PD -ARE-L| L
ey LD

-

AGENCY FOR INTERNATIONAL DEVELOPMENT
WASHINGTON, D.C.

AMENDMENT NO. 2
to the
PROJECT MEMORANDUM

- NEW INDEPENDENT STATES: FOOD SYSTEMS RESTRUCTURING
(110-0006)

Approved: August 7, 1992



Table of Contents
Amendment No. 2 to the Project Memorandum

Food Systems Restructuring
(No. 110-0006)

Title PaQ@.cciccccccoccccssssssnsocncsssovssssscsnsel
Project AuthorizationN...ccccceecceccccosscacccnnsal
Documentation StatygB.cccccceccecscecroscscscsascessB
Attachments...c.cceccecrcccescccsccesccsccccccncnneed

TAB A - Project Memorandum

TAB E - Minutes of AID/State Meeting

TAB C - Congressional Notification

TAB D - 604(a) Determination

TAB E - Circular 175 Authorization

TAB F - 620(c) Determination

TAB G - Action Memorandum to the Administrator

TAB E - 620(f) Determination

TAB I - Interim Reorganization Delegation of
Authority

TAB J - Initial Environmental Examination


http:Page..........o...oo

]
]

USAID

\GENCY FOR August 5, 1992
RNATIONAL

VELOPMENT
ACTION MEMORANDUM FOR THE DIRECTOR, NIS TASK FORCE

FROM: NIS/TF/OD, Barbara Turner /(thﬁTr- Y

SUBJECT: Project Authorization for the Food Systems
Restructuring Project No. 110-0006

PROBLENM: Your approval is required to amend the existing
authorization in the amount of $4.385 million for the Food
Systems Restructuring Project (FSRP). This action will both
broaden the scope of the project and increase the life of project
funding (LOP) from $4.385 million to $25 million. The Project
Assistance Completion Date (PACD) will be May 4, 1996, four years
from the date of first authorization (May 5, 1992). This
authorization amendment is in keeping with the project as
described in the Congressional Notification (CN) dated March 6,
1992 which indicated a LOP of $25 million and expired without
objection on March 21, 1992.

As reflected in the attached Project Memorandum (Tab A), however,
and subject to Congressional Notification (as discussed below),
the F5SRP will have a LOP funding of $66 million. A new CN will
be submitted to Congress in the near future notifying the
increase in LOP. When it expires, you will be requested to sign
an amended authorization (Amendment 3) for $41 million which will
increase the LOP to $66 million. Amendment 3 will add funds to
the core agribusiness activities found in this authorization
amendment. '

BACKGROUND:

The United States has a vital interest in the successful
transition of the NIS intc stalle and prosperous democracies that
can be fully integrated imto the cummunity of democratic nations
and the world economy. A consensys exists that while the NIS can
produce enough food to feod itz psople, its distribution system
is grossly inefficient. Theisfore, food shortages in the NIS can
be mitigated by improving the agri:cultural input and output
distribution eiements of the food system. Until recently, the
agricultural input and cutput distribution systems have been
almost entirely public, focused on serving the large state farms.
A new system of private agribusiness is needed to support the
private farmers and the expansion and success of the land
privatization efforts in the NIS.
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The Food Systems Restructuring Project is designed specifically
to address these problems. On May 5, 1992, FSRP was authorized.
It consisted of one component, the Armenia Agricultural Extension
Collaboration Program (AAEC). The AAEC will be separately
implemented over a three year period by the U.S. Department of
Agriculture under an agreement with A.I.D. The principal
objective of the AAEC is to support efforts aimed at creating an
extension service within the Ministry of Agriculture in Armenia.
The total amounted budgeted for this activity is $3.75 million,
with $1.25 planned for FY 92.

On May 22, 1992, the FSRP was amended to include a Grains and
Perishables Storage component. The objective of this component
is to improve food and feed grains storage. The services of the
Food and Feed Grains Institute at Kansas State University (Ksu)
and the Postharvest Institute for Perishables (PIP) at the
University of Idaho are being utilized to develop a training and
technical assistance program that will begin implementation prior
to the onset of the 1992 winter. The two institutes will also
recommend ways that the U.S. private sector can increase its
marketing opportunities with storage facilities, equipment and
technology in the NIS. The total amount budgeted for Amendment.
One was $635,000. An additional $1.0 million will be added at
this time for implementation of the program.

The second amendment to FSRP will: A) assist in the complex and
multidimensional task of creating a new, privatized agricultural
input and output distribution system and B) address activities
that are related to improving food availability (through the
storage component) in the winters of 1992/93-1993/94. Funds will
also be provided for commodities and for activities that
complement the project purpcse. The programmatic rationale for
this amendment is derived from the assumption that U.S.
agribusinesses, with a long and successful history of precviding
food to feed the world, have the expertise and interest to assist
in this process. Many U.S. agribusinesses, after years of
working within the former Soviet Union, are "ground tested" and
have an understanding of the complexities of creating a private
distribution system. They have established a network of
counterparts with whom they are already working and have
experienced a certain level of success in their respective
ventures.

DISCUBBION: The purpose of the Food Systems Reatructuring
Project is to increase the efficiency of the food system from the
farm gate to the consumer by the peoples of the Newly Independent
States (TAB A). The major component of the project will work
through agribusiness associations to support the involvement of
their member companies and cooperatives in es.ablishing long-term
ventures which create elements of a private food system in the
NIS. The FSRP will look to agribusinesses to design and
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implement project activities. In this way, A.I.D. can maximize
the expertise, knowledge, networks of relationships and "beach-

head operations" of U.S. agribusinesses.

Through the mechanisns of a Request for Applications (RFAs),
A.I.D. will ask the agribusiness associations, acting on behalf
of their members, to illustrate how their members could
adequately address on2 or more of six elements of a distribution
system. These include: Storage and Handling, Transport and
Communications, Processing, Marketing, Government Reform, and
Banking. The following are illustrative activities for each
element of the distribution system:

(1) : The agribusinesses will be able
to propose activities that address storage problems. These may
include: mechanisms that promote a dispersed, decentralized farm
production storage system, improvements in the design and
operation of storage facilities and grain elevators, frozen food
storage, and improved management and inventory control.

(2) ¢ With the dissolution of
the Soviet Union, rail and barge food movements are breaking
down, as are the communication systems critical to a market
economy. Activities funded under this component could support
the privatization of transport and improved communications
systems necessary for efficient operations.

(3) Processing: The poor quality of the raw agricultural
production received by the processing plants, the lack of food
additives and ingredients, packaging materials, and poor
management capabilities are all problems within the NIS. U.Ss.
agribusinesses and their local counterparts may propose
activities that address these problems, such as setting up
private sector wholesale markets for food commodities, and
supporting the introduction of modern packaging, food additives
and ingredients to those facilities.

(4) Marketing: In the NIS, several problems currently
plague retail and wholesale marketing, which is almost
exclusively state-owned. Privatizing this system will have a
significant impact on breaking up State control of the output
distribution system. U.S. agribusiness associations and NIS
firms will be encouraged to propose activities that result in a
more efficient marketing system, including strengthening
burgeoning small- and medium-sized retail outlets, and creating
private wholesale markots.

(5) Banking:; In the last decade, agricultural credit
accounted for 25 percent of short-term debt and 60 percent of
long-term debt. Access to needed credit for private sector
producers and agribusinesses is currently limited by tight credit
availability, heavy current debt loads, and inexperience among
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lending inatitutions. U.S. agribusiness'associations may include
U.S. banks interested in providing assistance to NIS banks,
related to the special needs of private NIS agribusinesses, in
their proposals. 1Initiation of new agricultural credit
facilities or capitalization of credit will not be considered.

(6) Government Reform: In ma..y instances, tha legal,
regulatory and procedural reforms in the agricultural sector lag
behind government rhetoric. In order to be proactive in
fostering the dialogue needed to nurture policy change, the U.S.
agribusiness associations and their counterpart organizations may
include proposals to work with local and national government
officials to identify specific legal and/or requlatory problems
encountered by the nascent private sector, and propose solutions.
Funds will also be made available to a neutral third party to
4nalyze, monitor and make recommendations on pricing and other
policy reforms.

FSRP also contains two additional project components that are
complementary to above elements: (1) assistance for activities
that complement the project purpose and/or that improve food
availability for the winters of 1992/93-1993/94 and (2)
commodities in support of project activities.

(1) W ity: A number of unsolicited
proposals have been received by the NIS Task Force. Those
activities that assist in achieving the project purpose and/or
are specifically related to improving food availability in the
winter of 1992/1993 and 1993/1994 may be funded under this
project component. Priority will be given to those proposals
that build on existing U.S. agribusiness relationships with
private agribusinesses in the NIS.

(2) commodity Suppoyrt: FSRP will fund commodities that
complement activities underway within the agribusiness
development component of the project.

Budget Summary:

This authorization amendment is for a total of $25 million
of which $21 million is available for this fiscal year. Subject
to Congressional Notification, LOP for FSRP will be $66 million.
The Budget Summary illustrates project ccsts for this fiscal
year, this authorization amendment and life of project.

