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ECONOMIC AND SOCIAL DEVELOPMENT

As of March 31, 2016, the U.S. government has provided nearly $31.8 bil-
lion to support governance and economic and social development in
Afghanistan. Most of these funds—nearly $18.6 billion—were appropriated
to the U.S. Agency for International Development’s (USAID) Economic
Support Fund. Of this amount, $17.1 billion has been obligated and $14.2 bil-
lion has been disbursed.” The Consolidated and Further Continuing
Appropriations Act, 2016, provided additional funding for the Economic
Support Fund, but the total amount designated for Afghanistan will not be
known until the State Department (State) completes the fiscal year (FY)
2016 congressional notification process.

KEY EVENTS

Several events this quarter are likely to affect Afghanistan’s prospects for

economic and social development:

e The Wolesi Jirga, Afghanistan’s lower house of parliament, approved
the FY 1395 national budget (December 22, 2015-December 21,

2016) on January 18, 2016.°! The 444.6 billion afghani (AFN) budget
($6.5 billion)—a 1.9% increase over FY 1394—includes AFN 276.1 billion
($4.0 billion) for the operating budget and AFN 168.6 billion

($2.5 billion) for the development budget.*”

¢ Domestic revenues collected in FY 1394 rose 22.9% above FY 1393,
covering 38.8% of total expenditures. Expenditures increased 5.9%
compared to FY 1393.5%

e International Monetary Fund (IMF) staff met Afghan officials to discuss
the second and final Staff-Monitored Program (SMP) review, which ran
April-December 2015. The Afghan government hopes its reform efforts
lead to a more formal IMF financial program like an Extended Credit
Facility arrangement.**

ECONOMIC PROFILE

The World Bank estimated Afghanistan’s real (net of inflation) gross domes-
tic product (GDP), excluding opium, to have grown 1.5% in 2015, with weak
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“The impact of
simultaneous political,
economic and security

transitions has been
slow to diminish.
Persistently low rates
of economic growth,
high unemployment and
rising levels of conflict-
related displacement and
civilian casualties have
exacted a heavy cost on
the population and fueled
an increasingly vocal
political opposition.”

Source: UN, Report of the Secretary-General, The Situation in
Afghanistan and its Implications for International Peace and
Security, 3/7/2016, p. 15.
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domestic demand due to high political uncertainty and worsened security
environment. It expects a slow recovery over the next three years with
Afghan economic-growth prospects dependent on stronger government
progress on reforms, political stabilization, and improved security. Private
investment remained flat in 2015, according to the World Bank, reflecting
Afghanistan’s risky market conditions and uncertain political situation.”

Agriculture, the second largest driver of Afghanistan’s economy
behind services, declined by an estimated 2% in 2015, according to the
World Bank.?® Agricultural output and income, though, fluctuate with the
weather, so economic growth based on this sector is necessarily vola-
tile.”” Meanwhile, industry and services, all of which benefitted from the
Coalition’s large presence, security spending, and aid flows, have grown at
the slowest pace since 2013.5%

Lower foreign-military spending has reduced demand for goods and
services, leading to tens of thousands of jobs lost. Although the Afghan gov-
ernment is working with the IMF and other donors on long-term economic
reforms, it reported that the country is suffering from a major economic
downturn. Meanwhile, the strength of the insurgency has caused the govern-
ment to spend more on the military and less on job-creating investments.*”

Consumer prices dropped by a World Bank-estimated average of 1.5%
in 2015, compared to a 1.4% rise in 2014. This was attributed to weak eco-
nomic activity, declining global food and fuel prices, and waning domestic
demand.®® The World Bank said this deflationary pressure on Afghanistan’s
economy was being offset by the inflationary pressure of their currency,
the afghani, depreciating against the U.S. dollar. Exchange-rate deprecia-
tion would normally cause higher consumer prices for an import-dependent
nation like Afghanistan, but this was offset by declining global prices.*!

“Th tinued decli Afghanistan’s Fiscal Outlook
. € con 1nue. ecline Afghanistan’s fiscal vulnerability remains high, according to the World
in the economic growth Bank, and will require a large increase in revenues and sustained levels of

rate is a cause for aid. Its medium-term economic outlook is “unfavorable.”®? While domes-
serious concern. While tic revenues have increased, the World Bank said security costs have
. . grown beyond donors’ initial projections.’”® Afghan National Defense and
1t1s encouragimg that Security Forces (ANDSF) costs were estimated at $5.4 billion in FY 2015,
government measures of which the United States paid $4.1 billion. FY 2016 costs are projected to
to Increase revenue be $5 billion.* Other donors and Afghan funds cover the gap between U.S.

mobilization have shown payments and total costs. United Nations Secretary-General Ban Ki-moon
reported that when donors meet later this year, “it will be important that
discussions reflect the fiscal impact of security sector spending on the
Afghan government’s contribution to development outcomes.”%%

The 2012 NATO summit in Chicago predicted Afghanistan’s contribution
Source: UN, Report of the Secretary.General, The Situation in to ANDSF costs would be at least $500 million in 2015.%¢ Afghanistan did

gfgha_"tfsfgj;;;Ofiselmplfgﬁons for International Peace and not achieve this in 2015 if its cost share is denominated in dollars; it did if
ecurity, , p. 16.

results, fiscal pressures are
expected to continue.”
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denominated in afghanis (AFN).57 At the time of the summit, Afghanistan’s
$500 million commitment was equivalent to about AFN 23 billion, which is
what the government budgeted for in 2015. However, the AFN’s significant
depreciation would have required the government to spend 24% more to
reach its 2015 ANDSF commitment in dollar terms. Afghanistan’s target
ANDSF contribution for 2016 is AFN 25 billion—approximately 18.7% of
expected revenues.®®

FY 1394 Revenues and Expenditures-Final

Total collected domestic revenues—a figure that excludes donor grants—
stood at 123.4 billion AFN ($1.8 billion) in FY 1394, about 22.9% above

FY 1393. The Afghan government exceeded its revenue target.’” Still,
domestic revenues paid for less than half (38.8%) of Afghanistan’s total
budget expenditures of AFN 318.3 billion ($4.6 billion); donor contribu-
tions made up the difference. Afghan government expenditures in FY 1394
increased by AFN 17.7 billion (by 5.9% or $258.8 million in current dollars)
compared to FY 1393.61

A fiscal gap can widen or shrink, depending on variables including bud-
get-execution rates, donor grants received, qualification for donor incentive
funds, revenue collection, and changing expenditures.®! Afghanistan’s fiscal
gap is large, with donor assistance narrowing or closing it, as depicted in
Figure 3.31 on the following page. Based on Afghan treasury documenta-
tion, in FY 1394, Afghanistan had an AFN 194.9 billion ($2.8 billion) total
budget deficit against domestic revenues; donor contributions reduced that
deficit to AFN 14.7 billion ($214.4 million). The operating budget, which
includes recurring costs such as public-sector payroll, would have had an
AFN 113.0 billion ($1.6 billion) deficit if not for donor assistance, which pro-
duced an AFN 9.8 billion ($143.3 million) surplus. Without donor assistance,
the development budget would have had an AFN 81.9 billion ($1.2 billion)
deficit. After donor funds, the deficit was reduced to AFN 24.5 billion
($357.8 million).5'?

In April 2016, the World Bank reported that the FY 1394 budget deficit
was reduced to approximately $150 million, largely due to nondiscretionary
donor grant disbursements being recorded after the fiscal year closed, and
not representing an actual financing gap.®

FY 1395 Budget Approved

The Wolesi Jirga, Afghanistan’s lower house of parliament, approved the
FY 1395 national budget (December 22, 2015-December 21, 2016) on
January 18, 2016.5 The AFN 444.6 billion ($6.5 billion) budget—a 1.9%
increase over FY 1394—includes AFN 276.1 billion ($4.0 billion) for the
operating budget and AFN 168.6 billion ($2.5 billion) for the development
budget. Expenditures will focus on security (40% of the total budget), infra-
structure (20%), education (13%), agriculture (7%), and health (5%).51
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Donor funding commitments made at the
2012 Chicago summit were for ANDSF only,
which comprises the Afghan National Army
and Afghan National Police. Afghanistan’s
other security-related expenditures—the
National Directorate of Security and

the Presidential Protective Service, for
example—are funded through other means.

Source: DOD, Enhancing Security and Stability in Afghanistan,
12/2015, p. 79.

Donors are expected to finance
approximately 68% of Afghanistan’s

FY 1395 national budget, mostly through
grants. This covers approximately 55%
of the operating budget and 89% of the
development budget.

Source: MOF, National Budget Document, 1395 Fiscal Year,
1/18/2016.
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From 2012 through 2014, Afghanistan had
the lowest total government revenue as a
percentage of GDP—an average of 8.3%—of
all South Asian economies. Afghan revenues
improved to 10.6% of GDP in 2015,
according to the World Bank.

Source: ADB, Key Indicators for Asia and the Pacific 2015,

10/2015, p. 348; World Bank, South Asia Economic Focus,
Spring 2016, 4/10/20186, p. 22.

