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1 SUMMARY OF FOURTH QUARTER AND 1389DEVELOPMENTS

OPERATING BUDGET

Table 117 Budget Summary

Revenues 29,904.1 96,386.2 156.7 33,267.8
Domestic Revenues (1) 1958840 636186 104 20,5232
Operating Grants 100201 327677 53 12,7346

Expenditures 30,834.3 87,2428 14.2 26,118.3

Budget Balance
Including Grants -9302 9,1434 15 71395
Excluding Grants -109503 -236243 -38 -5595.1

Fiscal sustainability indicator (%) (2) 64.5 72.9 0.0 78.6

DEVELOPMENT BUDGET

Grants (3) 12,824.8 35,4187 5.8 5,888.8

Expenditures 13,606.9 43,991.0 7.2 11,667.0
Discretionary Budget 30520 92873 15 28052
Non-discretionary Budget 105549 247038 56 88619

Budget Balance (3) -782.1 -8,672.3 1.4 -4,778.3

INTEGRATED BUDGET

Revenues (3) 42,728.9 131,806.0 21.6 40,146.6
Domestic Revenues 198840 636186 104 205232
Grants {3) 228449 68,1864 111 196234

Expenditures 44,441.2 131,233.9 21.4 37,785.4

Balances
Excluding Grants -245572 BT 6153 -110 -17,2622
Including Grants {3) -17123 5711 0.1 23812

Financing
Balance Including Grants 17123 5711 0.1 23612
Sale of Land and Buildings 185.0 2151 00 139
Sale of State Owined Enterprises a0 00 a0 00
Lending/Borrowing -1,827.2 786.2 0.1 2,375.2

Source: FPU using AFMIS data downloaded onthe 28 May 2011
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1.Inthe published budget document, Afs 347 billion in domestic revenuss are allocated to the development budgetin 1389, In orderto ensure comparability with actuals, all domestic revenues shown under
the development budgetin the published budget document have been re-allocated to the operating budgetin the above table
2 Fiscal sustainability is measured as domestic revenues as a percentage of operating budgetexpenditures
3. Actual igures are not comparable to the developmentintsgrated budget grants orbalances shown in budget documentation, as grants/balance in budget documentation also includes lvans. Loans ars

shown as a financing item in the above table

1.1 Overall Fiscal Position

The preliminary 1389core (or integratedpudget
balance was in surplus by around Afg 6illion

by the end ofthe year. Thiswas mainly de to
strong revenue collectiorand large operating
budget surplus (that not only offset the
development budgeteficit, but also exceeded.it)
The operating budget surplus was Afs 24,
billion, while the development budget was in
deficit by Afs 184 billion. Because of high
development budget deficit, the core budget
surplushasdeclinedby around Afs9.9 billion in
1389 However,compared to the same periad
1388, the core budg surplus increased bAfs
5.4 billion. At the beginning of the year (earlier
quarters), due to low developmt budget

execution and more revenue collection, the core

budget surplus is greater, while by the end of the
year, due to high execution of the development
budget, much of the surplus was used to finance
this high development budget deficit.

Figure 1.17 Budget balance (Afs million)
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1.2 DomesticRevenues and Grants

Domestic Revenues

Revenueperformed well in the & quarter 1389
as has historicalljpeen the case in past years
Total domestic revenues of ARR.7 billion were
collected in this quarter, whiclkexceededthe
quarterly target of Af22.0 billion by 3%. Total
revenue for 1389 collectionf Afs 80.4 billion
excee@d boththe budget target of Afs 71.1
billion (13.1 percentand revised IMF target of
Afs 75.3 billion (6.8 percent)At the same time,

reverues werel2.9% above collectionsn same
gquarterl388.

Figure 1.27 Total DomesticRevenues

Total Domestic
Revenue 501" iz

(Afs millior)

total revenueollecied in 1389 was26.4%6 above
the Afs 63.6billion in 1388.

The main contributors during this quartwere
custom duties of Afs 7.hillion and tax revenues
of Afs 11.1billion, which were20.3% and10.8%
above @ 1388 collections. While notax 5,915

5,453 AFMIS data extract 29 May 201

Law and Order

Similarly, Trust Fund for
Afghanistan (LOTFA) grantslightly increased from
about Afs5.2 billion in Q4 1388 to Afs5.4 billion in
Total core budet grant receipts were Afs 21.0 the same stagk389.

billion in Q4 1389, which was8.0% lessthan the .

same quarter of 1388. Total operating grants in 138 Figure 1.3- Grant revenues

were Afs54.5billion compared to Af82.8billion in s DONOT Grantsass bilion), 1335 y1p
1388, while total devefument grants in were Afs 500 - Jdceishale
25.5billion compared to Af85.4billion in 1388.In

the 4" quarter 1389, the operating grant receipts were 40 -

Grants

35.4

Afs 15.2 billion, compared to Afs 10.0 billion in the 28

sarre period 1388. 0901 =
Combined  Security  Transition =~ Command 200 -

Afghanistan (CSTEA) grants increasesignificantly

from Afs 1.0 billion in Q4 1388 to about Afs3.2 1091

billion in Q4 1389.the Afghanistan Reconstruction
Trust Fund (ARTF)grants increased form Afs 3.8
billion in Q4 138 to Afs 5.4 billion in Q4 1389.

Operating Grants Development Grants

AFMIS data extract 29 Mav 201

1.3 Expenditures

The total revised core budget for the fiscal year 1389 is Afs 231.7 billion. The operating budget is Afs 119.¢
billion while Afs 111.9 billion is development budget. (The increase in the original budget is due to the
inclusion of supplementary budgetptal core budget expenditures for the year 1389 were Afs 154.3 billion
or 66.6% of the total annual core budget. Core budget expenditures for the year 1388 were Afs 131.
billion. Thus 1389 expenditure was Afs 23 billion or 17.5% mitr@n the year to dateore budget
expenditures of 1388.

| 4



Operating Budget

The total original operating budget for the year 1389 was Afs 116.3 billion which increased to Afs 119.8
billion with the inclusion of supplementary budget. The operating budget expenditures for 1388fsvere
110.3 billion or 92.1% of the total operating budget of 1389. These expenditures increased by around Afs z
billion compared to expenditures of 1388. This increase is mainly due to increase in size and wage
expenditures in the security sector.

Devebpment Budget

The revised development budget for the year 1389 was Afs 111.9 (including the supplementary budget
The development budget expenditures for the year 1389 were Afs 44 billion or 39.3% of the total
development budget of the year. The develapmbeidget expenditures are almost same as the development
expenditures of last year (1388).

Figure 1.4 7 Operating Budget Figure 1.57 Development Budget
: Budgettarget (incluz?ndggsspt)?)rlg?’rintary 111,900
Operatl ng BUdget ezt D I t Bbudg and car{yforward) 102,575
1 ’ evelopmen u e 93,250
Expenditure P get
(Afs Million) Expenditure
(Afs million) 65275 Budget target

55,950 (excludingecarry-forward)

1388 expenditure 46,625 43,924

37,300 %
21975~ o5 o7 S0u23d I

18,650 672 ’

9,98 j 9,325 o= Actual expenditure

AFMIS data extract 29 May 201: AFMIS data extract 29 May 20:

. L increases in the size of the Afghan National Police
1.4 FlscaISustalnaplllty . (ANP) and Afghan National Army (ANA), and .
In Afghanistands cont eXdgy ohet Sntefyihg figc%\lsp?eéshr&a(?ubhl dst
defined as total operatingxpenditures being  (aking over responsibility for the external
covered/financed by total domestic revenues. o rrent budget). In the light of aforementioned
Fiscal Sustainability was a key objective under the  yising expenditure, achieving fiscal sustainability
IMF Poverty Reduction and Growth Facility is likely to take longer than what has been

(PRGF) program with Afghanistan. It has  gavigusly expected. However, it is also possible
remained as one of the key objectives under the ot fiscal sustainability may be able to be

Governmenand | MFOs pr opos edcnRdVsodné G MH Mirrnt trend for strong
program, The Extended Credit Facility (ECF). revenue performaie continues, and the

Government begins to collect more revenue from
The government plans to gradually take on the o mining sector in the near future. The target for

responsibility f_o_r the s_ecurity in the future years. e 1389 fiscal yeawas that domestic revenues
Over fthe transition pe_rloq, these costs, particularly \v4,1d be able to finance 59 per cent of operating
security spending will ncrease due to planed
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budget expendituredBased on prelinmary data Figure 1.6 i Fiscal sustainability: Domestic revenues as a
fiscal sustaability wasabout 73%. It shows that percentage of Operating Expenditures

the actual operating expenditure is below the L20%
budgeted target while the domestic revenue is
above its budgeted target of Afs 71.1 billion.
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2 CORE BUDGET REVENUES