Listed below are the major project elements and cost
estimates for each itenm, including inflation.



BUDGET SUMMARY: AID.FINANCIAL INPUTS
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Iechnical Assistance:

It is estimated that over the LOP $25 million in technical
assistance will be provided by U.S. agribusinesses funded by
A.I.D. through the agribusiness associations. Illustratively,
U.S5. agribusinesses will offer technical assistance in such
activities as introducing western techniques of operating
wholesale and retail outlets, and increasing the quality of
processed foods. In addition, these funds could also be used to
support trade fairs and member seminars, where U.S.
agribsinesses can meet NIS counterparts.

¢ Approximately $15 million LOP funding will be
provided for training. U.S..agribusinesses will arrange training
courses for private sector entrepreneurs that include general
business and financial management skills. Specialized, technical
training may also be provided. Short-term exchange programs in
which an NIS executive or senior operational leader will be
exposed to U.S. counterpart business organizations are additional
training options. Training may be provided in the NIS, the
United States, or a third-country lucale.

: It is estimated that $15 million will be
provided for commodities. Commodities under this component would
be those required to support food security for the winters of
1992/93-1993/94 and/or by U.S. agribusinesses to establish and
operate long-term ventures in the NIS.

Winter Food Security: Approximately $5 million of the LOP
funding will be provided for activities that support food
availability during the upcoming winters.

: An estimated $615 thousand over the LOP
will be used for evluations and audits.

DESIGN AND REVIEW PROCEBS: Appropriate clearances have bdeen
sought, and as stated above, an A.I.D./State review of the PDP
occurred on June 15, 1992 (TAB B). Furthermore, U.S.D.A. has
provided comments and discussion points. The State Department's
Coordinator's Office has fully participated in the development of
this project, providing policy guidance and clearing the Project
Memorandum and this Authorization package.

CONGRESGSIONAL NOTIFICATION: The Congressional Notification, for
$25 million LOP, expired on March 21, 1992. A copy is attached
as TAB C.

SOURCE AND ORIGIN: Goods and services procured under the Project
will have their source and origin in the United States (Code 000)
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for foreign exchange costs or in the cooperating country for
local currency costs. Local procurement within the states of the
NIS will be conducted in accordance with Chapter 18 of A.I.D.
Handbook 1B. A formal determination under Section 604 (a) of the
Foreign Assistance Act of 1961 was signed by the Deputy Secretary
on March 30, 1992, removing the NIS from the category of non-Free
World countries (TAB D). Procurement from Code 941 and Code 915
countries, if required, will be done on the basis of appropriate
wvaivers.

¢ The grant(s) will specify that the
grantee(s) will develop and follow environmental procedures sor
its sub-grantee(s) consistent with A.I.D.'s environmental
procedures. The association(s) will document its review of each
sub-grant for each environmental impact. For those sub-grants
that do not meet the requirements for categorical exclusion, the
association(s) will prepare a full initial environmental
examination and submit it to the A.I.D. project manager. The
project manager, in consultation with the Environmental Officer,
will provide guidance to the grantee(s) and sub-grantee(s) on
further environmental reviews, if necessary.

AVAILABILITY OF FUNDS8: A total of $21 million is currently
available for FY 1992 obligation for the Food Systenms
Restructuring Project.

IMPLEMENTATION DETAILS:
* Monitoring: An Implementation Plan will be submitted to
A.I.D. for review and approval within two months of grant
award. Part of the Plan will include jointly agreed upon
benchmarks that will be used to judge the progress of the
project. The project will be monitored and supervised by
the project manager. Monitoring will be done from
Washington until A.I.D. missions are established. It will
consist of the review of quarterly progress reports from
the agribusiness associations. Periodic meetings with
grantees and sub-grantees, both in the field and Washington,
will also take place.

° coordination: This project will be clesely coordinated
with the Bureau for Food and Humanitarian Assistance's
"Farmer to Farmer"” Program. A.I.D. will also closely
coordinate this project with related activities of the U.S.
Department of Agriculture, other USG agencies and other
donors. In addition, there may be opportunities
advantageous to A.I.D. for the project to coordinate with
related but independent activities of the U.S. university
and PVO community. Project activities will also be
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coordinated with the World Bank, the European Bank for
Reconstruction and Development and other donors working with
similar initiatives and/or in the same geographic areas.
This project will also take advantage of reports and studies
generated by other donors, e.g., an extensive World Bank
study currently being conducted in Russia to determine the
major input constraints at farm level.

* Evaluation: Two major external evaluations are planned
for this Amendmcnt: a mid-term and a final evaluation.
Detajiled scopes of work will be prepared prior to the actual
evaluation.

* Audit: Audits and inspection requirements as set forth
in the Inspector General Act of 1978, as amended, shall
apply to all grants and contracts executed under this
project. A.I.D.'s Inspector General shall ensure full
compliance with all applicable provisions of the Act.

* Host Country Duties and Taxes: A Circular 175 (TAB E)
authorization was obtained from the Deputy Secretary of
State on February 4, 1992 permitting negotiation of U.S.-NIS
states agreements covering these matters. The first
agreements, with Russia, Ukraine and Kazakhstan, have been
signed and negotiatiors will commence shortly with the
remaining states. These written arrangements will include
appropriate language concerning aid recipients'
responsibilities and contributions, duties and taxes, as
well as audit rights. The written arrangement will insure,
inter alia, that A.I.D. funds are not used to pay host
country duties or taxes, that site inspections by the IG may
be made and that A.I.D.-financed commodities will be used
only for project purposes.

STATUTORY CHECKLISTSB: State completed country checklists for all
States of the NIS on January 17, 1992, February 27, 1992 and

May 22, 1992. Copies of those classified documents are on file
in NIS/TF/PAC.

Because certain states of the former Soviet Union are indebted to
U.S. citizens, the Deputy Secretary of State issued a 620 (c)
determination on January 20, 1992 that program activities proceed
based on national security considerations. The determination is
attached as TAB F.

"Taking into account® matters were reviewed and approved by the
Administrator (TAB G) on March 27, 1992 and June 3, 1992 for all
states. One matter needed consideration. It was pursuant FAA
Section 620 (1), that OPIC has initiated negotiations but has not
yet executed investment guaranty agreements with any of the
twelve states to whom we plan to render assistance, but that
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assistance permitted to flow to these states under the
circumstances.

AUTHORITY: On September 10, 1991, the Secretary of State signed
a Section 620(f) determination (TAB H) to permit assistance to
the Soviet Union. You have authority to authorize this project
pursuant to Interim Reorganization Delegation of Authority No. 10
dated March 30, 1992. This delegation of authority is attached

at TaB I.

RECOMMENDATION: That by signing below and where indicated you:
(1) authorize the Food Systems Restructuring Project, No. 110-
0006, a four year activity with an initial life-of-project
funding of $25 million, subject to the availability of funds; and
(2) approve the Initial Environmental Examination (TAB J).

Approved: M

Disapproved:

Date: G/ 7/ 4




PROJECT MEMORANDUM

FOOD SYSTEMS RESTRUCTURING
(110-0006)

The purpose of this project is to increase the efficiency of
the. food system from the farm gate to the consumer by the pecples
of the Newly Independent States (NIS).

The performance of the food system in the former Soviet Union
(FSU) has never been strong, largely because input and output
distribution was not efficient.' While a number of problems
account for the inefficiency of these two systems, three of the
larger ones can be addressed through supporting the emergence of a
private sector in the NIS. First, past government efforts and
resources to increase food availability were directed primarily at
food production, and not at major improvements in the output
distribution system. Second, a lack of economic policies that
reflected the costs of the food system exacerbated the problems
caused by inadequate investment. Finally, ineffective coordination
within government-enforced commodity sub-systems bred gross
inefficiency.

A large percentage of investment in the food systems sector
was directed at food production. The major elements of the input
and output distribution system that supported the agricultural
sector within the FSU included storage and handling, transport,
processing, and marketing. Unlike food production, these
components all suffered from a dearth of investment by the State --
resulting in equipment that became dysfunctional, and techniques
that fell behind western capabilities. The result was gross
inefficiencies that eventually undermined the State's attempts to
increase food availability.

The FSU maintained two costly economic policies that
incorrectly reflected the costs of the food system sector:
consumer subsidies and a lack of agricultural economic incentives.
First, because food availability was seen as critical to political
stability, urban consumers have always enjoyed relatively cheap
retail prices. These prices, however, did not reflect the true
cost of food production. By 1990, for example, the costs of

'The food system includes activities that range from the
availability of agricultural inputs tc the purchase of food by
consumers.



maintaining consumer food subsidies in Russia represented 20% of
its total budget. The second costly policy was inappropriate
economic incentives. Producers were rewarded for meeting certain
output targets. The emphasis on meeting a set target meant there
was no incentive to provide levels above those mandated, and no
incentive to improve the quality =-- or variety -- of the food
available for consumers.