FIGURE 3.31

AFGHANISTAN'S DOMESTIC REVENUES AND DONOR GRANTS COMPARED TO OPERATING
AND DEVELOPMENT BUDGET EXPENDITURES (aFn miLLIONS)
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Note: Until recently, Afghan fiscal years ran approximately March 20 to March 20 of Gregorian consecutive calendar years.
Nine-month data for fiscal year 1391 reflect a change in the timing of the Afghan fiscal year. Afghan fiscal years now
generally run December 22 through December 21 of the following year. Grants represent funds received from donors. Donor
grants are often for specific projects or activities, but can sometimes be spent at GIROA's discretion.

Source: MOF, Qaws Financial Statements FY 1394, 2/27/2016; MOF, Dalwa Financial Statements FY 1395, 3/5/2016; MOF,
“Annual Fiscal Report 1393,” 3/12/2015; MOF, “1394 National Budget,” 1/28/2015; MOF, “1393 National Budget,”
2/1/2014.

The Afghan government projected domestic revenues to reach approxi-
mately AFN 133.5 billion ($1.9 billion) in FY 1395, about 8.2% more than
collected in FY 1394.56 It is relying on new taxes, increased tax rates, cus-
toms duties, and other fees to accomplish this.’'” Additionally, the budget
assumed a 4.4% GDP growth rate in FY 1395 even though the growth esti-
mate in FY 1394 was revised down to 1.9%.°'8

FY 1395 Revenues and Expenditures: First Two Months

Total collected domestic revenues, excluding donor grants, stood at AFN
20.9 billion ($304.2 million) in the first two months of FY 1395, representing
anet surplus of AFN 1.7 billion ($24.9 million). With donor contributions,
the budget surplus was AFN 22.9 billion ($333.6 million).t%
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International Monetary Fund Staff-Monitored Program
IMF staff and Afghan officials met February 24-March 4 to discuss the sec-
ond and final IMF Staff-Monitored Program review. The results were similar
to the first review: IMF staff deemed Afghanistan’s performance “satisfac-
tory,” with downwardly revised quantitative targets achieved and progress
made on structural benchmarks.® Political and security uncertainties hurt
economic activity, and the deteriorating security environment complicated
implementation efforts. The Afghan government hopes its reform efforts
lead to a more formal IMF financial program like an Extended Credit
Facility arrangement.®*

The SMP ran April-December 2015.522 Successful completion of
an SMP can encourage donor assistance and give the IMF staff confi-
dence that the national authorities will meet their obligations under a
more formal program like an Extended Credit Facility arrangement.
Afghanistan’s poor record with its previous Extended Credit Facility,
which expired in November 2014, caused previous program reviews to
be suspended.®®

Trade “The principal connection
Afghanistan’s trade balance—negative $8.1 billion (equivalent to 39.6% of between the Afghan

. . . g . 0
GDP) in ?014 and an estlmat.ed negative $8.4 billion (equivalent to 39.2%). economy an d the rest
of GDP) in 2015—is unsustainable, and shows an urgent need for an envi- fth 1d d
ronment that promotes domestic and foreign investment.®* The Afghan of the world are donor

government pledged to simplify the visa process and work to identify inflows. These inflows
ways to “expedite, rather than impede exports.” The government aims to finance most imports and
increase the nu.mber of border Cr0§51ngs, develop dry ports t(? adYance dwarf (]iCit) exp orts.”
trade and transit agreements, and increase customs cooperation.®?

Export and Import Data Source: IMF, Staﬂ_‘ Report for the 2015 Ar.ticle IV Consultation
Although Afghanistan routinely sustains a large trade deficit, donor aid e neqg dnder the Staftientored Program,

helped the country maintain an IMF-projected current-account balance sur-
plus equivalent to 4.5% of GDP—about $872 million—in 2015. Without it, the
IMF estimates Afghanistan would have a current-account deficit equivalent
to 38.9% of its GDP—about $7.9 billion. This estimate is $416 million (or
32.3%) lower than Afghanistan’s 2014 current account.®?

During 2013-2014, Afghanistan exported $3.2 billion to $4 billion
worth of goods and services annually, but was estimated to export only
$2.6 billion in 2015, not including illicit narcotics, according to the IMF.%
Unsurprisingly, IMF staff said that Afghanistan needs to increase and
diversify its exports, which will stimulate innovation and good manage-
ment.?® During 2013-2014, Afghanistan imported between $10.8 billion
and $11.3 billion worth of goods and services annually. The IMF esti-
mated Afghanistan’s 2015 imports at more than $10.6 billion of goods and
services, with about $8.8 billion paid for by official donor grants.®?
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Afghanistan Trade and Revenue Project

USAID’s four-year, $77.8 million Afghanistan Trade and Revenue (ATAR)
project is a trade-facilitation program designed to (1) improve trade-liberal-
ization policies, including support for Afghanistan’s accession to the World
Trade Organization (WTO); (2) improve and streamline the government’s
ability to generate revenue by modernizing Afghanistan’s customs institu-
tions and practices; and (3) facilitate bilateral and multilateral regional
trade agreements.® To achieve sustainable economic growth, job creation,
enhanced delivery of government services, and fiscal sustainability, ATAR
assumes that the Afghan government will carry out its commitments to
reform, and that a stable security environment will allow the private sector
to take advantage of an improved business climate.®!

On December 17, 2015, WTO trade ministers approved terms for
Afghanistan’s accession to the organization. Afghanistan has until June 30,
2016, to ratify the deal.® The Cabinet of Ministers approved the accession
package, but it has not yet been submitted to parliament. Once parliament
ratifies it, President Ghani will be required to sign it. Meanwhile, ATAR
reported that the cabinet approved WTO reform laws on food safety and
copyrights, and amendments to the regulation on drafting procedure and
processing of legal acts. Additionally, the Council of Ministers’ legislative
committee approved a law on protecting trade and industry secrets, and the
Minister of Agriculture, Irrigation, and Livestock agreed to proceed with the
law on plant-variety protection.

Also this quarter, ATAR helped Afghanistan strengthen regional trade
ties. Afghan produce traders signed contracts worth $2.38 million at the
Gulfood Exhibition in Dubai, and ATAR assisted the Afghan delegation in
the sixth Afghanistan Pakistan Transit Trade Coordination Authority meet-
ing where both sides agreed to better facilitate trade.®**

BANKING AND FINANCE

The World Bank said access to finance remains low and is a major con-
straint to Afghan economic growth. Only 5.7% of Afghan firms are reported
to have a bank loan, and only 2% use banks to finance investments.

Less than 10% of the Afghan population uses banks, according to a State
Department report, with approximately 90% of financial transactions going
through the informal money services businesses (MSB)/hawala system.
There is no clear division between MSBs/hawala and formal banking sys-
tems—hawaladars keep bank accounts and use wire-transfer services,
while banks occasionally use hawalas to transmit funds to remote areas in
Afghanistan. MSBs and hawaladars, which account for a substantial por-
tion of illegal proceeds moving through Afghanistan’s financial system, are
generally not as closely scrutinized by the Afghan government as formal
financial institutions.%¢
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The IMF reported that lax governance and regulatory enforcement in
early 2014 caused the financial positions of some Afghan banks to dete-
riorate; two were characterized as being in “hazardous condition.” Afghan
authorities, with donor and IMF assistance, began to address banking
vulnerabilities in 2015, but reforms are not progressing as quickly as antici-
pated. The IMF said all weak Afghan banks were subject to enforcement
actions in 2015, notably two vulnerable publicly unidentified banks.%"

U.S. Treasury Assistance

The U.S. Treasury’s Office of Technical Assistance (OTA) continued imple-
menting its March 2015 agreement to develop technical assistance and
capacity-building programs for Afghanistan’s Ministry of Finance (MOF). On
March 17, 2016, USAID agreed to fund OTA programs to help Afghanistan
with budgets, banking, and revenues. Funding negotiations continued with the
State Department’s Bureau of International Narcotics and Law Enforcement
for OTA assistance to help Afghanistan combat economic crimes.**

OTA has conducted six assessment missions to Afghanistan, the most
recent of which was March 12-19, focused on revenue generation. OTA
expects to support the creation of an Afghanistan Revenue Department
custom and tax academy, including help with curriculum design, course
delivery, and course materials.®

Money Laundering

This quarter, the State Department again listed Afghanistan as a major
money-laundering country whose financial institutions either engage in, or
are vulnerable to, transactions involving significant criminal proceeds, all of
which “continue to pose serious threats to the security and development of
Afghanistan.” Narcotics, corruption, and contract fraud are major sources
of the country’s illegal revenues and laundered funds. Afghanistan has weak
or nonexistent supervisory and enforcement regimes, and weak political
will to combat corruption.5

Anti-Money Laundering/Countering the Financing of

Terrorism Deficiencies

A March 2016 State Department report said Afghanistan’s laws were largely
in line with international standards, but are still deficient, with implement-
ing regulations lacking clarity and effectiveness. For example, although
asset-seizure authority exists, there is no asset-recovery mechanism in place
and no specific Afghan entity is responsible for recoveries. Customs regu-
lations do not specify what should be done in cases of suspected money
laundering/terrorist financing. Cargo is often exempted from any screening
or inspection due to corruption at the official border crossings and customs
depots, and most border areas are underpoliced or not policed. Moreover,
Kabul International Airport lacks stringent currency inspection controls for
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Financial Action Task Force: an
intergovernmental policy-making body that
sets standards and promotes effective
implementation of legal, regulatory, and
operational measures for combating
money laundering, terrorist financing, and
other related threats to the integrity of

the international financial system. Its 36
members include the United States, United
Kingdom, Switzerland, and the European
Union; observers include the United
Nations and the Asian Development Bank.