Table 2.17 138 Q4 Revenues

CORE BUDGET

1 REVENUES including grants (1) 42,728.9 131,805.0 21.5 33,128.7 43,389.3 40,146.6 43,708.2 160,372.8 22.5 28,567.8 21.7
1-19 REVENUES excluding grants 19,884.0 63,618.6 10.4 17,528.4 19,641.0 20,523.2 22,691.6 80,384.3 11.3 16,765.7 26.4 71,120.0 13.0 113.0
DOMESTIC REVENUES (2) (3) 19,884.0 63,618.6 10.4 17,528.4 19,641.0 20,523.2 22,691.6 80,384.3 11.3 16,765.7 26.4 71,120.0 13.0 113.0
11 Tax Revenues 9,248.2 29,894.3 4.9 8,567.0 9,366.1 9,622.6 11,1419 38,697.6 5.4 8,803.3 29.4 31,869.0 21.4 1214
111 Fixed Taxes 27765 8,185.0 13 2,238.6 2,130.0 2,359.2 23531 9,080.9 13 895.9 109 5,913.0 53.6 153.6
112 Income Taxes 22722 7,463.8 12 2,126.3 2,632.2 2,400.6 3,1347 10,2938 14 2,830.0 379 7,183.6 433 1433
113 Property Taxes 727 207.2 0.0 60.3 51.2 51.7 822 2454 0.0 381 184 96.1 1554 255.4
114 Sales Taxes 3319.2 12,356.8 2.0 34383 3,900.7 4,2515 47120 16,3025 23 3,945.7 319 17,1813 5.1 949
116 Other Taxes 635.2 1,232.8 02 585.6 524.2 389.2 653.2 21522 03 919.4 746 1,657.5 29.8 129.8
117 Tax Penalties and Fines 172.3 4485 0.1 117.9 127.8 170.4 206.6 622.7 0.1 174.2 388 -162.3 -4836 -383.6
12 Customs Duty, Import Taxes 6,425.2 21,796.9 315 6,523.1 6,672.2 7,311.2 7,116.7 27,623.2 319 5,826.3 26.7 25,105.2 10.0 110.0
13 Non Tax Revenue 3,055.8 10,050.9 1.6 2,542.4 2,6243 29177 3,437.4 11,521.8 1.6 1,470.8 14.6 12,022.7 -4.2 95.8
131 Income from Capital Property 744 3137 0.1 855 67.2 711 574 281.1 0.0 -32.6 -10.4 534.9 -47.4 526
132 Sales of Goods and Services 992.1 3,398.7 0.6 916.7 1,050.5 1,061.7 14775 4,506.4 0.6 1,107.8 326 3,380.2 333 133.3
133 Administrative Fees 1,909.4 6,013.9 1.0 14758 1,432.0 1,688.7 1,758.0 6,354.5 0.9 340.6 57 7,738.4 =15749 821
134 Royalties 6.5 101.1 0.0 6.3 10.1 6.8 171 404 0.0 -60.7 -60.1 1115 -63.8 36.2
135 Non Tax Fines and Penalties 734 2236 0.0 58.0 64.5 894 1274 339.3 0.0 115.7 51.8 257.8 316 131.6
14 Miscellaneous Revenue 687.1 788.5 0.1 -369.8 533.4 252.9 317.0 733.6 0.1 -55.0 -7.0 837.5 -12.4 87.6
17 Social Contributions 467.7 1,087.8 0.2 265.7 445.0 418.7 678.7 1,808.1 0.3 720.3 66.2 1,285.6 40.6 140.6
GRANTS (1) 22,8449 68,186.4 11.1 15,600.3 23,748.3 19,623.4 21,016.5 79,9885 11.2 11,802.1 17.3
191 Foreign Governments 129745 37,2332 6.1 115139 16,7236 144458 16,6631 59,346.3 83 22,1131 59.4
192 International Organisation 9,836.3 30,3204 49 38137 6,981.4 51776 39814  19,954.2 238 -10,366.2 -34.2
193 Other Government Units 341 632.8 0.1 2727 433 0.0 3721 688.0 0.1 55.2 8.7
TOTAL OPERATING BUDGET REVENU 29,904.1 96,386.2 15.7 28,854.2 34,876.8 33,257.8 37,861.3 134,850.1 18.9 38,463.8 39.9 112.7
Domestic Revenues 19,884.0 63,618.6 104 175284 19,6410 205232 22,6916 803843 113 16,765.7 264 71,1200 13.0 1130
as percentage of total 66.5 66.0 60.7 56.3 61.7 59.9 59.6 436
External Grant Support 10,0201  32,767.7 53 11,3258 152357 12,7346 15169.7 54,465.8 76 21,698.1 66.2 1123
as percentage of total 335 340 39.3 437 383 40.1 404 56.4

Source: FPU using AFMIS data downloaded on the 29 May 2011

1. Actual figures are not comparable to the development/ integrated budget grants or balances shown in budget documentation, as grants/ balance in budget documentation also includes loans. Loans are shown as a financing itemin above table.
2. Revenues exclude proceeds from the sale of fixed assets (150), and loans (18). These items are included under financing.

3. In the published budget document, Afs 3.47 billion in domestic revenues are allocated to the development budget in 1389. In order to ensure comparability with actuals, all domestic revenues shown under the development budget in the
published budget document have been re-allocated to the operating budget in the above table.

2.1 DomesticRevenues

The budgetaryrevenue target for fiscal year 1389 Figure 2.1 Domestic Revenues (1389 vs 1388'D)
wasAfs 71.1 billion, whichwasabout 12percent 450 - N ——

higher compared to actual revenue collections of w0 bl
Afs 63.6 hllion in 1388. 350 - 1389 YTD

. M 1389 YTD Tar
The quarterly breakdown of thtotal revenue 00 arge

target is based on the quarterly distribution of izz
actual domestic revenuewer recent years. It is 15:0
assumed that 23% of annual revenuesihd be 100
collected in Q1, 22% in Q2, 24% in Q3 and 31% 5o

in Q4.

Tax Revenues Customs Duty, Import Non Tax Revenue Social Contributions
Taxes and Miscellaneous

The total revenue collections for theh quarter of
1389 were Afs22.7 billion, which is an increase
of 14.0 percent compared to the same period last
year and aroun@.2 percen@bovethe target for
thefourth quarter 1389 (Af&2 billion).

AFMIS data extract 29 May 20
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2.2 Provincial Distribut ion of Revenues

Table 2.27 1389 Provincial Revenues

TOTAL REVENUE 63,618.6 80,384.3 26.4 29,894.3 38,697.6 21,796.9 27,623.2 10,050.9 11,521.8 1,876.4 2,541.7
Total Provinces 41,118.4 49,998.0 21.6 16,063.3 18,430.6 20,047.0 25,401.2 4,091.2 4,688.9 916.9 1,477.3
Nangarhar 9,765.9 11,137.5 14.0 3,984.9 4,076.6 5,241.9 6,490.7 474.0 475.3 65.0 95.0
Balkh 9,143.2 9,138.5 -0.1 3,328.5 3,018.1 5,259.4 5,318.0 482.0 644.2 73.3 158.2
Kandahar 2,835.2 3,383.9 194 1,325.7 1,476.9 1,087.1 1,423.3 385.1 393.6 37.3 90.0
Herat 10,644.3 14,820.5 39.2 3,801.6 51814 5,.871.0 8,291.1 889.4 1,216.8 82.3 1311
Nimroz 2,686.0 3,7740 40.5 1,071.3 1,368.3 1,356.8 2,046.9 250.7 346.3 7.2 125
Other Provinces 6,043.8 7,743.6 28.1 2,551.2 3,309.3 1,230.8 1,831.1 1,610.0 1,612.7 651.7 990.6
Central Ministries  22,500.1 30,386.3 35.0 13,831.1 20,267.0 1,749.9 2,222.0 5,959.7 6,832.8 959.4 1,064.4

Source: FPU using AFMIS data downloaded on the 29 May 2011

Table 2.2 shows revenue collections logation (Provinces and Line Ministries). Central Ministries
collections accounted for Af30.4billion in 1389compared to AfR2.5billion last year. Fothe provinces,

collections were Af$0.0billion in which wasan increase a21.6 percent compared to collectioms1388
(Afs 41.1billion).

1 Taxation Category: for provinces,tax revenue forl389 increased by5.0 percent compared to
collections during 1388. Similarly, collections from central ministries increased #y.0 percent
compared to the same period in the previous year. Tax collections by the top five provincd8.Were
percentbf total revenues for 1389 compared®?2 percenin 1388.

1 Non-Tax Revenuesthe non-tax revenue collectiorfsom provincesn fourth quarter 1389 weréfs 4.7
billion, compared to 1388f Afs 4.1 billion. For central ministries, about Afs @ilion was collected
in 1389, compared tabout Afs 6.0 billion during 1388. Among the majoiprovinces, Herat
contributions to nottax revenues increased by the most compared to 1388.

2.3 Tax Revenue

Tax revenue consists ghrious components such
asfixed taxes, income taxes, property taxes, sales .
taxes, other taxes and tax penalties and fines. Tax Taxation Revenue 38,69
revenues increased by abouw0.0 percent (Afs million)
compared to the same quartast year, and 12.0
percent of the Q4 target (Afs 9.9 billiojor the
1389 total tax revenues collections are A8.7
billion, whereas they were only Af31.9 billion
lastyear.Tax collections also exceed the target
for 1389 by 21.4 percent (target of Afs 31.9
biIIion). 3317

2443 AFMIS data extract 29 May 201

Figure 2.2 - Tax Revenues
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M Fixed taxesin 1389 was Afs 896 million contributed Afs 1.1 billion more revenue

higher (or 11.0 percent) compared to 1388. (about 33.0 percent) than collected in 1388,
This improvement was mainly du® good andthe 2% Business Receipts Tax on Imports,
performancein imports by licensed busss, which increased from Af§.8 billion in 1388
which accounts for an extrafs 437 million to Afs 7.6billion in 1389, an increase by Afs
(or 6.4 %)over 1388 731million (10.8 percent).