In the FSU, a centrally-directed food distribution system
supplied most of the domestically produced food consumed in larger
urban areas. This system was mzde up of state-controlled retail
outlets, served by state-controlled distribution centers that
procured agricultural products from state-controlled farms and
collectives. The food system consisted of four commodity sub-
systems: food and feed grains; meat and meat products; milk and
dairy products; and vegetables and fruit. Each c¢f these sub-
systems was organized as a series of individual organizations.
Each sub-system and each individual organization functioned
differently, making communication difficult. Extremely poor
coordination either between or within the sub-systems existed,
again resulting in enormous losses of food.

These three prolblems areas -~ a preponderance of resources put
into food production, costly economic policies, and poor or rion-
existent coordination between and within the commodity sub-systems
--continue to affect the input and output distribution systems of
the nascent NIS republics. Further, many NIS governments realize
the old system failed, but have not actively encouraged a new,
privatized system.

Recent reforms are affecting each commodity sub-system
differently, and reflect varying degrees of privatization. 1In the
food grains sub-sector, for example, the central authorities are
allowing bakeries and their retail outlets to bhe privatized,
although authorities continue to maintain control nf both the grain
stocks and large flour mills. Hovwever, commodity exchanges are
developing that could potentially replace the state's control of
grain stocks. In the vegetable and fruit sub-sector, the entire
state-controlled system is rapidly deteriorating. Markets are
emerging where the private sector, rather than state-owned
entities, are selling thair products.

Clearly, a window of opportunity exists to encourage the
replacement of the old input and output distribution systems with
new, privatized systems. U.S. agribusinesses, with a long and
successful history of providing food to feed the world, have the
expertise and knowledge to assist these new systems in coming to
fruition.
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BATIONALE

The United States has a vital interest in the successful
transition of the republics into stable and prosperous democracies
that can be fully integrated into the community of democratic
nations, and the world economy. President Bush has chosen food
availability as one of <the priority areas for U.S. assistance
during this critical period. Serious food shortages, combined with
uremployment, military demobiiization and refugee migration, could
undermine political stabiiity and the credibility of the broader
reform proc.ss.

A consensus exists that the NIS can produce enough food to
feed its people. Therefore, potential medium- and long~term food
consumption shortages in the FSU can be mitigated primarily by
improving the agricultural input and output distribution elements
cf the food system. The world community will continue to provide
emergency humanitarian assistance for pensioners and other high-
risk groups, reducing immediate hardships over the next year and
gaining time for the private sector to respond to economic reforms.

Ambitious economic reform programs that affect the food systenm
have been introduced in most republics. These measures include
price liberalization, limited land reform and decrees permitting
privatizition of small-scale enterprises.

These reforme, while being implemented very slowly and
unevenly, are potentially fertile soil for a private sector
development. With assistance from U.S. agribusinesses through
joint ventures, technical assistance and training, the burgeoning
NIS private sector can be further encouraged. New input and output
distribution channels will challenge the 0ld State market systemn,
highlighting its inability to satisfy consumer demand and its drain
on the national budgets of unstable republic econonmies.

In addition, until recently the input and
distribution/marketing systems for agricultural products have been
almost entirely public, focused on serving the large state
collectives. A new system of private agribusiness is needed to
suport the private farmers and the expansion and success of land
privatization in the NIS. The U.S. private sector, particularly
U.S. agrikusinesses, can provide great insight into a market-driven
agricultural aystem, supporting both U.S. national interests in a
potentially thriving new economy, and promoting free-market,
demccratic ideals.

"~
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RROJECT DRGCRIPTIONM
EREVIOUSLY FUNDED ACTIVITIES:

On May 5, 1992, the Food Systems Restructuring Project (FSRP)
was authorized. It consisted of one component, the Armenia
Agricultural Extension Collaboration Program (AAEC). The AAEC is
being separately implemented over a three year period by the U.S.
Department of Agriculture under an agreement with A.I.D. The
principa' objective of the AAEC is to support efforts aimed at
creating an extension survice within the Ministry of Agriculture in
Armenia. The extension service will provide a wide array of
services to the agricultural sector. The total amounted budgeted
for thir activity is $3.75 million, with $1.25 planned for FY 92.
The Project Assistance Completion Date (PACD) will be three years
from initial obligation.

On May 22, 1992, the FSRP was amended to include a Grains and
Perishables Storage component. The objective of this component is
to improve food and feed grains storage. The services of the Food
and Feed Grains Institute at Kansas State University and the
Postharvest Institute for Perishables at the University of Idaho
are being utilized to develop a training and technical assistance
program that will begin implementation prior to the onset of the
1992 winter. The two institutes will aiso recommend ways that the
U.S. private sector can increase its marketing opportunities with
storage facilities, equipment and technology in the NIS. A
workshop will be held for interested U.S. businesses upon the
return of the teams. The total amount budgeted for Amendment One
was $635,000, with an additional $1.0 million to be added at this
time for implementation of the program. Implementation of the
program will commence prior to the winter of 1992.

PROPOSED ACTIVITIES:

This Project Memorandum proposes to fund technical assistance,
training and commodities to support and accelerate the emergence of
capable, efficient, ' private agricultural input and output
distribution system. It both broadens the scope of the original
project and increases the life of project funding from $4.385
million to $66 million.

The budget for Project Memorandum is divided into two phases
and will be covered by two separate Authorization Amendments. The
first, or Amendment 2, is in keeping with the project as described
in the Congressional Notification (CN) dated March 6, 1992 which
indicated a LOP of $25 million and expired without objection on
March 21, -1992. Amendment 3 will add an additional $41 million,
and will be authorized when a new CN. is submitted and expires.

\‘
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Both of these actions will bring the LOP to $66 million.

This amended project will be implemented over a four year
period. Concentrating primarily in the republics of Russia,
Ukraine, and Kazakhstan, priority oblasts will ba those in which
U.S. agribusinesses are presently working and/or are interested in
expanding. The FSRP will assist in the «c:;uplex and
multidimensicnal task of creating new, privatized agricultural
input and output distribution systenms.

A. Project Outputs:

By project completion, it is expected that through the increased
presence of U.S. aqribuninosm.tirnl in the NIS there will be:

(1) An increasing number of storage facilities will be
decentralized and under the control of private farmers,
cooperatives and businesses, and overall losses attributed to
storage will begin to decline;

(2) There will be an absolute increase in the overall number
of private agricuitural input and output wholesale and retail
outlets, stocck will be dive.sified, and management practices
improved;

(3) New private assembly, processing and packzaging
organizations will bs created. Those already privatizing will
be strengthened, and will have access to new technologies in
processing and packaging in the targeted republics;

(4) Private or ccoperative transport of agricultural inputs
and outputs will be strengthened and efficiency will be
enhanced; and

(5) A network of relationships between the NIS private sector
and their respective 1local governments will have been
fostered.

B. Project Approach:

Tre approach to be employed by the FSRP is based on the
assumptions that (1) U.S. agribusinesses have damonstrated their
capability and efficiency in input and output food distribution
systens; (2) many U.S. agribusinesses, after years of working
within the FSU, have an understanding of the major problems of
creating private input and output diastribution systems; (3) in many
cases, thase firme know the solutions to these problems; (4) they
have established a network of counterparts with whom they are
already working; (4) they have experienced a certain level of
success in their respective ventures, and (5) they are interested
in developing a long-term presence in the NIS market and are
willing to invest in deing so. ’
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The FSRP will be private sector driven, from design through
implementation. A.I.D.'s role will be that of a facilitator, and
catalyst to expand the involvement of U.S. agribusinesses in
estaklishing efficient private food systems in the NIS. The
project will work through agribusiness associations to support the
involvement of their member companies and cooperatives in
establishing long-term ventures which create elements of a private
food system in the NIS.

In order to maximize the expertise, knowledge, networks of
relationships and "beach-head operations" of U.S. agribusinesses,
the FSRP will turn to the agribusinesses themselves to asgist in
both the design and implementation of project activities. A.I.D.
will @olicit applications from agribusiness associations through
Request for Applications (RIAs). The associations, acting on
behalf of their members, will be requested to illustrate how their
members could adequately address one or more of the five project
components listed below. The associations may propose activities
for one of the targeted elements of the distribution system singly
or as an integrated package linking several or all of the target
elements. The associations will draw from their members' expertise
and on-the-ground experience, to provide substantive detail, both
in terms of problem identification and implementation of
activities.

A.I.D. will review the submitted applications, which wili be
evaluated in accordance with established selection criteria
contained in the RFA. Likely selection criteria include:
activities that are technically and financially sound; activities
that are in keeping with the U.S. company's core business line; the
agribusiness(es) having established a counterpart relationship with
private host-country firms or organizations with which they are
proposing a business alliance or a joint venture; tacit approval Lty
the Republic and local government to decrease the chance of last-
minute obstacles; and geographic regions that have a broader
commitment to economic reforms that suppor’: privatization. After
the review process, one or more grant applications will be funded
under this project.

