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EXECUTIVE SUMMARY

This is the third annual report of Fostering Agricultural Markets Activity (FARMA), a U.S.
Agency for International Development (USAID) and the Swedish International Development
Agency (Sida) jointly funded agricultural development project in Bosnia and Herzegovina
(BiH), currently envisaged to run through August 2013. This report provides an update of
results and accomplishments attained over the project year 3 (September 2011 — August
2012) in relation both to the previous year (Year 2 of the project) and the baseline.

Year 3 of the project was severely affected by extreme weather conditions, including one of
the most severe winter snowstorms, spring hail and frost, and summer drought and forest
fires. All FARMA-supported agricultural sectors were affected by the weather to some
degree. For example, snow caused severe damage to greenhouses and glasshouses
particularly in the Herzegovina region; hail and frost damaged fruit orchards in the north;
drought reduced plant growth thus severely reducing yield in some areas (by up to 80%). In
turn, this has also impacted dairy production as the reduced production of animal feed has
resulted in an increase in animal feed costs by up to 100%; drought and forest fires have
also reduced medicinal and aromatic plants, as well as mushrooms, leaving little for wild
collection or bees for honey production. In general, this was not a good year for BiH
agriculture and this is also reflected in many of the indicators for this year.

Total sales of FARMA beneficiaries are estimated to have risen by 6.5 percent in relation to
the previous year. This reflects severe reduction in yield among many producers as a result
of extreme weather conditions. However, it also reflects resilience and strong growth of other
FARMA beneficiaries, which continued experiencing growth despite the adverse weather
(this is further elaborated below), that ensured that this decline was relatively modest despite
the adverse conditions. Despite all the issues FARMA encountered, the goal of increasing
sales by 35 percent over a three-year period is estimated to have been met and even slightly
exceeded (36.7 percent increase at the end of the third year in relation to the baseline). Total
sales of FARMA assisted beneficiaries in 2009 were BAM 230 million and this is estimated
to have been increased by more than 36 percent to reach BAM 315 million in 2012.

The gross profit of FARMA’s beneficiaries is estimated to be a little over BAM 63 million
(USD 42 million) and net profit is estimated to be over BAM 29 million (USD 19.8 million).
Each dollar invested by donors into the FARMA project is estimated to have created an
additional USD 5 in the local agricultural economy. This result of 5:1 is below the LoP target
of ROI of 6.8:1.

Estimated growth of sales in the Dairy Sector is 13 percent this year. The slower pace of
growth is attributed mainly to the drought, which affected both the yield and quality of animal
feed. However, increased value of sales is attributable to both higher quality and quality of
milk (higher farm-gate prices) and increasing sales of value-added products, such as cheese
and spreads. The change in sales in the Fruit and Vegetable sector was negative, declining
by approximately 6 percent. This is because a significant number of FARMA beneficiaries
were affected by weather disturbances, some of which were forced to go out of business.
Some have suffered more than a 60 percent decline in sales this year, particularly those that
lost greenhouses. The Medicinal and Aromatic Plants and Honey Sector (MAPs & Honey)
recorded a growth in sales of approximately 9 percent. Slower growth, compared to previous
years, was the result of the losses caused by drought. These were somewhat offset by
increasing sales of value-added products.
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Over the first two years of the FARMA project, the growth of exports had been positive. The
growth was primarily a result of increased exports to regional and new markets (CEFTA-
markets and Russia for example) and to EU markets (especially fruit and vegetables).
Improved product quality, stabilized and more predictable production output, increased sales
of fresh produce resulting from improved postharvest handling, development of new value-
added products, enhanced packaging and better marketing, contributed to this growth.

Overall, the value of exports increased by 1 percent compared to 2011. The low increase is
primarily due to a 7 percent drop in exports from the Dairy sector, which is primarily result of
the impact of drought and other structural issues. The MAPs & Honey sector, experienced a
14 percent growth, spurred by international successes of FARMA beneficiaries and
increased availability of final consumer products. The Fruit and Vegetable sector is clearly
an export "star" of these three years (increase of 6 percent this year alone, 50 percent
overall), due to improvements in the cold chain and success with exports of fresh berries and
other fruits to the EU.

Moreover, by the end of the third year, three new products were sold in EU markets (one
more than the LoP target) and 30 producers (10 more than the LoP target) attained
internationally-recognized certifications. Institutional level and quality infrastructure issues
are preventing products of animal origin and potatoes to be exported to EU markets. These
issues are explained elsewhere in this document.

The full-time employment in FARMA beneficiaries increased by 17% (from 2,013 employees
in 2009 to 2,351 employees in 2012). However, full-time employment declined by 3 percent
from 2011. Overall employment (full time, part-time and seasonal) in FARMA beneficiaries
rose by 13 percent by the end of 2012 in relation to baseline (an 8 percent contraction in
relation to 2011). The LoP target of 25% was not achieved.

Throughout the three-year period, FARMA-assisted POs attained USD 5.8 million in FDIs.
This is almost 300% more than the LoP goal of USD 2 million. However, these investments
were mostly made by large, foreign owned dairy corporations into their BiH holdings. Other
than these dairy investments, the investment climate for BiH agriculture remained very weak.
So, while relative to the LoP target the results are positive, they do not represent a healthy
investment environment in BiH.

No DCA-backed loans were issued this year. Moreover, the overall DCA-backed funds
mobilized over the three year period amount to USD 1.128 million, or 72 percent lower than
the LoP target (USD 4 million).

Achievements in this year include improvements in productivity in dairy production; exports
of value-added MAP products; successful implementation of the first-ever state-wide plant
health monitoring program earning praise from the EU; and the grants program which
continues to prove its value - grantees achieved impressive results. The project strongly
believes that joint efforts of beneficiaries, donors and the project staff will make possible
even greater successes in the upcoming year.
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FARMA DAY AT THE SWEDISH EMBASSY

The Embassy of Sweden hosted the “FARMA Day” event, the purpose of which was to show
the exciting impact of the development work financed by the governments of Sweden, and
the U.S. in support of agricultural producers in Bosnia and Herzegovina (BiH) through the
FARMA project.

‘FARMA Day” was opened by H.E. Bosse Hedberg, Ambassador of Sweden in BiH, who
greeted dignitaries and guests. Ambassador Hedberg stressed the significance of the results
achieved by the agricultural producers with FARMA assistance and urged the
representatives of the BiH institutions and local agencies to take note of these successes; to
talk to producers and hear their stories.

Ambassador Hedberg accompanied his guests, U.S. Ambassador Mr. Patrick Moon,
Ambassador of the Czech Republic Mr. Tomas Szunyog and the Federation BiH Minister of
Agriculture Mr. Jerko Ivankovi¢-Lijanovié¢, on a tour of the product stands and discussions
with farmers and producers who showcased their products at this event. Seventeen local
partners/beneficiaries represented the dairy, fruit and vegetable, honey, and medicinal and
aromatic plants industries. FARMA beneficiaries had an opportunity not only to showcase
their products but also to sell their products to dignitaries and guests.
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Photo - FARMA Day event at the Swedish Embassy
Source:FARMA
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CONTEXTUAL BACKGROUND

The purpose of this section is to describe the wider environment and conditions that affect,
the project, the country, and the region. Understanding the accomplishments and challenges
of FARMA requires this larger context. While these factors sometimes negatively affect
FARMA’'s work, they do not generally change the project’'s implementation approach.
Readers who are familiar with the times and conditions pertinent to BiH in 2012 may skip this
section.

SEVERE WEATHER CONDITIONS

Severe weather conditions have had a large, negative impact on the BiH agricultural economy
during 2012.

Widespread weather problems in 2012 have included a very heavy February snow storm,
wide-spread spring hail storms and frost in the northern parts of the country, and a serious
drought throughout the country. The impact of the severe weather conditions on agricultural
business is further elaborated below (domestic developments).

EUROPEAN DEVELOPMENTS

Developments in the EU have significant effect on BiH. Changing circumstances may have a
significant negative effect on the political and economic stability of BiH.

For the past year, three key questions loomed over the European economy: (1) the
precariousness of the Greece economy, (2) economic weakness in Spain and Italy, and (3)
the stress these conditions place on the health of the Euro as a currency and the Euro zone
economies as a confederation?

These large uncertainties affect BiH’s internal economic, political and social situation,
including the agricultural economy in BiH. Until these conditions are positively resolved BiH
will find it very difficult to improve its trade balance and current account deficit.

REGIONAL DEVELOPMENTS

Regional developments have very important repercussions for BiH. The largest trade partners of
BiH are its neighboring countries of Croatia and Serbia. These countries have a complicated
history, but their relationships (friendly or not) persist. Consequently, regional developments
have impacts (positive and negative) on BiH and its economy.

All of the neighboring countries have been in a severe economic crisis. Croatia experienced
certain fiscal pressure easing with influx of tourists to its coastal regions- a result of
Europeans choosing to forego on vacation spots in Tunisia, Egypt, Greece and (to a certain
extent) Spain. Yet, preliminary estimates of economic effects of the tourist season lead to
conclusion that this will not be enough to alleviate negative consequences of the structurally
weak economy, suggesting a very difficult autumn in Croatia. Yet, the credit rating of Croatia
remained the same (with stable outlook), which is certainly good news for BiH’s neighbors.
As it looks right now, the newest EU member will start applying common regulatory
framework as of January 2013, effectively closing borders to BiH products of animal origin.
Hence, this will have a significant negative effect on the already recessionary BiH economy
as an important export market becomes closed. On the other hand, the price of Croatian
goods in BiH market is expected to increase by about 30 percent, as a direct consequence
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of the EU accession. This may benefit some economic sectors through import substitution or
even increased investment from Croatia in food processing in BiH, but to what extent is
uncertain.

Slovenia — in many ways an exemplary new EU member, is also struggling with deficits and
recession. Slovenia may have applied for bailout assistance from the European Central
Bank. This situation is, however, expected to have a minor impact on agricultural trade
between Slovenia and BiH, which is already heavily in favor of Slovenia.

Elections in Serbia resulted in a new government, which has an immediate economic
problem to solve- the country had to pay EUR 1 billion in 2012 to foreign creditors, with an
additional EUR 1.5 billion due in 2013. This prompted the government to consider a set of
austerity measures, with some of them recently placed in effect. This will hurt the BiH trade
balance. Serbia has a free-floating currency regime. If their currency depreciates, their
goods will become cheaper (increasing exports), while a simultaneous drop in aggregate
demand will reduce imports (thus reducing BiH’s exports to Serbia). The magnitude of these
effects remains to be seen. Serbia invested heavily in EU accession efforts, but the main
obstacle to their path is political (the issue of Kosovo), rather than technical (economic and
other reforms). It is expected that the EU will continue providing technical and financial
assistance to Serbia, despite potential political disagreements.

Montenegro continues its path to EU membership. Its economy, just like the economies of
other regional countries, was in recession throughout the year, while the recovery outlook
remains negative. This will not have major effect on the BiH balance of trade.

DOMESTIC DEVELOPMENTS

Any domestic development may have positive or negative impact on the agricultural economy,
thus the FARMA project monitors the local political, social and economic conditions to identify
potential opportunities and problems for the project implementation, if possible well before they
occur.

General

The political and economic situation in BiH was largely unchanged; budgetary and other
economic problems persist. The fragile political coalition at the state level disintegrated after
just a few months in power and after year and a half of political haggling, causing another
top-level political crisis. The upcoming local-level elections (municipal level) are not expected
to result in significant policy change.

Economy

The situation was largely unchanged, in terms of the macroeconomic environment. The
entities took another IMF loan, adding an additional BAM 800+ million (about EUR 400
million) to their obligations. Entity and state budgets operated in the red. This situation will
likely continue. Unemployment remained at about 28 percent (officially). The share of GDP
spent on the government remained roughly the same: 47 percent (60 percent in FBiH).
Utilities increased prices of their services, while the price of fuel kept going up, much like in
the rest of the world. Officially, inflation is low, but current inflationary pressures remain.
Industrial production dropped by 5.4 percent the while balance of trade remained negative,
reaching 4.1 billion™.

Agricultural Business
The snow storms which affected a large part of Europe claimed lives across the region and
caused significant damage to regional economies. According to local meteorologists,

! Data source: BiH Agency for Statistics
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February 2012 in BiH will be remembered by the record snow falls and continual extreme
cold (in many places the temperature did not exceed -15°C for over two weeks). About 70
percent of the project’s clients were affected by the snow storms to a varying degree. The
most severely affected was the Herzegovina region where such snowfalls were virtually
unheard of. Fruit and vegetable production as well as dairy production suffered the bulk of
the damages. The project’'s conservative estimate is that the amount of direct damages
inflicted to the beneficiaries amount to approximately BAM 50-60 million, or approximately
17-21 percent of 2011 sales of all FARMA clients from dairy and fruit and vegetables sector.

PHOTO: SNOW-DAMAGED GREENHOUSE (SOURCE: FARMA)

The drought in the summer reduced
agricultural production. All crops had been
directly affected and the indirect effects on
animal husbandry and dairy production are
going to be quite high. For example, the
RS Agricultural Institute warned that corn
yields will be reduced by 50-60 percent
this year. Blaming the lack of irrigation
systems, the Institute estimated that fruit
e and vegetable yield reduction will amount

- Rl % to 40-60 percent in this entity in
PHOTO: DROUGHT EFFECTS ON ARABLE LAND comparison to previous year. Mr. Vladimir
(SOURTEIEITS Usorac?, President of the Agricultural
Producers Association of RS, claimed
recently that damages caused by the drought amount to BAM 2 billion. His FBIiH
counterpart's (Mr. Sead Jelag) estimate® was much more conservative- BAM 500-600
million. What’s not disputable is that the damages are significant. Those that are hurt the
most are farmers which do not have irrigation systems. Yields of corn, wheat and potatoes
were greatly reduced. Some of FARMA's beneficiaries with irrigation systems were in
comparably better position (berries, for example).

N L

2 http://ww.dnevni-list.ba/index.php?option=com_content&view=article&id=30060:poljoprivreda-na-kolienima-tete-od-sue-u-
bih-vie-od-dvije-milijarde-maraka&catid=11:izdvojeno2&Itemid=11
% http://www.oslobodjenje.ba/vijesti/region/stete-od-suse-na-balkanu-vece-od-dviie-milijiarde-eura
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DAIRY SECTOR
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DAIRY SECTOR

The primary objectives of the dairy program include: (1) Reaching EU standards in hygiene and
milk quality; (2) improving the quality and volume of on-farm forage, while reducing costs; (3)
improving dairy herd genetics; (4) improving record keeping; and (5) greater production of
higher value products.

BACKGROUND

The multi-functionality of the dairy sector, associated with the provision of basic foods for consumers and raw
materials for food-processing and leather industries, as well as its contribution to rural development, biodiversity
and employment, makes it a major agricultural sector in BiH. BiH farms, by and large, are small (1-5 cows). These
farms have a more social than economic role, providing livelihood and satisfaction of basic needs. In recent years,
new economic and institutional realities, accompanied by the EU accession pressures, began to change the
profile of the dairy sector.

It is clear that small enterprises are unable to compete in the international markets and cannot effectively comply
with the EU standards for food quality and safety, animal welfare and environmental protection. Experiences of
other former transition economies show that, sooner or later, the farms that do not comply with the EU standards
for milk quality and animal living conditions can no longer deliver their milk to the processors. The majority of
small farms in BiH will not manage to attain such high standards and will likely go out of business. This could
have serious socio-economic implications for many people, especially in the less developed regions of the
country. The only way to remain competitive is to increase farm size and meet the required hygiene standards.
Conversely, only large dairy processors will remain competitive in the long run. Small dairy processors will remain
competitive if they focus on niche products, such as specialty cheese. They will not be able to compete with
larger diaries if they produce milk.

The focus of the project’s interventions since its inception was to increase domestic and foreign sales. Yet, in
order for this to happen, the production per cow had to be increased, costs of production had to be reduced, and
the quality of product had to be improved. These three key factors - production volume, costs of production and
product quality - became the project intervention program.

SECTORAL IMPACTS

FARMA-assisted organizations attained a little over BAM 196 million in sales (a 13 percent
increase in relation to the previous year) and attained almost BAM 53 million in exports (a 7
percent reduction in relation to the previous year). For more information, see "Results"
section of this report.

YEAR 3 MILESTONES

Milestones Status Explanation
Promotion plans for cheese producers developed Completed
Training on market requirements for dairy products Completed
delivered (cont'd from Y2) P
The BiH Business Growth Strategy and Action Plan C
ompleted

developed for dairy sub-sector
Specific new dairy products developed Completed
At least 10 dairy schools have been organized in

. . : . . Completed
cooperation with dairy processors and extension services
Ifncrease quality and quantity of raw milk and profit for Completed
armers
Increased profit of POs and processors through usage of
better quality of milk and production of value added Completed
products

. Partially . . .
Record keeping booklet developed Completed Will be printed in October
At least 5 study tours (in country and outside) organized Completed
and performed
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YEAR 3 MILESTONES

Milestones Status Explanation
Guideline for quality standards/requirements for dairy Completed

sector completed

Appropriate materials developed and disseminated to Completed

POs

Monitoring and evaluation of grant recipients Completed

REACHING EU STANDARDS IN HYGIENE AND MILK QUALITY

To produce an abundant, safe supply of high quality milk, dairy cows must be healthy. Dairy
farmers must make sure that each animal is kept in appropriate housing and must be fed
high-quality diets containing protein, vitamins, and minerals. Dairy cows must be vaccinated
to ensure good herd health and prevent disease. FARMA provided training to dairy farmers
on all of these issues throughout the year. Dairy school programs (21 schools in total) were
completed and FARMA focused on provision of one-on-one training on animal feed
improvements and general farm management. In addition, the project organized two, two-
day training sessions for dairy farmers from Zenica-Doboj Canton in cooperation with RDA
“‘REZ” from Zenica. In total, 1,084 farmers (127 women and 957 men) were trained in 138
training events over the year. Over the period of three years, FARMA trained 4,519 dairy
farmers (726 women; 16% of the total).

The CzDA representatives visited beneficiaries of their program “Capacity building in milk
guality and safety in Bosnia and Herzegovina,” which is being implemented in cooperation
with FARMA, and expressed satisfaction with the significant improvements in milk hygiene
and milk quality on dairy farms. They stressed the importance of the FARMA-organized
training, the regular site visits and the technical assistance provided by FARMA in the
success of the program.

FARMA initiated activities focused on the harmonization of Milk Quality Decrees in BiH (see
“EU Integration, Standardization and Environment” section for more details). Currently, three
Milk Quality Decrees are being applied in BiH- each with different standards, measurements,
and specifications. FARMA succeeded in facilitating an agreement to harmonize the milk
quality bylaws in the country.

FARMA also continued its efforts to raise awareness about the EU Nitrates Directive. The
1991 Nitrates Directive (91/676/EEC) is one of the earliest pieces of EU legislation aimed at
controlling pollution and improving water quality. Unpolluted and clean water is vital to
human health and well-being, as well as to natural ecosystems, so protection of water quality
is one of the cornerstones of European environmental policy. The RS Ministry of Agriculture
recognized the importance of FARMA'’s efforts in the introduction of the EU Nitrates Directive
and sought permission to post the document on the application of the Nitrates Directive
prepared by FARMA’s own Dr. Midhat Glavic on their web site (document available for
download HERES). Further, FARMA continued with preparation of the pilot program on
Nitrates Directive implementation on selected farms (including provision of grant funds),
which is expected to be implemented in Year 4 of the project.

* Estimated number of individual farmers. The actual number of attendees on FARMA trainings is much greater, but a number
of farmers attended multiple training sessions. Hence, we are only reporting the estimated number of individual farmers.
® http://www.mpsvrs.org/mps/Doc.aspx?cat=5&subcat=133&id=191&lang=cir&txt=197
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IMPROVING THE QUALITY AND VOLUME OF ON-FARM FORAGE TO INCREASE
QUANTITY OF MILK PRODUCED

In order to address the second factor affecting farmers’ economic benefit (i.e. economic
benefit is a function of milk quality and the volume produced), FARMA continued programs
to increase the quantity and quality of animal feed.

Voluminous feed bought in the market is usually 30 percent more expensive than the feed
produced on the farm. Hence, improving the quality and volume of on-farm forage is the best
solution to increase milk production and farm profitability in a cost-effective manner. A pilot
program "Two Harvests per Year* showed promising results — the first harvest of vetch,
fodder pea mixture with oats for silage was completed in May, while corn was seeded for the
next harvest this year. The quality of the feed was improved due to proteins from vetch and
fodder pea mixture with oats. Before FARMA'’s intervention, this land was only used for corn
production. This new approach helps farmers increase feed production without the need to
invest in the purchase or the lease of new land, thus further decreasing the costs of feed
production. FARMA also worked on innovative approaches to improve the quality and
availability of feed. A grant was provided to “Kiko d.o.o0.,” a feed production company from
Bijeljina, to produce pellet feed. The feed was provided to twenty dairy farmers, who
continue to record the impact of new animal feed on milk quality to determine the
relationship between this type of feed and the quality of milk produced. Data collected from
the farmers indicate increase in milk production of 1.0-1.5 liters/day/cow. In addition, two key
milk quality indicators- fat and protein content- had been increasing. Fat content increased
by 0.4 percent and protein content increased by 0.2 percent on average. On average,
farmers increased milk production by 9% and fat and protein content increased by 8%.

An additional reason for this intense focus is simple: if the dairy cows are not adequately fed,
they cannot produce more milk. The most common problem in milk production in BiH is the
lack of sufficient feed quantities, resulting from the lack of mass agricultural production of
alfalfa, clover, silage corn and grass. Data received from four of the biggest milk processors
show improvements in the volume of milk produced as a direct result of improved feed
production and balance/mix of feed- the average increase in production is 14.75 percent in
comparison to just one year ago.