9 Income taxesn 1389 were Afs 2.8 billion
higher (or 38.0 percent) compared to 1388.
Employee$ salaries & wages contributatie
largest share of this in@ese aboutAfs 1.6
billion (50.4 percent) more during 1389
compared to 1388.

1 Sales taxes weraboutAfs 3.9 billion higher
(or 32.0 percen} in 1389 comparedto the
previous year Overall the sales tax
contributed significantly to the tax revenue
particuarly the 10% BRT on Services

Major increases in specific tax revenues

1388 1389 Difference % Increase
Actual Actual
All Values in million Afghanis
Imports by Licensed Business (Fixed Taxes 6,827 7,264 437 6.4%
Employees Salaries & Wages (Income Taxgs) 3,201 4,813 1,612 50.4%
2% BRT on Imports (Sales Taxes) 6,796 7,560 764 11.2%
BRT on Services 10 % (Sales Taxes) 3,310 4,393 1,083 32.7%

2.4 CustomDutiesand Import Taxes

Total revenuegrom custom duties and import taxes &889 wereAfs 27.6billion, as compared to Afs 21.8
billion in the same period 1388, which shows an increase of Afs 5.8 billion ( 2&&npeor only one
fourth of the total collected duties in 1388, which shows strong improvement. Quarnéalycustom
collections were Af¢.1 billion in the fourth quarter 1389anincrease ofilmost 11.(percent compared to
thesame periodor 1388 (As 6.4 billion).

In the fourth quarter, aroun®0% of custom duties revenues have been collected from the major customs
offices in the top five provinces (Herat, BaJkdangarhar, Kandahar and Nimroz) and the remaih(8g
werecollected by other customfades.

9 Herat customsféice collected custonauties of Afs2.2 billion during thefourth quarter 1389, which
was34% morethan collected in @1388; however, because of more aggressive quarterly targteipd
below the target Total dutiesn 1389wereAfs 8.3 billion that exceeded annual target of Afs 7.8 billion
by 0.5 billion (6.4%).
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1 Nangarhar customs office performed well and collected JAsbillion in the fourth quarter 1389,
which was 326 morethan collected in @ 1388 but it stood below theugrterly targetTotal duties
were Afs 6.5 billionin 1389that achieved the annual target of Afs 6.5 billion

1 Balkh customs office collected AfsB5 million in fourth quarter 1389which was 4% lessthan
collected in @ 1388.However, Balkh customaffice didnot perform well taachieveboth its quarterly
and annual targets.

1 Kandahar customs office collected AS4million, which was7% morethan collected in @1388§ total
collected duties were Afs 1.4 billion in 1389 compared to the annual targds df4 billion. Nimroz
customs office collected Afs 506 million, which was 23% more than collected in Q4 T8&d
collected duties were about Afs 2.0 billion compared to annual target of Afs 1.9 billion, an increase by
8.5%.

Overall, for the year, thcustoms performed well despite some problems at the borders (i.e. border closure
during the year, particularly in custom offices bordered with Pakistan and Iran. Apart from Balkh, all other
custom offices achieved their annual targets in 1389; howasspme of the % quarter targets were set
more aggressively, the actual collection for some of the custom offices shows under performance again
the 4" quarter targets as illustrated by the following figure 2.4.

Figure 2.31 Custom duties Figure 2.4 - CustomRevenues in 'top 5' provinces, @

Customs Revenue ' 4 Balkh; 1034.7m

argets ¢ collected, 2155.11

(Afs million) 25,105 target (48%)
L Wy — g
. Herat; 2241.4m
Actual collections ;¢ .. collecten b @i’
15,314 2758.4m target 9 Nf;g;?ar;
’ .em

(81%)
1 collected,
2158.9m targe
Nimroz; 505.8m Kandahar (88%)

collected, 354.3m collected
696 5m target 499.7m target
(73%) (71%)

1,025 AFMIS data extract 29 May 201 AFMIS data extract 29 May 201
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Figure 2.5 and 2.6 present the components of custom revenues by import type for 1388 and 1389, record
by ASYCUDA and Eurotrace systems in the major provinces. As shown in the grapB89, the imports

of Motor Vehicles (29% ofhte total duties in 1389 and 27% in 1388) and Mineral fuels and oil (21% in
1389 and 24% in 1388yvere major components of dutiable imports and custom revenues. Electric
machinery and equipment were 6% of total duties in 1389 against 7% in 1388.

The dutiescollection from vehicles imports increased in Q4 1389 as compared to the same period in 1388
The reason for this increase was mainly attributed to the increase in vehicle tariff in the beginning of fourtt
qguarter 1389. However, the effect of this revemagease (from vehicles) was not strong enough to offset
the apparent reduction of the demand for vehicles due to the price increasbaiige in tariff rates ifr
nonagricultural trucks and carSariffs for nonagricultural trucks increased fromb2 to 10%. The tariff
regime for cars also shifted to be only based on engine size. The new tariff rates to be applied to vehicles ¢
25% for vehicles above 2000cc a#d% for vehicles below 2000cthis increase in tariff rates mayso
change the compit®n of custom itemsAnd in the future bulletin this change will closely be monitored
since it is not unusual to see a temporary drop in demand for goods subject to increases in tariff rates.

Figure 2.5 - CustomRevenuesy product types Figure 2.6 - CustomRevenuedy product types
Custom Duties, YTD Q4 1389 Custom Duties, YTD Q4 1388

Beverages, spiiits Others
and vinegar 31%
2%

Other
29%

Rubberand articles
thereof

mechanical
appliances
2%
Machinery &
mechanical
appliances
2%
Salt; sulfur;
earth & stone
2%
Iron and steel

Furniture;
bedding, mattresses,
cushions; other
lamps & light fitting
3%

Milling products; - .
malt; starch; Milling products;

inulin: wheat malt; starch; inulin;
glﬁten Source: ASYCUDA system and Eurotrace Database, Customs wheat gluten Source: ASYCUDA System and Eurotrace Database, Customs
4% Department, MoF 3% Department, MoF

Iron and steel
3%

2.5 Non-Tax Revenues

Nontax revenues consist of income from capital property, sales of goods and services, administrative fee
royalties and nottax penalties and fines. The ntax revenue collections were Afd.5 billion in 1389.

This is an increase d#4.6 percent compared to last year and Wa6 percentmorethanthetarget. Nortax
revenue collections in thieurth quarter 1389 were Af3.4 billion, an increase b2 percent compared to
thefourth quarter 1388.

1 Administrative feeq(the importantcomponentof nontax revenug accounted for Afs 1.8 billion of
collection in the fourth quartet389 compared to Afs Q billion in the same period last year, which
showsa reductionby 8.0 percent.This was partly due to not satisfactory performance ircherflight
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revenue which were Afs 378 million in fourth quarter 1389 compared to Afs 374 million the same
guarter last yearand also decline in the Passport Revenue that was reduced from Afs 425 million in Q4

1388 to Afs 333 million the same period in883

1 Sales of Goods & Servicthe 2hd major component f non tax revenwacounted for Afs 1.5 billion
of non tax revenue in the fourth quarter 128@npared to Af992 million in the same period i©388,
which showdargeincrease ofAfs 485 million 49percentAn extra amount oAfs 622 million or 64%
was collected from Mobile Telephone Services for 1389 compared to last year.

Figure 2.7 17 Non-tax revenues Figure 2.81 Social Contribution receipts

Targets

Nontax Revenue

(Afs million)

780 AFMIS data extract 29 May 201

2.6 Social Gontribution s

Social Security
Reven ue " /Targets

(Afs million)

Actual collections

AFMIS data extract 29 May 201

Social contributions include government emg@esy gontributions for retirement and pension purposes to

fund the social well being of retired employees in the

futuréounth quarter 1389, revenadrom social

contributions were Af$79 million compared to Af468 million for the same period last e For all of

1389collections were Afs 8.million comparedo Afs 1.1

billion in 1388, an increase of 66.2 perceartd

exceededhe target of Afsl.3billion by 40.6 percent. The rise in revenue from social contribution may be
attributed to the impleentation of new pension laws, and it is expected that in the futureetigisue will
further increase (although it comes with a future liability).
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2.7 Domestic Revenues by CollectioAgency
Table 2.37 138 Revenues by Collection ency