C. Project Rlements:

There are six major elements of the input and output
distribution systems, that will be suggested to agribusiness
associations as posnible areas to address in their proposals. They
include storage and handling, transport, processing, marketing,
banking and government refornm. As complementary mechanisms to
strengthening the distribution system, FSRP will fund commodities
and activities that complement the project purpose. The latter will
serve as a mechanism to fund unsolicited proposals that fall
outside of agribusiness associations' proposals yet are related to
the objectives of the overall project.
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(1) Elements of the Input and Output Distribution Systea

(A) Storage and Handling: One of the highest priorities in
establishing private food systems involves storage at all levels.
Losses can range from 25 to 30 percent of grains to 50 percent and
more of perishables, such as vegetables, fruits and livestock
products. The agribusinesses will be able to propose activities
that address these problems. These may include: mechanisms that
promote a dispersed, decentralized farm production storage systen,
improvements in the design and operation of storzge facilities and
grain elevators, frozen food storage, and improved management and
inventory control.

(B) Iransport and Communjcatjions: Historically, thea movement
of food and agricultural inputs occurred largely by rail and barge,
while communication of vital information such as prices went via
top-down government channels. With the dissolution of the Soviet
Union, these inter- and intra-republic systems are breaking down.
Under food transportation, trucks are gaining greater importance.
Kazakhstan has already stated that privatizing the transport sector
is high on its priority list. Communication of information is
critical to a market economy; the old system has broken down, while
new modes of intormation-sharing, such as commodity exchanges, have
sprung up. Activities funded under this component will support the
privatization of transport and improved communications systenms
necessary for efficient operations. For example, U.S.
agribusinesses and their NIS counterparts may propose activities
that improve tha communication of product availability and the
pricing of inputs and outputs. Transport support activities might
include encouraging small, individual firms or transport
cooperatives to offer local and long distance road-hauling
services; assisting them in finding necessary spare parts and fuel
and the pricing of their services.

(C) Processing: The poor quality of the raw agricultural
production received by the processing plants, the lack of food
additives and ingredients, packaging materials, and poor management
capabilities are all problems within the NIS. U.S. agribusinesses
and their local counterparts may propose activities that address
these problems. These could include: setting up private sector
wholesale markets for food commodities; supporting new or existing
private sector processing facilities and supporting the
introduction of modern packaging, food additives und ingredients to
those facilities.

(D) Marketing: In the NIS, several problems currently plague
retail and wholesale marketing. Retail, state-owned markets are
four commodity sub-system-specific; that is, some will only carry
milk and dairy products, meat and meat products, food and feed
grain, or vegetables and fruits. Further, the quantity of
commodities often does not fulfill consumer demand. This has
resulted in extremely long waits for consumers at each of these
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retail outlets -- in fact, one study states that consumer hours
spent in queues was roughly equivalen* to agricultural worker hours
spent in producing and distributing food. Finally, inappropriate
traditional management practices are rampant, as many managers are
technical specialists who were promoted. The wholesale markets are
almost exclusively state-owned; large shipments of food still flow
through these channels. Privatizing this system will have a
significant impact on breaking up State control of the output
distribution system. U.S. agribusiness associations and NIS firms
will be encouraged to propose activities that result in a more
efficient marketing systen. This could include strengthening
burgeoning small- and medium-sized retail outlets, increasing the
variety of commodities carried by thenm. Creating private wholesale
markets will benefit from encouraging ventures in purchasing food
directly from private, individual farmers or farmer cooperatives.

(E) Banking:; In the last decade, agricultural credit
accounted for 25 percent of short-term debt and 60 percent of long-
term debt. Access to needed credit for private sector producers
and agribusinesses is currently limited by tight credit
availability, heavy current debt loads, and inexperience among
lending institutions. Because the flow of money through the input
and output distribution systems will be crucial to their successful
functioning and growth, U.S. agribusiness associations may include
in their proposals U.S. banks interested in providing assistance to
NIS banks, which is related to the special needs of private NIS
agribusinesses. Initiation of new agricultural credit banks or
capitalization of credit facilities will not be considered.

(F) : In many instances, t%e legal,
regulatory and procedural reforms in the agricultural sector lag
behind government rhetoric. Both the NIS and the U.S. private
sector finds themselves attempting to operate in an environment
that is unsupportive. In order to be proactive in fostering the
dialogue needed to nurture policy change, the U.S. agribusiness
associations and their counterpart organizations will be requested
to work with local and national government officials to identify
specific legal and/or regulatory problems encountered by the
nascent private sector, and propose solutions. Funds will also be
made available to a neutral third party to analyze, monitor and
make recommendations on pricing and other policy reforms. These
analyses will clearly show the governments the difficulties
associated with pricing controls, and will help the private
sector's understanding of pricing mechanisms within a free-market
environment.

(2) Complementary Components

(A) commodities: Based on experience during the initial
phase of this program, the project will consider funding
commodities that complement activities underway in storage aind
agribusiness. For example, based on recommendations of initial
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storage teams, the project could finance U.S. commodities for
storage facilities. Other types of commodities would be consider
only in the context of support for agribusiness activities.
Commodities that would be particularly suited to components of this
project could include commodities related to transport, such as
refrigerated vehicles and spare parts, packaging and preserving
materials, and agricultural machinery.

(B) ¢ A number of unsolicited proposals
have been received by the NIS Task Force. Those activities that
would contribute to the project outputs, or that may be
specifically related to improving food availability in the winter
of 1992/1993 and 1993/1994 ‘may be funded under this project
component. Examples of acceptable proposals include those that
would support farmer organizations, and those that would favorably
influence the focd availability around higher risk urban centers.
Priority will be given to those proposals that build on existing
U.S. agribusiness relationships with private agribusinesses in the
NISs.

PROJECT COSTS

The total cost of FSRP will be $66 million; $3.75 million
for Armenia Agricultural Extension component; $1.635 million for
the Storage component; and $60.615 million for the ajgribusiness
amendment, of which $19.615 million will be added in Amendment 2
and an additional $41 million in Amendment 3. Table I presents
the illustrative summary of project costs for this fiscal year
and life of project.

The basic assumptions made in preparing the budget include a
compounded 5% annual inflation rate for goods and services
procured in the United States and an "out of control® inflation
rate for goods and services purchased in the NIS. Inflation rate
is included in the line itenms.



BUDGET SUMMARY: A.L.D. FINANCIAL INPUTS
($008)
ORIGINAL rYn AMEND. rYn AMEND. e AMENDP. TOTAL
PROJECT (NON- ONE (NON- TWO (NON- THREE LIFE
ADD.) ADD.) ADD.) oF
PROJECT

ARMENIA
AGRICULTURAL 3,750 1,245 — — - - - 3,750
EXTENSION
PROJECT
GRAINS &
PERISHABLES - - 635 635 1,000 1,000 - 1,635
STORAGE
PROJECT
AGRIBUSINESS
- TECH. ASST. - - - - 7,000 6,129 18,000 25,000
- TRAINING - - - — 2,000 2,000 13,000 15,000
- COMMODITIES - - - - 7,000 7,000 8,000 15,000
- WINTER 1992/93 - - - - 3,000 3,000 2,000 5,000
- EVAL/AUDIT - - - - 615 - - 615
FY 92 TOTAL - 1,245 - 63$ - 19,120 - -
PROJECT/
AMENDMENT 3,750 - 635 - 20,615 - 41,000 66,000

TOTAL




In addition, a2 10% contingency factor is included in the
line items to cover unexpected changes in the estimated level of
services, coupled with uncertainty of the cost of goods within
the NIS.

Procurement of goods and services requiring local currency
will be handled by the grantee(s) and will follow the U.S.G.
standard competitive procurement practices.

Listed below are the major project components and cost
estimates for each itenm, including inflation.

Technical Assistance:

It is estimated that $25 million LOP funding in technical
assistance will be provided by U.S. agribusinesses funded by
A.I.D. through the agribusiness associations. Illustratively,
U.S. agribusinesses will offer technical assistance in such
activities as introducing western techniques of operating
wholesale and retail outlets, increasing the quality of processed
foods, and other activities that will help refine the technical
capabilities of private sector operations. In addition to
traditional ways of providing technical assistance, these funds
could also be used in aupport of trade fairs and member seminars,
where U.S. agribusinesses can meaet NIS counterparts.

Ixaining:

Approximately $15 million LOP funding will be provided for
training. Training activities will be identified by U.s.
agribusinesses a2nd their NIS counterparts. U.S. agribusinesses
will provide assistance to private sector entrepreneurs, and may
include general business and financial management skills -- such
as commodity pricing, risk management techniques in a competitive
marketplace, human resources management, inventory control, and
identifying agricultural credit resources. Technical training,
particularly important in certain areas, may be facilitated
through short-term exchange programs in which an NIS executive or
senior operational leader will be exposed to U.S. counterpart
business organizations. Training may be provided in the NIS, the
United States, or a third-country locale.

commodities:

It is estimated that $15 million over the LOP will be
provided for commodities. Commodities under this component would
be those required by storage activities and/or U.S.
agribusinesses undertakings to establish and operate long-term
ventures in the NIS.
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Evaluation/Audit:

Approximately $.615 million will be set aside for
evaluation and audits.