Source: Financial Action Task Force website, “Who We Are,”
and “Members and Observers,” accessed 1/3/2016.

President Ghani this quarter requested
SIGAR’s assistance with his government’s
efforts to repatriate funds stolen from

Kabul Bank. SIGAR was asked to participate

in a new task force President Ghani plans
to create that will include the Ministry of
Finance, the Attorney General’s Office, and

the Kabul Bank Asset Recovery Commission.

Special Inspector General Sopko was
told that SIGAR would have full access to
relevant banking and financial records.

all passengers: it has a VIP lane that allows certain passengers to avoid any
inspections or controls.®!

Financial Action Task Force

At its most recent plenary session in Paris, February 17-19, 2016, the
Financial Action Task Force (FATF) chose to keep Afghanistan on its
“Improving Anti-Money Laundering/Combating the Financing of Terrorism
(AML/CFT) Global Compliance” document, also known as the “gray list.”
This means that while Afghanistan has strategic AML/CFT deficiencies, its
government has developed an action plan, made a high-level political com-
mitment to address those deficiencies, and is making progress.**

FATF said Afghanistan has improved its AML/CFT administration since
it last met in October 2015 by amending its regulations to detect cross-
border transportation of cash and bearer-negotiable instruments. FATF
urged Afghanistan to further implement its legal framework for identify-
ing, tracing, and freezing terrorist assets; implement an adequate AML/CFT
oversight program for all financial sectors; and further establish and imple-
ment effective controls for cross-border cash transactions.’*

Treasury previously explained that Afghanistan’s efforts to resolve
deficiencies in its cross-border declaration system at airports are greatly
hampered by general capacity limitations and resource challenges that are
exacerbated at porous land borders in often fractious areas. Treasury was
concerned about these deficiencies and Afghanistan’s implementation of the
legal framework for freezing terrorist assets.®** This is the sixth consecutive
FATF review in which Afghanistan has maintained this status since being
downgraded to the “dark gray” list in February 2014.5%

Kabul Bank Theft Accountability

Under the Tokyo Mutual Accountability Framework, the basis for donor
support to Afghanistan until September 2015, the Afghan government was
required to take all possible steps to recover more assets stolen from Kabul
Bank. However, the current basis for support, the Self-Reliance through
Mutual Accountability Framework, has no such provision.*® U.S. Embassy
Kabul officials do, however, routinely urge Afghan officials to make prog-
ress in the Kabul Bank case.%

The U.S. Department of Justice (DOJ) said Afghan authorities have not
adequately or effectively adhered to the rule of law regarding the Kabul
Bank judgment.®® This quarter, the Kabul Bank Receivership (KBR) faced
continuing difficulty convincing debtors to pay interest on amounts owed,
found an increasing number of debtors defaulting on their required pay-
ments, and saw cases it had referred to the Attorney General’s Office
languishing. No court actions were reported to State this quarter.** The
KBR also suffered a setback in its efforts to impose forfeiture and liquida-
tion on debtor properties in Dubai when a Dubai appellate court negated
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lower-court decisions to freeze several properties.®® For more accountabil-
ity challenges, see pp. 143-146 in the SIGAR January 2016 Quarterly Report
to the United States Congress.

Cash and Asset Recoveries

The Kabul Bank Receivership informed the State Department that total
recoveries stand at $443.5 million as of February 29, 2016. This figure com-
prises cash recoveries, forgiven Kabul Bank debts, and assets recovered or
seized, as well as the amount still owed by 12 major debtors who signed loan-
repayment agreements in 2015. Total recoveries are $126 million lower than
reported last quarter after the receivership recategorized convicted ex-Kabul
Bank chief executive Khalilullah Ferozi's debt as still outstanding. KBR offi-
cials do not expect Ferozi to adhere to his repayment agreement since he was
rejailed following public opposition to the release that allowed him to partici-
pate in the government-backed “Smart City” Kabul land-development project.
KBR calculated the outstanding loan portfolio at $543.5 million.®!

Farnood and Ferozi Repayments
The Afghan government has been unable to compel full repayment from
convicted ex-Kabul Bank chairman Sherkhan Farnood and Ferozi, both of
whom remain in jail full-time, as of March 31, 2016.%? Last quarter, SIGAR
noted a discrepancy between the higher amounts that the court ordered
Farnood and Ferozi to pay and the lower amounts the KBR reported it is
collecting against.% This quarter, the KBR explained that the courts did not
have the final audit reports when calculating the amounts owed by each
convicted debtor.54

Farnood is said to have paid back approximately $62 million in cash—
not quite 15% of his $417 million obligation—as well as $18.2 million in
other assets. According to the KBR, Farnood still owes $336.8 million (no
change from last quarter).5

KBR has reportedly collected approximately $10.1 million from Ferozi—
about 7.4% of his $137.2 million obligation. Ferozi previously had pledged
$127 million in collateral assets, which the KBR considered a recovery, but,
as already noted, officials do not expect Ferozi to adhere to his repayment
agreement now that he is back in jail.%¢

U.S. ECONOMIC AND DEVELOPMENT SUPPORT

Most assistance from the Economic Support Fund goes toward USAID’s
development programs. In September 2015, USAID published an updated
Performance Management Plan to guide and measure its development
objectives, and to articulate its development strategy through 2018. The
plan will be reviewed at least annually and updated as necessary.®” Figure
3.32 on the following page shows USAID assistance by sector.
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FIGURE 3.32

USAID DEVELOPMENT ASSISTANCE, CUMULATIVE DISBURSEMENTS, AS OF MARCH 31, 2016

($ MILLIONS)
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Note: Numbers rounded. Agriculture programs include Alternative Development. Infrastructure programs include power,
roads, extractives, and other programs that built health and education facilties.
*Unpreferenced funds are U.S. contributions to the ARTF that can be used for any ARTF-supported initiatives.

Source: SIGAR analysis of USAID response to SIGAR data call, 4/11/2016; SIGAR analysis of World Bank, ARTF,
Administrator’s Report on Financial Status, as of February 19, 2016, accessed 4/12/2016.

Development of Natural Resources

None of the three lapis lazuli mines in Minister of Mines and Petroleum Daud Shah Saba resigned on March 28,
Afghanistan, all in Badakhshan Province, 2016.%8 As this report went to press, it was unconfirmed whether President
had a valid license from the Ministry of Ghani had accepted his resignation.

Mines and Petroleum, as of August 2015. Ghani has listed mining as one of the Afghanistan’s most important eco-
Source: UN, Sixth Report of the Analytical Support and nomic assets. So far, however, mining has contributed only slightly to the

Sanctions Monitoring Team, 8/26/2015.

country’s GDP.% Actual receipts in FY 1394 were only about 38% of the bud-
get projection.’® In the first two months of FY 1395, actual receipts were
AFN 49.5 million compared to AFN 171.5 million in the same period last
year (71% lower).5!

This quarter, Afghanistan’s Major Crimes Task Force (MCTF) seized
almost 100 tons of illegally mined lapis lazuli gemstones—the sales of which
can now flow through the legal economy—and made numerous arrests.5?
Afghanistan is the largest source of the world’s lapis lazuli, but the Afghan
government made mining it illegal in 2015.% The State Department’s Bureau
of International Narcotics and Law Enforcement reported that generally,
there appears to be no political will in Afghanistan’s attorney general’s
office to prosecute MCTF cases.*

Mining Investment and Development for

Afghan Sustainability

USAID’s Mining Investment and Development for Afghan Sustainability
(MIDAS) program aims to strengthen the Ministry of Mines and
Petroleum (MOMP) and relevant private-sector entity capacities to exploit
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Afghanistan’s natural resources in accordance with international stan-
dards.®® This quarter, MIDAS was extended to March 2017 and has been
rescoped to provide technical assistance and transaction advisory services
to the MOMP in its effort to either cancel or renegotiate some or all of the
339 existing contracts. %%

Also this quarter, MIDAS legal advisors helped the MOMP create a
request for proposal for a Herat cement project, the first MIDAS-supported
mineral solicitation; helped the MOMP prepare a response to the Hajigak
iron-ore tender winner, which is seeking to transfer its negotiating rights to
another firm; reviewed chromite contracts for compliance with Afghan law;
and helped advise the MOMP in Turkmenistan-Afghanistan-Pakistan-India
(TAPI) pipeline negotiations. Other MIDAS advisors continued training
Afghan Geological Survey staff on geological mapping, data management
and analysis, and geophysics.®” MIDAS and USAID’s other extractives-assis-
tance programs are listed in Table 3.22.

TABLE 3.22

USAID EXTRACTIVES-ASSISTANCE PROGRAMS

Total Estimated  Cumulative Disbursements,

Project Title Start Date End Date Cost ($) as of 3/31/2016 ($)
Sheberghan Gas Generation Activity (SGGA) 12/21/2011 7/31/2016 $30,440,958 $25,293,239
Sheberghan Gas Development Project (SGDP) 5/15/2012 8/31/2016 90,000,000 21,895,875
Mining Investment and Development for Afghan Sustainability (MIDAS) 3/31/2013 3/30/2017 50,096,175 27,215,727

Source: USAID, response to SIGAR data call, 4/11/2016.