11 TOTAL REVENUE 63,618.6 80,384.3 26.4 29,8943 38,697.6 21,7969 27,623.2 10,050.9 11,521.8 1,876.4 2,541.7
Ministry of Finance 55,620.8 69,464.9 249 29,395.7 37,524.2 21,796.9 27,585.1 3,561.4 2,888.6 866.8 1,467.0
Mustofiats (1) 6,473.2 6,464.2 -0.1 2,897.7 3,456.1 0.0 0.0 2,712.4 1,660.6 863.1 1,3475
Customs (1) 36,594.4 44,336.4 212 14,130.7 15,673.4 21,796.9 27,585.1 665.4 1,061.8 15 16.1
Large Taxpayer Office (LTO) 8,163.0 12,7276 55.9 8,133.2 12,689.5 0.0 0.0 29.8 349 0.0 31
Medium Taxpayer Office 4,387.9 5771.1 315 4,234.2 5,704.5 0.0 0.0 153.8 66.5 0.0 0.1
Small Taxpayer Office 0.0 0.6 0.0 0.0 0.6 0.0 0.0 0.0 0.0 0.0 -0.0
Other Ministry of Finance 22 165.1 7,278.7 0.0 0.0 0.0 0.0 0.1 64.9 22 100.3

Total taxation collections by ARD (2) 15,763.7 23,024.1

Total LTO collections as % of total taxation collections by ARD 51.8 55.3
Other Ministries 7,997.7 10,919.4 36.5 498.6 1,173.3 0.0 38.1 6,489.5 8,633.2 1,009.6 1,074.7
Ministry of Transportand Aviation 2,814.3 3,395.9 20.7 0.0 2.1 0.0 0.0 2,814.3 3,393.8 0.0 0.0
Ministry of Interior 1,725.1 2,813.6 63.1 478.5 1,395.0 0.0 0.0 970.1 1,405.9 276.5 12.7
Ministry of Communication 1,094.7 1,743.9 59.3 0.0 0.0 0.0 0.0 1,093.1 1,736.1 16 79
Ministry of Foreign Affairs 818.9 714.7 -12.7 0.0 0.0 0.0 0.0 818.6 712.9 0.2 1.8
Ministry of Martyrs, Disabled and Social A 7355 7225 -18 0.0 0.0 0.0 0.0 180.1 162.8 5554 559.8
Other Budgetary Units 809.2 1,528.7 88.9 201 -223.8 0.0 38.1 613.2 1,221.7 175.9 492.6

Source: FPU using AFMIS data downloaded on the 29 May 2011
(1) All revenue collections for Object codes 11106,11107,11109,11110,11404,12000-12007,13331,13348 have been reallocated to the Customs office given these revenues are collected at the border, however in AFMIS these

revenues are sometimes allocated under Mustofiats.
(2) Afghanistan Revenue Department taxation revenues (ARD) are measured as total taxation revenues minus Customs Office taxation revenues

Table 2.3 showslifferent revenue agnciesthat wereresponsible for the changes in revenue collections

between @ 1388 and @ 1389.Compared to 1388, total revenue collection increased by Afs 16.8 billion of
which:

1 The Customs Office hasollected an additional Afs 7.7 billion in revenues 45.86 of the total
increase). This isnade up of an additional Af&.5 billion in taxation revenues (such as the 2%
Business Regpts Tax on imports) and Afs&billion in customduties

1 The Large Taxpayers Office (LT@psbeen responsible for colliéeg Afs 4.6 billion (or 27% of the
total increaseln additional revenues in 138%he Medium Taxpayer Office collected A8 billion
in 1389 compared to Afs 4.4 billion in 1388.

9 Other Ministries collected the largest additional amount of &9 billion of revenuespf which
other budgetary units madg of an additional Af48.2billion and Ministry of Interior made up of
Afs 246 million. This is mainly made up of increasestaix revenuenontax revenuesand other
revenue
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2.8 Grants

Donor grants fiance major expenditures items in the operating budget, especially security related
expenditures and almost all the development budget is donor financed (a small proportion of the
development budget is also financed by concessional loans).

Total grants forl389 areaboutAfs 80.0 billion. This has increased by Afil.8 billion or (17.0 perceny
compared to Af$8.2billion in 1388. Grantsverearound50 percent of total revenuémcludinggrantg for
the 1389

Operating Grants

The Gover nme n ttodulimately attain figcal sustainatslity. This means that Gavernment
proposes to gradually takeover more responsibility for financing its operating budget through internal
revenuesand depend less on donor grants.

Operating budget grants in 138@re revised andudgeted to be around Afgl.5billion. Operating budget
grants receipts inhe fourth quarter 1389 were Af45.2 billion and Afs 54.5 billion for all of 1389.
However,in the same period in 1388, grants were Af3.0billion for the quarteland Afs32.8billion for
theyear, an increase &2 percent ané6.2percent respectively.

Thesegrants consist of Afghanistan Reconstruction Trust Fund (ARTA¥ 15.4 billion, Law & Order
Trust Fund (LOTFA)- Afs 24.4 billion and Combined Security @nsitional Command for Afghanistan
(CSTGA)-Afs 13.5billion. This is an increase @2%, 71% and96.5% respectively compared to YTD in
fourth quarter 1388The increase in LOTFA and CSTA grantswasmainly caused by the increase in the
number of ANA andANP.

Figure 2.9 - Operating grantsrevenue Table 2.4 - Operating grants, Afs millions
. (Code) 1388 | 1388 | 1388 | 1389 | 1389 | 1389 | 1389
Total Opera’“ng Grants 54,466 ous | Qr4 or3 | Q4 | qréa |%ofTom
50,754 Qtr YTD [%of Tota] Qtr Qtr Y1D
Revenue 10001 ‘F‘fugnh[f(”/'\;“;;‘)Re°°”$““°"°” ™S 3705 | 10898| 3% | 0 | 5451 | 1545| 20%
- 10002 [Law & Order Trust Fund (LOTFA)[ 5178 | 14,297 | 45% | 8,042 | 5428 | 24,404 | 46%
(Afs million)

36,76, 32,768 Combined Security Transitional 7 .
, 32,756 10004 Command Afghanistan (CSTC-A) 1035 | 6874 | 21% | 4,640 | 3238 | 13507 | 25%
940

_ AFMIS data extract 29 May 2011
22,748

1389 grants receipts

: /,/—7—7463889rant receipts

AFMIS data extract 29 May 201:

Development Grants

Development grants have decreased in 1389 compared to 1388 due to the lower execution of tf
development budget. Total development budget grants receipts ftoutttle quarter 1389 were Afs b.
million, whereas irfourth quarter 1388 development grants were 22s8 billion. Similarly, grantsfor all

of 1389 were Af26.2billion and Afs35.4billion in 1388.This shows reduction in development grants for
1389 compared t388.
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Table 2.5 shows the largest developngrants receipts ifourth quarter 1389.

1 USAID provided Afs 675 million to MOPH for Health Service Progranin order to create
conditions for stability in Afghanistan, USAID health programs are designed tovepine health
status of the general population. The programs aim to train essential health care professional
educate Afghans about better health habits, enhance provider performance, and develop ar
implement quality assurance systems. Basic health foareural communities is a priority for
USAI D/ Afghanistan, with a primary focus on w

1 The ARTF provided Afs 484 million for Second Education Quality Improvement Praojéeldte
proposed EQUIP Il aims to increase equitable accegsdbty basic education especially for girls
through school grants, teacher training and strengthened institutional capacity with support from
communities and private providers

1 The World Bank and otherprovided Afs507 million for the National Emergencyrural Access
Project.In addition, the Bank also provided Afs 395 million fd Zustoms Reform and Trade
Facilitation ProjectThe objective of the project is to improve the release of legitimate goods in a
fair and efficient mannemand implementing refons and modernization of custom process

Figure 2.10 - Development grans revenue Table 2.5 - 10 largest development grant receipts in @

1389 Afs million

Total Deve I (@) pl ne nt 1388grant receipts 3419 MOPH Partnership Contracts For
Health Services Program ( SOAG 30(US & USAID 675
GrantsRevenue e
93962-Second Education Quality
. ARTF
(AfS m|”|0n) 24,809 25,523 Imporvement Project 59
22,594 — i
594 — H3440 Nathnal Emergency Rural World Bank - Others 507
18,203 Access Project
H56.8.0-2_nd Customs Reform and Tral World Bank - Others 395
Facilitation
54729-Afghanistan Short-Term Urbal
o . |ARTF
Water Supply And Sanitation Project 852
1389 grants receipts TF095297- National Emergency Rurg ARTE 309
Access Project
2381 Japan Non Project Grant Aid 2005  [Japan Non Project Grant Aid 2005 227
= AFMIS data extract 29 May 2011 Horti -
1825 3338 y 918.85 Horticulture and Live Stock ARTF 209
Project
00 January 1900 Multi Donor Grants 180
H603-Third National Solidarity Projegtvorld Bank - Others 177

AFMIS data extract 29 May 2011
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3 CORE BUDGET EXPENDITURES

Table3.17 1389 Q4 Expenditures

2 TOTAL GROSS EXPENDITURES 44,4412 131,2339 21.4 37,7854
Operating Budget 30,834.3 87,242.8 14.2 26,118.3
Development Budget 13,606.9 43,991.0 7.2 11,667.0

Discretionary Budget 3,052.0 9,287.3 15 2,805.2
Non-discretionary Budget 10,554.9 34,703.8 56 8,861.9

2* TOTAL NET EXPENDITURES (2) 44,256.1 131,018.8 21.3 37,7714

2-25 RECURRENT EXPENDITURES 36,223.5 101,188.1 16.5 30,262.9

21 Compensation of Employees 21,997.8 64,256.2 10.5 20,623.1
Operating Budget 21,997.8 64,256.2 105 20,623.1
Deelopment Budget 0.0 0.0 0.0 0.0

