
Egyptian cotton does not have all these privileges (attached is the
information of exported quantities and the prices of American Bima
and Giza 75).

3. American cotton is owned by the producer till he sells it. Therefore ,
there is no brokers or intermediaries that helps to reduce its price and
keep a large percentage of the profits to the farmers.

4 The compressing process occurs in the gin. There is no mixing of the
cotton .

5.The international demand on long - staple cotton is decreasing ; We
have to know the reason for that.

6 Despite the increase in the American Bima cotton, the American
farmer accepts to cultivate the short-staple cotton because the
production is much better. The feddan gives you 2 and 1 Bales of
Bima costing 1.1 dollars in return for 3 & 4 bales in from short-staple
cotton costing 0/7 dollars.

7.The current laws concerning the cooperatives and the Associations of
Water users need to be revised so that these coops will have a role in

serving their members. The model of Caicot should be studied and

analyzed .

63



8.1t 1s not possible to imitate the Calcot model to Egypt because the
there is difference between the cultivation an production of Egyptian
and American cotton . But it is possible to use the Calcot model in
marketing and exporting cotton of their members and increase their
income.

9.As for the other part of the trip which is to get acquainted with the
facilities and grants given by the American institutions in case of
having American investors in East Ewaynat Project, it was proved that
that there should be an American partner to present these facilities.
Due to the short time, it was agreed with the officials on DAT - the
company that provides technical expertise for APRP and its is a
company that promotes and establishes the agricuiture projects outside
the states - could establish a service company for the East Ewaynat
Project that Iresponsible for managing the project and to promote the

agricultural products and other services for owners and renters.

The consultants of the company suggested to establish development
F{Ind for the project so through it the fundamental basis for the project
could be established and to present the irrigation technolcogy and the
agriculture machinery.
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