Hydrocarbons

Afghanistan’s efforts to develop its oil and gas reserves focus on the Amu
Darya Basin and Afghan-Tajik Basin, both in northern Afghanistan.
Afghanistan has only small-scale topping plants—early-stage refineries that
can process only limited petroleum components of crude oil—and remains
heavily dependent on fuel imports.®® The country imports 10,000 tons of oil
products a day from Turkmenistan, Uzbekistan, Russia, Pakistan, and Iran,
representing roughly one-fourth of all annual Afghan imports, or approxi-
mately $1.5 billion.5™

Sheberghan Programs

The Sheberghan gas fields hold the potential for cheap natural-gas-
generated power that could be competitive with imported power from
Uzbekistan, according to the World Bank.®™ USAID is supporting the
Sheberghan project to help Afghanistan identify and manage gas resources
to be used for power generation through two mechanisms: (1) the $90 mil-
lion, on-budget Sheberghan Gas Development Project to rehabilitate and
drill wells in the Amu Darya Basin and fund a gas-gathering system and
gas-processing plant; and (2) the $30.4 million, off-budget Sheberghan Gas
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Generation Activity (SGGA) for capacity building and technical assistance
to the MOMP.57

Drilling activities in the Juma and Bashikurd gas wells were com-
pleted, and core sample testing showed better-than-predicted commercial
prospects. Construction for a gas processing plant has not yet started.’”
A contract for evaluating data and reserve estimates for up to seven
Sheberghan gas fields was signed this quarter, and SGGA began upload-
ing gas field data to the awardee. Additionally, SGGA is evaluating
six request-for-proposal responses it received for its public-private
partnership solicitation.®™

AGRICULTURE

Agriculture continues to be the main source of employment and subsistence
for the Afghan population, accounting for about 25% of GDP, employing
more than 50% of the labor force, and affecting 75% of Afghans who depend
on agricultural activities for their livelihoods.” USAID believes agriculture
can stimulate and sustain Afghan-led economic growth. USAID’s agricul-
tural projects focus on wheat, high-value horticultural crops, and livestock,
and aim to help farmers improve their output and sales through new tech-
nology, management practices, and the cultivation of key high-value crops,
while also focusing on improving natural-resource management, and creat-
ing or rehabilitating irrigation and drainage systems.®"

This quarter, USAID solicited a $95 million Strengthening Watershed
and Irrigation Management (SWIM) project, which aims to improve agri-
cultural water use, resource management, and regulatory framework.5”
Also, USAID provided $24.5 million for the second phase of the World
Bank-administered On-Farm Water Management Project, which aims to
rehabilitate irrigation structures, develop standards and procedures for
establishing irrigation associations, provide technical assistance, establish
demonstration sites, and develop a draft irrigation-and-drainage law and an
implementation plan.®™®

Since 2002, USAID has disbursed approximately $2 billion to improve
agricultural production, increase access to markets, and develop income
alternatives to growing poppy.®™ Pages 133-136 of this quarterly report dis-
cuss USAID’s alternative-development programs. A list of all active USAID
agriculture programs is found in Table 3.23.

Agricultural Credit Enhancement II

The Agricultural Credit Enhancement (ACE) II project is the techni-
cal-assistance/advisory support component of the conditions-based
Agricultural Development Fund (ADF) that is administered by the Ministry
of Agriculture, Irrigation, and Livestock. ADF extends agriculture-related
credit access to small- and medium-sized farms and agribusinesses in all
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TABLE 3.23

USAID ACTIVE AGRICULTURE PROGRAMS

Total Estimated  Cumulative Disbursements,

Project Title Start Date End Date Cost ($) as of 3/31/2016 ($)
Afghanistan Agriculture Extension Project Il (AAEP-I) 10/1/2014 9/30/2017 $19,814,702 $9,334,341
Agriculture Credit Enhancement II (ACE II) 6/24/2015 6/23/2018 18,234,849 2,686,533
Capacity Building and Change Management Program Il (CBCMP II) 7/10/2014 7/9/2017 19,999,989 11,998,874
Famine Early Warning System Network (FEWSNET) Phase IlI 12/29/2011 12/28/2016 11,340,000 4,420,553
Strengthening Afghan Agricultural Faculties (SAAF) 3/25/2011 12/31/2016 7,824,209 6,634,603
Mothers and Under-Five Nutrition and Child Health (MUNCH) 12/16/2014 12/31/2016 5,000,000 5,000,000
SERVIR 9/14/2015 9/30/2020 3,100,000 -

Note: Some of the USAID programs listed receive both Alternative Development and Agriculture Development funds. For more information on Alternative Development programs, see Table 3.15 on
p. 134 of this report.

Source: USAID, response to SIGAR data call, 4/11/2016.

regional economic zones, particularly to those that add value to agricultural
products, such as distributors, producers, processors, and exporters.5°

On April 5, USAID announced ACE II will further support ADF by provid-
ing $3 million in loans to each of two financial institutions to expand their
lending to farmers and small- and medium-size agribusinesses in Jalalabad,
Kunduz, and Bamiyan Provinces. USAID reported that with ACE II help,
ADF has cumulatively provided more than $67 million in credit to over
32,000 beneficiaries.5!

This quarter, the ACE II helped ADF develop its five-year financial projec-
tions, which formed part of ADF’s business plan that was discussed at the
ADF High Council meeting in January. ACE II also prepared papers on key
ADF risks, ADF’s current legal status, and its leadership succession plans,
and provided input on ways to expand credit to small agricultural produc-
ers. ACE II also began designing a research plan to measure the impact of
agricultural credit at household and community levels, and to evaluate all
overdue loans to identify causes for delinquency.®?

ESSENTIAL SERVICES AND DEVELOPMENT

Since 2002, the United States has provided reconstruction funds to
increase the electricity supply, build roads and bridges, and improve
health and education in Afghanistan. This section addresses key develop-
ments in U.S. efforts to improve the government’s ability to deliver these
essential services.

Power Supply
Afghanistan has one of the lowest rates of electrification in the world, with
an estimated 25-33% of Afghans connected to the power grid.®* Most parts
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of urban areas like Kabul, Herat, Kandahar, and Mazar-e Sharif have 24-hour
power, although power outages are not uncommon, but only 10% of the
rural population have access to grid-connected power.5

Afghanistan imports approximately 81% of its total electricity.*®
Electricity imports are expected to rise in the near term, according to
the World Bank, which also noted that limited access to electricity is one
of Afghanistan’s biggest constraints to private-sector development.®®
Afghanistan will need regional cooperation to meet its energy demands.%”

U.S. Power Sector Assistance

Since 2002, USAID obligated more than $2.7 billion to build generators,
substations, and transmission lines, and provide technical assistance in

the sector.%® USAID believes that economic expansion and increased
employment depend on maintaining and improving Afghanistan’s electri-
cal infrastructure. It is helping Afghanistan’s national electric utility, Da
Afghanistan Breshna Sherkat (DABS), to increase electricity supply and rev-
enue generation by improving sustainability, management, and commercial
viability.®® For its part, the Department of Defense (DOD) has disbursed
approximately $183 million for power projects through the Commander’s
Emergency Response Program, as of July 2015, and roughly $403.5 million
through the Afghanistan Infrastructure Fund (AIF), which is jointly man-

aged by DOD and State.*®
Afghanistan’s two primary power systems are the Northeast Power
NEPS: imports electricity from the Central System (NEPS) and the Southeast Power System (SEPS). USAID projects
Asian Republics to provide power to Kabul to connect and increase the electricity supply in both systems include:
and the communities north of Kabul. (1) the Power Transmission Expansion and Connectivity (PTEC) project

to construct a transmission line connecting Kabul with Kandahar and build
the capacity of DABS to sustain energy-infrastructure investments, (2) the
Sheberghan Gas Development Project to attract private investment to
develop gas resources in Sheberghan and build power plants, and (3) the
now-concluded Kandahar-Helmand Power Project. The Kandahar-Helmand
Power Project was intended to include installation of a third turbine at
Kajaki Dam and improving the transmission system connecting Kajaki with
;0:;;,?;gggbffiggo"f;’g’_gﬁjTOWa’d Security and Stability  Kandahar, but responsibility for those tasks was transitioned to DABS,
along with a $75 million USAID commitment, in April 2013.%' USAID’s
active power-infrastructure projects are listed in Table 3.24.

Kajaki Dam-Unit 2

DABS continued its efforts to increase long-term, sustainable hydropower
from Kajaki Dam to Kandahar and Helmand Provinces by installing a third
turbine, known as Unit 2, in the powerhouse.*? USAID is funding techni-
cal support, site security, life-support services, and helicopter support

to DABS.% USAID committed an additional $5 million this quarter and
extended the program five months to May 31, 2016.%*

SEPS: draws most of its power from the
Kajaki Dam and from diesel generators
in Kandahar City to provide power in the
Helmand and Kandahar areas.
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TABLE 3.24

USAID ACTIVE POWER-INFRASTRUCTURE PROJECTS

Total Estimated Cumulative Disbursement,
Project Title Start Date End Date Cost ($) as of 3/31/2016 ($)
Power Transmission Expansion and Connectivity 1/1/2013 12/31/2018 $725,000,000 $84,260,062
Contributions to the Afghanistan Infrastructure Trust Fund 3/7/2013 3/6/2018 113,670,184 113,000,000
Kajaki Dam Unit 2 4/22/2013 5/31/2016 80,000,000 38,916,173
Utility Executive Exchange 9/30/2007 9/30/2017 698,555 698,555
Afghan Engineering Support Program 11/9/2009 11/8/2016 97,000,000 74,812,071
PEER Grants 7/25/2011 7/24/2016 5,440,647 5,440,647
TBD (Unknown) 8/24/2015 8/24/2017 3,994,902 283,565

Note: The Sheberghan Gas Generation Activity (SGGA), Sheberghan Gas Development Project (SGDP), and Mining Investment and Development for Afghan Sustainability (MIDAS) programs, which
are categorized under the power sector in USAID’s funding pipeline report, are listed in the extractives-sector programs subsection on p. 178 of this report.