¥Winter Food Securjty:

Approximately $5 mill: .. LOP funding will be used to support
unsolicited proposals that would contribute to project outputs,

or that may be specifically related to improving food
availability for the winters of 1992/93 or 1993/94.

IMPLEMENTATION DETAILS

A.I.D. will implement the project through cooperative

agreement (s) with agricultural association(s) that have members
either active, or interested in becoming active, in the input and
output distribution systems of the NIS. Using the solicitation

mechanism of an RFA, A.I.D. will seek applications from
interested agribusiness associations to address project

components. The RFA will support the six components and the

geographical priorities identified earlier. Proposals will be

due to A.I.D. 45 days after the initial announcement. The

grantee(s) will sub-grant to member organizations, who will then

be responsible for implementation of project activities

agribusiness associations will administer sub-grantees, thus

minimizing A.I.D.'s management burden. The selection o

b 4

agricultural associations will be by their relative ranking on an

established criteria.

Timeline:
CN Expired March 24,
Project Authorization May 5,
IAA Signed for Armenia June 18,
Project Decision Paper (PDP) Finalized July 24,
Evaluation of Unsolicited Proposals July 29,
Storage Teams Fielded July 20,
RFA Prepared and Sent July 30,
PIO/T for Follow-on Storage Activity Aug. 7,
Unsol. Prop. PIO/T Prepared Aug. 14,
Storage Grant Awarded Aug. 21,
RFA Responses Received Sep. 10,
Evaluation of Applications Oct. 10
Negotiation of Applications Oct. 25,
PIO/T for Cooperative Agreement Oct. 25,
Cooperative Agreement Awarded Nov. 30,
11
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i An A.I.D. NIS Task Force
project manager (PM) will be assigned overall responsibility
for the project. The PM will organize reviews of proposals
from appropriate U.S. agribusiness organizations. The
technical evaluation criteria will be detailed in the RFA.
The relative importance of each criterion will be indicated
by appropriate weight by points. These criteria will serve
to identify significant matters that applicants should
address and will set the standard against which all
applications will be evaluated. The proposals and
expressions of interest will be reviewed and ranked relative
to these criteria. The most acceptable proposals will be
recommended for funding.

H An Implementation Plan will be submitted to
A.I.D. for review and approval within two months of grant
award. Part of the Plan will include jointly agreed upon
benchmarks that will be used to judge the progress of the
project. The project will be monitored and supervised by
the project manager. Monitoring will be done from
Washington until A.I.D. missions are established. It will
consist of the review of quarterly progress reports from
the agribusiness associations. Periodic meetings with
grantees and sub-grantees, both in the field and Washington,
will also take place.

Coordination: This project will be closely coordinated with
the Bureau for Food and Humanitarian Assistance's "Farmer to
Farmer" Program. A.I.D. will also closely coordinate this
project with related activities of the U.S. Department of
Agriculture, other USG agencies and othur donors. 1In
addition, there may be opportunities advantageous to A.I.D.
for the project to coordinate with related but independent
activities of the U.S. university and PVO community.

Project activities will also be coordinated with the World
Bank, the European Bank for Reconstruction and Development
and other donors working with similar initiatives and/or in
the same geographic areas. This project will also take
advantage of reports and studies generated by cther donors,
e.g., an extensive '‘orld Bank study currently being
conducted in Russia to determine the major input constraints
at the farm level.

: Two major external evaluations are planned for
this Amendment: a mid-term and a final evaluation.
Detailed scopes of work will be prepared prior to the actual
evaluation.

Audit: Audits and inspection requirements as set forth in
the Inspector General Act of 1978, as amended, shall apply
to all grants and contracts executed under this project.
A.I.D.'s Inspector General shall ensure full compliance with
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all applicable provisions of the Act.

Host Count. i A Circular 175 authorization
was ohtained from the Deputy Secretary of State on February
4, 1992 permitting negotiation of U.S.-NIS states agreements
covering these matters. The first agreement, with Russia,
has been signed and negotiations are underway or will
commence shortly with the remaining states. These written
arrangements will include appropriate language concerning
aid recipients' responsibilities and contributions, duties
and taxes, as well as audit rights. The written arrangement
will insure, inter alia, that A.I.D. funds are not used to
pay host country duties or taxes, that site inspections by
the IG may be made and that A.I.D.-financed commodities will

be used only for project purposes.

ENVIRONMENTAL CONGIDERATIONB:

The grant(s) will specify that the grantee(s) will develop
and follow environmental procedures for its sub-grantee(s)
consistent with A.I.D.'s environmental procedures. The
association(s) will document its review of each sub-grant for
each environmental impact. For those sub-grants that do not meet
the requirements for categorical exclusion, the association(s)
will prepare a full initial environmental examination and submit
it to the A.I.D. project manager. The project manager, in
consultation with the Environmental Officer, will provide
guidance to the grantee(s) and sub-grantee(s) on further
environmental reviews, if necessary.

RISKS

Rigsk: The risk of political and/or economic deterioration
exists, given the expected turmoil surrounding radical changes in
the political and economic systems. This could significantly
decrease the expected benefits of this project.

i Pood availability is considered a critical sector
that can mitigate social unrest. As such, concern over its
availability and the performance of the input and output
distribution system is high. U.s. agribusinesses, with their
potentially substantial injections of western expertise, may be
seen as necessary to increasing domestic food production.
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Risk: An appropriate macroeconcmic reform environment will be
critical to the success of this project; minimally, this includes
stabilizing the ruble. Both national and local governments have
responsibility for many reforms: revising macroeconomic policies
on paper must be followed by implementation of reforms. However,
the republics face potential difficulties in implementing reforms
until they have each signed an IMF agreement. 3usinesses
perceive these agreements as a requirement for their economic
support, and such support could be crucial in mitigating domestic
hardships during the transition to a market economy.

Assesgment: The likelihood of ruble stabilization and/or U.S.
firms obtaining significant hard currency returns is
questionable. However, U.S. businesses could accept
countertrade. Specialized companies can facilitate such
transactions. Barter may be an unavoidable first step before
hard currency returns are possible. Barter, on the other hand,
adds another lay of complexity to making a successful venture.
In terms of additional reform, signs already exist of a nascent
private sector. Minimally, then, the project will be able to
assist those that will struggle to exist even under an unstable

economic climate.

Risk: Current NIS governments are evincing encouraging, but
varying degrees of responsiveness, to making changes in the
policy environment of the agricultural sector. A reversal of
this trend and the imposition of policies disadvantageous to the
agricultural sector would seriously jeopardize the success of

this project.

Assegsment: The objective of the government reform component is
to open a policy dialogue between government and the private
sector. Further, by involving public and private actors, it is
hoped that a self-sustaining network of private sector/public
sector relationships will be promoted.

U: \OPSCIS\DOCS\fsrp.pdp
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TAB B

SUMMARY MEMORANDUM O CONVERSATION
INTER-AGENCY REVIEW
NIS FOOD SYSTEMS RESTRUCTURING
PROJECT 110-0006
June 15, 1992

CHAIR: Gregory Huger, NIS/TF/PSI

PARTICIPANTS: Barbara Turner, Laurier Mailloux, Charles Fields,
) Michael Fuchs-Carsch, Michael Korin, John Wiles,
and Patrice Curtis for A.I.D.; and Karen Volker
for STATE

DISCUSSION POINTS:

(1) Is the Purpose of the PDP the same as the Congressional
Notification? 1If not, it needs to be substituted for the
original Purpose as recorded in the CN -- if the Purpose reflects
the FDP as currently written. If the CN Purpose it is too
different from the current Purpose of the PDP, then we need to go
in with a revised CN.

(2) USDA: USDA wants to be continually involved in our
agricultural projects. We need to think of how we can do this,
such as the training of extension people that wili support
agribusiness growth, etc. Therefore:

¢ USDA has been invited to comment on the project design --
include this message in a cover note to them when we send a
revised copy of the PDP;

¢ Jointly view with USDA what they might be able to do
within the framework of the project and if necessary modify
the PDP to include these activities.

* Set up regular meetings with USDA, to coordinate «ith AID
in wWashington DC and in the field. :

(3) Funding: FY 92 monies need to be included for technical
assistance and training. Budget should be: TA - $500,000;
training - $500,000; Unsolicited proposals - $2.12 million.

(4) Turkey and Israel: It was decided that the PDP does not
need to reference activities with Turkey or Israel, because the
project has a U,S, agribusiness focus.

(5) Make sure that document language is not limited to Russia,



Ukraine and Kazakhstan.
(6) Next actions:

(a) Incorporate the above discussgion points into next
iteration of PDP;

(b) Distribute paper to Bill Kuhn, State/EUR/ICSA; Karen
Volker; Greg Burton, State/EB; and Allen Mustard, USDA.

(c) Set up meeting with AID, USDA, KVolker after
incorporating changes from (b) and (c); and

(d) Send authorization package to MButler.