22 Use of Goods and Services 13,176.1 31,929.6 5.2 8,121.3
Operating Budget 7,240.1 16,858.6 27 3,699.9
Development Budget 5,936.0 15,071.0 25 44214

23 Interest (1) 10.7 103.9 0.0 34.8
Operating Budget 10.7 103.9 0.0 348
Development Budget 0.0 0.0 0.0 0.0

24 Subsidies and Transfers 1,038.8 4,898.4 0.8 1,483.7
Operating Budget 850.8 4,690.8 0.8 1,483.7
Development Budget 188.0 207.6 0.0 0.0

25 ACQUISITION OF ASSETS

25 Gross Acquisition of Nonfinancial Assets 8,217.7 30,045.8 4.9 7,522.5
Operating Budget 734.9 1,333.3 0.2 276.9
Development Budget 7,482.8 28,7125 4.7 7,245.6

25*% Net Acquisition of Nonfinancial Assets (2) 8,032.7 29,830.7 4.9 7,508.6
Operating Budget 549.9 1,118.2 0.2 263.0
Development Budget 7,482.8 28,7125 47 7,245.6

Source: FPU using AFMIS data downloaded on the 29 May 2011

1/ Interest Only. Does not include loan principal payments
2/ Proceeds from sale of fixed assets are netted off from the total

53,645.1 154,376.6 21.6 231,749.6 231,749.6 66.6 23,142.7 17.6
38,060.0 110,452.8 15.5 119,849.4 119,849.4 92.2 23,209.9 26.6
15,585.2 43,923.8 6.2 111,900.2 111,900.2 39.3 -67.2 -0.2
4,826.9 10,138.4 14 25,7143 25,7143 394 851.1 2
10,758.3 33,7854 4.7 86,185.9 86,185.9 39.2 -918.3 -2.6
53,632.8 154,269.1 21.6 N/A  23,250.3 17.7
42,163.9 125,090.1 17.5 N/A  174,625.1 71.6 23,902.0 23.6
28,141.1 86,474.0 12.1  90,157.2 89,084.9 97.1 22,2178 34.6
28,1411 86,474.0 121 90,157.2 89,084.9 O7:1: 22,217.8 346
0.0 0.0 0.0 0.0 0.0 N/A 0.0 N/A
13,297.8 32,968.7 4.6 N/A 75,916.1 43.4 1,039.1 3.3
8,204.4 17,1585 24 17,315.1 18,329.9 93.6 299.9 18
5,093.4 15,810.2 22 N/A 57,586.3 275 739.3 49
7.3 79.5 0.0 300.0 300.0 26.5 -24.4 -23.5

7.3 79.5 0.0 300.0 300.0 26.5 244 -235

0.0 0.0 0.0 0.0 0.0 N/A 0.0 N/A

717.7 5,567.9 0.8 9,324.0 9,324.0 59.7 669.5 13.7
7177 51516 0.7 9,324.0 9,324.0 55.3 460.8 9.8

0.0 416.3 0.1 0.0 0.0 N/A 208.8 100.6
11,481.2 29,286.5 4.1 N/A 55,136.0 53.1 759.3 -2.5
989.5 1,589.2 0.2 2,753.0 1,694.4 93.8 255.9 ig)2
10,491.7 27,697.3 39 N/A 53,441.6 51.8 1,015.2 -35
11,468.9 29,178.9 4.1 N/A 651.8 -2.2
977.1 14816 0.2 N/A 363.5 325
10,491.7 27,697.3 39 N/A 1,015.2 =35

3/ Budget and MYR figures of core budget are not available for goods and services (code 21) and capital (code 25) as the published development budget is not broken down into these categories.

4/ Total allocated budget is the same as the Budget ceiling. However, individual items for current allocated Budget do not add up to total published budget as they do not include contingency reserves not yet transferred to budgetary units.

Published budget figures are used for interest (code 23) and subsidies and transfers (code 24).

3.1 Overview of Core Budget and
Expenditures

The total core budget consists of operating and
developmenbudgets.The total revisedoperating
and development budgets for thear 1389 were
Afs 119.9 billion and Afs 111.9 billion
respectively. Compensation of employees
constitutes 75% of the total operating
expenditures (39% of the core budget) followed
by gaods and services accounted for 14.5% of the
total operating expenditures for the year 1389.
The preliminarycore expenditures were Ai$4.4
billion of which Afs 110.4billion were operating
budget expenditureand the remaining Afs 44
billion were develpment budget expenditures. In
1389 only 66.66 of the core budget has been
spent. However the 1389 core budget
expenditures grew by around A23.1 billion or
17.6% relative to 1388.

The increase in the development budget was due
to the inclusion of additimal unspent funding

from the 1388 fiscal year. The increase in the
operating budget was mainly due to the further
expansion in the Afghan National Police to
122,000 (from the 109,000 originally expected in
the original 1389 Budget).

Figure 3.17 Total Expenditures by Economic category
(1388 and 1389 YTD)

140.0 4
1200 Expenditure by economic categetynbilion)
141388 YTD
100.0 - $o1 1389 YTD
86.5 M 1389 Budget
80.0 -
60.0 -
40.0 -
20.0 -
1.31.61.7
Wages Goods and  Goods and Nonfinancial Nonfinancial Social
services services Assets Assets transfers and
(operating) (development) (operating) (development) Interest

AFMIS data extract 29 May 201
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3.2 Operating Budgetby Economic Category

The operating budget originally approved by Parliament for the year 1389 was Afs 116.3 billion. This
increased to Afs 119.8 billion with the inclusion of supplementary budget. The operating budget for the yea
1388 was Afs 97 billion or Afs 22.8 billion less than the operating budget for the year 1389. The increase
budgeted amount in 1389 was primarily to pay the wages and other related expenditures of increas
security forces (ANA and ANP) and implementithg tPay and Grading reforms of the Government.

For 1389 preliminary data indicate operating expenditures were Afs 111 billion implying an execution rate
of 92.1% compared to a 40% execution rate of development budget.

Compensation of Employees

Compensatin of employees includes wages, salaries, food for employees, advance payment, transportatic
and some other minor social benefits. This category constitutes the highest portion of operating budg
expenditures.

In 1389 Afs 86.5 billion was spent paying ges and salaries to civil servants, military officials and
teachers. This expenditure constitutes 97% of its total allocated budget for the year 1389. It shows th
al most all the budgeted amount on empl oditeres® c C
same category were Afs 64.2 billion. This is 34.5% less than the expenditures on wages and expenditures
this year.

Goods and Services

This category includes repairs and maintenance, utilities, fuel, communications and travel across th
govenment agencies.

The allocated budget for this category was Afs 18.3 billion of which Afs 17.1 billion or 93.5% has been
spent. This is only 3 percent more than the expenditure on goods and services of Afs 16.8 billion spent
1388

Figure 3.2 - Compensationof Employees Figure 3.3 Goods and Services (Operating Budget)

YTD AllocatedBudget
Wages

(Afs million) , 86,474

YTD Allocated Budgetig 330

Goods & Services 16,02 17356

Operating budget ... =

(Afs million) 12/,/2;9/
10,692

3,055

1522~ 1,57
7.4 o, 649

AFMIS data extract 29 May 201 158 AFMIS data extract 29 May 201
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Subsidies, Grants, Social Transfers

This category includes Subsidies, Grants, Social  Figure 3.4 i Subsidies,Grants and Social Transfers
Security and other Social Transfers. The current .

allocated budget for this category was Afs 9.3 SUbS|d|e$rantS
billion. The expenditures on subes, grants and i 4
social transfers were Afs@&billion or 55% of its and ,SOCIal transfers ...
total allocated budget. This compares to (G5 e
expenditures of Afs 4.7 billion in 1388. This is the
main reason for the increase in 1389 is more
expenditure on social security Afs 4.7 billion,
mainly on pensions paid to families of martyrs
and disabled.

Budgetargets 9324

AFMIS data extrac29 May 2011

Interest Payments

Interest constitutes only a small proportion of the total operating expenditures of the Government. It is pai
on the external loans whichear on hi ghly concessional rates to f
Budget. For 1389 expenditures on this category was Afs 79.5 million. This was 26.5% of its total allocatec
budget.Compared to 13§®xpenditures on same categargre Afs 104 million in 1388.

Acquisition of Non-Financial Assets

Acquisition of NonFinancial Assets constitutes a small portion of the operating budget as this type of
spending occurs mainly in the development budget. In 1389, this expenditure was Afs 1.6 billicthevhile
expenditures in 1388 were Afs 1.3 billion.

3.3 Operating Budget by ANDS Sctor and Ministry

Afghanistan National Development Strategy (ANDS) is the Government Strategy for development to reduc
poverty, accelerate economic growth and improve secuniygmvernance. The ANDS has eight sectors
which covers all the budgetary units. This is another way to present expenditures.