In addition, FARMA organized in-country study tours for farmers from Una-Sana Canton and
Tuzla Canton to Prnjavor. These tours provided farmers with an opportunity to see and learn
about the benefits of automated milking parlors. They also had a chance to see an organic
dairy farm which complies with EU regulations. It is expected that the farmers will apply
some of these new technologies and practices on their farms.

IMPROVING DAIRY HERD GENETICS

Artificial insemination of farm animals is very common in today's agriculture industry in the
developed world, especially for breeding dairy cattle. It provides an economical means for
a livestock breeder to improve their herds utilizing males having very desirable traits.
Advantages of artificial insemination (Al) over natural insemination are:

o Allows the choice of using the best possible bulls of proven quality in improving the
genetic make-up of the cattle population. Farmers have access to genes from bulls of a
guality which they may not individually afford. Frozen semen can be transported
globally.

o Disease control. Many potentially devastating diseases are spread by sexual contact.
Because of the extremely tight controls exerted over both the health of donor bulls and
the technical procedures themselves, these risks are vastly reduced.
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e Cost effectiveness. The cost of an Al straw is around USD 10, this is as nothing
compared with the costs of a Holstein bull (possibly USD 10,000 to buy). A bull is
expensive to rear, is relatively unproductive, vulnerable to disease or accident and may
even prove to be infertile.

o Flexibility. For a variety of reasons, a herdsman may not wish all calves to be sired by a
single bull with the same characteristics. It may well be impracticable to keep sufficient
bulls to cover all possible requirements.

o Safety. Although there are differences between breeds, any bull can be aggressive and
is potentially dangerous. This was a major stimulus to the initial setting up of Al services.

Results of the FARMA'’s Artificial Insemination Program are
impressive- the average conception rate is 68 percent,
which is better than when the farmers were using
veterinarians to do the insemination. Many farmers
experienced difficulties at the beginning, however they are
now significantly benefiting from the program. Atrtificial
insemination allows farmers to select bulls of the highest

PERCENT AVERAGE quality in order to improve the genetic make-up of their
CONCEPTION RATE IN dairy cows. Through FARMA'’s program, farmers have
FIRST SERVICE CYCLE OF access to genes from bulls of a quality they may not have
THE ARTIFICIAL been able to afford individually. Frozen semen can be

INSEMINATION PROGRAM transported globally. A lack of veterinary stations and

technicians create many problems for farmers to choose
the proper timing for artificial insemination- a crucial factor for successful reproduction and
extending cow’s lactation period. Through visits and meetings with farmers and agricultural
institutes, the FARMA team noticed that there is a need for improvement in artificial
insemination, including education of farmers to enable them to perform this work
themselves. In a majority of countries with a developed dairy sector, the law allows certified
farmers to perform artificial insemination on their farms. Artificial insemination is especially
important to farmers who live in remote areas because if they are certified, they will not be
dependent on the existence (or lack) of Veterinarian Stations in their area.

The program is very cost effective. Instead spending a minimum of BAM 40 per
veterinarian’s visit for artificial insemination, with frozen semen kept in their containers,
farmers minimized expenses and improved farm productivity by being able to artificially
inseminate dairy cows at the right time. This type of capacity building of farmers will help
ensure the sustainability of Al on these farms beyond FARMA.

DEVELOPMENT OF NEW VALUE-ADDED PRODUCTS

Dairy specialty products are high value-added products. Having a differentiated product,
such as specialty cheese, is to have a significant value (which is reflected in the product’'s
price). The price of these specialty products captures the sensory and geographical
attributes as well as the reputation of producers and other factors. The profit on such dairy
products is typically very high. For example, if the farm milk production goes up by one
kilogram (0.5 pounds), the earnings before income taxes, depreciation and amortization
(EBITDA) divided by work days ratio will increase by 0.001 units, and if the percentage of
specialty cheese sold after aging goes up by one unit, the EBITDA + work days ratio will
increase by 0.456 units®.

In order to continue a successful practice of development and introduction of new cheese
varieties, which is an activity aimed at increasing the income of dairy producers and creating
import substitution, FARMA organized two training programs for local cheese processors in

® “The economics of Bagoss cheese production in Bagolino, Italy,” Marletta (1995)
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Slovenia. The training program held at the Agricultural Institute Ptuj was also attended by the
BiH dairy farmers who had an opportunity to learn modern farm management and animal
feeding techniques from Slovenian experts. Cheese producers are working hard to improve
their standards in accordance with EU directives. FARMA also provided assistance to
cheese producers to reach environmental standards.

Regional share in total mik production in RS (%)
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MILK PRODUCTION IN BIH BY ENTITY:
RS (TOP), FBIH (BOTTOM) BASED ON MILKPROCESSING
DATA

Milk production FBiH 1('000) % of total

. Una Sana Canton 26,732 30%

2 Tuzla Canton 17,979 20%
Canton 10 (Livno) 12,423 14%
Central Bosnia Canton 10,788 12%
Zenica Doboj Canton 9,212 10%
Sarajevo Canton 7,593 8%
Herzegovina Neretva Canton 2,097 2%

West Herzegovina Canton 1,359 2%
4 Posavina Canton 1,109 1%
Bosnia Podrinje Canton 288 0%
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FARMA also assisted small cheese producers in order to establish an association of cheese
producers of BiH. FARMA plans to support their efforts to create a collective brand for the
BiH market and assist in promotional campaigns. By providing demand-driven assistance,
working in partnership with local producers that take ownership of activities, FARMA hopes
to foster sustainability in facilitating increased competitiveness in the agricultural sector.

IMPROVING RECORD KEEPING

FARMA continued its financial record keeping for dairy farmers training program in
cooperation with RDA REZ. The project prepared a pilot program “Farm record keeping in
accordance with EU directives” and introduced the program to the RS and FBiH Ministries of
Agriculture. Both ministries supported this activity and their experts will participate in this
pilot program. The program envisions farmers keeping records in accordance with all
applicable EU standards. The monitoring of the record keeping practices will be conducted
by joint teams of representatives from the Agricultural Institutes, the Extension Services and
the FARMA project. The program’s goals are to improve the farm management, enhance
application of standards and prepare the farmers for accessing EU IPARD funds.

ELEPHANT IN THE ROOM: DAIRY TRADE WITH CROATIA'S EU ACCESSION

The exports of BiH’s dairy products are practically confined to CEFTA-countries. On the
other hand, 44.5 percent’ of all imported dairy products come from EU countries. The
reasons for this are of structural nature. While 31.2 percent of all milk produced locally is
exported, the most exported product is UHT milk. Value-added products (cheeses, butter,
evaporated milk, special yoghurts, whey products) constitute only about 11 percent of total
exports. Consequently, these are the most imported products amounting to about 61 percent
of overall dairy imports according to government statistics.

Estimated annual domestic consumption
amounts to about 317.7 million liters. This

demand is being satiated by domestic products
(51.5 percent) and imports (48.5 percent). BAM 45 - 50
Domestic producers mostly sell pasteurized milk,
fresh cheese and UHT milk. Their market share
in hard and semi-hard cheese (13 percent), blue M I LLI o N
and spread Ch-eese (0.3 percent) and butter IS THE ESTIMATE OF ANNUAL DAIRY
(18.2 percent) is extremely low in comparison INDUSTRY LOSSES

with the market share of foreign producers. With

Croatia alone, BiH traded BAM 115.1 million in

2011 (imports 62. 9 percent; exports 37.1

percent), with export rising by 16 percent over 2010. This reality has large effects on BiH
dairies. The current BAM 42.7 million of annual revenue derived from dairy exports to
Croatia will cease. Those that stand to lose the most are producers from the region of
Prijedor (RS) and producers from Una-Sana and Tuzla Cantons (FBiH). Large dairy
processors (such as Mlijekoprodukt and Meggle that collect milk from nearly half of all the
primary producers in BiH) may suffer significant losses if they are unable to continue
exporting products to Croatia®. If access to the Croatian market is limited and if the
alternative markets are not accessed quickly, primary dairy producers may also suffer as
they will not be able to sell their milk to processors.

In the short-term, BiH will lose access to Croatian dairy market due to the fact that its
legislation and quality infrastructure does not comply with EU requirements. Specifically,

72011 Milk processing report
8 “Analysis of milk production in BiH 2011;” Milkprocessing d.o0.0. (2012)
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Bosnia and Herzegovina (BiH) cannot export products of animal origin, with the exception of
fish, to the EU as it is not listed as a “Third Country with an approved residue monitoring
plan” as required by the EU Council Directive 96/23/EC. The CEFTA trade agreement
provisions, regulating trade between Croatia and BiH will be superseded and rendered void
by the application of EU regulation. Consequently, BiH will not be able to sell any of the
previously exported products to Croatia, unless the specific product/manufacturer complies
with EU regulation. This, of course, forces BiH to focus on one of the three things: (a) satisfy
domestic demand and attempt to replace imports with domestic dairy products; (b) access
new markets in CEFTA countries; or (c) reach the required EU standards.

Solutions (a) and (b) require significant financial

investments and time. Solution (c), while financially

Marke't the least costly, represents (for many reasons) a
difficult one politically. Therefore, the domestic dairy

LOSS industry faces difficulties- it does not matter whether
LOSING EXPORT one wants to access EU markets or focus on the

MARKETS WILL MOST SEVERELY domestic market, pursuing either of those courses
AFFECT SMALL PRIMARY of action requires significant financial investment.
PRODUCERS, AS THE PROCESSORS  This is something that most dairies are not able or
ARE LIKELY TO REDUCE THEIR willing to do. On the other hand, the governments
MY DUIDCLIACES face a choice too- move along the path of EU

integration and reach EU standards or suffer the consequences of reduced trade and
commerce. Unfortunately, the government is still not implementing resolute, coordinated,
reform-oriented action.

o "‘1,
-

PHOTO: SWEDISH AMBASSADOR TO BOSNIA AND HERZEGOVINA, H.E. BOSSE HEDBERG DURING VISIT TO “EKO-
VLASIC”- A CHEESE PRODUCER AND THE FARMA BENEFICIARY
SOURCE: FARMA

[

What is FARMA doing about this? As meeting EU standards is a key requirement for EU
market access, the project developed its assistance programs to impact the full production
chain — reaching EU standards in quality and hygiene at the farm level as well as the
processor level through implementation of the HACCP system. At the institutional level,
FARMA helped MoFTER develop the “Road Map for overcoming constraints for the export of
products of plant and animal origin to the EU” and FARMA continued to support its
implementation and actively participated in MOFTER-led meetings on the topic. Ultimately,
implementation of most of these recommendations depends on the government. However,
FARMA has taken an active role to contribute in areas where it can provide support,
including assistance in harmonization of bylaws and capacity building of veterinary
inspection services and laboratories.
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MEDICINAL AND AROMATIC
PLANTS AND HONEY SECTOR

THREE YEAR HIGHLIGHTS
SALES GROWTH
¢ —
> = —
YEAR1 ‘YEARZV YEAR 3

ENDANGERED MEDICINALPLANT SAREP

>
OVERHARVESTING, FARMA FOCUSED ;;;,‘-‘J* P
.

ON PROMOTION OF CULTIVATION OF M "*
PLANTS.THIS ISA PIONEERING WORKY
INVOLVES CONVINCING LOCAL FARMERS 10
START PRODUCTION OF THE NEW CROPS
DEMANDED BY INTERNATIONALM. '.;-m ’
RAW MATERIALOR AS FINAL PRODUCTSFOR
SPECIFIC NICHE MARKET. FROM THE BEGIN
OF PROJECT FARMA SUPPORTED FARMERS,
WOMEN ASSOCIATIONS AND PRODUCERSTO
CULTIVATE MEDICINAL AND AROMATIC PLANTS.
AN INTEREST IN CULTIVATION ISON THE RAISE
SLOWLY BUT STEADILY.

3,485

FARMERS* AND BEEKEEPERS* TRAINED
(830 WOMEN; 24°% OF TOTAL)

EXPORTS GROWTH
14%

(——

13% —

— —

_77‘ _77‘

— —

— "

YEAR 2 YEAR 3

NEW PRODUCT IN EU
(ORGANIC BUCKWHEAT)

UP TO 100 PERCENT

130

PRODUCTION

EFFICIENCY IN
ADDITIONAL HECTARES
CULTIVATED WITH

ESSENTIAL OILS

EXTRACTION
MEDICINAL AND AROMATIC
PLANTS



MEDICINAL AND AROMATIC
PLANTS (MAPS) & HONEY

The primary objectives in this sector include: (1) increasing the cultivation of medicinal and
aromatic plants (MAPSs); (2) moving toward higher value products; (3) improving marketing;
and; (5) bringing the MAPs and honey sector up to EU standards.

BACKGROUND

The MAPs sector is characterized by collection of indigenous wild plants that are then purchased and processed
by small companies into a wide variety of teas, creams, essential oils, tinctures, homeopathic remedies; or sold in
bulk for export. The over-reliance on natural and wild resources and the export of these only as raw material
represent key issues in the MAPs sector. Consequently, the FARMA project focuses on interventions designed to
achieve rapid production growth, such as introduction of cultivated MAP and efforts to improve efficiencies in
processing and production of value-added products. MAP cultivation has the potential to generate additional
income to rural households.

The honey sector in BiH is characterized by a large number of people (FARMA's estimate is around 10,000) who
are involved in the production of honey. This is a sector which can grow to have a more significant impact on the
BiH economy. Honey and honey products are being produced by people with varying levels of education and
knowledge with insufficient standardization. Honey can not be exported to the EU as BiH is not included in the
Third Countries List, and in order to be included, the country has to have a state-wide quality control system and
an EU-approved Residues Monitoring Plan.

SECTORAL IMPACTS

FARMA-assisted organizations attained over BAM 29 million in sales (a 9 percent increase
compared to the previous year) and attained over BAM 17 million in exports (a 14 percent
increase compared to the previous year). For more information, see "Results" section of this
report.

YEAR 3 MILESTONES- Medicinal and Aromatic Plants

Milestones Status Explanation
Contacts facilitated for at least 10 MAPs POs with
international / local buyers

Completed

Some contacts made. Buyers did not show the
interest to come to BiH due to economic crisis.

Not completed Efforts on linking POs with buyers continued
with support in attendance to fairs and
facilitating contacts.

B2B meeting in BiH with regional and international
buyers organized

Analysis developed and potential markets for MAPs

products identified Completed
At least 20 farmers linked with local POs Completed
At least 3 POs develop investment prospectus Completed
At least 20 new farmers successfully cultivating
MAPs. Training materials for sustainable wild Completed
collection developed
At least 5 new farmers find interest in cultivating C
. ompleted
immortelle
Market analyses completed Completed
At least 3 POs develop investment prospectus Completed
Strategy developed for at least one PO Completed
At least 20 trainings organized and extension C

- ompleted
material produced
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YEAR 3 MILESTONES- Honey
Milestones Status Explanation
At least 3 POs and 200 beekeepers adopted new

technologies/GBP Completed
ﬁééizsetp!i(isbeekeepers ceiiliize 26 prezssionl Not completed No funds to organize school for beekeepers
All grantees publicly presented their achievements Only 1 grant was approved for this sector. It is
and results. Donors informed, PR materials Not completed still being implemented. Results will be
developed and published in media promoted by the end of the year.
At least 1 PO successfully implementing one of the

Completed

programs (HACCP, Organic, technical training etc.)
Obstacles for export to the EU identified/removed Partially completed  Obstacles identified.
Inspectors trained on sampling of honey in order

to implement Residue Monitoring Plan Conmplziz

The current agricultural season’s drought and forest fires in the Herzegovina region affected
the MAPs and Honey sectors production immensely. For instance, Mr. Andjelic, a MAP
processor from Trebinje stated that his company purchased 30 percent less wild MAPs from
collectors than the year before because of lower production. This also means that bees have
less pasture and thus honey production will be also seriously reduced.

CULTIVATION OF MEDICINAL AND AROMATIC
PLANTS

FARMA is placing emphasis on the cultivation of
medicinal and aromatic plants to reduce the collection
from the wild and to enable the provision of high quality
raw material for MAP processing. Training on MAP
cultivation has been provided to both farmers and
companies in BiH to encourage both new MAP cultivation

ADDITIONAL HECTARES

and the expansion and improvement of existing MAP CULTIVATED WITH
€ exp pro : g W MEDICINAL AND AROMATIC
plantations. The contract was signed with MAP cultivation PLANTS

expert to continue training and promotion of the
cultivation.

In order to develop new MAP plantations, FARMA entered into a new contract with Women
for Women International NGO for implementation of a MAP Cultivation School. Women-
attendees will have an opportunity for advanced training in the cultivation of medicinal and
aromatic plants, and provide additional income for themselves and their families. The school,
which currently trains twenty women from Doboj, Olovo, Ahmiéi and Jablanica began
courses in mid-May. The company “Prirodno bilje” from Banja Luka signed a purchase
contract for medicinal plants produced by these women, thus becoming a customer of the
school’'s participants. This relationship will provide “Prirodno bilje” with additional medicinal
herbs to process, while the participants will secure additional income.

In addition, FARMA grant funds were approved for “Podrinje 1”7 a women’s association from
Skelani, near Srebrenica, to increase cultivation of medicinal plants, focusing on lavender.
The grant enabled engaging 15 local women, who will be able to earn additional income for
their families. “Podrinje 1” also obtained funding through the USG’s special fund for Women
Empowerment Projects from the US Embassy BiH in the amount of USD 35,160. The
purpose of this grant is to establish a medicinal and aromatic plants nursery for further
cultivation of lavender, balm, sage, marshmallow and heather. With this support, “Podrinje 1”
will expand MAP cultivation and increase production of value-added products such as
essential oils.

As a result of FARMA'’s efforts to promote MAP cultivation, an additional 130 ha are now
being cultivated throughout BiH (with chamomile, marigold, lavender, mint, immortelle, and
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various spices). Efforts to promote MAP cultivation will continue through the end of the
project. For example, as a result of FARMA'’s assistance, “Roing” established 3 ha cultivated
immortelle plot and plans to develop additional 20 ha. This is first cultivated immortelle plot in
BiH. Roing’s cooperants also established a new 5 ha of cultivated immortelle. This is
exceptionally important as the wild immortelle is overharvested in BiH due to high market
price of its essential oil (EUR 1,000- EUR 1,500 per kg). The only way to preserve wild
plants while simultaneously increasing the financial viability of production is through
intensified cultivation.

MOVING TOWARD HIGHER VALUE PRODUCTS

FARMA strives to improve processing technologies to increase value-adding and profitability
in the MAP sector. For example, FARMA engaged an expert on MAP cultivation and
distillation who worked with local POs on introduction of new technologies and production
methods in distillation and cultivation. Some of the companies that received this assistance
implemented the FARMA expert's recommendations and reaped the benefits from
production improvements. This expert spent most of the time with POs observing their
distillation, thus having a chance to see their needs on the spot. Most POs had maintenance
issues with the steam generator, and the expert provided valuable cleaning and proper
pressurization during various distillation stages in order to extract larger quantities of higher
quality oils. For example, “Elmar” changed their cooling system arrangement, which enabled
them to increase production of immortelle essential oils by 100 percent (from 0.8 kg to 1.6 kg
per ton of plant material).

Further, “Roing” developed the first medicinal plants hydro
diffusion distillery with support of the FARMA project. The
benefits of the new technology are: 10 percent shorter
distilling time, 10-12 percent decreased usage of energy, 5
percent increased production of higher quality essential oils
and additional energy savings attained by re-use of warm
PERCENT INCREASE IN water from the distilling process. “Roing” increased sales by

PRODUCTION 42 percent, and increased the value of exports by 40 percent
EFFICIENCY IN SOME this year.
CASES

9

Similarly, “Lamaruz” (a FARMA grant recipient) received a
new vacuum packaging system which enabled them to produce standardized product with a
longer shelf-life (natural soaps). This production process improvement increased their soap
production efficiency by an estimated 100 percent.

IMPROVING MARKETING OF MAP PRODUCTS

The last decade has seen an increase in the demand for MAPs products. Herbal remedies
became mainstream consumer products, in part due to their production by multinational
corporations capitalizing on holistic trends. Additionally, a variety of foods, beverages and
cosmetics are now enriched with various plants, which contributes to an increasing demand
for MAPs. The combined market is now a global multibillion dollar industry. However,
capitalizing on these trends and tapping into the industry is very difficult for BiH producers
and processors - consumers are very demanding and local companies do not have sufficient
knowledge about market opportunities (despite having a quality product). Typically,
producers/processors lack the requisite skills to apply modern marketing approaches.

In the past year, FARMA continued its work on improving market linkages, both locally
(“farmer-processor”) and internationally (“local processor- international market integrator”)
and continued providing technical assistance to local producers to improve the marketing
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and promotion of MAP products in both domestic and international markets to assist local
companies in tapping this multibillion dollar market.

On the domestic front, FARMA helped MAP companies promote their products at this year’s
Festival of Tea and Medicinal Herbs or “Tea Fest.” Over 60 exhibitors from BiH and the
region presented their products at Tea Fest. This year the festival organizers, with FARMA’s
support, prepared interesting events, such as “Marigold Day,” “Tea cupping,” and “Lavender
Day,” to promote various MAP products. FARMA beneficiaries and their products (including
“‘Neven,” “Lamaruz,” “Halilovi¢,” and “Ljekobilje”) were promoted during the Tea Fest to the

public and the media.