Source: USAID, response to SIGAR data call, 4/11/2016.

DOD said ongoing fighting in Kandahar and Helmand Provinces contin-

ued to delay contractors at Kajaki Dam and some SEPS construction sites. SIGAR AUDIT

Insurgent activity this quarter caused road closures along Route 611—the

road between Sangin and Kajaki—delaying delivery of construction materi- This quarter, SIGAR initiated an audit

als and possibly further affecting project completion schedules.® USAID to examine U.S. government efforts

said all staff have returned to the dam, as of April 13. The turbine-installa- to increase the supply, quantity, and

tion completion date was revised to fall 2016, but is subject to change.®® distribution of electric power from the
Kajaki Dam. For more information, see

Power Transmission Expansion and Connectivity Program Section 2, pp. 25-26 in this report.

The U.S.-funded PTEC program was designed to strengthen and expand
Afghanistan’s power-generation, transmission, and distribution systems,
including funding the 320-mile transmission line between Kabul and
Kandahar to connect NEPS with SEPS.%” PTEC’s DABS commercialization
and capacity-building components aim to help the utility become financially
sustainable by increasing revenues using utility management software in
Kabul, Mazar-e Sharif, Herat, and Jalalabad, while reducing technical and
commercial losses through training and support.®

Construction has started on the transmission line and substations
between Arghandi and Ghazni, the first segment of the NEPS-SEPS con-
nector, which USAID sees as essential for power-sector development. Land
acquisition and resettlement issues along the transmission line path con-
tinued to impact timelines, but construction is scheduled to be completed
in December 2016. The Arghandi connector substation that will feed this
line will not be ready until after December 2017. Alternatives to power the
Arghandi-Ghazni project are under consideration.®” To date, $46.2 million
has been disbursed to PTEC contractors for this segment.”

USAID is providing $350 million in direct assistance to DABS in
support of the second segment of the NEPS-SEPS connector, Ghazni
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Transmission towers along the Arghandi-Ghazni line, part of more than 500 km of USAID-
supported construction to connect power systems from Kabul to Kandahar and Helmand.
(USAID photo)

to Kandahar—$179.5 million was transferred to USAID through the
Afghanistan Infrastructure Fund. DABS issued two requests for propos-
als to construct one transmission line and five substations; bids are being
evaluated; and signed contracts are scheduled for May 2016. USAID said
security will be a major challenge to implementing this project.”

U.S. fuel subsidies totaling $141 million for power generation at two
industrial parks in Kandahar City ceased at the end of September 2015.
USAID reported that since then, the Shorandam Industrial Park’s diesel
generators, which had been producing an average of 120,000 kilowatt-
hours (KWh) daily on a 24-hour basis, were reduced to producing 48,000
KWh daily while running only eight hours a day, six days a week. The gen-
erators at Bagh-e-Pol, which had also been running 24 hours a day, have
stopped. Both of the generation facilities served residential and industrial
electrical load.™

To help bridge the gap between Kandahar’s electric-generation capacity and
demand until the NEPS-SEPS transmission line is completed, PTEC is fund-
ing a reverse auction whereby independent power producers will compete to
construct and sell power to DABS from a solar power plant. This plant may be
able to operate at an installed capacity of 10 MW of power; the diesel genera-
tors in Kandahar City have a combined average operational capacity of about
18 MW.7 USAID reported this quarter that the power-purchase agreement
was significantly revised to incorporate comments from potential bidders,
resolve issues such as DABS financial security mechanisms (bonds, insurance,
guarantees, etc.), government-backed guarantees, and taxes, and to update
provisions to reflect current market trends. The auction is scheduled for mid-
June 2016 with construction to begin later that month.”™
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TABLE 3.25

AFGHANISTAN INFRASTRUCTURE FUND POWER PROJECTS, AS OF MARCH 23, 2016 (s miLLIONS)

Notified
AIF Project Description Amount  Obligated Disbursed Status
Kandahar Power Provides fuel and O&M for diesel genera-
Bridging Solution tors in Kandahar City 405 39.1 391 Complete
SEPS - Kajaki Dam Rep‘?“’ install transmission ||nes. and 130.0 66.4 51.0 Terminated due to security cost increase
- to Lashkar Gah rebuild, construct power substations
= - —
N NP S e o P 25
E Connector, Arghandi connection) 8 107.0 104.9 46.2 * Under construction (completion: December 2016)
= )
{0 Ghazni USAID: PTEC
NEPS - Arghandito  Design, construct transmission fine and .Transmlssmn. line and substation .under construction; community
Pule Alam ower substation 93.7 50.3 14.2 issues affecting some tower locations
s (completion: December 2016)
Kandahar Power Provides fuel and O&M for diesel genera-
Bridging Solution tors in Kandahar City 67.0 641 6.7 Complete
SEPS-.M alqud Design, construct transmission line; Under construction; tower excavation, civil work ongoing
to Durai Junction - ) ) 40.0 28.7 8.8 )
o rebuild and construct substations (completion: August 2016)
S Phase2
= il . R Transmission line under construction; substation in design; pend-
] hBrsi- AURE Rl D, constr.uct UEIIEMES 20 13 715 69.9 49.3 ing modification for one transformer
< to Gardez- Phase 2 power substation .
(completion: December 2016)
NEPS - Charikar Desian. construct transmission lines and Transmission line under construction; substation design under
to Gul Bahar and warn;ub station 425 38.8 19.6 review; community issues affecting some tower locations
Nejrab - Phase 3 s (completion: December 2016)
Kandahar Power Provides fuel and O&M for diesel genera-
Bridging Solution tors in Kandahar City 310 340 340 Complete
NEPS - Charikar Desien. construct transmission lines and Transmission line under construction; substation design under
to Gul Bahar and owegr :;ubstation 33.0 24.1 21.2 review; community issues affecting some tower locations
Nejrab - Phase 3 P (completion: December 2016)
(]
§ Design, construct, and rehabilitate sub- 15.0 Under construction (ongoing delays); security challenges
& SEPS Completion - Stations inTangj, Sangin North and South ' 6. 167 (completion: ** November 2016)
S Phasel Design, construct, transmission lines from 60.0 ' ' Design approved; under construction (ongoing delays); security
Sangin North to Lashkar Gah ' challenges (completion: *** December 2016)
s
Connector, Ghazni connector, ) P 179.5 350.0 0.0 Bids under evaluation by DABS; expected award: May 2016
to Kandahar USAID: PTEC
Kandahar Power Provides fuel and O&M for diesel genera-
Bridging Solution  tors in Kandahar City 40 39 39 Complete
b . Design, construct transmission line
- _ i i
< ﬁEaPSSeCzompleuon and install equipment and commission 55.0 55.0 0.0 Transferred to USAID; expected award: May 2016.
E substations
=< Design, construct transmission line and ) . o )
NEPS - Gardez to substation. DOD's final contribution to 130.0 119.0 48 Descoping survey/design; transmission line and substation

Khowst - Phase 4

NEPS.

design, right of way, under review (completion: December 2017)

Note: All AIF power projects are to be sustained by Afghanistan’s Ministry of Energy and Water, and Da Afghanistan Breshna Sherkat (DABS), Afghanistan’s national electric utility. Notified amount
reflects estimated project ceiling cost. Obligations and disbursements are as of 3/1/2016. All other information is as of 3/23/2016.

* The Arghandi connector substation that will feed this line will not be ready until 2018. Alternatives to power the Arghandi-Ghazni project are under consideration.

** Completion date pending approval. At high risk for further delay. No work in Sangin north and south due to security issues.

*** Some work resumed on 2/16/2016. No work from Sangin to Durai Junction due to ongoing military operations. At medium risk for further delay.

Source: DOD, response to SIGAR data call 3/30/2016; USAID, OEG, response to SIGAR data call, 3/28/2016.
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SIGAR AUDIT

An ongoing SIGAR audit focuses on
DOD and State Department progress

in completing FY 2011 Afghanistan
Infrastructure Fund projects, the impact
on other infrastructure priorities and
counterinsurgency objectives, and
sustainment challenges.