Figure 3.2 shows the operating expenditures by sectors and largest ministries and their execution rates, w
comparisons with o#tr quarters and years.
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Table 3.27 Operating Expenditures by Sector and Largest Ministries (1388 and 1389 YTD)

TOTAL 87,242.8 110,452.8 26.6 119,849.4 92.2 64,256.2 86,474.0 16,858.6 17,158.5 1,333.3 1,589.2 4,794.7 5,231.1
Total Security 43,762.1 61,697.8 41.0 63,746.0 96.8 37,937.4 55,338.2 5,256.8 5,748.2 567.9 611.4 -0.0 0.0
Ministry of Interior 19,915.2 28,230.0 41.8 29,575.0 955 17,640.1 25,860.0 2,106.2 1,983.0 168.9 387.1 0.0 0.0
Ministry of Defence 18,507.1 27,623.0 49.3 27,805.6 99.3 16,9649 25,806.5 1,222.0 1,662.4 320.3 154.1 -0.0 0.0
General Directorate of National Security 2,726.2 29131 6.9 2,913.1 100.0 1,803.3 2,078.1 923.0 835.1 0.0 0.0 00 0.0
Ministry of Foreign Affairs 1,822.7 2,0449 122 2,556.9 80.0 931.2 925.1 852.0 1,082.2 395 376 0.0 0.0
Other Ministries 790.8 886.8 121 895.3 99.0 597.9 668.6 153.7 185.5 2 327 0.0 0.0
Total Governance, Rule of Law and Human Rights 8,803.2 10,032.4 14.0 11,053.3 90.8 5,034.5 6,002.1 2,768.7 2,955.6 341.1 367.9 658.9 706.9
Independent Directorate of Local Governance 1,650.8 1,869.0 132 2,064.4 90.5 8453 946.5 692.3 698.5 113.2 2241 0.0 0.0
Presidents Office 1,140.7 1,270.3 114 1,397.2 90.9 708.2 846.7 383.6 393.9 49.0 29.7 0.0 -0.0
Administrative Affairs 1,635.0 1,591.8 -2.6 16175 98.4 396.1 333.1 528.2 494.7 52.1 58.1 658.7 705.9
Supreme Court 690.2 1,094.9 58.6 1,154.1 90.5 8453 946.5 692.3 698.5 1132 2241 0.0 0.0
Ministry of Justice 1,393.7 1,738.7 248 1,855.4 937 729.0 1,002.5 655.8 7353 88 0.0 0.2 0.9
Other Ministries 2,292.7 2,467.7 914 2,964.7 ==EE 1,510.7 1,926.9 -183.3 -65.1 48 -168.2 0.0 0.1
Total Infrastructure and Natural Resources 2,771.9 3,064.6 10.6 3,428.3 89.4 1,351.1 1,523.0 1,334.6 1,234.0 86.2 307.6 0.0 -0.0
Total Education 18,248.8 21,934.1 20.2 22,874.7 95.9 15,821.1 19,027.3 2,331.0 2,786.3 96.7 120.5 -0.0 -0.0
Ministry of Education 15,641.0 19,114.7 222 20,020.3 955 14,3193 17,400.6 1,283.2 1,659.7 38.6 545 -0.0 -0.0
Ministry of Higher Education 1,676.2 1,850.3 104 1,867.3 99.1 997.8 1,104.1 645.8 718.8 32.7 27.3 -0.0 -0.0
Other Ministries 9315 969.1 -12.4 987.0 -98.7 504.1 5225 402.0 407.8 254 387 -00 0.0
Total Health 1,864.6 2,067.2 10.9 2,232.7 92.6 1,146.1 1,342.4 704.7 712.1 13.7 12.6 0.0 0.0
Ministry of Public Health 1,864.6 2,067.2 109 2,232.7 92.6 1,146.1 13424 704.7 7121 137 12.6 0.0 0.0
Total Agriculture and Rural Development 3,206.3 1,623.3 -49.4 1,720.4 94.4 1,118.5 1,187.1 2,066.8 410.1 21.0 26.1 0.0 -0.0
Ministry of Agriculture 2,466.4 1,061.5 -57.0 1,133.0 93.7 800.4 849.2 1,660.0 2011 519 112 0.0 -0.0
Other Ministries 739.9 561.8 7.6 587.4 0.7 318.0 3379 406.8 209.1 151 149 0.0 0.0
Total Social Protection 4,807.2 5,667.8 17.9 6,881.6 82.4 789.5 817.1 553.9 602.4 31.7 60.9 3,432.2 4,187.4
Ministry of Martyrs, Disabled and Social Affairs 4,147.8 4,925.8 188 6,096.6 80.8 4248 4045 291.0 303.1 0.0 309 34320 41874
Other Minisitries 659.5 742.0 -0.9 785.1 16 364.7 4126 262.9 299.3 317 30.0 0.2 0.0
Total Economic Gov. and Private Sector Devel't 3,778.8 4,365.6 155 4,584.8 95.2 1,058.0 1,236.9 1,842.1 2,709.7 175.0 82.2 703.7 336.7
Ministry of Finance 3,0448 3,290.1 8.1 34135 96.4 693.6 853.1 1,508.3 2,068.0 139.2 323 703.7 336.7

Other Minisitries 734.0 1,075.5 75 11713 -1.2 364.4 3838 3338 641.7 358 49.9 0.0 0.0
Source: FPU using AFMIS data downloaded on the 29 May 2011
(1) Interest, and Subsidies and Transfers
(2) Forindividual Ministries (not the total budget), allocated operating Budget may notequal the approved budget, as funds are allocated from contingency reserve during the year. Allocated budget for the
developmentbudgetis the same as the latestapproved budget. Total currentallocated budgetis the approved budget.

Security:

Security is the largest sector in the operating budget. It constitutes almost 53% of the total operating budg
of Afs 119.8 billion. For 1389, expenditures were Afs 61.7 billion whichnisoat 97% of its total allocated
budget of Afs 63.8 billion. Compensation of employees constitutes the highest portion of the total operatin
expenditures of this sector. The main reason for the increase is more salaries and wages for the increa
size ofANA and ANP.

The Ministry of Interior and Ministry oDefenceaccounted for virtually all of the increased operating
budget expenditures in the security sector. Combined expenditures of both these ministries constitute almc
91% of the total operating e&pditures of this sector.

Ministry of Interior has the highest operating expenditure of any ministry in 1389. For 1389 operating
expendituresvasAfs 28.3 billion or 42% more than in 1388. It is mainly due to the increase in the size of
ANA (from 109000 n 1388 to 150000 in 1389) and hence more wages and salaries have been paid for th
additional soldiers.

Ministry of Defencehad the second largest operating expenditures in 1389. In 1389 operating expenditure:
were Afs 27.7 billion with an execution rabé almost 99.5% of its total allocated budget of 27.8 billion.
The operating expenditures in 1388 were Afs 18.5 billion or 50% less than what was spent this year.

The execution rate of the Ministry of Interior and Ministryéfencewere 97% and 99.5% spectively

while the execution rate of General Directorate of National Security and Ministry of Foreign Affairs were
100% and 80% respectively.
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Education:

Education is the second largest sector in the operating budget for the year 1389. The teesed C
allocated budget for this sector was Afs 22.9 billion. The 1389 expenditures of this sector were Afs 21.
billion with an execution rate of 96% of its total allocated budget and were Afs 3.6 billion more than last
year. The reason behind this ingeals the implementation of new Pay and Grading scheme in the
ministries related to this sector and the increase in number of teachers in the Ministry of Education.

The execution rate of the Ministry Education was 95.5% while it was 99% for Ministry dfeHig
Education.

Governance, Rule of Law and Human Rights

Governance, Rule of Law and Human Rights is the third largest sector in the operating Doe @889
operating expenditures were Afs 10 billion while this was Afs 8.8 billion in 1388. Thigisodan increase

in the operating expenditures of Supreme Courte (increase Afs 406 million), Ministry of Justice (increase
Afs 347 million) and Independent Directorate of Local Governance (increase Afs 221 million). The largest
ministries in this sectorybthe operating budget are the Independent Directorate of Local Governance and
Ministry of Justice, with execution rates of 91% and 94% respectively

Other Sectors

The 1389 operating expenditures in the Social Protection sector wereb Afbillion (19% increase on
1388), the Economic Governance sedpent Afs 4.illion (16% ircrease on 1388), the Infrastructure &
Natural Resources sector spéis 3 billion (7% increase on 1388), and the Health sesment Afs 2
billion (7.5% ircrease on 1388).

The Agriculture & Rural Development sector spent A lillion, which is Afs1.6 billion less than what
was spent on same sector last year.

3.4 Development Budget by Economic &tegory

Total development budget for the year 1389 was Afs 99.2 billion. Howdneryas increased to Afs 111.9
billion as a result of funds that were unspent from 1388 budget. The approved budget for 1389 declined k
almost Afs 7 billion compared the development budget for 1388 (Afs 118 billion).

This decline in development budgeasvmainly due to low execution rates by line ministries, and to ensure
and set a more realistic level of development budget in order to improve the development budget executic
rate and capacity in implementation of development projects by line minestidesgencies.

This is important to note that, the development budget does not include the breakdown of expenditure
between the different economic categories (e.g. goods & service, acquisition of assets etc), but does rep
on development expenditures &sctor.

Acquisition of Nonfinancial Assets

The acquisition ofionfinancialas set s i s usually known as ACapita
purchase of land, the construction or refurbishment of buildings and purchases of machinery anenéquipm
valued above Afs 50,000Thecurrent allocatetbudget availabléor this category in 1388 Afs 47billion.