U:\opscis\docs\pdp-pc.2
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TAB C
AGENCY FOR INTERNATIONAL DEVELOPMENT
ADVICE OF PROGRAM CHANGE

COUNTRY: New Independent States Regional
PROJECT TITLE: Food Systems Restructuring
PROJECT NUMBER: 110-0006
FY 1992 CP REFERENCE: None
APPROPRIATION CATEGORY: Economic Support Fund (ESF)
LIFEfOF-PROJECT FUNDING: $25,000,000 ESF Grant

INTENDED FY 1992 OBLIGATION: $6,000,000 ESF Grant

This is to advise that A.I.D. intends to obligate $6,000,000 for
the Food Systems Restructuring Project in the new independent
states (NIS) region of the former Soviet Union as follows:
$1,750,000 in FY 1991 Econenic Support Fund (ESF) carryover grant
funds previously planned for Pakistan, and $4,250,000 in FY 1992
ESF grant funds. This is a nevw project which was not included in
the FY 1992 Congressional Presentation. Life-of-project funding
for this four-year effort will be $25,000,000.

The purpose of the project will be to increase the efficiency ot
the food system from the farm gate to the consumer. This will be
accomplished by strengthening the ability of entrepreneurs and
governments of the nev independent states of the former Soviet
Union to operate a restructured, open market agricultural input
and food distribution system in the agricultural sector.

Annex: Activity Data Sheet



AGENCY FOR INTERNATIONAL DEVELOPMENT
ACTIVITY DATA SHEET

PROGRAS: New Tndepemient States Reginnal one
7 Y] i _”mommaa—qa- |
[ X fc S t: Fund v e oF |
Food Systems Restructuring conomic Suppor (1] e Tont T . . 3
e \
WASER 110" 0n06 e FNDR ALFEARNCE ;':...,. unu-l— r-m“
C A a] comvane [ None fvig2 (A1) ™~ o

Exefect Puspesg: Teo incrsase the officiency of the feed systea from
the farm gate' te the conoumer.

: The dramstic collapse of the Seviet Unfen presents an
histeric epportunity for a trsmsition to o @ore peaceful and stable
internstionsl erder and the gradusl integration of the new
indopendent etites (NIS) imte the cenmunity of demecratic natfons.
The United Stalas hee & vitel Intersst in the success of this
transition. Bas™d on & series of sction plans develeoped In
conjunction with the Jamuary 1992 Ceotdinating Conforence held in
Yeshingteon, an initial A 1.0. pregran for the reglon has been
developed. It has ofx ebjectives: te oncoutage free market ecemeaic
systems; premste demescrecy; aset ergent nmenitarfsn needs; cenvert
dofonse-oriented oconsnien; presete bilateral trade and investeent ;
ond facresse the efficlency of the onergy secter Iin the mev states.
This preject 1o a principal cempoment of this progres.

The egricultural secter of the WIS fe cempesed of large state
ssnspelistic enterprises with the commsditios “owned® by the state.
Neat are imefficlient hecause prierity wes glven te mecting peliticel
or secial rather then ecomsmic ebfectives. This inetficloncy hes
had o oignificent negative lapsct on the food production,
distribution end dolivery systems. It s even estimeted by seme
that the land has undergons significant dog “fation, and lesses In
the foed chaln are cstimated te be as high't. 0 percent for seme
commeditics. Chongos are needed to foster opon merkets nd peivate
onterprises in order te (ncrosse cutput snd officlioncy in the
agricultural secter. These changes vwill alse Imcreasse internationsl
trede ond investssat as well as Increased market opportunities for
9.8. agribusinesses.

: Techmical sssistance end training will be
previded to koot -countty public and private ontities invelved in
agticultural preduction; sterage, processing. distribution and
marhoting. Suppert will go prisarily te the private secter,
lacluding egribusinesses, cooperatives and farme. Prierity areas
initially include agricultural pelicy refors. food and sgriculturel
ingute distribution sad asrketing, privatization, end environmental
CORCOTNS . 5

The program will be implemsated Sheowgh techalesl asslstance grasts
and contracts and agreemsnts with othes U.8. Dapartasate and
organizations, ¥.5. sgribusiness firme snd csepecatives, private
voluatery organisations and uaiversitiecs.

¢  Bamscratie, marhet-
oriénted econcules are a msjor 9.8.0. policy ebjective in the states
of the NIS with agriculture as o priecity secter.

Ressficiaciass The direct benetficliories will be these iadividusle,
firms aad governmsnt sgencies thet receive teshaicsl assistence and
training. The uitimete bemeficlaries will Be the geancal pepulatien
who will have gresster cheice of fesd cemmsditiss, lewes prices and
higher quality preducts through price cempetitien and the seouliting
incrossed autput and ofticiency of the fesd opstem.

Nost Coustry sae Qlhar Besage:  The ectivities Ssdari thie preject
will be closely cecrdinated with the heet POvVErnEeate’ and ciber
donore providiang eisiler or related sselistance.

A.L.R.-Pinsaced lasuts Lifa af Praiact
(o00)
Techalcal Aselstance 16,000
Training 9,000
Commodit lee ~4.000
Total 39,000

U.0. FINANCING @» Shousands of deliare) PRECPAL COMTRACIORS OR ASEICES
[ = (== [reew——"
| Peaugh Saproner 9. 1990 = = SR
| Sl ummns fomw v ow Rt 1991 = - S
& Pongh S ». 1991 = = =
Futwe Vem Cotigs Gotmetng Vorst Com - )}
Prepesnd Fucst veu 1992 6,000 19, (M) 25000 |

‘ L}




&

Vi acoevrm 52 MO 30 P4:2) guei23 AL %0
DTINMATONAL 4
Demona /S ¢4

et

TAB D
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RECD S/5 -IAM/PHD

Ly
_ORIG ACTMEM 70O OIS MAR 1382 i
. COPIES JOACTION MEMORANDUM 12 LSE
r S WSSEEN &
ﬁT.; T0: The Deputy Secretary 4a’ R
c=2 THROUGH: T = Reginald Bartholum "&yiggﬁhw
:gl’ DA/A.I.D., Mark L. Edelfa Py
;ﬁf FROM: PM = Richard A. Clark ]/
TMB DD/POL, larry Saicr27$L%Fka4u
EUR SUBJECT: Use of Forsign Assistance Act Munds for Procurement
532 in Former Soviet Republics
PH
AID ISSUES FOR DE
RF GISION
cah Whather to conclude that certain former Soviet Republics

:hould no longer be considered as "non-Free World" countries for
purposes of permitting foreign assistance procurement from thenm
under a 1961 Presidential determination.

ESSENTIAL FACTORS

On October X1, 1991, you approved a determination that
Eastern European countries and Mongolia should no longer be
considered as "non-Free World" countries for purposes of
pernitting foreign assistance procurement from them under a 1961
determination by President Kennedy. The decision menorandurn is
attached at Tab A.

Your October determination recognized that certain
countries, including the Soviet Union, would econtinue to be
excluded from procurement eligibility. (The othor countries wvere
Afghanistan, Libya, Vietnam, Cuba, Canbodia, Lacs, Iraqg, Iran,
North Korea, Syria, and the People's Repudblic of China). Your
deterzination also recognized that, {f varranted by changed
conditions with respect to any of these countries, A.I.D. would
seek a similar foreign pPolicy determination from the Department.

In viev of the break-up of the Soviet Union, the U.S.
Government has taken a number of steps to support a peaceful
transition toward democratic institutions and market economies in
the former Soviet Repudblics. The President on December 25th
proposed conducting full diplomatic relations vith Russia,

.. Ukraine, Arnenia, Byelarus, Kazakhstan, and Kyrgyzstan; and

assistance activities (primarily technical and humanitarian q ,
-V
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assistance) have been initiated by A.I.D. and the congress
notified accordingly. Those actions are summarized in the
Memorandum attached at Tab B. More recently, the President
decided similarly to move ahead regarding diplomatic relations
with Moldova, Turkmen..tan, Uzbekistan, Tajikistan, and :
Azerdbaijan. In this context it no longer makes sense to exclude
these eleven Republics from foreign assistance procurenent
eligibilicy.