The 3" Health Foods Fair was organized by the Union
of Agricultural Producers of Jablanica. There were
around 30 exhibitors from the Jablanica municipality:

honey producers, MAPs producers, fruits and ®
vegetable etc. During the fair, FARMA organized

training on MAP cultivation with a focus on melliferous MILLION EUROS- VALUE OF
plants. Women from MAP Cultivation School (see PRODUCTS SOLD TO
“Cultivation of Medicinal and Aromatic Plants”) had a CUSTOMERS ATTAINED AT THE
chance to present their products at the fair. BIOFACH 2012 FAIR IN FIVE

MONTHS AFTER THE EVENT
The international honey fair in Biha¢ was organized

from August 24 — 26. FARMA supported this event

with marketing advice and by publishing press releases. Financial and technical assistance
was provided as well. FARMA held a presentation on the negative influence of chemical
spraying by bee pollination during a round table that was organized as a part of the festival.

Several MAP companies participated at the FARMA Day event at the Swedish Embassy
(including “Neven,” “Faveda,” “Lamaruz,” “Udruzenje Zzena Podrinje 1-Skelani,” “Cantonal
Beekeepers Association Sarajevo,” and “EkoMozaik”) where they had an opportunity to

promote their products to the visitors and the media.

On the international front, FARMA continued collaboration with the BiH Foreign Trade
Chamber to develop a “Catalogue of MAP Companies” to improve the presentation of local
companies in international markets. The aim of this publication is to help facilitate business
contacts, hopefully leading to new contracts, which will in turn increase production, sales,
employment and exports. Up to 25 companies will be presented in the catalogue in two
languages- German and English.

The FARMA project provided technical support to local businesses in developing marketing
materials and prepared them to present their products at international fairs. For example,
FARMA, the BiH Foreign Trade Chamber and the SIPPO program, supported the
participation of local companies® in the 23™ Organic Food Fair-Biofach held in Nuremberg
(Germany)lo. Biofach is the largest organic food fair in Europe. This year, 40,000 visitors
from 130 countries visited the fair, while 2,420 presented their products. As of the end of July
this year, BiH companies sold over EUR 1.1 million worth of products to customers during
the fair. These companies estimate that by the end of the calendar year, sales to these
customers will reach EUR 2 million.

FARMA and the BiH Foreign Trade Chamber signed a Memorandum of Understanding to
collaborate in providing support to 12 local companies (7 exhibitors; 5 visitors) to Biofach
2013. Marketing research of new trends and markets for MAP organic products will be

® “Andeli¢,* ,Elmar Aroma Care,“ ,H&H Fruit,“ ,Elmar, ,Smr&ak,“Halilovi¢,"and ,Bionatura“ with ,Arome“as a visitor
10 15-18 February 2012
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produced as one of the outcomes of FARMA's participation at the fair. In addition, FARMA
developed a study on EU niche markets export potentials and export opportunities for BiH
honey and honey products. The findings from this study will be used by FARMA to design an
approach to help honey processors access EU markets.

DEVELOPMENT IMPACT

Growing chamomile at “Prirodno bilje” in Banja Luka

The “Prirodno bilje” company from Banja
Luka presented their business results to fifty
, guests and dignitaries, including H.E. Mr.
Bosse Hedberg, Ambassador of Sweden in
BiH and Mr. Zoran Kovacevi¢, Deputy
Minister of Agriculture, Forestry and Water
Management of Republika Srpska (RS). The
speakers emphasized the fact that, when
considering high  unemployment and
: , enormous underdeveloped land, cultivation
PHOTOS: “PRIRODNO BILJE” PROMO of medicinal and aromatic plants can
SOURCE: FARMA contribute significantly to local economic

; . development. In 2011, “Prirodno bilje”
received a concession to use 35 hectares of
land in the Prijedor municipality from the RS
Ministry of Agriculture, Forestry and Water
Management. The company developed a
chamomile plantation with assistance from
FARMA, which donated drying facilities and
land cultivation machinery. As a result of
these efforts, 20 families have been
¢ engaged in chamomile production and one
j agronomist was employed.

BRINGING THE MAPs AND HONEY SECTOR UP TO EU STANDARDS

The importance of EU compliance in the MAP and Honey sectors is clear: BiH producers
must comply with EU standards, in order to export products to the EU and increase trade
with neighboring countries. One of the key components in standardization is the quality of
the product.

In order to improve this product aspect, FARMA continued training beekeepers on modern
beekeeping technologies™ continued throughout BiH. In addition to this effort, FARMA
provided technical assistance to EkoMozaik, to ensure their honey production goals are met.
FARMA project's beekeeping consultant had been on-site, providing consultations and
assistance to EkoMozaik personnel. Bee colonies had been distributed in different locations
at the complex, the hives were cleaned and marked properly, and were prepared for the
summer season and honey production, according to the expert’'s recommendations. FARMA
also supported the participation of local beekeeping expert, Ms. Santrac from the Veterinary
Institute “Vaso Butozan” in Banja Luka in the International Apiculture Congress “Apimondia”
in Argentina in 2011. Every two years experts in beekeeping from all over the world come
together at this event with apicultural researchers, suppliers, manufacturers, honey-traders
and other representatives of the apicultural sector. Each year the meeting is hosted by a

! Theoretical-fundamentals training for new beekeepers; practical training for more experienced beekeepers. Training held by
FARMA'’s beekeeping expert.
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different country, thus maximizing the exchange of experiences among beekeepers and all
the members of the apiculture practice. Ms. Santrac held trainings for local beekeepers and
representatives from relevant local institutions to share her knowledge from the event.
During three training sessions more than 150 participants had a chance to learn about the
new trends and production practices from around the world.

At the processor level, FARMA and representatives of the BiH
State Veterinary Office visited local honey producers that have
potential to export their products to the EU in order to determine
their progress in meeting the EU export requirements. The
HACCP system was implemented by three of the four producers
(HACCP compliance is one of the prerequisites for export to the
EU). Two of the four honey producers benefited from intensive

PRODUCERS FARMA assistance on HACCP. Significant improvements were

IMPLEMENTED noted in all four processors compared to the previous visit.

HACCP STANDARD However, most producers still need to substantially improve their
record-keeping practices in accordance with respective HACCP
plans.

The BiH Foreign Trade Chamber and USAID/Sida FARMA project organized a round table
discussion on the topic "Export of honey from BiH- authorities of relevant institutions and the
required documentation.” Representatives from the BiH Indirect Tax Authority, the BiH
Veterinary Office and the BiH Food Safety Agency presented information on new
developments. A round table discussion was attended by representatives of beekeeping
organizations and institutions relevant for sectoral development. Many uncertainties that
honey processors have had were addressed by governmental representatives.

Moreover, FARMA cooperated with CBI to bring an EU expert to present new regulations for
the sale of traditional medicinal plant products. The expert presented procedures, conditions
and requirements for reaching EU markets with local medicinal plant products, spices and
teas to a group of BiH producers.

EKOMOZAIK - WOMEN EMPOWERMENT THROUGH ORGANIC FARMING

The overall objective of this program is
to fight poverty and social exclusion by
enabling and accelerating economic
development of the rural population
through the creation of a market- -
driven, business-like model capable of
A long-term  sustainable growth. The
medomed l FARMA project continued providing
§ & technical support to EkoMozaik, in order
to ensure the success of the project and

PHOTO:EKOMOZAIK HONEY assist USAID in monitoring the activities
SR FARMA and results.

According to EkoMozaik, activities are on track to meet the revised work plan goals. For
example, 100,000 vegetable seedlings and 80,000 lavender seedlings were planted or re-
planted despite inclement weather conditions in February (on-site temperature reached
negative 36°C or negative 33°F on the coldest days). The EkoMozaik glass greenhouse was
one of the very few that was not destroyed in the February snow storm. The greenhouse
suffered some damage but continued in operation. Fortunately, employees responded
quickly and worked through the night to remove snow, heat was maintained in the
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greenhouse to help facilitate melting, and the greenhouse was designed using short roof
pitches which resulted in greater structural strength to withstand the snow weight.

“Faveda” Exports to Turke
MAPs value-added products, such as essential oils, have a wide commercial application, for
example in the pharmaceutical industry, cosmetics, food and beverage production, textile

industry, paper and paint production. Yet, due to the lack of new technologies and
production practices, MAP production in BiH has not achieved its potential.

Why is this important?

The FARMA project is implementing a set of activities designed to increase the production of
value-added products in this sector to increase incomes of farmers and processors working
in this sector.
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PHOTO (FROM LEFT): MRS. ZUBCEVIC, MRS. MOON, MS. AR AND MRS HEDBERG AT THE FAVEDA
PROMOTIONAL EVENT
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What role did FARMA have?

The long-term effort of the small women-owned company “Faveda” from Sarajevo- a FARMA
project beneficiary- culminated with tremendous success in the export of their natural
cosmetics products to a very demanding Turkish market. According to Ms. Indira Ar, Director
of the Gold Star International (Turkish customer), an interest for “Faveda’s” products exists
and the new orders will prove that market interest. In addition to this important result,
“Faveda,” with support of the FARMA project, developed and sold two new products based
on medicinal and aromatic plants in local markets: natural juices and high-quality herbal
teas. The success of this small company has large significance, as they succeeded in
exporting finished products, creams and lotions, to the Turkish market. The FARMA project
supported “Faveda’s” efforts by assisting with the development of the export-oriented
marketing plan and by providing the grant funds for new product development.
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FRUIT AND VEGETABLE (F&V)

To achieve FARMA'’s goals, the project concentrated its activities in three segments: (1)
Introducing new production technologies and standards in production and processing; (2)
Introducing new berry varieties to ensure the sector gains a competitive advantage in the long
run; (3) Facilitating market linkages, through participation in fairs and direct contacts with
potential buyers, to help POs access higher paying markets.

BACKGROUND

Half of the farms in BiH are less than two hectares in size. The long term development of the BiH agricultural
economy will depend upon average farm size increasing. There is nothing the FARMA project can do to affect the
land market efficiency as the land titling issue is beyond the scope of the project’s activities. As a result, the
emphasis of FARMA is to concentrate on very high value, labor intensive crops that can profitably be grown on
small land plots. While other crops are supported, the primary effort to achieve the objective of increasing small
farm profitability is with berries. This involves increasing production, acreage and productivity, as well as
introducing varieties that offer more options beyond freezing.

SECTORAL IMPACTS

FARMA-assisted organizations attained BAM 89.5 million in sales (over 6 percent reduction
in relation to the previous year) and BAM 43.6 million in exports (almost 6 percent increase
in relation to previous year). For more information, see "Results" section of this report.

YEAR 3 MILESTONES

Milestones Status Explanation

Established business relationships and sales contract signed Completed

Improved branding, packaging etc. of assisted POs Completed

At least 5 POs applied for funds or developed investment N Domestic producers showed no
ot completed . L

prospectus interest in this

Increased visibility of FARMA project Completed

Implementation of latest growing technology which results in
increased productivity (higher yields) and better product quality, Completed
reduced volume losses and extended shelf-life of produce
Linkages created and organization strengthened through better
cooperation, communication and trainings among them

POs are implementing relevant standard requirements and have
better market access

Completed

Completed

INTRODUCING NEW PRODUCTION TECHNOLOGIES AND STANDARDS IN
PRODUCTION AND PROCESSING

FARMA continued its intensive training programs for farmers on various topics, including fruit
tree pruning and plant preparation, postharvest management, berry growing, and
greenhouse vegetable production with the aim of increasing yields and improving farm
productivity. A total of 1,374 farmers (322 women, 1052 men) attended these training
programs (133 training events) during the year. Additionally, the project provided “training-of-
trainers” for agronomists from all municipalities in the Una-Sana Canton on tree fruit
technology and the newly introduced berry varieties.

Considering that farmers in the Una-Sana Canton planted more than 50,000 raspberry
seedlings, FARMA cooperated with the Italian NGO ICEA to organize technical training for
farmers on the establishment and maintenance of raspberry plantations. In addition, FARMA
organized three educational in-country study tours from over 100 farmers from various
regions of BiH.
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FARMA collaborated with the Japanese Development Agency (JICA) in supporting berry
farmers from the Srebrenica area. JICA donated over 30,000 raspberry seedlings to 21
farmers in Srebrenica and sought FARMA'’s expertise to provide technical training in order to
ensure plant viability and optimal seasonal production.

Regional blueberry production and growing technology
R - training was held in Bajina Basta, Serbia organized by the
USAID AgBiz project from Serbia. This collaborative training

was a result of the efforts of the Regional Competitiveness
Bo RD E R Project. Representatives from the USAID-financed
agricultural project in Kosovo also attended this training.

COLLABORATION WITH FARMA organized the attendance of 10 blueberry growers
USAID AGBIZ PROJECT IN from BiH to this event. Information on regional blueberry
SERBIA production was exchanged among the attendees. An AgBiz

Project technical expert delivered training on blueberry
production, protection, irrigation and fertilization, and presented different equipment used in
packaging and sorting of blueberries. A total of 50 participants from the region were present
at the event. FARMA will continue to work with regional projects in the future, in order to
explore the joint regional producers approach to EU markets.

Following this successful collaboration, a study tour was organized for a group of raspberry
farmers from Kozarska (Bosanska) Dubica to Serbia, to observe berry production practices.
Participants visited several cold storage facilities and berry orchards (mainly raspberries),
where they exchanged knowledge and experiences on raspberry production and sales with
the hosts. Local farmers visited Arilje Innovation Agricultural Center- an institution which
provides laboratory and advisory services to the berry growers- and a wild raspberry
production site.

Considering that the raspberry market is becoming increasingly competitive, due to
downward price trends caused in part by the global economic downturn and competition
from low-labor cost countries, FARMA and the Swiss Caritas organized a national
conference “Production of Berries in BiH - Opportunities and Challenges.” The one-day
conference provided a venue for 54 berry producers, processors, distributors and
governmental representatives to discuss sectoral developments and identify future
opportunities and challenges, in order to find ways to improve the domestic berry sector
competitiveness.

Having benefited from FARMA's technical assistance during the project, “Jaffa Komerc” from
Blagaj (Mostar region) obtained the GlobalGAP certification for cherries. Their other products
will be certified through GlobalGAP very soon. FARMA also approved a grant to Jaffa
Komerc to introduce new and improved packaging that meets the demanding EU
requirements. Funds will be invested in automating the production of waxed cardboard
boxes which are specifically suited for use in cooling storage facilities.

INTERNATIONAL COLLABORATION
REGIONAL POSTHARVEST MANAGEMENT TRAINING

In support of the objective of reducing postharvest loss, the USAID's Regional
Competitiveness Initiative (RCI) and USAID projects in ten countries cooperated to hold a
regional Postharvest Management Training in Sarajevo for 89 agricultural professionals from
Bosnia and Herzegovina, Kosovo, Albania, Montenegro, Georgia, Moldavia, Macedonia,
Azerbaijan, Ukraine and Serbia. Bosnia and Herzegovina was selected as the place to hold
the course (October 24-October 28, 2011) with the FARMA project handling all of the local
logistics. In addition to the USAID support, Sida and CzDA provided funding support.
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The course was taught by professors from the University of California at Davis -UC Davis
Post Harvest Institute- that is widely recognized as having among the world’s best experts in
this subject. They provided instruction, text books, and computerized training materials for
the students to use in the future.

This event represented a remarkable partnership among many donors and many countries.
It not only provided training for professionals but served to promote regional collaboration
and opened the possibility of working together in other useful ways. This university graduate
school level training allowed the participants to receive training that would have been
prohibitively expensive had they been required to travel to the California university campus
to receive it.

The participants received instruction on how to properly manage fruits and vegetables
following harvest including temperature management, handling, packaging, transport, the
use of modified atmospheres, symptoms and treatments for diseases, and other numerous
topics. They were given practical exercises in grading and product selection and had the
opportunity to visit commercial packing operations. The graduates returned to their
respective countries and are expected to train others in the technologies and practices they
learned during this valuable course.

INTRODUCING NEW VARIETIES

The planned introduction of new varieties was completed.
New varieties include modern cultivars from the largest
nurseries in the U.S. and U.K. The Agricultural and Food
Technology Faculty’'s Center now contains 60 different
varieties of berries at its demo plots. A whole berry demo
plot had been protected by high tunnels and covered with
nets. These nets protected plants against the sun and high
summer temperatures. The nets are going to be removed NEW BERRY VARIETIES
just before the autumn, and tunnels will be covered with INTRODUCED
plastic foil. All of this makes the Center unique in the whole

region and is expected to be a demonstration site, and place for research and learning, well
after FARMA ends. The final report was completed and submitted to the FBiH Ministry of
Agriculture and the BiH Plant Health Administration, as this report represented a necessary
step in having new varieties added to the national variety list so they can be legally produced
in BiH. However, the government has not yet approved a new varieties list, which will permit
commercial propagation.

These results were attained through highly successful cooperation with the Czech
Development Agency (CzDA) and the Sarajevo Agricultural and Food Technology Faculty.
The CzDA committed to continue providing support for the berry demonstration plot’s
maintenance and research throughout 2012 in a contract with the Sarajevo Agricultural and
Food Technology Faculty.

Further, FARMA organized dissemination and distribution of new varieties of bare root
seedlings in 12 locations in BiH. A total of 6,815 new seedlings were distributed to farmers
and producers to test the reproductive characteristics of the new varieties in different regions
across the country.

FACILITATING MARKET LINKAGES

The significance of successful business contacts cannot be overstated. For example, after
the FARMA-assisted presentation of Maocanka Commerce at the 2011 Fruit Logistica Fair in
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Berlin (the leading international meeting place of the fresh produce trade), the company
signed a purchase contract with a large German retail chain "EDECA" for 600 tons of fresh
plums. As a result of this single successful contact, Maocanka’s sales in that year jumped by
50 percent. One cannot anticipate these deals all the time, but, as this case shows, a single
deal can make a tremendous difference in the business perspectives of a producer.

FARMA provided support to six companies from BiH in presenting their products at the
international food fair Anuga 2011 held in October in Cologne (Germany). The fair was
attended by 6,596 companies from 100 countries. Domestic producers presented a wide
variety of products: pickled vegetable, juices, jams, spices, dried and frozen fruits, as well as
fresh and processed mushrooms. Many of these products are already being exported and
the goal of the fair participation was to secure new contracts and expand the range of
exported products to include new products produced by these companies. The participation
in the fair was also supported by the BiH Foreign Trade Chamber/BiH Export Promotion
Agency.

Moreover, the project supported attendance of fruit and vegetable producers at the Fruit
Logistica fair in Germany. Fruit Logistica is the leading international meeting place of the
fresh produce trade. A record number of exhibiting companies, 2,537 in all, attended this
year’s fair. More than 56,000 trade visitors from 139 countries were in Berlin to view the full
spectrum of products and services across the entire fresh produce value chain. Six local
companies attended the fair with support from the FARMA project and SIPPO: PMG VIP,
Unaplod, Agroimpex, Gracanka, Agrofruit and Maocanka Komerc. An additional 20 local
companies attended the fair as observers.

FARMA'’s beneficiaries continued their sales successes. “Heko doo” successfully exported
100,000 berry seedlings valued at BAM 80,000 (EUR 40,000) to Serbia. This is the first time
such a large quantity of seedlings was exported from BiH. In addition, the project assisted in
organization of “Heko” products promotion in the OBl Center (Sarajevo), along with a
demonstration of proper berry growing technologies for attending customers.

DEVELOPMENT IMPACT

From BiH to EU consumers in 24 hours

General

Company “Vrganj promet d.0.0.” was founded in 1997 in Konjodor (Buzim area) by a family
team of two agronomists (husband and wife) with a goal of collecting and processing
mushrooms and other wild plants. The company buys wild plants (primarily raspberries and

mushrooms) from individual subsistence collectors from Una-Sana Canton, Gornji Vakuf,
Bugojno, Prozor/Rama, Jajce and Novi Travnik area.

Seizing the opportunity

The company commenced cultivating raspberries back in 2010 after consultations with the
FARMA project and their customers. The production of fresh raspberries was never quite
developed in BiH, but the increasing demand from the EU markets coupled with mere 200
kilometers (124 miles) distance from the capital of Slovenia (EU member) encouraged this
entrepreneurial couple to take this calculated risk. FARMA assisted in the selection of
appropriate berry varieties and advice in proper plating, harvesting and postharvest
handling. “Vrganj promet” now handles between 1-5 tons of fresh berries a day, during the
harvesting season- a season which was extended to five months by selection of appropriate
plant varieties. These berries are immediately cooled in their new cooling facilities (the
company’s own investment), packed in new and improved packaging (4.4 oz or 125 grams-
most common packaging for EU market) and shipped to customers. It takes 24 hours or
less, for this local product to reach the shelves of supermarkets in the EU!
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Results

“Vrganj promet” exported 20 tons of fresh raspberries to Slovenia, Austria and Sweden in
2011. Their customers were so satisfied with the quality of the product that they immediately
signed purchase contracts for 2012. The company is still tallying-up their results, but
management expects that they will export about 200 tons of fresh raspberries by the end of
the season at EUR 4.5 /kilogram. Hence, they stand to gain EUR 900,000 (BAM 1.8 million)
in revenue in these tough economic times.

FARMA'’S ASSISTANCE

— Practical training- growing berry fruit

— Practical training- fertilization and preparation

— Support attendance in international fairs- Fruit Logistica Berlin (2012)
— Support attendance in the technical study tour — Poland (2010)

— Facilitation of market linkages

— Implementation of new technology- postharvest management

— International consultant’s assistance

— Implementing international standards - GlobalGap

DEVELOPMENT IMPACT

Increasing production output by 448 percent in one year

General

“Kuca prirode d.0.0.” is a small company which produces “cloudy” natural juices by pressing
healthy, ripe fruit without added concentrates, preservatives, sugar, sweeteners or water,
which is then pasteurized. The company employs five full-time employees and an additional
12 seasonal employees.

Seizing the opportunity

FARMA conducted a detailed market analysis for fruit
juices. The analysis emphasized the significance of
proper selection of distribution channels and the
pricing strategy, to specifically target upper-income
consumers- a group interested in premium products
and health benefits. Heeding these conclusions and
recommendations, fruit juices made by “Kuéa
prirode” can be purchased in only in pharmacies,
health food stores and the largest supermarket chain
in BiH- Mercator.