Total development budget for the year 1389 was Afs111.9 billion which includes Afs 12.7 billion as carry
forward from the fiscal year 1388 &svas unspent.
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The expenditures in 1389 for this category were almost2&fsillion, about 60% of the current allocated
budget(Afs 47 billion). However these expenditures increased almost by 50% in 1389 compared to last
year. Acquisition of land and Bding fell by 20.4% compared to 1388. However, machines & equipments
slightly rose by .04% in 1389 and capital advance payment reached to Afs 3.2 billion as shown below il
figure 3.9.

Figure 3.57 Acquisition of non-financial (capital) assets Figure 3.6 - Acquisition of non-financial assets by
YTD Alloacted Budget'/:041 quarter, Afs millions

Gross acquistion of nen
financialassets

12,000
m Land and Buildings B Machinery and Equipmen

Capital Advance Payment 10,000

(Afs million) 8,000

6,000
4,000

Actual expenditure - 2,000

AFMIS data extract 29 May 201

Ql Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
1387 1388 1389

Goods andservices Figure 3.7 i Goods and Services (Development Budget)
This category includes expenditures on fees for - YD Alloacted Budget %2529
consulting firm, engineering and design services, Goods & Services 46,690~
services of nofgovernment organizations, tools Development budge@,oz

and materials for project implementation, project (ass milion) 3735
management services and some administrative fee
for implementation development projects.

In 1389 expenditures on Goods and Services for the Actual expenditure

development budget were Afs 15.8 billion, almost
29 percent of its allocated budget. The 1389
execution rate for Goods & services was higher by
6% compared to 1388 httugh this is still very
low.

15,810
10,717 12,015 12,765

AFMIS data extract 29 May 201
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3.5 Development Budget by ANDSSector and Ministry

Table 3.3considerghe operatingbudgetexpenditurest the same stage of 1388 and 1389 by ANDS sector
andlarges development budget mstries.

Table 3.37 Development Expenditures by Sector and LargédMinistry (1388 and 1389 YTD)

TOTAL 118,853.1 43,954.0 37.0 111,900.2 43,923.8 39.3 67,976.3 100.0 -0.1 N/A
Total Infrastructure and Natural Resources 47,751.4 15,375.6 32.2 48,067.6 20,740.7 43.1 27,326.9 40.2 5,365.1 34.9
Ministry of Public Works 23,897.9 8,277.0 34.6 23514.1 12,1125 515 11,401.6 16.8 3,835.5 46.3
Ministry of Transport and Aviation 1,838.0 429.9 234 1,486.3 495.3 333 991.1 15 65.4 152
Ministry of Energy and Water 12,501.8 3,633.2 29.1 14,365.7 3,903.1 27.2 10,462.7 154 269.9 74
Ministry of Urban Development 3,7325 987.5 26.5 3,095.9 1,304.2 42.1 1,791.7 2.6 316.7 321
Ministry of Mines and Industries 1,543.6 4472 29.0 1,696.3 692.8 40.8 1,003.4 15 245.7 549
Ministry of Communication 1,220.8 635.7 52.1 1,679.6 1,411.0 84.0 268.6 0.4 7753 122.0
Municipalities 2,882.7 915.1 31.7 2,149.2 762.8 355 1,386.4 2.0 -152.3 -16.6
Other Ministries 134.1 50.2 374 80.5 59.1 733 215 0.0 8.9 -226.4
Total Agriculture and Rural Development 32,199.4 14,4735 44.9 27,329.3 9,341.6 34.2 17,987.7 26.5 -5,131.9 -35.5
Ministry of Agriculture 4,582.7 1,702.2 37.1 5,768.3 1,806.5 313 3,961.8 5.8 104.3 6.1
Ministry of Rural Rehabilitation and Development 27,042.0 12,551.5 46.4 21,139.0 74323 35.2 13,706.7 20.2 -5,119.2 -40.8
Other Ministries 574.8 219.8 38.2 422.0 102.7 243 el 0.5 -117.1 -0.8
Total Education 13,428.9 5,438.3 40.5 12,327.3 4,891.1 39.7 7,436.1 10.9 -547.1 -10.1
Ministry of Education 10,247.9 3,867.2 37.7 9,986.8 4,097.3 41.0 5,889.6 8.7 230.1 6.0
Other Ministries 3,181.0 15711 494 2,3404 793.8 339 1,546.6 23 -777.3 -16.0
Total Economic Gov. and Private Sector Devel't 8,648.2 1,667.0 19.3 5,678.9 2,208.3 38.9 3,470.6 5.1 541.3 32.5
Ministry of Finance 6,191.3 1,245.7 20.1 3,997.0 1,819.7 455 21773 32 574.0 46.1
Other Minisitries 2,456.8 4213 17.1 1,681.8 388.6 231 1,293.2 1.9 -32.7 -13.6
Total Health 7,738.4 3,688.7 47.7 7,316.0 4,333.4 59.2 2,982.7 4.4 644.7 17.5
Ministry of Public Health 7,738.4 3,688.7 47.7 7,316.0 4,333.4 59.2 2,982.7 4.4 644.7 175
Total Governance, Rule of Law and Human Rights 4,147.0 1,308.6 31.6 4,233.7 1,297.3 30.6 2,936.4 4.3 -11.3 -0.9
Independent Directorate of Local Governance 549.8 230.6 419 1,476.6 386.5 26.2 1,090.1 16 155.9 67.6
Other Minisitries 3,597.2 1,078.0 30.0 2,757.1 910.8 33.0 1,846.3 27 -167.2 -68.5
Total Social Protection 1,343.6 615.4 45.8 1,110.2 489.1 44.1 621.1 0.9 -126.2 -20.5
Total Security 1,612.5 995.6 61.7 993.3 441.9 44.5 551.3 0.8 -553.6 -55.6
Total Unclassified 1,983.7 391.3 19.7 3,198.3 180.4 5.6 3,017.9 4.4 -210.9 -53.9

Source: FPU using AFMIS data downloaded on the 29 May 2011

The Infrastructure and Natural Resources sectoris the largest sector in the development budget. The
approved budget for this sector was Afs 48 billion which accounted for around 43% of the total
developmenbudget. Although total expenditures for the infrastructure sector in 1389 were on?p A&fs
billion the budget execution rate for this sector did improve compared to the past year, (From 32.2% in 138
to 43.1% in 1389).

The Agriculture and Rural Development sector was the second largest sector in the development budget.
Total approved budget for this sector was Afs 27.3 billion in 1389, which shows a decline of 15% comparet
to the budget of 1388 (Afs 32.2 billion). Total development expenditures bgdbisrwere 34.2% (Afs
9.34billion). This reflectsa decline oflL0.7 percentage points in the budget execution rate as compared to
last year. This could be mainly due to low capacity in some line ministries to implement the developmen
projects and presuaibly due to security constraints in some part of the country.

Expenditures in th&ducation sector were aboutfs 5.0billion on the development projects. Furthermore,

total development budget for education sector was allocated Afs 12.3 billion in 1839skbws a fall of
8.2% compared to the 1388 development budget (Afs 13.4 billion).
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The Health sector was also a key sector in implementation of development budget. Total developmen:
budget for the year 1389 was Afs 7.3 billion which shows a shortff&ll1586 compared to 1388 (Afs 7.7
billion). The development expenditures on health sestne Afs 4.3 billion during the year 1389. The
development budget execution rate for the health sector was improved and raised to 59.2% compared
47.7% in 1388. Theotal development budget for the remaining ministries in 1389 was Afs 2.7 billion.
However, this declined by 23% compared to 1388 development budget (Afs 3.6 billion).
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4.2

4 FINANCING OF THE CORE BUDGET

4.1 Public Sector Borrowing Requirement

The public sector drrowing requirement is theore budget balance. However, it alsacludesany
revenues from the sale of néinancial assets to obtain a true picture of the budget fingrreiquirement.

In comparison,he corebudget balance presented in chapter ong cosiders thgrossacquigtion of non
financial assetdJnless there is major asset sale, the public sector financing requirement will be very similar
to thecorebudget balance (including grantslf. there are any net sales of nfinancial assets, éhpublic

sector borrowing requirement will be higher than the core budget balance.

Figure 2.1 shows that government expenditures in Q4 1389 has increased due to slow procurement for t
projects at the beginning of the year. , thus the expenditure pregtoted the cash balance to go down
and the deficit on cash balance was about Afs 10 billion while there was savings of Afs 2.4 billion in
Q31389.

Figure 4.171 Public Sector Borrowing Requirement by Figure 4.2 - Balance of Treasury Single Accont, Afs million
quarter, Afs millions at the end of quarter
‘ [ =Quarter 20,000 40,000

= Year to date *Net provincial accounts miHeld in US dollars

15,000 35,000 mmield in Afghanis Total liabilities
10,000 30,000
5,000 25,000
o 20,000
15,000
-5,000
10,000
-10,000
5,000
-15,000
20,000 Ql Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

1297 1299 12Q0

Treasury Single Account(TSA)

Figure 4.2 reflets the change in Treasury Single Account (TSA) between 1387 and Ti38®alance
increass if there is surplus and decreaskthere is deficitHowever liabilities are also important to keep
the pace of TSA, the same time some of funds might be age/toutstanding loans and arrears.