Afghanistan Infrastructure Fund Power Programs
AIF projects were initiated to support critical counterinsurgency and
economic-development objectives in Afghanistan. Although DOD’s mis-
sion has since evolved to advising and assisting Afghan security forces and
ministries, as well as counterterrorism operations, it is also focused on
completing AIF projects.™

U.S. Forces-Afghanistan (USFOR-A) has completed four AIF power proj-
ects so far. All were phases of the now-concluded Kandahar Power Bridging
Solution, which provided fuel and technical support for diesel power-gener-
ation plants in Kandahar City while turbine-installation work at Kajaki Dam
was under way. USFOR-A has six other ongoing power projects; USAID
has three.™®

This quarter, fighting in Kandahar and Helmand Provinces, as well
as bureaucratic delays in getting right-of-way approvals for NEPS
transmission lines, continued to challenge AIF contractors and some
project-completion schedules. However, DOD remained focused on imple-
menting power projects to complete its portion of the NEPS and SEPS
using FY 2011-FY 2014 AIF money as shown in Table 3.25 on the previous
page.” No FY 2015 or FY 2016 AIF funds were requested or appropri-
ated, but up to $50 million from the FY 2016 Afghanistan Security Forces
Fund may be used under limited circumstances to help finish existing
AIF projects.”™

Afghanistan’s Capacity to Sustain Power Projects
DABS and other government entities will be responsible for sustaining
NEPS-SEPS power projects, including operations and maintenance (O&M)
costs once they are completed and turned over to the government. SIGAR
has raised questions about DABS'’s capacity and said Afghanistan lacks the
resources necessary—financial and otherwise—to pay for O&M.™

DOD has notified Congress that increased revenue from an expanded
customer base and improved collection capabilities will help DABS provide
long-term sustainment of infrastructure.”® USAID, which is working to help
strengthen DABS’s financial management and establish a corporate gover-
nance framework, said the utility’s revenues have increased over the last
three years, allowing it to pay for more of its operating expenses, although
nonrecurring major capital-infrastructure expenses are still mainly funded
by donors.™

A World Bank report cautioned that even though DABS, with donor
assistance, has been able to reduce some commercial losses and improve
revenue collections, its commercial (meter-reading and billing errors, theft,
etc.) and technical (heating, magnetic, and other transmission and distribu-
tion) losses “remain significant.” The report added that DABS cannot raise
or expect donors to provide the capital necessary to meet Afghanistan’s
energy infrastructure requirements.”?
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TRANSPORTATION

Afghanistan’s lack of transportation infrastructure hinders internal
commerce, foreign trade, and economic growth. The World Bank said
Afghanistan’s transportation-infrastructure shortcomings constrain the
service and agriculture sectors, which have typically been the leading driv-
ers of the economy. It also holds back the mining industry, whose future
revenues the Afghan government and international donor community are
counting on to offset declining international aid.™?

This quarter, the Afghan government signed a feasibility-study contract
on expanding its northern rail network.”™* Only one completed freight rail
line currently exists—a 47-mile (75 km) line from Hairatan, on the border
with Uzbekistan, to Mazar-e Sharif.””® Meanwhile, the United States contin-
ued its efforts to develop the capacity of the Ministry of Public Works in the
areas of road construction, operations, and maintenance.™%

Roads
Since 2002, the United States has provided approximately $2.2 billion cumu-
latively for road construction and O&M.™" Afghanistan has more than 76,400

miles of road, 28,000 of which has been rehabilitated or improved. However, SIGARAUDIT

the World Bank has reported 85% are in poor shape and a majority cannot An ongoing SIGAR audit is reviewing
be used year-round.™® Afghanistan does not currently have sufficient fund- U.S. efforts to sustain roads and
ing and technical capacity to maintain its roads and highways, according strengthen the Afghan government’s
to USAID. Afghanistan is estimated to spend $17 million annually for O&M, ability to perform road maintenance.

leaving a projected $100 million annual shortfall.™

Emergency O&M on the Kabul-Kandahar road outside of Ghazni
Province was completed on December 31, 2015, as part of USAID’s Road
Sector Sustainability Project (RSSP). Another emergency O&M work order
on the Kabul-Ghazni road in Wardak Province is ongoing. Additionally,
the Road Sector Sustainability Project helped complete three studies on
establishing a roads authority, road fund, and transportation institute, while
structure design is in process.™

USAID’s active road-construction and O&M programs are listed in Table 3.26.

TABLE 3.26

USAID ACTIVE ROAD-CONSTRUCTION AND OPERATIONS-AND-MAINTENANCE PROGRAMS

Total Estimated Cumulative Disbursements,

Project Title Start Date End Date Cost ($) as of 3/31/2016 ($)
Technical Assistance to Ministry of Public Works 8/3/2014 8/2/2017 $25,486,058 $12,963,209
Salang Tunnel Maintenance 3/24/2013 3/30/2016 3,533,350 3,487,237
Engineering, Quality Assurance, and Logistical Support (EQUALS) 4/18/2011 4/17/2016 126,307,645 119,141,568
Support for USAID's Construction of Health and Education Facilities Program 1/19/2008 6/30/2016 57,541,288 56,465,885
Emergency Road 0&M 12/1/2015  11/30/2016 5,000,000

Emergency Road 0&M at Maidan Wardak Savedabad Kabul 1/10/2016 3/14/2016 87,440

Source: USAID, response to SIGAR data call, 4/11/2016.
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TABLE 3.27

AFGHANISTAN INFRASTRUCTURE FUND ROAD PROJECTS, AS OF MARCH 23, 2016 (s miLLIONS)

Notified

AIF Project Description Amount  Obligated Disbursed Status
-l
-
&
b Lashkar Gah to Nawar Road Design, construct 22.5 km road 22.0 20.5 20.5 Complete
™9
<

SaTracha Design, const.ruct 0.16 km bndge over Chaparhar River, 80 68 6.2 G

RC-East Border  Bridge along Hwy 7 in Nangarhar Province

Transportation i .

Comid Ghulam Khan  Design, construct 24.1 km road, 4 bridges, culverts, F)onstructlon TS AT

orridor . . o . 27.6 12.7 12.3 issues scheduled to be completed

o~ Corridor switchback repairs in Khowst Province
g 5/1/2016
o . a
= . Design, construct 7 km road of Salang bypass in
w Parwan to Section 6.1 B et 3.0 3.0 3.0 Complete
= Bamiyan Road - Desig truct 11 km road of Salang bypass i

Section 6 ) esign, construct m road of Salang bypass in

Section 6.2 St s 7.0 7.0 7.0 Complete

Dahla Dam Phase 2 - Site ’

T ) Realign 4.7 km road along NW shore of Dahla Dam 11.2 7.2 72 Complete
(]
§ Design, construct remaining 7 km road to Khowst city 35% of design approved; MOU signed
g Ghulam Khan Corridor - Phase 2 and 1 bridge to complete Ghulam Khan Transportation 10.0 5.1 0.1 for MOPW quality assurance capacity
E Corridor building

Note:

Source: DOD, response to SIGAR data call, 3/30/2016.

: Notified amount reflects estimated project ceiling cost. Obligations and disbursements are as of 3/1/2016. All other information is as of 3/23/2016.

Afghanistan Infrastructure Fund Road Projects
DOD has obligated $62.3 million and disbursed $56.3 million for five road
projects under the AIF, as of March 1, 2016. Some of these projects had

multiple phases, three of which—Saracha Bridge, Parwan to Bamiyan Road,
and the Ghulam Khan Transportation Corridor—were completed this quar-
ter, as shown in Table 3.27.7!

ECONOMIC GROWTH

The World Bank ranked Afghanistan 177th of 189 countries in its Doing
Business 2016 report on regulatory quality and efficiency—a six-place rise
from 2015.™? President Ghani has stressed the need for accountability in
carrying out the difficult economic reforms needed for Afghanistan to build
a competitive, export-oriented economy, with access to neighboring mar-
kets.™ USAID, which is assisting in this effort, has disbursed approximately
$1.1 billion cumulatively for economic growth programs in Afghanistan.”*
Active programs can be found in Table 3.28.
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TABLE 3.28

USAID ACTIVE ECONOMIC-GROWTH PROGRAMS

Total Estimated  Cumulative Disbursements,

Project Title Start Date End Date Cost ($) as of 3/31/2016 ($)
Financial Access for Investing in the Development of Afghanistan (FAIDA) 2/7/2011 8/5/2016 $108,258,374 $101,751,431
Afghanistan Trade and Revenue Project (ATAR) 11/7/2013 11/6/2017 77,754,267 43,032,260
Afghanistan Public Financial Management (APFM) 7/27/2015 7/26/2018 22,130,033 2,317,848
Afghan Women's Leadership in the Economy (AWLE) 7/1/2015 6/30/2020 71,571,543 4,123,909
Turquoise Mountain Smithsonian Exhibition 3/9/2015 12/31/2016 535,055 323,074
IFC PIO Grant - Support of Business Environment Reform 10/15/2010 10/30/2017 4,030,000 4,030,000
Afghanistan International Bank Guarantee Agreement 9/27/2012 9/27/2020 2,000,000 520,800
g:\r/::,(l:pment Credit Authority (DCA) with FINCA, OXUS, and First Microfinance 9/25/2014 9/24/2020 1,953,875 0
Commercial Law Development Program 3/1/2014 9/30/2019 10,000,000 3,647,406
Afghanistan Workforce Development Program (AWDP) On-Budget 9/18/2013 4/3/2016 11,500,000 1,321,456
Afghanistan Workforce Development Program (AWDP) Off-Budget 4/5/2012 6/30/2016 32,647,898 30,113,298
E-Government Resource Center |l 8/28/2013 6/1/2016 3,900,000 405,000
Mobile-izing Saving Study N/A N/A 50,022 50,022
Assistance in Building Afghanistan by Developing Enterprise (ABADE) 10/16/2012 10/16/2016 104,997,656 71,810,058
Strengthening the Revenue Collection Capacity of GIROA 11/30/2014  12/30/2018 4,000,000 4,000,000
Regional Water Management N/A N/A 3,750,000 0
Rebranding Afghanistan: Creating Jobs, Changing Perceptions, Empowering Women 11/2/2015 11/1/2018 4,800,000 300,000
Afghanistan Investment Climate Program 3/27/2015 3/26/2020 13,300,000 420,200
Multi-Input Area Development-Global Development Alliance 3/23/2013 3/22/2018 30,481,436 10,369,778

Note: The Mobile-izing Saving Study explores financial inclusion products to encourage Afghans to build savings. USAID’s Development Credit Authority (DCA) provides partial credit guarantees to
mobilize local financing. FINCA, OXUS, and First Microfinance Banks are to use these guarantees to secure loans from larger lenders, and in turn lend to micro and small businesses in Afghanistan.
Afghanistan International Bank is to use the DCA guarantee to mitigate its lending risk and facilitate lending to small and medium-size enterprises.