100% natural and most delicious Juices on the market

Results

The production started in 2010, with 22,800 liters of
juices in 2010. Following FARMA's assistance, the production increased to 125,000 liters the
following year (a 448 percent increase). The company’s management expects to increase
production to 200,000 liters in 2012 (a 60 percent increase over 2011). The company
developed four new products: cranberry, beet root, grape and quince juice and increased the
purchase of berries from 11.3 tons to over 100 tons. Ultimately, “Ku¢a prirode’plans to
engage 56 women in production of homemade fruit jams by providing them with fruit pulp.
The women will be producing homemade jams for sale in the market, thus getting extra
income because they will receive the pulp at no cost (when they start) and at minimal charge
of BAM 0.20 per kilogram of pulp (those that are making fruit jams for over a year).
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FARMA'’S ASSISTANCE

— Grant funds of BAM 65,000 (USD 43,065) to procure new bottling and labeling
equipment

— HACKCP certification assistance

— Assistance in marketing and promotion

— Technical assistance to increase production of fruits and final product

— Support exhibition in the international fairs — Anuga (2011)

— Facilitating market linkages with fresh raw material suppliers

— Assistance in development of new products: black currant and chokeberry juices

J<s

PHOTOS: “VRGANJ PROMET"” BERRY PLANTATION WITH COMPANY S OWNER (TOP); BERRIES PACKED FOR
SHIPMENT TO AUSTRIA (BOTTOM)
SOURCE: FARMA
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EU INTEGRATION, STANDARDS
AND ENVIRONMENT

The focus of this component is in three key areas:(1) assisting POs with implementing standards to
prepare them for certification so they increase food safety standards and reach desired markets; (2)
improving the quality infrastructure to align with the EU acquis, to improve the market access and
increase competitiveness of the BiH agriculture sector; and (3) ensuring environmental compliance to
satisfy the requirements of the project IEE and promoting sound environmental practices in alignment
with environmental sustainability goals.

IMPACTS SUMMARY

Thirty producers®? achieved certifications aligned with EU standards and requirements as a
result of this hands-on assistance and training. In fact, this number is much greater. Some of
these certifications were group certifications- where several individual farmers were certified
under a group certification scheme. For example, more than 400 small farmers were certified
from GlobalGAP and the “Smallholder concept” in organic agriculture. Furthermore, the
actual number of certifications is 40, as a number of producers from this group of 30,
achieved multiple certifications. Progress is also being made in overcoming constraints for
the export of products of plant and animal origin to the EU.

YEAR 3 MILESTONES

Milestones Status Explanation

Info sessions/training for agricultural This is being conducted in cooperation with the EU-Fito
supply stores on certification project and the BiH Plant Health Administration and had
requirements to sell pesticides completed been postponed to September 2012.

A system for the collection and disposal of Not a priority issue for the government and the private

Postponed to
September

Not completed

waste established sector
Study tour on Erwinia amylovora
conducted in Switzerland G
Conduct 2 meetings with Coordination
Completed

Body and Advisory Council

10 POs have obtained desired certification
for market access

Report on the compliance of
phytodiagnostic laboratories to EU

6 POs achieved desired certifications but the LoP goal of

Partly completed 20 was exceeded.

standards, pertaining to the analysis of Completed
potato quarantine pests

CB organic standards and the certification

system for animal husbandry are Completed
completed

3-6 lab staff completed advanced training C

: ; S ompleted
in residue testing in honey

Proposed amendments to existing Completed

regulations on non-wood forest products

ASSISTING PRODUCERS TO IMPLEMENT STANDARDS

FARMA continued assisting local producers with implementation of international standards
and quality management systems (i.e. GlobalGAP, Organic, HACCP System). For example,
FARMA delivered training on GlobalGAP option 2 to “BaSo”and their 100 cooperants-
cucumber producers, in coordination with Organska Kontrola and Association of Fruit
Producers “Integralna proizvodnja vocéa.” Their cucumbers were intended for sale in
Germany, where GlobalGAP certification is required, and the quality control represents a

2 LoP goal was 20
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very important issue. Considering the outbreak of E.coli in Germany in 2011- an outbreak
which killed 13 people and led to Hemolytic-Uremic Syndrome (HUS) and potentially fatal
renal failure in many of the reported cases - this insistence of German authorities is
understandable.

FARMA also linked “Ba3o” and “H&H Fruit” with the project “Translation, Education and
Implementation of Standards for Environmental Protection in Agricultural Production” (U.S.
Embassy Sarajevo) for further support in standards implementation. FARMA facilitated
linking the Sida-financed “Quality and Regulatory Infrastructure Development” project and
REDAH, which resulted in a series of training events attended by 176 people from the
Herzegovina region.

Since the beginning of the project, FARMA assisted 70 producer organizations™ to
implement relevant standards; 30 producer organizations (10 more than the LoP goal)
attained 40 different certifications.

IMPROVING THE QUALITY INFRASTRUCTURE AND THE BUSINESS ENVIRONMENT

The announcement of Croatia’s entry into the EU in July 2013, and subsequent loss of a
market for a number of agricultural products from BiH, continues to receive attention from
the media and various parts of the BiH Government. For example, the BiH Parliamentary
Assembly, in coordination with the USAID Project “BiH Parliamentary Strengthening Project”
and Konrad Adenauer Stiftung®, organized a conference on the implications of Croatia’s
entry to the EU, which was well attended. FARMA also had several meetings with dairies to
discuss the impacts of Croatia’s entry to the EU on the BiH dairy industry. The most concrete
action plan on overcoming constraints for the export of products of plant and animal origin to
the EU, remains the “Road Map for Overcoming Constraints for the Export of Products of
Plant and Animal Origin to the EU.” FARMA continued to actively support the implementation
of the Road Map and actively participated in MOFTER-led meetings on the topic during the
year.

Veterinary issues remained one of the focal points in this component of the project, since (as
stated above) products of animal origin cannot be exported to Croatia once Croatia becomes
an EU member. FARMA worked intensively with the BiH Veterinary Office (SVO) in
overcoming constraints for the export of honey and milk to the EU. In cooperation with the
Czech Development Agency, training sessions for veterinary inspectors on the "sampling of
honey" as part of the National Residue Monitoring Program were conducted in Bréko,
Mostar, Banja Luka and Sarajevo. FARMA and SVO teams also visited honey processors to
ensure their facilities and production methods meet EU standards. In addition, capacity
assessment of four veterinary laboratories (which have the greatest potential to conduct
residue tests in milk and honey as part of the National Residue Monitoring Program) was
performed and recommendations for improvements were provided. All of the efforts are fully
conducted in partnership with the BiH State Veterinary Office to ensure ownership and
sustainability in the implementation of the residue monitoring program once FARMA ends.

FARMA and the Czech Development Agency (CzDA) will implement a project
“Strengthening Capacity of Veterinary Laboratories and Veterinary Inspection Services for
Implementation of National Residue Monitoring Program (NRMP) in Accordance with EU
Standards” in order to increase the capacity and competence of the State Veterinary Office
(SVO) and other institutions responsible for the implementation of the NRMP. This project
will address the weaknesses identified through the EU inspection by strengthening the
veterinary laboratories and inspection services to ensure they meet the required EU

'3 Not counting individual farmers certified under group certification schemes.
* Foundation Konrad Adenauer
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standards. FARMA and Czech experts already visited four veterinary laboratories to identify
the required minor laboratory equipment and material needs for the intensive training
program tailored for each of the laboratories.

FARMA also initiated activities focused on the harmonization of Milk Quality Decrees in BiH.
Currently, three Milk Quality Decrees are being applied in BiH- each with different standards,
measurements, and specifications. FARMA, in collaboration with the BiH Food Safety
Agency, succeeded in facilitating an agreement between key stakeholders to harmonize the
milk quality bylaws in the country. Bylaws have now been harmonized between the entities,
however, the Federation BiH has not implemented the regulation in full.

FARMA continued to support the implementation of the National Monitoring Program for
Quarantine Pests of Potatoes with an aim to have the BiH monitoring program approved by
the EU. All activities were developed in full cooperation with the BiH Plant Health
Administration which has initially requested this specific support and has taken ownership
and leadership of this activity that should help ensure sustainability of this program beyond
FARMA. The BiH Plant Health Administration and FARMA organized proficiency testing for
all laboratories involved as well as two advanced training programs for laboratories included
in the implementation of the National Monitoring Program. Training on Quality Management
System and Root Knot Nematodes (RKN) was held at the Agricultural Institute Ljubljana in
May 2012, in addition to on-site TA in BIH. Only one laboratory did not pass the proficiency
testing and this laboratory is no longer included in the monitoring program. In July, FARMA
organized a workshop for the staff of the Plant Health Administration (PHA) and Entity
Ministries of Agriculture. An STTE from Slovenia, assisted the PHA to improve the
Systematic Official Survey methodology and gave recommendations to update the existing
monitoring program for quarantine pests of potatoes for 2013.

To overcome export constraints on products of plant origin to the EU, MOFTER, FARMA, the
UNDP Value Chains for Employment project and the Swiss Caritas, organized a workshop
on "UNECE / EU Standards for Fresh Fruit and Vegetables.” The workshop was particularly
relevant as Croatia started to implement and enforce these standards on the border with
BiH. Presentations were conducted by representatives of the Ministry of Agriculture from the
Republic of Croatia and a representative of the United Nations Economic Commission for
Europe (UNECE). FARMA supported MoFTER to coordinate efforts with the Entity Ministries
of Agriculture in development of regulations on marketing standards for fresh fruit and
vegetables, during a workshop held in Teslic during July. The aim was to harmonize BiH
legislation with the EU acquis and implement EU-equivalent standards for goods imported to
BiH. Entity Ministries drafted these regulations, which are awaiting adoption.

FARMA initiated activities in relation to protection of traditional agricultural and food
products. FARMA's international expert assessed the current processes and overlap of
authorities between local institutions with regards to Protected Designation of Origin (PDO)
and Protected Geographic Indication (PGI). The consultant met with representatives of
MoFTER, BiH Food Safety Agency as well as the BiH Institute of Intellectual Property
Rights. The findings were presented to MOFTER and the Directorate of European Integration
(DEI). The findings indicate that BiH needs to make changes to remove overlaps in
authorities and also to meet the EU requirements either by modifying the existing Law on
Geographical Indication or by upgrading current regulations administered by the BiH Food
Safety Agency to a law. Both MoFTER and DEI were pleased with the findings and
recommendations, which these institutions will bring before the BiH Council of Ministers.

In December 2011, “Organska kontrola” (OK), become recognized in the EU as a
certification body with standards and control systems equivalent to the EU regulation for
organic production. This decision was made through the Commission Implementing
Regulation (EU) No. 1267/2011 on the 7™ December 2011. This is the first such decision by
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the Commission to recognize organic certification bodies outside the EU. In September
2012, Organska Kontrola, has also been approved by the Swiss authorities as a provider of
organic certification services for organic products intended for exports to Switzerland. This
means that all products certified as organic by Organska Kontrola, will be accepted as
certified organic products in the EU and Switzerland. Further, FARMA supported “OK” to
extend geographical scope of their internationally accredited certification services in the
Balkan region. The European Commission granted approval (June 2012) to “OK” to certify in
Serbia and Montenegro for the following scopes of certification: beekeeping, wild harvested
products, plant production, and processing (Official Journal of the European Union L 162).
Furthermore, the BiH Institute of Standardization (BAS) also adopted “OK's” (private) organic
standards as the BiH national organic standards. Standards will be published by the end of
2012.

FARMA continued to build capacity of associations and cooperatives, to empower
communities and individuals, with an aim to improve functioning of these bodies so they can
provide better services to their members. For example, training on the role of cooperatives in
agriculture development for beekeepers, fruit, and animal producers (in Srbac); training on
institutional strengthening of agricultural associations in cooperation with World Vision (in
Visoko); training for management of raspberry producers association in coordination with the
RS Extension Service (in Rudo), and so on. A two-day advanced training “Financial analysis
of cooperative management” for cooperative auditors and members of the supervisory board
of three cooperative associations, was conducted by FARMA in October 2011. This is
enabling improved cooperative audits according the BiH Law on Cooperatives. In
cooperation with the Swiss Caritas and Pharos Project, comprehensive training on topics
such as running and documenting meetings, income generation, membership development,
farm record keeping and public advocacy was provided to associations “Miker” and “Vilamet”
in Bratunac. These two associations are now the key associations of raspberry producers in
the Bratunac region. Advice on establishing and managing cooperatives and associations
was also provided to MI BOSPO, Regional Development Agency in East Sarajevo,
Blackberry producers in Doboj Istok, “Agrovrt” association of vegetable producers and
Women to Women International. FARMA also assisted in foundation of the BiH Association
of Cheese Producers (which was officially registered in September 2012). A greater focus
has been given to women-led groups, with an aim to improve female participation in decision
making in the agricultural sector. For example, FARMA conducted training on the ‘The
importance and functioning of business associations’ for Mi-BOSPO clients (flower
producers and dairy farmers) in Gradacac. In addition, FARMA also cooperated with Swiss
Caritas to conduct joint capacity building efforts for women-led associations.

FARMA worked closely with the Swiss Caritas to organize a two-day conference “Extension
services in agriculture and rural development” with a goal of strengthening the extension
services in BiH and inform them about the current trends in EU and the region. The result of
the conference was the initiative to develop a network of private and public extension
services from both entities to apply for membership with the International Academy of
Agricultural Advisers (IALB'®) and becoming involved in joint regional agricultural projects.

ENVIRONMENTAL COMPLIANCE

FARMA continually follows USAID environmental regulations, namely the IEE, PEA and
PERSUAP pertaining to FARMA. A large number of site visits to POs that were recipients of
PDF Grants were conducted to document environmental compliance.

% |ALB is an association of advisors, consultants and trainers from 17 European countries, which primarily deal with rural
issues and family based agricultural enterprises.
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Since the project inception, FARMA has reviewed grant applications to determine the
adverse impact on the environment, in accordance to procedures set forth in the PEA.
FARMA Environmental Specialists completed environmental checklists (Annex 3 of the PEA)
and assigned a screening determination.

As per the PEA, Categorical exclusion was assigned for the same types of activities as in the
FARMA IEE: Education, technical assistance, or training programs except to the extent such
programs include activities directly affecting the environment (such as construction of
facilities, etc.)[22 CFR 216.2(c)(2)(i)].Analyses, studies, academic or research workshops
and meetings were also classified as categorical exclusion.

A negative determination with conditions was assigned to activities involving physical
interventions covered in the PEA, including installation of cooling chambers, drying kilns and
greenhouse construction, for which an Environmental Mitigation and Monitoring Plan
(EMMP) has been proposed in the PEA. As physical locations of the potential beneficiary
were unknown at the time of the PEA preparation, site-specific assessment, incorporating
EDD and PPA, was also be conducted using the template in the Annex 5 of the PEA. A
negative determination with conditions was also assigned for activities involving the use or
procurement of pesticides provided the activity abides by the FARMA PERSUAP.

Activities not falling under any of the above categories, was deemed 'unclassified' and was
further assessed through an environmental review process (Annex 4), which is more detailed
than the screening process and upon which it may be determined that additional EAs are
necessary.

FARMA completed reviews of 46 grant applications since the beginning of the project.
Ensuring compliance

Environmental compliance was a standard part of the contract signed between FARMA and
the grantee. The grantee was requested to implement the EMMP as well as report on the
implementation to the FARMA project. Compliance to recommended mitigation measures
were also checked by the FARMA Environmental Specialist, sometimes resulting in
additional PO-specific recommendations or recommendations for FARMA to address at the
sector level. Compliance was sometimes difficult to implement fully due to the lack of
institutional framework and local government enforcement of environmental regulations. For
example, some organizations have been separating hazardous from non-hazardous wastes
only to be collected at the same time and mixed again by the local municipal authorities.
Such issues are beyond FARMA'’s ability to solve.

Mitigation of indirect, cumulative and sector specific issues

The table below summaries FARMA'’s efforts to implement mitigation measures for indirect,
cumulative and sector specific issues, as described in the PEA.

FRUIT AND VEGETABLE SECTOR

FARMA prepared the PERSUAP in Year 1 which was

A) FARMA shall prepare and implement a approved by USAID on 5 May 2010 (DCN:2010-BOS-007).
PERSUAP for the main crops supported by FARMA's implementation of PERSUAP’s recommendations
FARMA. is described further below. FARMA will update its PERSUAP

during October 2012.

FARMA developed a comprehensive plan to introduce and
implement GlobalGAP on farms. Implementation of
GlobalGAP in BiH is expected to improve farm
management, achieve higher product quality and improve
environmental outcomes as well as assist producers

B) FARMA shall implement a comprehensive plan
to introduce Good Agricultural Practices in
BiH...Facilitating the introduction of GlobalGAP
in BiH should be the cornerstone of this plan.
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9]

Promote organic agriculture in BiH, as a
sustainable farming technique in areas where
this technique will provide not only positive
environmental outcomes but also appropriate
level of food security and economic return
desired by the farmer.

DAIRY SECTOR

A)

Promote Good Agricultural and Hygiene
Practices in Dairy Farming, through training
materials and training, to minimize adverse
environmental and health effects. Examples of
such practices include:

maintain or access new EU markets. FARMA's efforts
included awareness raising throughout BiH as well as direct
assistance to POs wishing to implement GlobalGAP on their
farms. By Aug 2012, 14 FARMA-assisted POs obtained
GlobalGAP certification since the start of the project.
FARMA's efforts also included a ToT program in Poland for
GlobalGAP consultants, during September 2011. Five
individuals obtained certification from FoodPlus allowing
them to conduct training on GlobalGAP. These individuals
were from local organizations that have since the training
been very active in raising awareness and in assisting at
least 300 individual farmers in the process of GlobalGAP
implementation.

FARMA provided comprehensive assistance to several POs
to meet the organic standard. This included assistance in
technical aspects of organic farming as well meeting
organic certification requirements. By August 2012, more
than 10 FARMA-assisted POs, obtained organic certification
since the beginning of the project.

FARMA has also been assisting the local organic
certification body to obtain EU recognition and expand its
accreditation and geographic scope. As a result of these
efforts, Organska Kontrola (OK), become recognized in the
EU as a certification body with standards and control
systems equivalent to EU regulation for organic production.
OK's recognition is particularly important for countries such
as Bosnia and Herzegovina, which have not adopted
organic regulations in line with the EU acquis. OK's organic
certification has been automatically recognized in the EU as
of July 2012, which means that all eligible products certified
by OK are now able to enter EU markets as organic
products. Furthermore, OK's certification has also been
recognized by the Government of Switzerland. With
FARMA's support, OK has also developed organic
husbandry standards according to EU and international
norms. In addition, with FARMA's support, OK has
expanded its geographic coverage into Serbia and
Montenegro. As a result of this support, OK was able to
establish better cooperation with local authorities and lead
projects that promote organic agriculture in BiH.

FARMA provided comprehensive training to farmers on
Good Agriculture Practices (GAP) in milk production which
included animal health, hygiene practices, feed and water
for animals, welfare of dairy cows and environmental
practices. FARMA produced materials on all mentioned
topics and for a first time in BiH these materials were
presented to farmers and employees from Institutes and
Extension services. In cooperation with Agriculture
Institutes, Extension Services and different Municipality
officials, FARMA organized trainings, winter schools and
study tours on these topics. These training showed to all of
them importance of the environmental issues in dairy
production. During 2011/2012 more than 1,000 farmers
were educated and materials were provided. Thanks to the
trainings and technical assistance received from FARMA
dairy farm from Gradacac "Ledenicka Dolina" received a
GAP certificate from a Slovenian Agriculture Institute - the
first such certificate granted to a dairy farm. FARMA also
organized a soil testing program for 100 farms which
helped farmers to understand the importance of proper use
of fertilizers and manure.
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B)

(9]

MEDICINAL AND AROMATIC PLANT (MAP) SECTOR

A)

B)

Promote Good Practices according to the EU
Nitrates Directive through training materials
and training.

(not mentioned in the PEA but undertaken)
Assist dairy processors improve environmental
performance through the development of an
environmental action plan as part of the
environmental permitting process.

Promote Good Agricultural and Collection
Practices (GACP), through training materials
and training, to minimize the chance of over-
harvesting of wild plant materials.

Assist BiH institutions in the implementation
of GACP/ISSC-MAP by building capacity in
resource assessment which can be used to
determine the sustainable harvest rate. AND

FARMA conducted several training sessions and study tours
on the topic of EU Nitrates Directive and its practical
implementation. The Dairy team also produced a handbook
of the EU Nitrates Directive — the first handbook on this
topic in Bosnia and Herzegovina. In addition, FARMA has
initiated a more comprehensive training program on the
Nitrates Directive, including a ToT program as well as grant
support to comply with this Directive, which will be
implemented in Year 4 of the project. With this grant
support to selected dairy farmers they will become leading
BiH farmers following the Code of Good Agricultural
Practices, thus being an example to other farmers; The goal
of these activities is to significantly improve environmental
conditions and prevent pollution of ground and surface
water by excess nitrate from farming and other agricultural
activities.

FARMA has also been providing TA to 8 dairy processors in
the process of obtaining an environmental permit by
helping prepare a ‘Plan of activities for gradual reduction in
emitted pollutants following best available technologies’ as
required by local laws, and assisting the POs to prepare all
the required documentation for submittal to a relevant
cantonal or entity institutions authorized to issue
environmental permits. This included the development of
an environmental baseline study which includes
information on the current state of the environment at the
given location, pollution sources and qualitative and
quantitative characteristics of pollution (solid waste, noise,
air and water pollution) with descriptive and graphical
presentation. In addition, the studies included:
recommendations for pollution prevention and cleaner
production measures; rational use of raw materials; and a
cost analysis for implementation of these activities on an
annual basis. This has been aligned with the legal
requirements for the use of Best Available Technologies
(BATs) and pollution reduction to legally permitted levels.
Plans of six producers (“Agrocentar,”
“Puda&Perkovi¢,"“Zlatna kap,"“Pro-milk,"“Eko-flora,” and
“Rama- Milch”) were fully developed and submitted to
relevant institutions for issuance of environment permits.
FARMA decided to assist 8 dairies prepare such documents
as they did not have environmental permits but the law
permits companies to apply for an environmental permit
retroactively. FARMA initially focused on dairies as they
have a greater potential adverse environmental impact
than processing facilities from other sectors.