The Treasury single accoubty the fourth quarter 1389 stamdt Afs 35.3 billion, whichs aslight decline
compared to third quartef 1389. Moreover, liabilities have been increased to Afs 6.5 billion compared to
third quarter 1389.
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Trends in wages expenditures

Wages Expenditures

A number of reforms hae beenintroducedconcerning the&Employee Compensatiorand other employment
social benefitshatcauseda considerable increase in the operating expenditwerthe past three years.
Wage expendituresthat do not appear to baligned with increase in takollection will have fiscal
implications over the medium to long rurhe past trends iWage expendituresdicatean averaggrowth

of 34% betweerfiscal yearl385 t01389 Meanwhilethe growth inoperatng expenditure®ver this period
was aroud 27%. In order to improve the indicator of fiscal sustainability, the government should ensure
similar gowth ratesin domestic revenueollection.

The Operating expatitures were Afs 120 billiomn 1389 which shows an increase of 38% compare to Afs
87.2 billion in 1388 Furthermorelooking at the operating expendituresli8§ it reflects an increase of
26% compare to Afs 69 billioexpendedn 1387.Total expenditure onEmployees compensation (code 21
i.e. salaries wagesand otherwage related expenditureglere Afs 90 billion in 1389 budgéével that
represents around 75% of the opemgexpenditures as compared to Afs 64 billimmd Afs 48 billion in
1388 and B87 respectively Looking at the above trend, expenditures on Employe@ompensatioris
growing rapidly in the operating expendituresnstituting for around75% of total annualoperating
expenditure The table below shows the relatively steeper tremd the past five years.

Growth in operating expenditure (By codes) Vs Domestic Revenue

100,000 (inMittion-Afs) ¢ \2’\%‘985 & Salary (code
90,000 /
80,000 / —#— Good & Service (code
22)

70,000 Y 4
60,000

Interest Payment (cod:
50,000 / 23)

40,000 = —%— Subsidies Grants&
30,000 — Social Benefits (cod24)

20,000 — —
- —— Acuisition of
10,000 - Assetscod@5s

0
1383 1384 1385 1386 1387 1388 1389 1390

Domestic Revent

Operating expenditures oBoods and service (code 22) is the second largest spending component in
operating expenditure afteWages andSalaries. Thesénclude spending on travel, communications,
maintenance, fuel, utilities amather related itemsThese expenditurdsve increased fromAfs 15.9 billion

in 1387 toAfs 17.3 billion in 1389in absolute termsExpenditures orGoods and Services in operating
budgetcompare tdNVagesExpenditure has decreased in from 33% in 138aund19% in 1389.

It should be notedthat the rapidly growing spendingon salaries and wages is outpacinthe growth in
domestic revenuecollection. This is particularly true If thedonor supporis ceasedn the medium term

the Government would only lable to paywages andalarieform domestic revenues

The growingsecurityforces number of teacher@nd rapid implementation ¢lay andGradingreform were
the key factas that contributedto therelatively higher growthn wage expenditurest increasingly seems
that wages expenditur@gll continue to grow in he futureyearsasadditional security forceand teachers

|25



will be recruited. The number of ANB expected to increasemm 122,000in 1389 to 160 thousand in 1392
while ANA is also expectetb growfrom 150,000n 1389 to 24M00Gn 1392.

The wage expenditures are expected to increase for ANP and ANA in the coming two years to Afs 2
billion and Afs 38 billion respectively. Furthermore, rapid implementation of pay and grading reforms for
the avil servants and teachers also contrdzlto the increase in emplky compensation h389.

Thetablebelow demonstrates thatige expenditushavea positive correlation witlthetashkeel.

WAGES EXPENDITURE TASHKEEL
(In Million Afs) (Actual)

1387 1388 1389 1387 1388 1389
Total Security 26,762 37,937 55,338 201,494 258,052 299,070
Ministry of Interior 11,242 17,640 25,860 85,429 102,484 118,430
Ministry of Defence 12,538 16,965 25,806 98,758 137,092 161,664
General Directorate of National Security 1,471 1,803 2,078 15,225 16,000 16,500
Ministry of Foreign Affairs 984 931 925 1,219 1,234 1,234
Other Ministries 526 598 669 863 1,242 1,242
Total Governance, Rule of Law and Human Rights 4,058 5,034 6,002 40,052 41,247 44,089
Independent Directorate of Local Governance 636 845 946 6,767 6,785 6,785
Presidents Office 597 708 847 2,908 3,042 3,297
Administrative Affairs 243 396 333 1,083 1,150 1,206
Supreme Court 400 523 903 5,761 6,289 6,542
Ministry of Haj and Religious Affairs 305 322 355 7,044 7,044 7,044
Attorney General 302 402 480 4,500 4,500 4,831
Ministry of Justice 591 729 1,002 7,150 7,181 9,004
Other Ministries 985 1,109 1,137 4,839 5,256 5,380
Total Infrastructure and Natural Resources 1,139 1,351 1,523 14,330 14,831 14,680
Ministry of Public Works 191 210 306 2,600 2,600 2,566
Ministry of Transport and Aviation 164 211 232 2,104 2,104 2,104
Ministry of Communication 286 331 324 3,048 3,108 2,793
Ministry of Energy and Water 154 195 221 2,333 2,697 2,697
Other Ministries 343 403 440 4,245 4,322 4,520
Total Education 12,419 15,821 19,027 215,119 228,034 233,822
Ministry of Education 11,307 14,319 17,401 204,103 216,568 222,000
Ministry of Higher Education 695 998 1,104 6,300 6,750 7,100
Other Ministries 417 504 523 4,716 4,716 4,722
Total Health 961 1,146 1,342 14,000 14,000 16,098
Ministry of Public Health 961 1,146 849 9,300 14,000 9,299
Total Agriculture and Rural Development 943 1,118 1,187 11,768 11,767 11,767
Ministry of Agriculture 671 800 849 9,300 9,299 9,299
Other Ministries 272 318 338 2,468 2,468 2,468
Total Social Protection 692 789 817 10,649 10,808 10,793
Ministry of Martyrs, Disabled and Social Affairs 367 425 404 7,335 7,335 7,235
Other Minisitries 325 365 413 3,314 3,473 3,558
Total Economic Governance and Private Sector Development 858 1,058 1,237 9,431 10,332 10,713
Ministry of Finance 552 694 853 6,100 6,780 7,180
Other Minisitries 306 364 384 3,331 3,552 3,533
TOTAL 47,831 64,256 86,474 516,843 589,071 641,032
TOTAL (Excl. security) 21,069 26,319 31,136 315,349 331,019 341,962

Source: Fiscal Policy Unit, MoF

Looking at the operating expenditures on wages and saladasation sector wage spendimgsgrown by

9% over the past two year$he main driver of the increased spending in this sector was the growth in
number ofteachers The total tashkeel of the Education sector (including teachecs@asedfrom
215000n 1387 to 22®00in 1388, and 28,000n 1389. This hasead to around3% growth in wage
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expenditure for the Education secttdeanwhile for the other budgetary units (excluding Security) wage
expenditurs has gown with the increase in their tashkeel angw pay reform in the civil and uniform
personnelTotal wages hee increased fronAfs 8.6 billion in 1387 to Afs 10.5 billion in 1388 and té\fs

12.2 billion in 138dicatingnearly41% increase for the past two years.

Looking at the significant increage operating expenditures on wages and salattesposes a question on
whether the Government coudtistainthese expenditure€an the government afford these increases and
what will be the impact of a declining ratio of other operating expenditaneade expenditur@s

Tashkeel

Actual

500,000
400,000
300,000
200,000
100,000

1387 1388 1389

W security M education others

Pay and Grading

The Pay & Grading scheme aspart of Public Administrative RefornThe implementation of the reform
was started in early 1388 by thindependent Administrative Reform and Civil Service Commission
(IARCSC) while the Ministry of Finance regularly monitor the progress made as they have fiscal and

budgetary implications.

The following table shows the implementation of Pay & Gra@efprmby line ministries.

Number of P&G

Number of P&G

Total P&G

Entrance % in

Ministries/Agencies Tashkeel empl]«_)g:ges in Empl]c_:);laeges in Employees new System
Finance 6,251 5,264 817 6,081 97.3
Justice 2,877 2,191 - 2,191 76.2
Public Work 2,576 2,248 97 2,345 91.0
IARCS 473 407 - 407 86.0
MRRD 2,122 2,040 - 2,040 96.1
Education 36,480 2,470 3,389 5,859 16.1
Teachers 180,088 42,534 67,350 109,884 61.0
Public Health 14,000 6,567 3,215 9,782 69.9
Communication 2,784 2,532 41 2,573 92.4
Agriculture 8,268 7,996 98 8,094 97.9
Energy and Water 1,123 931 38 969 86.3
Anti Corruption 473 10 271 281 59.4
Interior 5,652 - 640 640 11.3
Economy 947 30 482 512 54.1
Parliamentry Affairs 131 4 110 114 87.0
Directorate of HR - - 107 107 -
Labor and social Afffairs 6,599 - 57 57 0.9
Transport 1,878 21 683 704 37.5
Total 272,722.05 75,245.00 77,395.00 152,640.00

Source: IARCSC
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