Source: USAID, response to SIGAR data call, 4/11/2016; Innovations for Poverty Action, “Mobile-izing Savings with Defaults in Afghanistan,” 12/8/2015; USAID, Development Credit Authority,
“Overview,” 2/2/2015.

Afghanistan Workforce Development Program
USAID’s four-year, $62.6 million, Afghanistan Workforce Development
Program (AWDP) aims to increase economic opportunities for 25,000
Afghans through vocational education and training, business-management
training programs, and job-placement services. AWDP also seeks to mitigate
high unemployment and address the scarcity of technically skilled Afghan
labor. The goal of the program, through on- and off-budget assistance, is to
facilitate job creation, develop a skilled and semiskilled workforce, increase
self-employment, and promote economic development in Afghanistan.™
AWDP is also supporting efforts to build the capacity of technical/voca-
tional educators and trainers. AWDP seeks to improve the quality of these

REPORT TO THE UNITED STATES CONGRESS | APRIL 30, 2016




ECONOMIC AND SOCIAL DEVELOPMENT

A United Nations report on the effects

of armed conflict on children’s access to
education and healthcare in Afghanistan
documented 125 conflict-related incidents
against health facilities in 2015, with

19 clinics closed, 90,000 children not
immunized, and 129 health personnel
killed, injured or kidnapped.

Source: United Nations, Education and Healthcare at Risk, Key

Trends and Incidents Affecting Children’s Access to Healthcare
and Education in Afghanistan, 4/2016, p. 2.

training programs through public-private partnerships, and make them
more accessible.”® As of December 31, 2015, (the most recent data avail-
able) more than 26,700 Afghans had been trained and more than 17,500
either placed in jobs or promoted to mid-career/semi-professional jobs.
Training areas ranged from project and financial management to construc-
tion, information technology, and marketing. So far, USAID said 36% of
those trained, placed, or promoted were women, exceeding the program’s
target of 25%. The AWDP disbursed approximately $29.5 million.™

Financial Access for Investing in the
Development of Afghanistan
USAID’s $108.3 million, 66-month Financial Access for Investing in the
Development of Afghanistan (FAIDA) program aims to promote an inclusive,
diverse, and sustainable financial sector that generates jobs and provides
arange of services for micro, small, and medium enterprises. FAIDA helps
Afghan partners build capacity to deliver financial services, develop a legal
framework and market infrastructure, provide technical assistance to mobile
network operators for mobile-money services, and assist Afghan women
entrepreneurs with business-development training so they can gain access to
financing and opportunities for economic and professional growth.™®

From October 2015 through January 2016, FAIDA facilitated the approval
of 47 loans worth $544,500 for Afghan enterprises, which is expected to
be used to create 68 jobs, 18 of them for women. FAIDA also helped busi-
nesses submit 124 loan applications valued at $7.06 million to create 711
jobs, 135 of which are for women. Additionally, FAIDA provided first-of-its-
kind training in Afghanistan to 24 bankers and accountants on international
valuation standards.™

EDUCATION

Following a June 2015 SIGAR letter to USAID requesting information about
the reliability of Afghan-provided data that USAID uses to oversee and fund
education programs in Afghanistan, President Ghani ordered an investiga-
tion into allegations of corruption within the Ministry of Education (MOE).™°
On January 2, 2016, Tolo News reported alleged results of the investiga-
tion, which SIGAR described in its January 2016 Quarterly Report.™ The
findings and recommendations were presented to MOE leadership and
donors, but USAID was told that, contrary to earlier reports, they will not
be published.”™?

Subsequently, the MOE and donors prioritized their efforts to finalize
a national education strategic plan, and reform and reorganize the MOE.
In February, USAID hosted a seven-day workshop to develop a frame-
work to focus existing resources on improving the quality and relevance
of education; increasing equitable access to education; and increasing the
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effectiveness, transparency, and accountability of education management.
USAID said the resulting framework was endorsed by four deputy minis-
ters, the Office of the President’s Policy and Coordination Unit, and the
Minister of Education. Drafting will begin upon President Ghani’s approval,
which is expected no earlier than July 2016.7

Ministry of Education Data

According to the Education Management Information System (EMIS) for
FY 1394, Afghanistan reportedly has 15,249 general-education (government)
schools, including 680 inactive/closed schools, with almost 8.7 million stu-
dents enrolled.™ The number of enrolled students is the sum of present and
absent students.” The MOE counts students who have been absent for up
to three years as enrolled because it says they might return to school.”™¢

Education Data Assessment and Verification
Barriers to data collection in Afghanistan have resulted in imprecise and
inaccurate EMIS data.” Minister of Education Balkhi pledged to improve
EMIS quality and the MOE conducted a third-party assessment that verified
FY 1392 data of 1,600 schools in 24 provinces. The results, made available
this quarter, found that while there were variances across EMIS indicators,
data accuracy and reliability was high for general education, low for Islamic
education, and inconclusive for vocational education and literacy due to
limited or no data.”™

Researchers compared national EMIS information against individual
school records when available, and provincial MOE records when not.™
Assessing MOE/EMIS susceptibility to corruption, arguably a more potent
concern and one that the Joint Anticorruption Monitoring and Evaluation
Committee (MEC) reported on in June 2015, was outside the scope of this
study. The MEC found teacher-recruitment assessment reports to be of poor
quality and based on fraudulent data. It reported that nonexistent or “ghost”
teachers have been a long-standing problem and, in most cases, attendance
sheets are not filled out or are frequently forged. The MEC also frequently
found fully-staffed schools that had very few students.™

USAID Programs

USAID aims to improve equitable access to quality education in
Afghanistan through community-based classes in remote regions, as

well as to develop relevant, in-demand technical skills to better prepare
Afghans for employment. Its programs focus on early-grade reading, text-
books and other learning materials, raising literacy rates through teacher
and educator training.”! USAID had disbursed more than $844 mil-

lion for education programs in Afghanistan, as of March 31, 2016.72
USAID’s active education programs can be found in Table 3.29 on the
following page.
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SIGARAUDIT

A SIGAR audit published this quarter
reviewed DOD, State, and USAID efforts
to develop primary and secondary
education in Afghanistan. It found that
unlike USAID, DOD and State lacked a
defined education strategy. Additionally,
there was no articulated interagency
coordination of roles, responsibilities,
strategies, and objectives, and no
adequate assessment of overall sector
support. Additionally, USAID may be
portraying an inaccurate picture of
what its programs have contributed to
the education sector in Afghanistan.
For more information, see Section 2,
pp. 22-25 in this report.
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TABLE 3.29

USAID ACTIVE EDUCATION PROGRAMS

Cumulative
Total Estimated Disbursements, as of

Project Title Start Date End Date Cost ($) 3/31/2015 ($)
Afghanistan's Global Partnership for Education 10/11/2012 6/30/2017 $4,270,954 $2,076,948
Support to American University of Afghanistan 8/1/2013 11/29/2019 45,902,538 20,778,075
Strengthening Education in Afghanistan (SEA II) 5/19/2014 9/30/2020 44,835,920 7,340,324
PROMOTE Scholarships 3/4/2015 3/3/2020 1,247,522 1,247,522
Assessment of Learning Outcomes and Social Effects in Community-Based Education 1/1/2014 12/31/2017 7,262,016 2,165,965
Afghanistan University Support and Workforce Development Program 1/1/2014 12/31/2018 91,927,769 24,447,380
Increasing Access to Basic Education and Gender Equality 9/17/2014 12/31/2019 77,402,457 77,402,457
Basic Education, Literacy, and Technical-Vocational Education (BELT), Textbooks 11/16/2011 12/31/2016 26,996,813 24,970,742
Early Grade Reading Survey 7/27/2015 3/27/2017 12,487,469 2,252,674
BELT/AIl Children Reading and Improved Access 7/27/2015 3/27/2017 427,585 272,875

Source: USAID, response to SIGAR data call, 4/11/2016; USAID, Modification of Assistance, Award Number AID-306-10-12-00002, 12/28/2015.

An Independent Joint Anti-Corruption
Monitoring and Evaluation Committee
assessment found that despite some
successes, EQUIP has failed to meet its
overall goals since it began in 2004. The
program suffers from poor planning, weak
monitoring, and ineffective coordination
among implementers that caused
30-40% of funds to be misused, poor
school construction, and inadequately
educated students.