The general awareness among companies of the need to
collect sustainably is quite high. However, FARMA
continually reiterates the importance of Good Agricultural
and Collection Practices (GACP). With FARMA's support,
Women for Women International developed materials for
the promotion of Good Agricultural and Collection
Practices, which were used in training sessions in various
parts of BiH.

FARMA has been in regular contact with several institutions
with responsibility in the area of collection of non-wood
forest products.
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C) Assist the BiH institutions in the process of
regulatory reform based on GACP/ISSC-
MAP principles.

D) Work only with SMEs that are collecting wild
plants in a sustainable manner or have or are
working towards organic certification, GACP or
ISSC-MAP.

E) Provide assistance to SMEs where funding will
be used for value-adding rather than
additional harvesting from the wild.

F) Promote cultivation of plants that are currently
being harvested to a significant extent.

A general observation is that the public sector's interest to
improve the implementation of these regulations is low. In
coordination with the BiH Foreign Trade Chamber and the
MAP Association, FARMA organized a roundtable in order
to discuss the regulations on the collection of non-wood
forest products. In Federation BiH, the non-adoption of the
Law on Forestry has adversely affected the enforcement of
the regulation on the collection of non-wood forest
products. The equivalent regulation is enforced in the RS
but there are issues with its implementation, for example
the companies that won the tender two years ago still have
the exclusive rights to collect MAPs while new companies
have been unable to obtain these rights.

FARMA provides most of its support to SMEs in the MAP
sectors that have organic certification. For example, it is a
requirement for attendance at the BioFach Fair, which
FARMA supports together with the Foreign Trade
Chamber. FARMA also actively supports MAP POs to reach
organic certification and implement GACP.

FARMA's grants in the MAP sector are focused on value-
adding and MAP cultivation. Several grants were focused
on POs that are producing value added products such as
creams and teas, as well as for improved distillation
techniques and MAP cultivation.

FARMA’s MAP team developed a comprehensive program
on MAP cultivation. This was done both through STTAs and
subcontracts. By working with Women for Women
International, more than 100 women participated in a year-
long school on MAP cultivation. In addition, FARMA
provided training and TA directly to POs involved in MAP
cultivation, including Eko-Mozaik, an organization which is
working with 100 women to grow medicinal and aromatic
herbs as bee pasture. The program on MAP cultivation will
continue in Year 4 of the project.

Implementation of PERSUAP recommendations

In reference to the PERSUAP recommendations, FARMA has been conducting the

following:

1. Promoting only the least toxic pesticides available on the BiH market and approved in
the PERSUAP, under the broader framework of Integrated Pest Management (IPM).
2. Promoting IPM and safe use practices described in the PERSUAP through the following

means:

a. Reference guides for permissible pesticides for raspberries as well as a guide for

pest management in fruits and vegetables following organic principles were
produced since the beginning of the project.

FARMA has been working with the BiH Plant Health Administration to assist it to
develop and implement an EU-approved National Monitoring Program on
guarantine pests affecting potatoes. Very comprehensive support was provided.
For example, FARMA worked with the BiH Plant Health Administration (PHA) to
assess the phytosanitary laboratories authorized by the PHA to undertake the
required tests on plant disease diagnostics, to build capacity of laboratories in
diagnostic methods of quarantine pests as well as to train phytosanitary
inspectors in sampling methods and visual identification of potential diseases. As
a result of these efforts, this was the first plant health monitoring program
implemented at the state level. FARMA plans to continue assistance to BiH Plant
Health Administration in the third and fourth years of the implementation of the
monitoring program for the quarantine pests of potatoes. It is planned that the
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PHA will submit a report to the EU on the performed monitoring by the end of the
second year of program implementation.

Additionally, FARMA supported the Association Drina together with Swiss Caritas
to raise awareness about the fireblight disease among farmers, extension office
and government in general. A database has been formed which includes
information on the presence of the disease in apple and pear orchards. The
presence of Erwinia amylovora has been confirmed on a pear farm in llijas
through laboratory tests conducted at the Agriculture Institute in Banja Luka.
Relevant government bodies, including the Federal Ministry of Agriculture, the
BiH Plant Health Administration and the FBiH Inspectorate were informed about
the presence of this disease, which is on the EPPO list of quarantine pests.

In addition, FARMA has been promoting the GlobalGAP standard among 30 POs
(described earlier).

3. FARMA has been building the capacity of farmers, agricultural advisers, agricultural
inspectors, in aspects of IPM, safe pesticides use, phytosanitary control, so that best
practices continue to be promoted post-FARMA. Specifically, FARMA has:

a. Conducted training to fruit and vegetable growers on the IPM principles and safe

C.

pesticide use including issues related to pesticide use and bee health. In addition,
FARMA, the BiH Plant Health Administration and an EU-funded project “Support
to the BiH Plant Health Administration” organized five workshops on sustainable
use of pesticides (Sarajevo, Mostar, Bijeljina, Biha¢ and Banja Luka) in
September 2012, covering topics related to safe pesticide use practices and
principles of Integrated Pest Management, with an aim to reduce potential
adverse environmental effects and adverse impacts on human health as a result
of pesticide application.

In cooperation with the BiH Plant Health Administration, trained internal and
border phytosanitary inspectors in product sampling of major pests and diseases
with an aim to prevent the spread of pests and diseases in BiH. FARMA has thus
far focused on potato quarantine pests as well as Erwinia amylovora (in
cooperation with Swiss Caritas), which affects pears and apples.

Promoted organic farming principles and certification (described earlier).

Environmental compliance beyond FARMA

In addition to ensuring compliance on the FARMA project, FARMA also assisted two
recipients of USAID DGP funds to meet US environmental requirements. Mozaik was
assisted to prepare environmental review for a project which included the construction of a
greenhouse, reconstruction of distillation facilities, and cultivation of medicinal and aromatic
plants on 100 ha of land. FARMA assisted CRP in Tuzla to prepare and environmental
assessment for capacity building of agricultural business in drought adaptation:
establishment of small scale irrigation demonstration sites.

48

FOR THE PERIOD SEPTEMBER 1 2010 — 31 AUGUST 2011
FOSTERING AGRICULTURAL MARKETS ACTIVITY (FARMA)



ACCESS TO FINANCE

The primary objectives of activities in this cross-cutting component include: (1) increasing the
ability of POs to obtain new financing from commercial institutions; (2) increasing the ability of
POs to attract new foreign investments; (3) disseminating information on available financial
products for agriculture; and (4) preparing local POs to access EU pre- and post-accession
agriculture and rural development funds.

Project results have been negatively affected by the global financial crisis and the resulting
reduction of credit. The economic difficulties have been evidenced by declining GDP,
exports, and employment. Unfortunately, this macroeconomic situation continues.

FARMA-assisted organizations reduced the level of attained commercial financing by seven
percent throughout the year. This is a result of the many firms paying-off their short-term
working capital financing loans. Since beginning of the project, the loans and investments in
FARMA beneficiaries increased from BAM 17 million to BAM 25 million by 2012 (45%
increase). This is well-above LoP goal of 25 percent. The rate of change during the past year
was negative 7 percent, as majority of loans issued in 2011 were short-term, working capital
loans, which were paid off within a year.

YEAR 3 MILESTONES

Milestones Status Explanation

At least 100 training sessions delivered during

the LoP on farm record keeping Completed

At least 100 trainings on filling loan
applications / developing business plans Completed
delivered during LoP

Coordinating with other partners (Chamber of
Commerce, Ag. Institutes, Extension services) or
donors (SIPPO, GIZ) disseminate info on DCA to
POs

At least 5 POs developed teasers to attract FDI Completed

Completed

INCREASING THE ABILITY OF POs TO OBTAIN NEW FINANCING FROM COMMERCIAL
INSTITUTIONS

3 7 FARMA focused on providing specialized training in business

planning (673 producer/partner organizations attending) and
farm record keeping. The project completed second and third
trainer's training module on business planning to the
Agricultural Institute of Una Sana Canton, as well as the one-
on-one training on financial analysis to Plantago, in order to
improve the company’s financial management. Training on
farm record keeping was provided for 83 farmers in Fakovici
and Prijedor.

PERCENT OF ASSISTED
FARMERS IN
NORTHWEST
REPUBLIKA SRPSKA
ATTAINED NEW MICRO
LOANS
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GRAPH: TOTAL LOAN OBLIGATION OF FARMA Additionally, the project held a
BENEFICIARIES two-day training on financial
management for 28 agricultural
cooperative managers from Una
Sana Canton. Moreover, FARMA
completed an assessment of
business planning and loan
application development training
held in Northwest RS*®. Following
10 4 this training, 22 (out of 59)
attending farmers (37 percent)
5 1 received new loans from MCO
MIKRA. The total value of loans
w9 a0  m w12  Wwas BAM 66,300, with average
loan amount of BAM 3,013. An
additional 37 POs obtained financing with FARMA assistance valued at BAM 1.56 million (20
POs after finance schools with PLOD and ACED attained BAM 858,000; 17 POs after
FARMA-organized finance schools with NERDA, REZ, LINK attained BAM 703,550).

30

25 A

20 A

15 4

BAM Million

Five POs were assisted in the development of their business plans and loan applications.
They got new commercial financing valued at BAM 2.35 million. For example, as a result of
the FARMA assistance in development of the enterprise business plan and the requisite loan
application, “Mushroom d.0.0.” company attained BAM 900,000 commercial working capital
loan from the RS Investment and Development Bank. According to the agreed terms, the
working capital financing loan term is three years, with six-month grace period and 5.61
percent APR.

ACCESSING DEVELOPMENT CREDIT AUTHORITY (DCA) LOANS

VIP Krajina and Primus Cernjic d.o.o. withdrew their
DCA loan requests for BAM 300,000 and BAM 1 10
350,000 respectively, from the Raiffeisen Bank and
Unicredit Bank. They applied for a loan with the RS
Investment Development Bank (IRB)/ Volksbank who T:gqusﬁjhégE%J{R-gi;g: IE
offered a more favorable interest rate. As stated CLIENT AS A RESULT OF
above, another client (Mushroom) took their BAM TRAINING IN EACTORING AND

900,000 loan application to the RS Investment
Development Bank'’. INSURANCE

FARMA completed analysis of the draft business plan and accompanying projected financial
statements of “Jonuz” company from Blazuj. These documents were produced by the
company in order to obtain a DCA loan to construct the cooling chambers for berry fruits.
The company submitted its BAM 2.5 million (roughly EUR 1.25 million) application to
UniCredit Bank (BAM 2 mil. to be financed by ODRAZ foundation and BAM 0.5 mil. from the
DCA facility). Unfortunately, the application was rejected due to cash flow issues.

INCREASING THE ABILITY OF POs TO ATTRACT NEW FOREIGN INVESTMENTS

This is the most challenging task in the domain of access to new finance due to a number of
reasons (such as, the world's financial crisis, political instability in BiH, discouraging local tax

16

In 2011.
7 The real estate offered as collateral to Raiffeisen Bank was under lien at Hypo Bank, hence the bank refused to accept the
collateral.
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policy, difficulties potential investors have in accessing information, etc.). FARMA focused on
providing assistance to individual companies interested in attracting FDIs.

For example, FARMA provided assistance in the development of a project prospectus for ten
local companies (Roing, Unaplod, Posavina Koak, Citofarm, Rico Pale, TK Bosna Sanski
Most, Toplana Prijedor, Palavra Travnik, TKC Andy Cazin, Farm Jozo Tomic Tomislavgrad).
These documents were provided to foreign investors at the regional access to finance forum-
"SEEnovate: Supporting Intelligent Growth"- held on 19 June in Sarajevo. The goals of the
conference were: to raise the awareness of SMEs on the availability of equity investment in
the region as well as the requirements of equity investors; to provide information to investors
on the prospective supply of high-growth SMEs in the Western Balkans; and recommend
business environment improvements for equity investment. More than 160 representatives of
innovative small and medium enterprises (SMEs), investors and policy makers from the
region attended the event (particularly 30 investors and 40 companies). The Forum served
as a platform to showcase the most recent investment and business opportunities in South
East Europe to over 30 equity fund investors. The event was organized by the USAID and
Sida funded projects: FARMA, FIRMA, PFS, RCC, RCI, CEED, and PARE. European
money lenders announced the launch of two new financing facilities, with the combined
worth of EUR 245 million to assist innovative small and medium-sized enterprises (SMES) in
the Western Balkans. Foreign investors reviewed 23 project prospectuses and were
interested to meet nine BiH companies during the conference. The lone representative of
agriculture enterprises in this group was “Roing,” which had three B2B meetings during the
conference. Unfortunately, investors were not interested in other agricultural projects
presented.

PHOTO: "SEEnovate: Supporting Intelligent Growth".in Sarajevo
SOURCE: FARMA

) W

STRENGTHEN POs CAPACITY TO ATTAIN RELEVANT AND TIMELY INFORMATION ON
AVAILABLE FINANCING

The FARMA finance expert presented potential projects for external financing and possible
branding initiatives (plum, apple, and sauerkraut) in a “Conference on Branding of Regions
Gradiska, Laktasi, Dubica and Srbac” which was organized by GIZ and these municipalities.

One training- "Factoring and insurance of receivables (A/R)"- proved very beneficial for its
owner, Mr Basic. The company had been exporting their goods to Germany for some time
and after this training, Mr. Basic decided to insure certain portion of new customers (i.e.
Donau Gemuseeiz Pllatlinga, Mamingkonserven fabrik it Maminga, BEG Bayern GmbH
Aholming) A/Rs with the IGA. As Baso d.o.o. was not able to collect receivables from
German customers, but since 90 percent of the total invoice (EUR 123,000) was insured
through factoring with IGA, Mr. Basic is currently waiting on reimbursement from IGA.
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PREPARING LOCAL POS FOR ACCESSING EU PRE- AND POST-ACCESSION
AGRICULTURE AND RURAL DEVELOPMENT FUNDS

FARMA organized two presentations on Croatian experience in the use of EU pre-accession
funds IPARD with 112 producer organizations attending these presentations, sharing costs
with GlIZ, RS Chamber of Commerce and SERDA. Furthermore, the project conducted
training sessions on farm record keeping as per EU directives for 1,141 farmers, cooperative
members and extension advisers®.

MARKET INFORMATION

Over the course of 2010 FARMA worked with AgroLink to continue the public dissemination
of wholesale agricultural prices. This was done over the radio and via SMS messaging. The
year 2011 was the second season for the service.

Though no new analysis was conducted, last year’s showed a stabilization of price variances
in accordance with what would be expected in a well functioning market system. An intern
studied the effect on market price stability due to the availability of market price information
for her thesis. We expect a report later in 2012. It is apparent from her preliminary results
that her econometric model shows statistically significant stabilization in the markets with
prices less volatile among them during the period of FARMA’s price information
dissemination. Her thesis will be summarized in the FARMA reports once it is available.

The FARMA project continues to have an interest in funding the information dissemination
for the 2012 agricultural season if the evolving budgetary conditions allow it. For the present
time, there are no funds available to continue this important service.

Also, as funds are available, FARMA will assist the Standing Working Group (SWG) on the
issue of market information. SWG represents the ministries of agriculture of the countries of
this region. SWG has asked for assistance to manage price information from the countries it
represents. If funds are available, the SWG will be provided with the Commodity Price
Database software for managing prices from markets of different countries. They will also be
provided with training on principles of market information. SWG will disseminate prices for all
the countries among the countries thus promoting regional free market activity.

'8 Recorded under respective agricultural sectors.
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PARTNERS DEVELOPMENT
FUND

In compliance with the terms of the contract, Chemonics developed a Partners Funds Manual
(PDF) which incorporates FARMA's subcontracting rules and procedures and the Development
(Grant) Fund (DF) Manual. The DF is designed to comply with the European Commission Grant
Award Processes and future IPARD funding requirements to the extent feasible.

GRANTS

A total of 11 grant requests with a value of BAM 492,696 were approved during the year.
The majority of these grants were used in procurement of new and essential equipment for
agricultural production. These grants are expected to contribute to creation of 10 new direct
and 300 indirect jobs. Overall, as of the end of August 2012, BAM 2.3 million of grant funds
available for base period were fully committed (USD 1.6 million). Total awardees’
contribution amounted to BAM 4.9 million (roughly BAM 2.13 to on each convertible mark in
grants).

GRANTS SUMMARY

Sector No. of Grant Awards  Total Value (BAM) Avg. grant amount Percent Total
MAP 7 260,766.86 37,252.41 52.9
F&V 3 183,162.80 61,064.26 37.2
Dairy 1 48,766.64 48,766.64 9.9
Total 11 492,696.3 44,790.57 100

As of the end of August 2012, FARMA disbursed 98 percent of the total committed grant
funds. As of the end of the third project year, FARMA used all grant funds available for the
base period. Twenty-seven grants were closed of which all recipients have met and some
have exceeded anticipated project goals. As of the end of the third project year, there are 24
concept papers in a process of developing into full grant applications in pipeline with the total
value of approximately BAM 900,000. In addition, there are six full grant applications in
process of review and evaluation with the total value of approximately BAM 300,000. On July
25, 2012, FARMA published an RFA for support for nutrient management activities in the
dairy sector to assist the dairy farmers and producer organizations to comply with the
requirements of the EU Nitrates Directive and thereby assist in establishing a competitive
agricultural sector. The value of grant applications expected and grant application are
already in the pipeline exceed the available grant budget for the option year. Most of the
available grant funds for the option year will be committed by the end of the first quarter of
2013.

The effects of the grants program are highlighted under the sections describing individual
sectors. Grants monitoring is an ongoing activity, and the project will continue to report on
impacts of grants as the data becomes available (i.e. as the financed project comes online).
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SUBCONTRACTS

During the third project year FARMA concluded 4 subcontracts of which three were with
regional and one with a local organization. The table below shows subcontracts committed
during the third year:

Subcontractor Topic Approved Total To be

Amount Disbursed reimbursed
(BAM) (BAM)

Agricultural Proficiency test for Potato Cyst Nematodes 2,112.30 2,112.30 0.00

Institute Ljubljana,  (PCN) (Globodera rostochiensis and G. pallida)

Slovenia

National Institute ~ Training in laboratory methods for 2544622 2544622 0.00

for Biology, identification and confirmation of

Ljubljana, Slovenia  Ralstonia solanacearum and Clavibacter
michiganensis subsp. sepedonicus

Zene za zene MAP Cultivation School for Women in BiH 28,900.00  11,230.00 17,670.00
Agricultural Training on quality management system and 17,60247  17,602.47 0.00
Institute Ljubljana, = Root-knot nematodes (RKN)

Slovenia

Grand Total 74,060.99 56,390.99 17,670.00

FARMA is committed to an approach that delivers rapid results so during the second year
the project committed most of available subcontract funds to support different activities that
will produce an output of products that fit into the larger scheme of the project. In June, July
and August 2012, FARMA published four requests for proposals for the following activities:
(1) Training on artificial insemination of dairy cows; (2) Training on animal feed testing and
soil analysis; (3) Training of trainers in the development of rural development projects
eligible for EU funding and (4) Training on improvement of business skills of women in rural
areas. These requests for proposals close in September, 2012.

PHOTO: NEW JUICE PROCESSING EQUIPMENT AT “KUCA PRIRODE” PROCURED WITH FARMA'S GRANT
ASSISTANCE
SOURCE: FARMA
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MARKETING SUPPORT

In May 2012, FARMA added a full-time Marketing Specialist to the project team. Local
producers and processors do not have experience and sufficient knowledge in brand
creation and market positioning. Success in these areas translates into better sales results,
but local businesses simply could not compete with foreign brands. This is the reason why
FARMA chose to provide ongoing marketing support to POs.

Given the strong connection with promotion and marketing across FARMA activities, a
marketing component was integrated into the sectoral work. Beyond those activities
(covered in appropriate sections of this report), the marketing activities included the
development of marketing and promotional plans, providing marketing training to POs
(seminars, workshops etc.), organizing promotional events, preparing POs for participation
at international fairs, conducting market research and other related initiatives. Below is the
list of major marketing activities completed during the period:

Organized 9 promotional events;

Delivered 5 marketing seminars;

Prepared 3 marketing / promotional plans;

Prepared 2 research reports;

Supported 10 POs with their preparation for international trade fairs;
Drafted over 30 press releases to assist POs in promotion of their activities;
Thorough marketing assessment of 15 POs; and

Four POs got support from Graphic Design STTE.

LAMARUZ

v v
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INNOVATION

Harnessing Power of Social Networks
for Brand Improvement

“Lamaruz,” a small women-owned and operated company from

Grude is a long-term client of the FARMA project. The company

makes hand-made soaps and other beauty products made

exclusively of local natural ingredients. Other than providing

technical assistance and grant assistance, which increased

company's production by 100% (see “Medicinal and Aromatic

Plants and Honey” section), FARMA provided assistance of a
rofessional graphic design artist to improve product branding. .

noation e ’ LAMARUZ

Heeding FARMA's recommendation, “Lamaruz” used SIS

Facebook(tm) to get feedback on proposed new branding. The

company asked the users to vote on the three proposed ;a:ﬁt;?]?k.rﬁseriz\r’]%t\lidaﬁncﬂfisg;c;zi;:‘;iLa;gcfm

designs. The design with the most “likes” became the new | SHES=EET soaps.

official design. This is an excellent example of innovative use of  FEIGTU]=16 = =N\ =1V VI kLAt

social networks to improve company’'s branding and enhance

customer-relationships.