RECOMMENDATIONS Y=
That you conclude that the ¢ n former Soviet Republics

hoted above should no longer be considered as "non-Free World"
countries for the purpose of implementing President Kennedy's

deternination rcgariﬁ;;ﬂf:::ig? 604 (a).
KAR 30 1992 serove (4‘ (.\ DISAPPROVE

DATE_ _ - 0 &9 DA
'.9‘ ?ncw [244 [ @K Include Georgia
That thif Set€rminaticn will auto tfg;ll eX cn&’to Georgia s

at such time as the United States establishes full diplomatic

relations with it. | 4Z§£é£——"—————’

APPROVE DISAPPROVE
DATE DATE
Attachrents:

TAB A = Action Memorandum for the Deputy Secretary
Approved 10/31/91

TAB B = Action Memorandum for the A.I.D. Administrator
Approved 1/18/92

GC/LP:RLester (Draft) Date:
A-GC:TGaiger, (Draft) Date:
EUR/OSA:PO'Farrell ___ (Draft) Date:
ENE/EUR:DMerrill____ (Draft) Date:
GC/EUR:MMorris________ (Draft) Date:_2/20/92
AA/RED:RBissell ________(Draft) Date: _2/21/92
STATE/L/EUR:TBuchwald_(Draft) . Date:

—2/28/92
STATE/EUR/ISCA/ECON:XKVolke Date:
t Date: .
Date:
Date:

STATE/D/EEA:CRufena
STATE/S/P:JHannah

STATE/P:C.L.VanVoorst

STATE/C:RWilson_ Date:_3l.se
STATE/EB/IFD/ODF:1Moriarty_ 7nv/ Date:_3/u/95

STATESH:CRAETHER

Drafter:GC/CCM:KFries:DGCiRMeighan: FAAFP:2/7/92:Ext.78332:Revised
2/18/92:Revised 3/2/92
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0 The Deputy Secretary ¢ A
THROUGH: - T-Reginalg larthe!onw&’k, \c-'g&\‘\.
BA/A.3.D., Mark L. Ede b

FROM: M-Wi{ll{an p, Rope, Acting y
b/POL, tarry Salers, Actin

SUNECT: Use of Foreign Assistance Act Funds for Procurezent
idn Zastemn European Countries and Kongolia

dSSVES FOR DECISTION

Whether to conclude that certain countries .litould dbe
considered as *Free Woride countries for purposes of perzitting
foreign assistance procurezent froa thes under a 31961

Fresidential deterzination,

ESSENTIML FACTORS

Section 604 (a) of the Foreign Assistance Act of 31963
proehibits use of foreign assistance funds for procurezent outside
the United States unless the President CGeternines that *such
precurezent will not result 4n adverse effects ufon the ocanoay
©f the United States or the fndustrial »obilization base YT
On October 19, 1961, President Kennedy made 3 Deternination
pursvant to gection 604(a) to permit procurezent frea sources
outside the United States vhere the procurezent {8 less costly
than procurezent from United States sources. i, 1962
Deterzination authoriszes procurerent froa ®3eg, Geveloped

countries® gcncnu{ and,
selected {ndustrisiized countries. (See Tad A)

n——

’ T™his prohibition covers other Foreign Assfstance act

pro.curcnnt 88 vell as A.1.D.~f{nanced pProcureaent, o.9,,
zilitary and counter-terrerisa procuresant. n ractice,
hovever, it has at most a hegligible effect in thes, other arsas.

ahvernarricsa yer
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President Kennedy specified, hovever, that *Procurement
outside the United States shall de fron Free Worid sources, {n
Qny case.® eoppe, Vorld® hag loeng been construed by A.1.D. to
exclude 811 countries 1isted £{n the Yoreign Assistance Act
48 "comauniste (Section €20(f))., including the People's Repudiic
©f Chins, Cubda, Vietnas, the Soviet Union, the Baltie Republics,
Mongolia, end a1} ene countries of Zastern Furo o With the
exception of Yugoslavia.

The €haracterisetion of & nuader of these countries as *popn.
Free World® gor PUrposes of gection 604(a) no Jonger makes sense
dn viev of their status ag eaerging deaocracies and recipients of
A.2.D. essistance. In this catoqorz Ve place Poland, Rungary,
]

Ctech and glovak Tedersl Re ublie, lgarias, Romania, Alban{a,
Mongeolfa, and pev the nlt{g Republics, we Fecomaend that you

€oncur that these countries should ne longer be considered as
*non-Free Woride viehin the Reaning of President Kennedy'sg
Geterzination, This vill allow then to participate as eligidle
sources tor'A.!.D.-ttnuncod Procurezent, a3 appropriate.

A.I.D. wvould continue to exclude certain countries fros
pProcurerent eligibility because of their status under the anti-
terrorise statutes and for other foreign policy reasons. The
countries that wveuld Terain excluded are Afghanistan, Libya, the
Soviet Unien, Vietnan, Cuba, Carmbodia, lacs, Irag, Iran, North
Xorea, Syris, and the Pecple‘s Repudblic of China. 3¢ varranted
by changed conditions with Tespect to any of these céountries,
A.1.D. would seeXk a sinilar foreign policy deterasination fros the
Department, at the level of Under 80crctary for !ntornat!enal
Security Affairs, vith respect to the pProcurezent eligibility of

that country.

President Bush hag do!o?atod to the Secretary of State the
sutherity to zake deterzinations under Section 604 (a) with
respect to "procurezent under Chapter 1 of Part I and Chapter ¢
©f Part II of the Act® (raa Developzent Assistance ang Econeaie
Sipport Fund dccounts). (£2g Executive Order 12738 of
Decezber 14, 1990, Section 3(3), Axending Executive Order 1214)).
Such authority has been Tedelegated to the Under Secretary gor
International Security Affairs with rufoct to programs under
Part 11 of the Act (State Dept, Delegation of Authority o, a4s,
Section 1(a)(1)), and n{ 8180 be exerciged by you (Section
4(d)). Although that de egation is not, technically Needed in
erder for you to agres vith our roposed {nterpretation of the
existing Presidentia) Detersination, {t 4, consistent with guep

ts
action.

Y



RECOMMENDATIONS

That you econclude that Poland, FMungary, Cizech and Slovak
Federal Repudlic, Bulgaris, Rorania, Albania, Lithuania, latvis,
Istonia and Mongolis should ne longer be consitered as "non-Free

World® countries for purpose of {» lementi.g President Kennedy's
deterzination regardi 7 Wu,.

APPROVE v DISAPPROVE
0CT81 31

That you agree that future decisions about vhether a mevly
ezerging dermocracy should be considered part of the "Free World»
for purposes of Section 604 (a) may be _made by the Under Secretary

for International 8:7pr£ty Affal
APPROVE 14/6, DISAPPROVE

00T 81881

Attachzent:

TAB = Presidential Deterziratien Under
Section 604 (a) Dated 10/18/61

L 79 | ¢ Frr
Yl ,
777



Clearances:

State/8/CT: MXra fS___(Draft)

State/D/REA:RBa ~fRraft) date _9/30/93
tt:t:;l.;m:tc\m:gqslmwm date __9/25/9)
—date 10/01/9)

State/D/PiR:RBaveriedn -date _ 9/30/91
“OtO/!UR/ttY:Slyrnu-ﬂ:m.l‘—__ﬂun_xmm
—dite 10701793

¢e (v[utuchnnt)s A/A.3.D., Romald W. Roskens

C/CCM:XFries:cac: 1/14/!1:rDrMP(h’ordPortoct) $EXT,

133
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ORIG PACKAGE RECEIPTED TO EUR-NILES : TAB E
COPIES TO: | United Stxtes s
nited States Department of State
P é(:2/7

01s
D Exzoype-'

: T L Wdshington, D. C. 20520
§;§' vy 2 F22 -5 Acs

44 92 FB-4 PI0:14 FEB 3 m

Eazu Acnonwmeuowogg A :
70 WCiaSIPED T g2p2390)

L '92 FEB-04 8:15 AW
CAID 4 D: D - Mr. zlqlobutgcr ﬁ"&

cah pRroM: EUR - Thomas M.T. Ni
H - Janet G. Mull

SUBJECT: Circular 175: Requestyfor Blanket Authority to
Negotiate and Conclude Assistance Agreements with
Former Soviet Republics

ISSUE FOR DECISION

Whether to authorize the negotiation snd conclusion of
bilateral agreements as appropriate with the former Soviet
republics in connection with the provision of sssistance.

ESSENTIAL FACTORS

We are proceeding quickly with assistance programs for
several of the former Soviet republics. We are moving forward
with $5 million of assistance funded from reprogrammed FY-91
ESF, a $165 million USDA food aid program, and humanitarian
assistance programs under a series of DOD authorities. A more
extensive technical assistance program is in preparation and
additional assistance will also follow.

A.I.D. believes, and we concur, that we need to obtain
sgreements with the concerned republics conferring certain
essentiasl legal protections for the ESF program. Under the
Proposed agreements, the republics would:

-- provide tax and customs exemptions for U.8.-provided
commodities or equipment, and for U.S8. nongovernmental
personnel responsible for implementing the axsistance
programs; .

-= provide immunity for USG assistance personnel from criminal

Jurisdiction of local courts, and from civil jurisdiction
of local courts for official acts;

UNCLASSIPIED
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-- allow USG representatives to inspect utilization of the
assistance, and to inspect or audit any records or other
documentation in connection with the assistance, wherever
such records are located;

-=- commit to. use commodities, supplies or other property
solely for agreed-upon purposes;

~- in cases in which the republic is responsible for items
being used for other purposes, to refund their value to the
USG (if the USG deems doing so sppropriate); asnd

-- provide exemptions for aircraft and vessels from landing
foes, navigation charges, port charges, tolls, and similar
charges. K

A draft agreement is attached at Tab A. The text would
cover assistance provided by various USG agencies, including
USDA and DOD as well as A.I.D. We believe application of these
protections to the USDA and DOD-provided sssistance is prudent
given their scope and visibility, snd the inter-related nature
of as:istlnco efforts being implemented by the various USG
agencies.