Source: Independent Joint Anti-Corruption Monitoring and
Evaluation Committee, Vulnerability to Corruption Assessment

of the Education Quality Improvement Program in the Ministry of
Education, 11/2015, p. 3.

This quarter, USAID extended its Global Partnership for Education
(GPE)-Supervising Entity program through June 2017 to continue program-
matic and fiduciary oversight of the MOE. The MOE, with core GPE support
for main programmatic activities not funded by USAID, has developed key
sector documents—budgets, guidelines, operational plans, field monitoring
visits and oversight reports, year-end reviews, and lessons learned.™?

Basic Education, Learning, and Training (BELT)/ Education
Quality Improvement Project (EQUIP) Il
Basic Education, Learning, and Training (BELT) aims to expand and
improve basic education access and quality. BELT encompasses a number
of activities, including a national early-grade reading program, and textbook
printing and distribution. Over a 1.2 million textbooks and other reading
material have been distributed nationwide so far, covering Afghanistan’s
entire primary-school population. This quarter, USAID extended its text-
book program through December 2016.™

BELT also does capacity building at the MOE, and pre- and in-service
teacher training through the World Bank-administered Education Quality
Improvement Project (EQUIP) II program, which has trained more than
154,000 teachers/educators and awarded more than 11,000 female students
scholarships to attend teacher-training colleges.”™
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Increasing Access to Basic Education and
Gender Equality Through Community-Based Education
Despite real progress made in Afghanistan’s education system, 3.5 mil-
lion primary-school-age children—75% of them girls—remain out of
school. Causes vary from societal norms about the value of education
for females, to economic hardships, violence, and a lack of schools and
learning materials in remote areas. Community Based Education provides
access to basic, primary education (grades 1-6) in 13 provinces where
there are no formal schools or only schools for boys, or where other
constraints prevent children from attending formal classrooms. As of
December 2015 (the most recent data available), 912 community-based
schools and 71 accelerated learning centers (ALC) have been established
providing access to more than 40,828 boys and girls; 3.5 million textbooks
were printed.™°

Community-based school enrollment figures (37,650) exceeded the
20,000 target for 2015, but implementers noted that the numbers declined
during course of the year. The 51% enrollment among girls fell short of
the 70% target. Meanwhile, the distance children have to travel to school
was reduced to less than two miles from their communities, but insecurity
delayed program implementation and resulted in school closures.”™”

HEALTH

Afghanistan has registered improvements in its health indicators since
2002, though it remains below average among low-income countries.
Afghanistan’s public health is beset by many challenges—tuberculosis,
polio, poor maternal health, and one of the world’s highest levels of child
malnutrition, according to the World Bank.™®

Insecurity for aid and development workers is also a strain on effec-
tive health delivery services to the population, according to the Agency
Coordinating Body for Afghan Relief & Development, an advocacy organi-
zation working in Afghanistan comprising 135 national and international
nongovernmental organizations. The agency said Afghanistan has the one of
highest number of major attacks on aid workers in the world, surpassing all
other countries except Somalia and Syria.™

USAID Funding and Health Programs
U.S. health-sector programs aim to preserve and enhance gains made
since 2002. USAID assistance to the Ministry of Public Health includes
capacity-building, training, and quality-assurance activities to strengthen
the ministry’s management and control over health-care delivery
across Afghanistan.™

U.S. on- and off-budget assistance to Afghanistan’s health sector totaled
approximately $1 billion, as of March 31, 2016.™ On-budget assistance to
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A United Nations report on the effects

of armed conflict on children’s access to
education and healthcare in Afghanistan
documented 132 conflict-related incidents
against schools in 2015, with 369 schools
closed, 139,000 children out of school,
and 75 school personnel killed, injured

or kidnapped.

Source: United Nations, Education and Healthcare at Risk, Key

Trends and Incidents Affecting Children’s Access to Healthcare
and Education in Afghanistan, 4/20186, p. 2.
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TABLE 3.30

USAID ACTIVE HEALTH PROGRAMS

Total Estimated Cumulative Disbursements,

Project Title Start Date End Date Cost ($) as of 3/31/2016 ($)
Strengthening Pharmaceutical System 8/28/2011 7/10/2017 $34,399,936 $24,771,958
Challenge Tuberculosis 1/1/2015 9/29/2019 15,000,000 2,546,790
Weekly Iron Folic Acid Supplementation 11/7/2014 12/31/2017 5,610,012 5,408,826
Disease Early Warning System (DEWS) 9/1/2008 6/30/2017 8,500,000 8,500,000
Disease Early Warning System (DEWS Plus) 1/1/2015 12/30/2020 32,728,000 18,108,000
Family Planning and Assessment 5/16/2015 5/15/2016 634,833 634,833
Health Sector Resiliency (HRS) 9/28/2015 9/27/2020 37,936,471 386,740
Demographic and Health Surveys 9/9/2013 9/8/2018 6,699,863 4,245,266
Sustaining Health Outcomes through the Private Sector (SHOPS Plus) 6/1/2016 6/1/2018 6,000,000 501,583
ifggr:::?;t:znification in the Central Asian Republics and 9/29/2014 9/29/2016 9,722,000 9,722,000
f/lnahnaangceem(:‘r:;nflg]r::rdﬁzzzsls),igrs:]:; Zinc, Oral Rehydration Salts for 7/21/2015 7/7/2020 15,002,610 4,400,000
Helping Mother and Children Thrive (HEMAYAT) 1/7/2015 1/6/2020 60,000,000 8,678,913

Note: The Regional Fortification in the Central Asian Republics and Afghanistan project aims to increase iron, zinc, folic acid, and vitamin A nutrient intake by 20% through distribution of fortified

wheat and edible oil.

Source: USAID, response to SIGAR data call, 4/11/2016; Global Alliance for Improved Nutrition, “Regional Fortification in the Central Asian Republics,” accessed 1/15/2016.

BPHS: provides primary health-care
services—such as immunizations and
prenatal care—at small and rural health
clinics and forms the core of health-service
delivery for all primary care facilities

in Afghanistan.

EPHS: outlines the medical services each
type of hospital in the Afghan health-care
system should provide in terms of general
services, staff, equipment, diagnostic
services, and medications while promoting
a health referral system that integrates the
BPHS with hospitals.

Source: SIGAR, Health Services in Afghanistan: Two New USAID-
Funded Hospitals May Not be Sustainable and Existing Hospitals
are Facing Shortages in Some Key Medical Positions, Audit
Report 13-9, 4/2013, p. 1.

the MOPH provides basic health care and essential hospital services. Off-
budget assistance includes activities to strengthen health systems, engage
the private sector, reduce child and maternal deaths, reduce tuberculosis-
related deaths, reduce child undernutrition, improve the use of modern
family-planning methods, and eliminate polio.™?

USAID believes that the MOPH’s ability to deliver quality health-care
through the Basic Package of Health Services (BPHS) and Essential
Package of Hospital Services (EPHS)—the cornerstone of health-service
delivery in Afghanistan—is critical to improve health outcomes.™ USAID’s
active health programs have a total estimated cost of $232 million, and are
listed in Table 3.30.

Polio
From FY 2003 through FY 2014, USAID provided $25 million for polio
eradication in Afghanistan.” Afghanistan and Pakistan are the only two
countries where polio is endemic.”™

Afghanistan reported 20 cases in 2015, a decrease from 28 in 2014. Two
cases were confirmed so far in 2016, as of April 4. Pakistan reported 54
cases in 2015, down from 306 in 2014, and seven cases so far in 2016.™° Both
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countries, which share a 1,500-mile border, suffer from the Taliban’s opposi-

tion to vaccination campaigns.”™’

Security and access challenges remained a particular concern, accord- SIGARAUDIT
ing to the United Nations, which reported that in December 2015, 89,873 An ongoing SIGAR audit is focusing on
children could not be vaccinated—13,493 children were not vaccinated USAID’s efforts to support and improve
in Helmand Province due to active fighting, and 72,288 in Kunar and Afghanistan’s health-care services
Nangarhar provinces, where anti-government forces prevented access.™ and focuses on the extent to which
A report from the Independent Monitoring Board of the Global Polio USAID assessed the overall impact
Eradication Initiative stated that Afghanistan’s “security situation cannot of its efforts and the extent to which
be used as an excuse for poor performance—where access is available, it is USAID collects, verifies, and reconciles
too often being let down by poor supplementary immunization activity qual- healthcare data to determine
ity.”™ The World Health Organization agreed, reporting “operational deficits its accuracy.

in accessible areas.”™

Helping Mothers and Children Thrive

USAID’s Helping Mothers and Children Thrive (HEMAYAT) program aims
to increase access to and utilization of family planning and maternal health
services through BPHS and also strengthen referral systems to hospitals
through EPHS.™ Deteriorating security conditions interrupted program
implementation this quarter, but efforts to build capacity at the MOPH and
affect policy changes continued.”?

HEMAYAT helped establish a chlorhexidine (antiseptic) working group
to develop a national distribution plan for newborn umbilical-cord care,
conducted a community-health nurse workshop to inform future strategies,
assisted government efforts to include long-term reversible contraceptives
into their essential-drug list, and helped implement a national postpartum-
hemorrhage prevention plan.”?
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