PHOTO: Proposed branding and packaging.
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RESULTS

In this section of the report, we provide discussion on the most important results and/or changes in
monitoring and evaluation indicators both on an annual basis (2011-2012) and over the period of the
project's performance in relation to the baseline (2009). We focus our discussion only on those
results which are not self-explanatory in order to demonstrate how we measure results and to
facilitate evaluation of the data reported.

At the end of each first calendar quarter, the FARMA project collects data to measure results from the
previous year. This is due to local tax reporting requirements, since the beneficiaries report actual
financial data at the end of the calendar year. Thus, the reporting cycles of the project and its
beneficiaries are not congruent which prevents the project from providing actual data when the
project’s annual report is written at the end of the third calendar quarter. The seasonality effect (the
third project agricultural season was ongoing during the development of the Year 3 annual report)
also adds to this issue. Hence, the project is not yet able to report on the actual results achieved, but
is able to report on the estimates of the project beneficiaries. Upon completion of the agricultural
cycle (first quarter of 2013), FARMA will collect the data and information required to report on
actual changes in these indicators attained during 2012. Those data will be provided in the second
calendar quarter of the year.

SALES

The overall value of sales of FARMA beneficiaries in 2012 compared to the previous year
increased by 6.5 percent. The reduced growth in overall value of sales is a direct result of
the extreme weather conditions which affected the production of animal feed, fruit and
vegetables, and medicinal and aromatic plants. As of the end of the third project year, the
value of sales of FARMA beneficiaries increased by 36.7 percent since the beginning of the
project, exceeding the LoP target of 35 percent.

TABLE 1. VALUE OF SALES OF FARMA BENEFICIARIES (BAM)

SECTOR BASELINE 2010 (YEAR 1) 2011 (YEAR 2) 2012 (YEAR 3)*
Dairy 132,808,838 157,213,600 173,197,000 196,075,642
F&V 80,349,475 87,021,414 95,681,011 89,520,594
MAPs & Honey 17,493,190 24,197,276 27,337,252 29,783,620
TOTALS 230,651,503 268,432,290 296,215,263 315,379,856

*preliminary estimate as of 08/31/2012

TABLE 2. YEAR-ON-YEAR PERCENT CHANGE IN THE VALUE OF SALES OF FARMA BENEFICIARIES

SECTOR Y1 Y2 Y3* Change Y3/Baseline
Dairy 18% 10% 13% 48%

F&Vv 8% 10% -6% 11%

MAPs & Honey 38% 13% 9% 70%
TOTALS 16% 10% 6.5% 36.7%

*preliminary estimate as of 08/31/2012
Dairy Sector Sales Growth

Dairy sector sales in 2012 grew by 13 percent compared to the previous year. Slower than
projected growth is attributable to the prolonged drought which affected the quality and
guantity of animal feed. Farmers were forced to buy feed in the open market, which, along
with increased prices of fuel and energy, increased milk production costs, thus depressing
farmers' bottom-line.

ANNUAL REPORT- YEAR 3
PUBLICATION DATE: 25 OCTOBER 2012 (V.2.2 DRAFT) 57



Conversely, these losses were offset by increasing sales of value-added products (i.e.
cheeses and spreads) in domestic markets. For example, all 16 cheese varieties developed
with FARMA'’s assistance took hold in the domestic market and producers are reporting
vigorous sales. Larger dairies benefitted from FARMA-assisted efforts to increase the quality
of milk as high milk quality is essential for the production of value-added dairy products such
as milk spreads, butter, and some types of cheeses (i.e. fresh cheese, typically used in pies,
bakery products and salads). The increased profitability in the dairy sector despite the
challenges described above is a notable success that is expected to continue into the
upcoming period.

Significant opportunities for growth exist in the dairy sector. The highly segmented domestic
dairy market continues to be dominated by foreign producers in the categories of soft,
ripened, blue, and semi-hard cheeses (i.e. gouda, camembert, gorgonzola, Danish blue,
etc.) and in the category of specialty drinks (i.e. fruit yoghurts). Despite the fact that domestic
milk production cannot meet the estimated domestic demand (production is at about 200
million liters per year while demand is estimated at about 500 million liters per year), greater
potential for the domestic dairy industry actually lies in the production of value-added dairy
products, for both domestic and international markets. Increased value-added dairy products
are key for the growth of the domestic dairy industry; however much of the opportunity in this
area depends on domestic regulatory environment reform and progress towards meeting EU
regulatory requirements.

Fruit and Vegetable Sector Sales Growth

The growth of sales in Fruit and Vegetable sector was thwarted by the heavy snowfall in
February and prolonged drought, resulting in a 6 percent decline in the value of sales
compared to the previous year. Particularly, the effects of drought depend on the severity,
duration, and time of stress in relation to the stage of growth. Nearly all vegetable crops are
sensitive to drought, especially during harvest season and the few weeks prior to harvest.
Unfortunately, the agricultural cycle in BiH was affected by the drought during this critical
time and significantly hampered growth in both fruit and vegetable production and sales.

This season’s climatic challenges demonstrate just how fragile the infrastructure in the Fruit
and Vegetable sector is. Lack of greenhouses (protected enclosures) and reliable irrigation
systems left much of the sector vulnerable to inclement weather. Those producers with
relatively developed infrastructure fared much better this season. Most FARMA beneficiaries
were harmed by the weather disturbances, some were even forced to go out of business (for
example, “Agrounija”’) and others suffered production losses more than 60 percent (for
example, “Staklenici” and “Vegi¢ komerc”). The extent to which producers were hurt by these
events is directly linked to the level of infrastructural sophistication of their production
facilities. Very few had insurance that could mitigate their losses.

Typically the most important infrastructural feature needed in local farms is irrigation for the
reasons below:

1. Proper soil moisture is critical for the germination of seeds. Farmers with irrigation
are better prepared to control this factor than those without.

2. Maintenance of soil moisture is essential for the growth of the roots of the crop plants
and the production of leaves and fruit. Again, farms with irrigation almost always out
produce those without.

3. lrrigation is necessary for the absorption of mineral nutrients by the plants from the
soil. Thus, irrigation is essential for the general growth of the plants.

Highly developed agriculture is impossible without water control, mostly through irrigation
and drainage systems.
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The major factor prohibiting propagation of irrigation systems in BiH is cost. Most individual
farmers consider short-term costs and benefits only. Hence, a project which offers relatively
sizeable up-front costs with long-term benefits is simply not feasible for them. This group of
producers suffered most this season. On the other hand, those FARMA beneficiaries which
heeded the project's advice (and had enough finances) to develop irrigation systems and
improve their postharvest management are completing this agricultural cycle with some
rather remarkable successes. For example, as of end of August 2012, two beneficiaries
(“Bojin” and “Maocanka”) exported over 2,200 tons of fresh plums to Russia and Germany.
Another beneficiary- “Vrganj promet™ exported 50 tons of fresh raspberries to Austria and
Germany.

Medicinal and Aromatic Plants and Honey Sector Sales Growth

This year, the Medicinal and Aromatic Plants and Honey Sector recorded sales growth of 9
percent. Slower growth this year is attributable to drought and forest fires which affected
much of the wild ecosystems. For example, mushroom production this year virtually stopped
due to the lack of rainfall. However losses were mitigated because FARMA has been worked
towards increasing the supply of raw plant material (thorough cultivation) and assisting
producers in developing new value added products, improving production efficiencies. For
example, domestic producers incorporated improved distillation techniques with FARMA’s
assistance and are thus able to produce higher quantities. Some producers succeeded in
improving their production efficiency by 100 percent as a result of the project’'s assistance.
The medicinal and aromatic plants are being cultivated at an increasing pace - 130 new
hectares are being cultivated with commercially valuable species. This not only preserves
the fragile wild ecosystems, but enables improved production planning and greater
efficiency. Local producers who participated in international specialized fairs with the
project’s assistance saw great results, selling more than EUR 1.1 million worth of products to
international customers in just five months after initial contacts at those fairs. It is estimated
that the total value of sales to those international customers will reach EUR 2 million by the
end of the year.

Chart: Value of annual sales of FARMA beneficlaneswithgrowthrates
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Overall Sales Growth

Overall, FARMA’s results can be viewed from two perspectives: short-term (year-to-year)
and medium-term (since the beginning of the project). In comparison to last year, growth in
the value of sales of FARMA'’s beneficiaries was 6.5 percent. This was a result of the sharp
decline in the value of sales in Fruit and Vegetable sector (6.4 percent) and slowed growth in
the value of sales in the other two sectors. As discussed above, these results are
consequences of two factors: extreme weather conditions throughout the year, and structural
issues (EU regulation compliance issue which affects dairies, and availability of irrigation
systems which affects fruit and vegetable sector).

Despite this, from the medium—-term perspective, FARMA has exceeded the goal of
increasing sales by 35 percent (36.7 percent increase in Year 3 in relation to baseline).

PROFITABILITY ESTIMATES

The purpose of this discussion is to present data on how the value of USAID and Sida donor
funds spent on the FARMA project compare to the increased profit (i.e. income - costs =
business profits) being generated in the agricultural economy of BiH by FARMA
beneficiaries. This is an update of the more extensive elaboration on establishing profitability
ratios in agriculture (FARMA Quarterly Report for the Period of January 1- March 30 2012;
Appendix 2, pgs. 44-49). The use of financial ratios and margins in assessing, benchmarking
and monitoring farm performance is a useful way of estimating economic impact without the
high expense of conducting a complex survey and econometric analysis. Farm-level
profitability is not a monitoring and evaluation requirement of the FARMA project®.
Nevertheless, measuring the profitability of FARMA partners is a useful indicator of project
impact. The FARMA project team believes that this analysis will provide beneficial insights to
the relationship between donor investments through the project and the benefits being
realized in the BiH economy.

TABLE 3. PROFITABILITY ESTIMATES

Sector Estimated Profit Gross Profit Estimate Net Profit Estimate
increase in sales Malrgztgls
above baseline (%)

(BAM) | GPM  NPM BAM usD BAM usD
Dairy 128,059,928 | 38% 17% 48,662,772 32,401,343 21,770,188 14,495,338
F&v 31,039,594 | 21% 13% 6,518,315 4,340,118 4,035,147 2,686,739
MAPs & Honey 29,000,578 | 28% 14% 8,120,162 5,406,682 4,060,081 2,703,341
Totals 188,100,100 - - 63,301,249 42,148,143 29,865,416 19,885,418

When we apply the profit margins for each individual sector, we can determine the value of
profits (both gross and net) attained during past three years. We can see that the gross
profit of project’s clients was over BAM 63 million (USD 42 million) and net profit was BAM
29 million (USD 19.8 million). Stated differently, clients’ cumulative profits exceeded total
FARMA funding through the end of the project®’. Gross profit exceeded this value by USD
31 million and net profit exceeded this value by USD 8.8 million. Thus, each dollar spent by
donors on improving the agricultural economy in BiH (through FARMA spending) yielded at

9 As defined in the contract 168-C-00-09-00102-00, the purpose of the project is to ,provide technical assistance in BiH (sub)
sectors of agricultural markets through demand-driven assistance aimed at improved competitiveness of BiH agricultural
products. “

2 T¢ estimate the viability of businesses to service loans banks have “factors” they apply to estimates of sales in order to see if
profit will be adequate to service the cost of the loan. These factors are usually proprietary. In the last few years the USAID
SPIRA project calculated factors for different sectors of the BiH economy. The factors used here come from the SPIRA reports.
As this were calculated by a USAID project, in the BiH context, they were taken as the most appropriate estimates available of
the general profitability of the different sub-sectors. They were compared to factors found through Internet searches for other
countries for similar sectors and similar both in terms of their magnitude and the variance among them.

! Reflects the LoP value of the project. Contract modification have increased this value over time.
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least USD 2.8 in gross profits, and USD 0.8 in net profits, for domestic agricultural

enterprises.
EXPORTS

In the first two years of the project, the growth of exports has been remarkable. The growth
was primarily a result of increased exports to regional and new markets (CEFTA-markets
and Russia for example) and to EU markets (specifically in fruit and vegetable). Improved
product quality, stabilized and more predictable production output, increased sales of fresh
produce resulting from improved postharvest handling, development of new value-added
products, enhanced packaging and better marketing all contributed to this growth. During
that period, three new products were sold in EU markets and a 30 producers attained
internationally-recognized quality certifications (40 certifications). In addition, the value of
exports increased from BAM 75 million to almost BAM 114 million in 2012 (a 52 percent
increase). Over the three year period, FARMA beneficiaries exported almost USD 213
million worth of agricultural products.

Medicinal and aromatic plants and fruit and vegetables (with the exception of potatoes) do
not have significant issues with EU market access. However, products of animal origin, such
as milk and honey, reached their peak at the end of the second year. Indeed, we can see a
slowdown in export growth in those two sectors over the period. Export growth in these two
sectors was predicated on the ability to access CEFTA markets. Now, as Croatia enters EU
and applies EU Acquis in domain of food safety regulations, these dairy sector sectors will
lose their largest export market. For example, a quick glance at the data (Table 4) reveals
the drop of dairy exports (7 percent in relation to previous year), which given the value of the
sector®, pulls down the overall average. Unless EU market access is achieved, exports of
these products may further decline.

TABLE 4. EXPORTS FARMA BENEFICIARIES

Sector Y1l Y2 Y3 Total (2009-2012)
Dairy 28% 19%  -7% 42%
F&V 9% 31% 6% 50%
MAPs 55% 13% 14% 102%
Totals 24%  22% 1% 52%

In order to resume growth again, stakeholders have three possible solutions at their
disposal: (1) domestic dairies must develop a greater variety and volume of value-added
final products; (2) BiH must develop an EU-required laboratory and regulatory infrastructure
which is capable of providing assurance of product quality and safety; and (3) focus on
attaining new, non-EU export markets, exploiting existing frameworks (i.e. CEFTA) or even
through a series of bilateral trade agreements whereby another government would allow for
some export concessions.

e The first solution is already being implemented with FARMA's assistance and this focus on producing value-
added products is gaining more acceptance as FARMA-beneficiaries get more and more successful.

e The second solution is under the jurisdiction of the government. FARMA has provided assistance and
recommendations to governmental institutions and continues to work on developing capacities of domestic
institutions to implement EU regulations and comply with those requirements. However, the decision to
implement these regulatory and quality frameworks is a political decision which FARMA cannot impose or
influence. In the upcoming period, FARMA will focus on building capacities of the veterinary laboratories and
veterinary inspection services to help reach the required EU standards.

e The third solution is essentially a “path of least resistance.” But, as each CEFTA country attempts to become a
part of the EU, and works actively to pursue that goal, BiH will also lose these markets in the future.
Neighboring countries (Serbia and Montenegro) appear to be progressing on the path of EU accession much
faster than BiH, and when (and if) they become a full-fledged members, we could have the same export

2 Three year sales of FARMA beneficiaries were USD 350 million; USD 130.5 million estimated sales this year alone.
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situation 5-10 years down the road as what we have with Croatia now. Additionally, bilateral agreements cost
time, money and significant manpower to negotiate and implement (not to mention that those can be
revoked with relative ease by respective national Parliaments).

When it comes to the MAPs sector, the value of exports continued growing at a steady rate
of 14 percent (102 percent overall). This growth was largely spurred by the international
successes of FARMA beneficiaries and increased availability of final consumer products. A
good example here is “Faveda’- a FARMA beneficiary- which up until last year was only
selling loose-packed tea mixtures, and now exports natural cosmetics (creams and lotions)
developed with the project's assistance. Moreover, these new products are also sold in
domestic markets at premium prices.

The fruit and vegetable sector has had substantial success with exports (6 percent growth
this year and 50 percent growth overall), but this was to be expected considering the
improvements in cold chain facilities throughout BiH and focus on fresh fruits, particularly
berries. The shift in the production paradigm, from producing fruits suitable for processing to
producing fresh fruits, meant that individual producers were able to attain higher prices for
their products. Increased yields and improved quality of produce - achieved by the provision
of extensive technical assistance to individual farmers ensured a sufficient supply of high-
quality produce aimed at export markets. This effect is going to become more pronounced in
the years to come, as the new high vyielding varieties are approved for propagation by the
government, coupled with rising interest in commercial production of berries and other fruit
and vegetables. FARMA worked closely with producers improving packaging and branding
and complying with the EU standards and requirements, contributing to increased exports. A
number of producers and their individual cooperants-farmers in this sector were certified
(mostly Global GAP, HACCP, and organic) with FARMA’s assistance over the past three
years. Continuing these efforts and investing in irrigation is necessary in establishing the
production of fruit and vegetables as a viable economic activity over the long-term.

EMPLOYMENT AMONG FARMA BENEFICIARIES

FARMA incorporated this indicator into its performance management framework due to
donor requirements.

The conceptual basis for this indicator is more complex than for others. Historically, the
driving forces behind agricultural development were the abundance of labor and land
resources. These two simple inputs were the most important contributing factors to
agricultural economic success in certain regions. Thus, increased land ownership and
people employed in farming translated to improved agricultural production. Hence, any
action that caused farming land to increase (e.g. conquering of the West or the Louisiana
purchase, in the case of U.S.- both of which increased the agricultural land mass of the new
nation immensely) resulted in comparable increases in agricultural employment.

This changed with improved R&D and use of modern machines. Agricultural outputs were
dramatically increasing, while on-farm employment dwindled to just 1% of the U.S.
population in 2006 (from 31.9 percent in 1916). That does not mean that the U.S. agriculture
suffered. In fact, the U.S. is one of the largest agricultural producers in the world, accounting
for 4.3 percent of global agricultural output (2011, FAS data).

This pattern became a proverbial rule of thumb in agriculture job creation- the more efficient
the primary agricultural production became, the fewer the people that were needed on farms.
Hence, FARMA faced an interesting predicament- the more successful we were as a project,
the on-farm employment in selected subsectors of local agricultural economy was more
likely to drop than increase. This is not necessarily “bad." After all, all major Western
countries went through such transition. Each new EU-member state suffered a tremendous
loss of agricultural jobs in the first 10 years of it becoming a member, while the agricultural
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employment in the EU 15 has generally been characterized by a continuous decline since
1990,% at an annual rate of two to three percent — while at the same time, output has risen.
Employment in FARMA beneficiaries is also expected to follow the trend - adding new jobs
after successful interventions and shedding jobs with increasing production sophistication
and resulting efficiencies.

An additional difficulty in the assessment of the real impact the project has on employment is
the fact that FARMA'’s interventions affect an entire value-chain in a given subsector. That
means that we not only work with primary agricultural producers, but also with buyers,
processors and even sellers (in some limited cases, most notably, facilitating linkages of
agricultural producers with large retail chains in BiH). Additionally, labor laws and associated
costs of compliance in BiH create an environment in which employers have ample incentives
to avoid compliance.

The official unemployment rate in BiH is 27.6 percent (source: BiH Agency for Statistics)
while the CIA’s World Fact Book (2011) estimates this rate to be 43.3 percent. With such
high variability in data, it is not possible to provide a fair assessment of unemployment in
BiH. Hence, there is a very high likelihood that a substantial number of people are informally
employed in many sectors including agriculture (i.e. not represented in the official statistics
and records).

The full-time employment in FARMA beneficiaries increased by 17% (from 2,013 employees
in 2009 to 2,351 employees in 2012). However, full-time employment declined by 3 percent
from 2011. The most significant contraction of full-time jobs was recorded in Dairy sector (9
percent in relation to 2011 and 7 percent in relation to 2009). Full-time employment in Fruit
and Vegetable sector dropped by 1 percent in relation to 2011, but it had increased by 13
percent in relation to 2009. The MAPs and Honey sector increased full-time employment by
3 percent in relation to 2011. In relation to 2009, 270 full-time jobs were added in this sector
(109 percent more than in 2009).

Year Full-time employment Change (Y-O-Y) Change (Y-0-2009)
2009 2,013 0% 0%
2010 2,230 11% 11%
2011 2,414 8% 20%
2012 2,351 -3% 17%

Also total employment (a number of all employees full-time, part-time and seasonal as
reported by the beneficiaries)24, in all three targeted sectors was reduced- most significantly
in the dairy sector (20 percent), followed by 7 percent reduction in MAPs and Honey sector
and 4 percent reduction in Fruit and Vegetable sector. In relation to 2011, this result
represents a 7 percent contraction across all three sectors. This is a result of the poor
agricultural season and severe economic situation in BiH. In terms of absolute numbers, in
2009 there were 4,431 persons employed in FARMA beneficiaries; now, there are 4,990- 13
percent improvement). This employment results are below LoP target but this modest
increase still represents a success for the reasons outlined below.

Year Nominal* Change (Y-O-Y) Change (Y-0-2009)
2009 4,431 - -

2010 4,391 -1% -1%

2011 5,391 23% 22%

2012 4,990 -7% 13%

*nominal employment represents a number of all employees (full-time, part-time and seasonal) as reported by the beneficiaries.

% study on Employment in Rural Areas, EU Commission, Directorate General of Agriculture (2006)
 This is the number used to calculate percent changes as reported in the Annual Indicator Summary Sheet.
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Agricultural job creation in BiH has been low for some time. This fact may not be
immediately visible from the raw employment data (after all, agriculture is a highly seasonal
business; if the season is good, more farm hands are needed, and if the season is bad, new
people are not being hired). However, if we consider a number of cooperants® of agricultural
businesses (farmers who work for a particular agricultural business, or who act as suppliers
of raw materials for that business), we can see that their numbers are being reduced at an
accelerated rate®- a trend which will become a hallmark in the years to come. For example,
FARMA'’s beneficiaries reduced the number of their cooperants by 23 percent at the end of
the project’s third year. Dairies reduced the number of cooperants by 40 percent as they
became acutely aware of the necessity of better production planning and product quality
issues. Hence, they stopped collaborating with those farmers who could not meet production
and quality quotas. This supply-chain consolidation will continue as local agricultural
businesses become more sophisticated.

Dairies will become more and more focused on large dairy farms, dropping small farms from
their supplier rosters. Dairies will also become more dependent on those farmers that can
provide high quality and hygienic milk. This is a type of raw material dairies can use in
production of various value-added products which are then sold at premium price. Therefore,
small farmers face the choice: get big or get out of the way. The number of cooperants and
jobs in Fruit and Vegetable sector will be increasing, right up to the point when the land
market conditions allow for consolidation of disparate land holdings into large farms. Then,
those jobs will start disappearing too.

FARMA will continue to monitor this indicator to enable assessment of the project’s
performance in this area. However, we believe that further discussions with the FARMA Joint
Management Committee (JMC of USAID and Sida) on the appropriate specific indicator
definition (i.e. what elements should be considered: full time/part time jobs, seasonal
employment, income generation, farm-specific employment; formal and informal and other)
are needed, to ensure common understanding of what constitutes success in this area.

FOREIGN DIRECT INVESTMENTS

BOSNIA AND 2012 Rank (outof 183  The FARMA project incorporated tracking of FDIs
E':S'ZZ:fG ;‘{:";A °°"{'2t;‘es) in selected producer/partner organizations into its
business (overall) performance management framework to enable
Starting a business 162 assessment of the investment context. It must be
?s:i;?gcﬁg: — 163 stressed that this is not a performance indicator for
Getting electricity 157 the project, due to following: (a) the project was
Registering property 100 not designed with the goal of attracting FDIs,
Getting credit 67 hence had no resources at its disposal to actively
Protecting investors 97 pursue this issue; and (b) significant effects of
Paying taxes 110 structural problems in country on foreign
E;afg‘r:?ngccrzftr:gsders gi investments- these macro-level issues are well
ST —— o5 beyond control of the project, which was not

Source: www.doingbusiness.org designed to tackle political and macro-economic

reforms.

The level of FDIs over the period of project implementation have been disappointing. While
Bosnia and Herzegovina has certain comparative advantages for foreign investors -
proximity to EU, relatively low wages and relative abundance of labor- the investments have

% FEARMA is not including a number of cooperants in the total job statistics. However, this information is valuable in determining
overall trends, hence the information is collected by the sectoral technical specialists.

% 1t must be noted that these are not “employees;” cooperants are de facto independent contractors. Hence, they are not
included in FARMA'’s job statistics.
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never really happened. The reason is that those advantages only become relevant when
certain investment conditions are met.

Putting the merits of complex technical, economic discussions aside for now, we believe that
it is reasonable to assume that an imperative for any investor is to make money on an
investment. If there are no returns to be made, investors will not put their money into a
project. The locale does not really matter for modern capital investors, as long as the “prime
directive” of making healthy returns is obeyed. Assuming that most investors are
conservative (i.e. risk averse), FDIs then primarily depend on: political risk (i.e. political
stability) of a country; existence and efficiency of the rule of law (i.e. property rights
enforcement and expediency of commercial disputes resolution), and tax regime factors (i.e.
predictability, prevailing rates, transparency, incentives, and so on). If we consider these
‘common sense” factors, we have to conclude that BiH is not a country in which one would
easily attract investors.

The country is not politically stable. It took fourteen months to form a state government after
the October 2010 elections, and the fragile coalition of ruling parties broke down less than
six months later. A new constellation of parties is trying to assert control, but its former
partners in state and federal government are holding on to their positions and the prospects
are unclear. The country’s accession to EU is not progressing due to the lack of progress at
resolving these political and technical issues.

The rule of law also stands in the

Flow of FDIs into BiH way of investment. For instance, the

300000 - World Bank’s 2012 Doing Business

report ranked BiH at 162" position

in category of starting business;

200000 - 100™ position in registering property

150000 - category and 125" position in

100000 A category of contract enforcement,

out of 183 surveyed countries.

According to this research, it takes

2008 I 2007 I 2008 I 2009 I 2010 ICM-QS 5.95 days to enfqrce a contract !n

2011 BiH. The country is worst-ranked in

Source: Central Bank of Bosnia and Herzegovina the region (fOI’ instance, Macedonia

is 22" in the world- better than

Switzerland, which ranked 26™!).

Moreover, the poorly functioning

land market prevents necessary

consolidation of agricultural holdings, which remain small and incapable to respond to

competitive pressures of the market economy. This is yet another key structural issue which
FARMA was never designed to address.

2.500,00 -

FDIFlow (BAM Milliiens)

500,00 +

Tax policy is another problem. The system of direct taxation provides some incentives, alas
in limited cases. However, other tax costs, i.e. payroll tax, real property tax, social security
tax, health insurance fees, transfer taxes etc. are extremely high. Additionally, a VAT of 17%
is levied on most goods and services, compounding to cost-structure. Again, tax policy is
also a major structural issue which FARMA was never designed to address.

These structural issues affected the flow of FDIs into the country (see graph at left). These
effects had been adversely compounded by the financial crisis and the resulting credit
squeeze.
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Throughout the three-year period, FARMA was able to assist enterprises to attain USD 5.8
million in FDIs. This is almost 300% more than the LoP goal of USD 2 million. However,
these investments were mostly made by large foreign-owned dairy corporations into their
local holdings- necessary investments indeed- credible to the improvements in dairy sector
as a whole. Yet, we saw neither ,greenfield“investments in agriculture, nor any sizeable
investment of other kinds (i.e. taking a controlling share of the enterprise, or at least a
sizeable share) over the three-year period. So, while we are modestly satisfied with this
result, we are certainly disappointed that this number had not been much higher.

FARMA will continue to monitor and report on this indicator, to provide donors with an
assessment of the overall agri-business climate in the country. However, we must point out
that major breakthroughs in this domain cannot be realistically expected, until the country
resolves outstanding issues.

RETURN ON INVESTMENT

By definition, Return-on-Investment (ROI) is a performance measure used to evaluate the
efficiency of an investment or to compare the efficiency of a number of different investments.
To calculate ROI, the benefit (return) of an investment is divided by the cost of the
investment; the result is expressed as a percentage or a ratio.

ROl benefits (or returns)
"~ cost of investment

This means, however, that the calculation for return on investment can be modified to suit
the situation- it all depends on what is included as returns and costs. The definition of the
term, in the broadest sense just attempts to measure the profitability of an investment and,
as such, there is no one "right" calculation. For example, a marketer may compare two
different products by dividing the gross profitthat each product has generated by its
respective marketing expenses. A financial analyst, however, may compare the same two
products using an entirely different ROI calculation, perhaps by dividing the net income of an
investment by the total value of all resources that have been employed to make and sell the
product.

In FARMA's case, cost of the donor investment is the total budget of the FARMA project for
the three years of operation. This budget includes Partners' Development Fund expenditures
(grants and subcontracts) and the total operational costs of the project (personnel,
equipment, administrative, transportation costs, etc.). Hence, since this sum reflects the
overall commitment of USAID and Sida, and we believe its use in this calculation is
appropriate. The total three year budget?’ represents the denominator in the above equation.

The numerator is the benefits created by the project's assistance. As stated in our previous
reports, FARMA is very conservative in its approach and considers only the changing value
of sales (or rather, sales above the baseline) of the project beneficiaries in this calculation.
This approach has two inherent benefits: (1) it is easy to understand the figures used in
calculation; and (2) avoid often controversial methods of valuation of ancillary and indirect
benefits of development interventions.

(Annual Sales — Baseline)
FARMATotal Budget

FARMAROI =

# The calculation of ROI uses the LOP value of the FARMA project. Contract modification has increased this value over time.
Therefore, those ROI figures are based on the latest contract value. We caution against comparing these figures to those
reported earlier, precisely because the incomparable basis.
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The value of sales above baseline of FARMA beneficiaries at the end of the period amount
to BAM 84.7 million (USD 56.4 million).

Year Value of Sales (BAM Million) Value of sales over baseline Above baseline sales ROI
(BAM) (USD)

2009 230,642,503.00 - - .00:1

Baseline

2010- Year 1 268,432,290.00 37,789,787.00 25,161,736.37 2:1

2011- Year 2 296,215,463.00 65,572,960.00 43,660,725.92 4:1

2012- Year 3 315,379,855.60 84,737,352.60 56,421,035.85 5:1

Therefore: FARMA ROI= 56.4 million + 11.027 million = 5:1

This means that each dollar invested by donors into FARMA project created additional USD
5 in local agricultural economy. This result is below the LoP target of 6.8:1.

NUMBER OF PRODUCERS IN SELECTED SECTOR/SUB-SECTORS ACHIEVING
CERTIFICATIONS ALIGNED WITH EU STANDARDS AND REQUIREMENTS

At the end of the third year, the number of certified producers was 30, who attained 40
different international certificates. This is 50 percent higher than the LoP goal of 20
producers being certified. The number of certified individual farmers had been even higher,
but those are not tracked by this indicator, as they were certified under group certification
schemes (see "EU Integration, Standards and Environment" section for more details.

AMOUNT OF PRIVATE FINANCING MOBILIZED WITH DCA-GUARANTEE

Independently from FARMA, USAID and Sida jointly fund a loan guarantee program (DCA
guarantee facility) with UniCredit Bank, VolksBank BH, and Raifeisen Bank. The program is
available to small and medium sized businesses and cooperatives.

Attractive characteristics of the program include that loans may be made for capital
expenditures and for working capital. Maturities may exceed five years for capital
expenditures and three years for those used for working capital. The banks have substantial
leeway (as allowed by the DCA program) for designing the loan instruments. The
participating banks have offices throughout the country and have experienced staff making
them easily accessible to potential clients.

Yet, there were no DCA-backed loans issued this year. Moreover, the overall DCA-backed
funds mobilized over the three year period amount to USD 1.128 million, or 72 percent lower
than the LoP target (USD 4 million). Several problems in the banking sector and the BiH
economy, the agricultural sector in particular, make it difficult for agricultural businesses to
gualify for bank loans. These include:

Insurance. The insurance industry in BiH does not serve agriculture well. Coverage is expensive, quite
limited in scope, and has a poor history of paying against losses. This makes it difficult for agricultural
businesses to get good insurance coverage meaning that their risk is higher for economic losses, and
less attractive customers for banks. These facts make it unusual for banks to take an insurance policy
assigned in the name of bank as collateral.

Problems of land tenure. It is difficult to acquire title to property, meaning untitled land cannot be
used as collateral for loans. Even when title exists, banks undervalue land because the legal process is
difficult and lengthy to take the property for unpaid loans. The current risk policies in most banks
make them reluctant to accept rural land as collateral. The undervaluing is also a result of the
underperforming land market where it can be difficult to sell land once taken.
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Highest quality/lowest risk clients. Rather than competing energetically for loan clients, banks tend
to lend primarily to the highest quality or lowest risk clients. Agricultural clients, on the whole, tend to
be evaluated as having higher risk.

Valuation of the collateral. Participating banks do not consider the loan guarantee as a factor that
reduces risk sufficiently to justify reducing the interest rate. They also apply a two pronged approach
to collateral that makes it difficult to qualify. First they typically require 150 percent collateral. Second,
they undervalue the collateral offered.

From the standpoint of the potential borrower, the interest rate of the potential loan is usually
the most important factor to consider. In this regard, the DCA guaranteed loans are typically
uncompetitive, as their interest rates are around 8 percent while loans through the entity
development banks (IRB or FIB) are about 4.5 percent. The latter also have more flexible
collateral requirements than the DCA-backed loan instruments.

FARMA does work with businesses to obtain loans, and specifically targets the DCA
instruments. However, the above factors mean that the DCA program is being underutilized
in BiH. Low utilization of the second DCA Guarantee Program was discussed at the
meeting® with the representatives of USAID PARE and USAID/Sida FIRMA. Despite the fact
that a number of promotional activities regarding the DCA Guarantee Program were
conducted by all three projects during the last three years, the use of the Guarantee
Program is still low. Raiffeisen Bank BiH utilized 7.93 percent, Volksbank BiH 12.71 percent
and UniCredit bank BiH utilized 29.12 percent of the DCA Guarantee Facility. The group
summarized the reasons which caused unpredictably low utilization of guarantee:

e The financial crisis decreased demand for investment loans and increased demand for the trade
loans, loans for refinancing and restructuring which do not qualify for DCA coverage.

e The banks reported a decrease in corporative lending and an increase of non-performing loans
and associated reserves.

e The banks prefer to finance their long term clients rather than those who start up their businesses,
also the banks find agricultural business risky thus avoid providing loans to this sector.

e The loan price (interest plus fees) is not competitive compared with the prices of the RS
Investment-Development Bank and Federation Development Bank especially when the DCA
guarantee utilization fee is included.

e The banks (especially Raiffeisen Bank BiH) changed managing and sales/risk staff, thus reducing
the knowledge/experience on the DCA facility. Raiffeisen Bank BiH expressed their
understanding/treatment of the DCA Guarantee as a comfort factor.

An example of these structural effects, FARMA assisted three organizations with developing
their business plans and loan applications. The total value of those requests exceeded BAM
1.5 million. The result was bittersweet. Though neither one of the organizations recieved a
DCA loan, however they did secure new financing with non-DCA participating banks.

Representatives of the PARE, FIRMA and FARMA projects concluded that only the DCA
partner banks are in a position to comment and/or explain low utilization of the DCA
Guarantee facility, and propose actions for the improvement. A meeting with the three banks
will be held in near future which should result in measures for improving the use of this
facility.

% held on June 25, 2012
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CHANGE IN THE VALUE OF LOANS AND INVESTMENTS? IN ASSISTED
PRODUCER/PARTNER ORGANIZATIONS

FARMA-assisted organizations reduced the level of attained commercial financing by seven
percent throughout the year. This is a result of the many firms paying-off their short-term
working capital financing loans. Since the beginning of the project, loans and investments
obtained by FARMA benéeficiaries increased from BAM 17 million to BAM 25 million by 2012
(45 percent increase). This is well-above LoP goal of 25 percent.

However, considering that majority of long-term loans carry a grace period clause (which is
set to expire for practically all 2009 originated loans, and for a number of loans originated in
2010), if the new commercial financing is not made available to agriculture enterprises, this
percent will shrink in the years to come, with enterprises repaying their debt. Alternatively, if
the clients begin to default on loans in the future, this indicator may remain stagnant.

Year Total loan obligation (BAM Million) Change (Y-O-Y) Change (Overall)
2009 17.105 0% 0%
2010 25.538 49% 49%
2011 26.720 5% 56%
2012 24.719 -7% 45%

 Not including FDIs
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ANNUAL RESULTS SUMMARY

% of LoP
FARMA PERFORMANCE MONITORING TABLE LoP Goal 2010-2009 2011-2010 201?-2011 2012-2009 Goal LOP.Goal
(estimate) change Attained Attained?
PROJECT OBJECTIVE
Percent change in sales of participating producer 35% 16% 10% 6.5% 36.7% 105% Yes
organizations
Change in em*ployment in participating producer 259% 11% 8% 3% 17% 68% No
organizations
Number of new products eligible to enter EU markets 2 0 3 0 3 150% Yes
Return on investment** 6.8:1 2:1 41 51 5:1 74% No
PIR 1: SUSTAINABLE MARKET LINKAGES FOR BIHPRODUCERS BUILT
Percent change in the value of international exports of o o o o o o
agricultural commodities linkable to FARMA assistance (F) 11% 24% 22% 1% 52% 472% Yes
Number of producers in selected sector/sub-sectors
achieving certifications aligned with EU standards and 20 2 22 6 30 150% Yes
requirements
PIR 2: ACCESS TO FINANCE INCREASED
Amount (USD) of private financing mobilized with DCA- 4,000,000 86,253 1,042,474 0 1128727 28% No
guarantee (F)
Valye of FDI (USD) accessed by selected POs with FARMA 2,000,000 5.843 328 0 0 5843 328 2929% Yes
assistance
Perf:ent change in the value of loans and investments in 25% 499% 59 7% 459% 180% Yes
assisted POs
PIR 3.PRODUCER ORGANIZATIONS AND OTHERS COUNTERPARTS’ CAPACITY BUILT
Number of agriculture-related POs benefiting directly from o
the FARMA project (F-indicator) 236 314 139 29 482 204z Yes
Number of farmers, processors and others who have
adopted new technologies or management practices made o
available for transfer as a result of FARMA assistance (F- 12,800 3,296 7,539 2462 13,297 ez Yes
indicator)***
PIR 4. ENHANCED POLICY ENVIRONMENT TO BENEFIT COMPETIVENESS OF BIH AGRICULTURAL GOODS
Nu.mb_er of policy reforms analyzed with FARMA assistance 15 6 7 4 17 113% Ves
(F-indicator)
Specific policy constraints identified and action plans 5 5 5 0 4 200% Ves

developed (qualitative)

* Contains data on Full-time employment only. Figures reported in previous reports reported changes in nominal employment (full time, part-time and seasonal). Nominal employment data will still be collected and reported in

the annual report.

**The calculation of ROI uses the LOP value of the FARMA project. Contract modification has increased this value over time. Therefore, those ROI figures are based on the latest contract value. We caution against comparing
these figures to those reported earlier, precisely because the incomparable basis.
*** Estimated number of individual farmers. The actual number of attendees on FARMA trainings is much greater but a number of farmers have attended multiple training sessions. Hence, we are only reporting the estimated

number of individual farmers.
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COOPERATION WITH OTHER
DONORS

This section does not report new or additional information from that provided in the body of the report. Rather,
this section aggregates those elements from the rest of the report that specifically relate to the collaboration with
other organizations and/ or donors.

THE CZECH DEVELOPMENT AGENCY

The Czech Development Agency (CzDA) has signed a Memorandum of Understanding with the United States
Agency for International Development (USAID) and the Swedish Development Agency (Sida) to cooperate
through the USAID/Sida FARMA Project in such a way as to leverage the interests of all three donors. It allows the
CzDA to highly target specific interventions that contribute to its development objectives in cooperation with
FARMA. The advantage to CzDA is that it benefits from the management oversight, technical assistance, and
reporting provided by the FARMA team.

FARMA continued to cooperate with the Czech Development Agency to implement several
ongoing project activities.

Cooperation of the CzDA and the Sarajevo Agricultural and Food Technology Faculty
continued. The introduction of thirty-four new varieties of berries including modern cultivars
from the largest nurseries in U.S. and U.K was completed. The Agricultural and Food
Technology Faculty’'s Center now contains 60 different varieties of berries in its
demonstration plot. This makes the Center unique in the whole region. The final report was
completed and distributed to the Czech Development Agency, FBiH Ministry of Agriculture
and the BiH Plant Health Administration. According to the contractual terms, the CzDA will
continue supporting the berry demonstration plot’'s maintenance and research until the end
of September 2012. In addition, FARMA continued to cooperate with CzDA and the
Agricultural Extension Service in Bratunac to provide advisory assistance on berry cultivation
to farmers in the Podrinje region. According to the contractual terms, the CzDA will continue
supporting the Extension Service until December 2012.

FARMA is also supporting the CzDA in the implementation of the dairy program in north-
eastern BiH. The CzDA representatives visited beneficiaries of their program “Capacity
building in milk quality and safety in Bosnia and Herzegovina,” which is being implemented
in cooperation with FARMA, and expressed satisfaction with the significant improvements in
milk hygiene and milk quality on dairy farms. They stressed the importance of the FARMA-
organized training, the regular site visits and the technical assistance provided by FARMA in
the success of the program.

USAID's Regional Competitiveness Initiative (RCI) and USAID projects in ten countries
cooperated to hold a regional Postharvest Management Training in Sarajevo for 89
agricultural professionals from Bosnia and Herzegovina, Kosovo, Albania, Montenegro,
Georgia, Moldavia, Macedonia, Azerbaijan, Ukraine and Serbia. Bosnia and Herzegovina
was selected as the place to hold the course (October 24-October 28, 2011) with the
FARMA project handling all of the local logistics. CzDA provided substantial funding support
as well.

In Year four of the project, FARMA will cooperate closely with the CzDA to build capacity of
veterinary laboratories and veterinary inspection services. USAID has obligated $158,000 of
the FARMA budget to cover the U.S. Government funded portion of this joint project (through
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the Emerging Donor Funds) between the Czech Development Agency and USAID/Bosnia,
which will have an overall budget of $318,000. The project is titled: “Strengthening capacity
of veterinary laboratories and veterinary inspection services for implementation of National
Residue Monitoring Program (NRMP) in accordance with EU standards”. FARMA will
collaborate and coordinate with the Czech Development Agency to implement the project
with an aim of helping address the above identified critical problem. The Czech experts bring
in unigque experience in EU integration having successfully transitioned from a state-run
economy to a well-functioning market economy in the 90’s, to become an EU member
country. Over a decade’s worth of Czech experiences in implementing EU-compliant food
safety systems can be invaluable as BiH moves forward to meet EU standards.

THE JAPAN DEVELOPMENT AGENCY (JICA)

FARMA collaborated with the Japanese Development Agency (JICA) in supporting berry
farmers from the Srebrenica area. JICA donated over 30,000 raspberry seedlings to 21
farmers in Srebrenica and asked FARMA to provide technical training in order to ensure
plant viability and optimal seasonal production.

THE SWISS IMPORT PROMOTION PROGRAMME (SIPPO)

The FARMA project, the BiH Foreign Trade Chamber and the SIPPO program provided
support to eight local companies in their participation in the 23rd Organic Food Fair-Biofach
held in Nuremberg (Germany). The following local companies presented their organic
products: Andeli¢ Trebinje, Elmar Aroma Care Bile¢a, Roing Ljubuski, H&H Fruit Bugojno,
Elmar Trebinje, Bionatura Breza, Halilovi¢ llijas, and Smréak Zvornik. An additional two
companies attended the fair as observers. Local companies estimate that the value of sales
(based on their Biofach sales leads and preliminary agreements) will exceed EUR 2 million.

THE SWISS CARITAS

In cooperation with the Swiss Caritas, USAID/Sida FARMA organized a series of training
sessions for 35 women, all members of the women-led agricultural associations in Bosnia
and Herzegovina. The training was delivered by a Swiss consultant, Mrs. Rita Helfenberger.
During the sessions, the members of the associations were able to design their future
activities, as well as analyze opportunities and problems that can arise during project
implementation. An important segment of the training was the exchange of ideas and
experiences between a long-established Tesanj Women Association and a newly formed
women-led Association Agriculture, thus providing an opportunity for networking and future
interaction among the associations.

Considering the raspberry sector is becoming increasingly competitive with downward price
trends partly due to global economic slowdown and partly due to competition from countries
with lower labor costs, FARMA and the Swiss Caritas organized a national conference titled
“Production of Berries in BiH - Opportunities and Challenges.” A one-day conference
provided a venue for 54 berry producers, processors, distributors and governmental
representatives to discuss sector developments and identify future opportunities and
challenges, with an aim to facilitate improved competitiveness of the berry sector in BiH.

Glz
FARMA (leveraging with GlZ, the RS Chamber of Commerce and SERDA) organized two

presentations on Croatian experience in use of EU pre-accession funds IPARD with 112
producer organizations attending these presentations.
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FARMA also presented potential projects for external financing and possible branding
initiatives (plum, apple, and sauerkraut) in a “Conference on Branding of Regions Gradiska,
Laktasi, Dubica and Srbac” which was organized by GIZ and these municipalities.

PHARQOS

In cooperation with the Swiss Caritas and Pharos Project, comprehensive training on topics
such as running and documenting meetings, income generation, membership development,
farm record keeping and public advocacy was provided to associations ‘Miker’ and ‘Vilamet’
in Bratunac. The FARMA project reviewed the project proposal for ,Development of
raspberry farming in Fakovici” and provided recommendation for improvements to the
Pharos. Additionally, the project and Pharos organized a training on farm record keeping for
individual farmers in the region of Fakovici and training on raspberry protection.

CBI

FARMA cooperated with CBI to present new regulations for the sale of traditional medicinal
plant products. The CBI expert presented procedures, conditions and requirements for
reaching EU markets with local medicinal plant products, spices and teas to a group of BiH
producers.

MASHAV

FARMA assisted five individuals from BiH to participate in MASHAV-organized trainings in
Israel. Topics have included women entrepreneurship and plastics in agriculture.

AGRICULTURE INSTITUTE MARIBOR, SLOVENIA

FARMA cooperated closely with the Agriculture Institute in Maribor, Slovenia, to organize a
range of activities both in BiH and Slovenia aimed at assisting the BiH dairy sector reach EU
standards and improve marketing.

ICEA

FARMA cooperated with the Italian NGO ICEA to organize technical training for farmers on
the establishment and maintenance of raspberry plantations.

OTHER USAID PROJECTS

USAID's Regional Competitiveness Initiative (RCI) and USAID projects in ten countries
cooperated to hold a regional Postharvest Management Training in Sarajevo for 89
agricultural professionals from Bosnia and Herzegovina, Kosovo, Albania, Montenegro,
Georgia, Moldavia, Macedonia, Azerbaijan, Ukraine and Serbia. Bosnia and Herzegovina
was selected as the place to hold the course (October 24-October 28, 2011) with the
FARMA project handling all of the local logistics. CzDA provided substantial funding support
as well.

Multiple projects, including FARMA, FIRMA, PFS, RCC, RCI, CEED, and PARE cooperated
to organize a conference titled "SEEnovate: Supporting Intelligent Growth"- held on 19 June
in Sarajevo. The goals of the conference were: to raise the awareness of SMEs on the
availability of equity investment in the region as well as the requirements of equity investors;
to provide information to investors on the prospective supply of high-growth SMEs in the
Western Balkans; and recommend business environment improvements for equity
investment. More than 160 representatives of innovative small and medium enterprises
(SMEs), investors and policy makers from the region attended the event (particularly 30
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investors and 40 companies). The Forum served as a platform to showcase the most recent
investment and business opportunities in South East Europe to over 30 equity fund
investors.
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COOPERATION WITH LOCAL
INSTITUTIONS

This section does not report new or additional information from that provided in the body of the report. Rather,
this section aggregates those elements from the rest of the report that specifically relate to the collaboration with local
institutions.

MINISTRY OF FOREIGN TRADE AND ECONOMIC RELATIONS

FARMA was actively involved in MoFTER-led roundtables and workshops on the
implementation of the MoFTER’s ‘Road map for overcoming constraints for the export of
products of plant and animal origin to the EU’, which was adopted by the BiH Council of
Ministers in 2010 and prepared with FARMA support. In addition, the topic of overcoming
constraints for the export to the EU was a key point of discussion on FARMA’s Coordination
Body and Advisory Council meetings (held on 16 December 2011), which resulted in a set of
recommended activities for the upcoming period (and which are broadly aligned with the
goals of the Road map). The issue of exports to the EU (and Croatia in the future) were also
discussed with Assistant Ministers and Ministers of Agriculture in the Entities as well as the
Sector for Agriculture in the Brcko District. Most importantly, FARMA continues to be actively
involved in implementing the ‘Road map’ to align the quality infrastructure with EU
requirements and enable exports of animal and relevant plant-based products to the EU in
the future.

To overcome constraints for the export of products of plant origin to the EU, the BiH Ministry
of Foreign Trade and Economic Relations (MoFTER), USAID/Sida FARMA project, UNDP
Value Chains for Employment project, UNECE and the Swiss Caritas, organized a workshop
on "UNECE / EU Standards for Fresh Fruit and Vegetables." The workshop was particularly
relevant as Croatia has started to implement and enforce these standards on the border with
BiH. Presentations were conducted by representatives of the Ministry of Agriculture from the
Republic of Croatia and a representative of the United Nations Economic Commission for
Europe (UNECE). FARMA will continue to provide support to MoOFTER and other relevant
institutions in development and implementation of regulation of marketing standards for fresh
fruit and vegetables, with an aim to harmonize BiH legislation with the EU acquis and to
implement equivalent standards for goods imported to BiH.

FARMA also initiated activities in relation to protection of traditional agricultural and food
products in close coordination with MoFTER as well at the BiH Institute of Intellectual
property Rights and the BiH Food Safety Agency. FARMA's international expert assessed
the current processes and overlap in competencies in BiH with regards to Protected
Designation of Origin (PDO) and Protected Geographic Indication (PGI). The consultant met
with representatives of MOFTER, the BiH Food Safety Agency as well as the BiH Institute of
Intellectual Property Rights. The findings were presented to MOFTER and the Directorate of
European Integration. The findings indicate that BiH needs to make changes to remove
these overlaps and also to meet the EU requirements either by modifying the existing Law
on Geographical Indication or upgrading current regulations administered by the BiH Food
Safety Agency to a law. Both MoFTER and DEI were pleased with the findings of the
consultant, which will be used to inform the Council of Ministers on the issue.

MoOFTER and an EU Program TAIEX organized a two day conference in Sarajevo titled:
“Further Integration of Agricultural Markets — Chances and Challenges for Bosnia and
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Herzegovina.” FARMA addressed the question of competitiveness of the agricultural sector
reviewing what is being done in the private sector and what needs to be done in the public
sector.

BIH PLANT HEALTH ADMINISTRATION

FARMA continued to support the implementation of the National Monitoring Program for
Quarantine Pests of Potatoes with an aim to have the BiH monitoring program approved by
the EU. All activities were developed in full cooperation with the BiH Plant Health
Administration. The BiH Plant Health Administration and FARMA organized two advanced
training programs for laboratories included in the implementation of the National Monitoring
Program in this quarter. Training on Quality Management System and Root Knot Nematodes
(RKN) was held at the Agricultural Institute Ljubljana in May 2012 and the BiH Plant Health
Administration was informed about the results of this training. In July, FARMA organized a
workshop for the staff of the Plant Health Administration (PHA) and Entity Ministries of
Agriculture. An STTA from Slovenia, assisted the PHA to improve the Systematic Official
Survey methodology and gave recommendations to update the existing monitoring program
for quarantine pests of potatoes for 2013.

In addition, FARMA, the BiH Plant Health Administration and an EU-funded project “Support
to the BiH Plant Health Administration” organized five workshops on sustainable use of
pesticides (Sarajevo, Mostar, Bijeljina, Biha¢ and Banja Luka) in September 2012, covering
topics related to safe pesticide use practices and principles of Integrated Pest Management,
with an aim to reduce potential adverse environmental effects and adverse impacts on
human health as a result of pesticide application.

BIH VETERINARY OFFICE

FARMA worked intensively with the BiH Veterinary Office (SVO) in overcoming constraints
for the export of honey and milk to the EU. In cooperation with the Czech Development
Agency, training sessions for veterinary inspectors on the "sampling of honey" as part of the
National Residue Monitoring Program were conducted in Brcko, Mostar, Banja Luka and
Sarajevo. Joint FARMA and SVO visits were also conducted at honey processors to ensure
their facilities and production methods meet EU standards. In addition, an assessment of
four veterinary laboratories that have the greatest potential to conduct residue tests in milk
and honey as part of the National Residue Monitoring Program was conducted and
recommendations for their capacity building was provided. A training program for veterinary
laboratories is being developed and will be implemented jointly by FARMA and the Czech
Development Agency.

BIH FOOD SAFETY AGENCY

FARMA worked closely with the BiH Food Safety Agency with respect to the protection of
traditional agricultural and food products (as described above under MoFTER) as well as
issues related to the harmonization of milk quality decrees. In cooperation with the BiH Food
Safety Agency, FARMA organized a Round table on this topic which gathered
representatives of milk processors, associations of milk producers, Agriculture Institutes,
representatives of both Entity Ministries. Agreement was reached to harmonize the By-laws
in the country. The RS Ministry of Agriculture completed this activity in May, while the FBiH
MoA is expected to do this soon.
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ENTITY MINISTRIES OF AGRICULTURE

FARMA cooperated with the Entity Ministries of Agriculture regarding the issue of
harmonization of milk quality decrees (described in detail under BiH Food Safety Agency).
FARMA also prepared a pilot program “Farm record keeping in accordance with EU
directives” as well as Nitrates Directive and introduced it to the RS and FBiH Ministry of
Agriculture. The Ministry of Agriculture RS underlined the importance of FARMA efforts in
introducing the Nitrates Directive and asked for permission to use the document prepared by
FARMA on their web site —
http://www.mpsvrs.org/mps/Doc.aspx?cat=5&subcat=133&id=191&lang=cir&txt=197
FARMA regularly meets with the Entity Ministries of Agriculture to inform staff of previous
and planned activities to ensure effective coordination.

BIH INSTITUTE OF STANDARDIZATION

In a meeting held in April, the BiH Institute of Standardization (BAS) adopted OK's (private)
organic standards, which were developed by OK, as the BiH national organic standards.
Standards will be published by the end of 2012. FARMA, together with OK and the Swedish
Grolink, recommended these standards to the BiH Institute of Standardization.

FOREIGN TRADE CHAMBER

The FARMA project provided technical support to local businesses in developing marketing
materials and prepared them to present their products at international fairs. For example,
FARMA, the BiH Foreign Trade Chamber and the SIPPO program, supported the
participation of local companies® in the 23™ Organic Food Fair-Biofach held in Nuremberg
(Germany)®. FARMA also provided support to six companies from BiH in presenting their
products at the international food fair Anuga 2011 held in October in Cologne (Germany).
FARMA and the BiH Foreign Trade Chamber signed a Memorandum of Understanding to
collaborate in providing support to 12 local companies (7 exhibitors; 5 visitors) to participate
at Biofach 2013. FARMA also continued collaboration with the BiH Foreign Trade Chamber
to develop a “Catalogue of MAP Companies” to improve the presentation of local companies
in international markets.

FARMA and the BiH Foreign Trade Chamber have also organized a number of joint events —
training events, press events and round tables. For example, a round table discussion was
organized on the topic "Export of honey from BiH- authorities of relevant institutions and the
required documentation.” Representatives from the BiH Indirect Tax Authority, the BiH
Veterinary Office and the BiH Food Safety Agency presented information on new
developments. A round table discussion was attended by representatives of beekeeping
organizations and institutions relevant for sectoral development. Many uncertainties that
honey processors have had were addressed by governmental representatives.

REGIONAL DEVELOPMENT AGENCIES

FARMA cooperated with RDA REZ to organize training in “Farm record keeping in
accordance with EU directives” as well as two, two-day training sessions on technical
production topics for dairy farmers from Zenica-Doboj Canton in cooperation with RDA
“REZ” from Zenica. FARMA also organized two presentations on Croatian experience in the
use of EU pre-accession funds IPARD with 112 producer organizations attending these
presentations, sharing costs with GIZ, RS Chamber of Commerce and SERDA.

%0 «“Andeli¢,“ ,EImar Aroma Care,“ ,H&H Fruit,“ ,Elmar, ,Smr&ak,“Halilovi¢,”and ,Bionatura“ with ,Arome“as a visitor
% 15-18 February 2012
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GENDER AND MINORITY
EQUALITY

This section of the report does not report new or additional information from that provided in the body of the
report. Rather, this section aggregates those elements from the rest of the report that specifically relate to the topic of
project’s activities in domain of gender and minority equality.

PRINCIPLES

USAID/Sida FARMA recognizes that gender and minority equality are necessary components for economic
growth, not only for women or minorities and their families, but also for BiH's overall competitiveness and the
performance of individual producer organizations. Inequalities create inefficiencies, impose costs on productivity,
and impede competitiveness. FARMA seeks to positively discriminate in favor of women'’s organizations and other
disadvantaged groups where significant social benefit can be gained.

FARMA's REACH
USAID/Sida FARMA sought to actively include women in various project activities. Over 5,900 women have taken
part in various FARMA-organized training events since the start of the project®. This constitutes 21% of the total
number of FARMA training participants.

FARMA has worked with 45 women-run organizations directly and collaborated with a number of women
organizations and associations. In addition, women are represented in the FARMA Coordination and Advisory
Bodies — bodies made up of stakeholders who provide guidance to FARMA to improve project implementation
and impact.

FAVEDA EXPORTS TO TURKEY

A long-term endeavor by Faveda from Sarajevo, a small 100% woman owned company,
culminated with a tremendous success- the export of their natural cosmetics products to a
very demanding Turkish market. According to Ms. Indira Ar, Director of the Gold Star
International company in Turkey, they are very interested in Faveda’s products and plan to
prove their interest with new orders. Faveda also succeeded, with the support of USAID-
Sida FARMA project, in developing and selling in local markets two new products based on
medicinal and aromatic plants - natural juices and high-quality herbal teas.

Faveda’s has achieved significant results in exporting value added products, creams and
lotions, to the Turkish market. USAID/Sida FARMA supported Faveda’s efforts with
assistance in developing the export-oriented marketing plan and by providing grant funds for
new product development.

Faveda’s promotional event, organized in collaboration with the Sarajevo Canton Chamber
of Commerce and USAID-Sida FARMA project, was attended by VIP guests- Mrs. Christina
Hedberg, the wife of the Ambassador of Kingdom of Sweden in Bosnia and Herzegovina,
and Mrs. Danuta Moon, the wife of the US Ambassador to Bosnia and Herzegovina.

WOMEN-RUN FARMER GROUPS

In cooperation with Swiss Caritas, USAID/Sida FARMA organized a series of trainings for 35
women, members of the women-led agricultural associations in Bosnia and Herzegovina.
The trainings were delivered by a Swiss consultant, Mrs. Rita Helfenberger. During those
sessions, the members of the associations were able to design their future activities as well
as analyze opportunities and problems that can arise during project implementation. An
important segment of the training was the exchange of ideas and experiences between the

2 \We estimate that 2,638 are unique attendees.
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long-established Tesanj Women Association and a newly formed women-led Association
agriculture, thus providing an opportunity for networking and future interaction among the
associations.

CULTIVATION OF MEDICINAL AND AROMATIC PLANTS

A new contract between Women for
Women International and FARMA for
Implementation of a MAP Cultivation
School was signed. The school, which is
currently training twenty women from
Doboj, Olovo, Ahmi¢i and Jablanica
began courses in  mid-May. In
connection to this, the company
Prirodno bilje from Banja Luka signed a
contract to purchase medicinal plants
produced by the women from the
school, thus allowing the school
participants to already have secured a
customer for themselves and providing the Prirodno bilje with additional medicinal herbs to
process. This is the second phase of the project funded by FARMA, and implemented by
Women for Women International, where twenty women will have an opportunity for
advanced training in the cultivation of medicinal and aromatic plants, and to provide
additional income for themselves and their families.

In addition, FARMA grant funds were approved for The Podrinje 1, a women’s association
from Skelani, near Srebrenica, to increase cultivation of medicinal plants, focusing on
lavender. The project will engage 15 women who will be able to earn additional income for
their families. Podrinje 1 also obtained funding through the USG special fund for Women
Empowerment Projects from the US Embassy BiH in the amount of USD 35,160. The
purpose of this grant is to establish a medicinal and aromatic plants nursery for further
cultivation of lavender, balm, sage, marshmallow and heather. With this support, Podrinje 1
will expand MAP cultivation as well as increase the production of value added products such
as essential oils.

CAPACITY BUILDING OF WOMEN LEADERS

FARMA assisted three women, two from the RS Agency for the Development of SMEs and
one from the Association “Rural Vacation” to participate in the MASHAV-organized training
seminar on the “Support system for women entrepreneurs in South-East Europe” which was
held in Israel in April/May 2012.
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SUSTAINABILITY

FARMA is an economic development project. FARMA considers development to be
“sustainable” when it permanently enhances the capacity of a society to improve its quality of
life through economic development. Sustainable development requires investment in the
human capital and mandates participation. It must be based on the aspirations and
experience of ordinary people, their notion of what problems should be addressed,
consultations with government, development agencies, and among themselves. It must
involve, respond to, and be accountable to the people who will live with the results of the
development effort. It must help them build institutions capable of addressing societal
challenges and inclusive decision-making. All this must occur in an economic environment
that is producing net economic gain.

To address the issue of sustainability, FARMA has focused on the following activities:
AGRICULTURAL BUSINESS PROFITABILITY

As the name of the project describes, the FARMA project seeks to make agricultural markets
work better, meaning more efficiently, with higher volumes, of product of higher quality, at
greater profitability. This includes technical improvements in the mix of products grown, the
technologies for producing and processing them, their postharvest management, transport,
and marketing. To the extent that these activities can produce good economic returns, they
will persist, that is sustainable, after FARMA closes. While this is the “bottom line” objective
of the project, there are many ancillary FARMA activities that contribute to the development
of sound economic performance, including those listed below.

FARMA interventions scheme and effects

(NOTE: darker color lines indicate stronger correlation)
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Capacity building

FARMA has focused on building capacity of local farmers, extension workers and
government staff to encourage those activities that promote environmentally sustainable and
competitive agricultural sector in BiH. Farmers have been trained in modern,
environmentally-friendly agricultural practices that can continue to be applied beyond
FARMA to achieve continual and sustainable improvements in yield and product quality and
the overall quality of life. Wherever possible, this training was conducted in partnership with
local institutions. Efforts have been made to empower communities and individuals, and a
special focus by FARMA has been made on empowering women-led organizations, for
example, the training program in MAP cultivation with Women to Women International,
MASHAV training on women entrepreneurship in Israel, inclusion of women in decision-
making processes — including FARMA'’s Coordination Body and Advisory Council and so on.
With regards to institutions, FARMA has always worked in partnership with local institutions
to support their efforts that will encourage competitiveness in the agricultural sector. Taking
ownership of activities was the key to this approach. For example, capacity building efforts of
the BiH Plant Health Administration, phytosanitary inspectorates and phytosanitary
laboratories with regards to the monitoring program of quarantine pests of potatoes have
been conducted in such a way to ensure that the local human capital capacity is sufficient to
continue the implementation of this program beyond the FARMA project.

Partnerships

Sustainable development is built upon a sense of ownership and participation. FARMA’s
approach has not been to conduct an activity in isolation but instead it was to support,
facilitate and accelerate the implementation of desired activities by working in partnership
with local institutions. Using the example above on the potato monitoring program, FARMA’s
role was to support, work hand-in-hand, in full coordination with the BiH Plant Health
Administration as the local organization responsible for the implementation of this program.
A similar approach has been applied with respect to overcoming constraints for the export of
products of animal origin, where FARMA is fully coordinating its activities with the BiH State
Veterinary Office.

In addition to working in partnership with local institutions, FARMA also leveraged its efforts
with other donors and the private sector. Examples of efforts to coordinate with other donors
and donor projects, can be seen in the section on other donors of this report. When it comes
to the private sector, FARMA also applied the principle of building upon existing successes
and supporting, facilitating and accelerating the implementation of desired activities by
working in partnership and leveraging costs. For example, all grants required at least a 50%
contribution by the grant recipient. This helps ensure ownership and sustainability of the
project activity. Examples of such successes are presented throughout this report.
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FARMA Sarajevo
Kolodvorska 12
Phone: 033 722 090
Fax: 033661 562

FARMA Banja Luka

Krajifkog korpusa bb

Phone: 051327 530
Fax: 051327 532

FARMA Tuzla

Mardala Tita 34 A

Phone: 035 277 520
Fax: 035 277 521

FARMA Cazin

Cuprija bb

Phone: 037 551 505
Fax: 037 551 505

FARMA Trebinje

Stepe Stepanovica bb

Phone: 061 102 703
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www.bosniafarma.ba