The draft text provides that we may need to conclude
further, more specific agreements in connection with particular
assistance activities. 1In particular, under the
Food-for-Progress and section 416(b) programs, USDA will need
to conclude separate agreements. This language may also be
useful if we later decide to conclude formal economic and
technical assistance agreements with respect to
A.I.D.-administered programs for the republics. With this in
mind, the draft text provides that the provisions of these
specific agreements will control in the event their terms
conflict. (The need for any additional Circular 175 authority
would be considered on a case-by-case basis).

We will continue to consult with the Hill regarding our
assistance efforts for the former Soviet republics. We do not
believe that specific consultations regarding these agreements
ere needed at this time. We would, however, inform the staff
of relevant committees of our intent to seek such agreements.
As we would emphasize to the republics in the course of
negotiations, the conclusion of these agreements would not
itself commit the United States to provide assistance. After
entry into force, each agreement will be reported to the
appropriate committees of Congress under the usual Case Act
procedures, and H will coordinate any necessary Hill briefings.

UNCLASSIFIED
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The proposed agreements do not require environmental
documentation under either the National Environmental Policy
Act of 1969, 42 U.5.C. 4321, or Executive Order No. 12114¢
(Janvary 4, 1979). The negotiation and conclusion of these
sgreements will not entail personnel or funding resource
requirements for the Department of State.

If you approve, Rich Armitage would be able to begin the
process of negotiating these agreements as appropriate during
bhis forthcoming trips to the former Soviet Union.

RECOMMENDATION

That you authorize D/CISA (or, as appropriate, EUR or the
relevant post) to negotiste and conclude an agreement with each
of the republics based on the text attached at Tab A. Any
changes from that text shall be subject to the concurrence of
L, EUR and D/EEA (which will obtain Clearances from A.I.D. and

co-ordinate as appropriate w'th other agencies). egot
and-concl ﬁiibmmmmrb%_%g:l ¢
Tajiktsttu7‘Tu1Rm?EE:E:3Z;::g:g:fEg&:}!ﬂ_!ill_nnt-commoaeu-'
: Specifically '
E304
ﬂiﬁ/ Disapprove
’ ‘ [y [
*tb’lhw&ﬂw&%m ' B

Attachments: :

."l:'abe: : Draft Agreement M At ¢,

Tab B - Memorsndum of Law fwnuovr LIMITATION SHOWN IN REC.

Approve




UNCLASSIFIED
- ‘ -
Drafted:AID/GC:HMorris: :L/EUR:TFBuchwald“o

X-6295 1/21/92
Cleared:

D/EEA - Mr. Lahov.cR® H - Mr. Bradtk

P - Ms. van VpouV C - Mr. Wilson

EUR/ISCA ~ Ms. Griffith M - Mr. Johnson

M/PMP - Ms. Kent : L - Mr. Kreczko

D/CISA - Mr. Nelson L/PM - Mr. Murphy N“
L/SFP - Ms. Jocobson 1‘ _ L/T - Mr. Taft

S5/P - Ms. Heslin AID = Mr. Roskens

POD - Mr. Wolthius ’ AID/EUR - Mr. Merril
USDA - Mr. Goldthwait AID/AA/R&D Mr. Bissel

PM - Mr. Martel
Doc. No. 1415 (30)
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3lnuary 18, 1992

ACTION MEMORANDUM POR THE ADMINISTRATOR

THRU:  Acting, AA/OPS, Novard K. rofer
FROM: AA/TUR, Carol CMAYelman

SUBJICT: Assistance to the Independent States
©f the former Sovist Union: Statutory
Checklist )

Probleam: To take into consideration relevant
statutory requirements in 1ight of whether ZsP
funds (and DA funds, to the extent such funding
Ray be made availadble in the future) should be
used to provide technical and other assistance to
support the transitian of the ncwlx independent
states of the former Soviet Union nto denocratie,
free-parket societies, and to help zmeet the energy
needs of these societies.

! The former Soviet Union has undergone
revolutionary changes within the past year which
have resulted {n the creqation of twelve
independent states, most of wvhom are loosely
associated in a new Comnonwealth of Independent
States. The United States Government bas
established diplozatic relations with six of the
forner republics of the Soviet Union, namely:
Arnenia, Byelarus, Kazakhstan, Kyrgyzstan, Russia
and Ukraine.

On Septexber 10, 1991, the Secretary of State
signed a deternination, pursuant to §620(¢) (2) of
the Foreign Assistance Act (FAL) of 1961, as
anmended, permitting assistance to the Soviet
Union. (Ses Tad A.) Pursuant to that
deternination, two Congressional Notifications,
both of wvhich expired on Decezber 20, 1991, were
sent to Congress describing two proposed projects
to be izplenented by A.I1.D. (Seq Tab 3.) These
projects have been designed (1) to encourage the
transformation of these republics into democratic,

(UNCLASSIFIED WITHOUT CLASSIFIED ATTACHMENTS)
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Barket-based economies, and (2) to improve energy efficiency and
encourage energy market reforms in these societies. ESF funds of
$3.2 aillion fcr the Democratic and Econoric Initiatives Project
and $1.8 million Zor the Ener Eiticiency and Market Refora
Project are now pending authorization and obligation.

Although certain repudlics of the former Soviet Union would
nhormally be prohibited froa receiving assistance since each such
republics are indedbted to certain U.S. citizens, the state
Departzent plans to {ssue on January 10, 1492 a determination
pursuant to §620(c) of the FaA vhich vould permit assistance to
flov to these repudblics despite this fact. (This determination
shall provide, in substance, that failing to provide assistance
to these nevly formed states is contrary to the national security
interest of the United States.) Despite this determination by
the State Department, hovever, certain factors must be "taken
into consideration® by you before ve may proceed with obligating

furds for these two projects.

Please note that since the source of funding for thess two
proposed projecte is the ESF account, the "notwithstanding any
other provision of law" language is not available. (This
language has been used in the past to permit assistance to
proceed in Eastern Eurcpean countries under the 1991
Appropriation Act despite prohibitions on assistance that would
othervise apply.) Therefore, certain factors must be "taken into
consideration™ by you before these proposed projects may be
obligated from the ESF account (or the DA account, if such
funding is later made available.) 1In fact, You norzally take
into consideration a number of conditions, to the extent that
they may exist, on an annual basis before approving an allocation
of assistance to specific countries. However, in light of the
fact that the Coordinator's Office wishes to proceed with
izplenenting the proposed projects on an expedited basis, ve are
presenting certain issues for your consideration at this time on

an ad hoc basis.

In order to ensure thet all relevant statutory requiresents
have been met, A.1.D. has developed a Fcountry checklist®,
describing such requirements with pParticuiarity. The iteas en
this checklist have be¥n responded to in substarce by the State
Cepartzaent, and its memoranduam is attached hereto as Tab €. 1In
the case of the statcs oZ the former Soviet Union, enly tws
considerations are relsvant in considering whether to rovide
assistance, and are discussed belov. Please bear in min4,
however, that statutorily mandated considerations in providing
foreign assistance need only be "take into account®. The mere
existence of uuch factual considcrations does not, 4in and of
itself, prohibit assistance to tha country in question.

(UNCLASSIFIED WITHOUT CLASSIFIED ATTACHMENTS)



(1)

! As of this date, OPIC is in the process of
initiating negotiations with each of the individual republics to
whom ve plan to render assistance to enter intc OPIC investment
guarantee agreenments. Although such negotiations are in the
process of being initiated, they have not yet been finalized and,
to date, OPIC has not concluded any bilateral agreements with
these nev republics. Thus, in 1ight of the fact that this
process of negotiation has deen initiated but not concluded, we
Tequest you to take this into consideration and perait assistance
to move forvard as planned.

(2) t According to U.N.
records dated October 33, 1991, the combined arrearage of the
U.8.5.R., Byelarus, and Ukraine totals $196,376,749.00. Dues
oved to the U.N. regular budget are as follows: U.S8.§.R.
($46,019,313); Byelarus ($1,520,157); Uxraine ($5,758,172).
Further, dues are owed for the maintenance of U.N. peace-keeping
forces in the folloving amounts: U.§.8.R. ($2126,773,3%0);
Byrlarus ($5,116,578); Ukraine ($11,189,179). Thus, the subtotal
oved by the CIS for outstanding dues to the U.N. regular budget
is $53,297,642, and for the U.N. peacekeeping forces is
$143,079,107. Payment of this arrearage in U.N. dues is expected
although, to our knovledge, specific arrangezents to pay have not
yet been made. It should also be borne in aind that Esr (and DA)
funded assistance to Albania vas alloved to proceed, despite its
similar arrearages in U.N. dues, based on your consideration of
this factor. Therefore, ve reguest you to take the U.N. dues
arrearage of these former repudblics of the Soviet Union inte
account, and urge you to permit the planned ossistance to be
izplenented as expeditiously as possible.

! That you, by your signature belov, take into
consideration the circumstances described above, and approve the
use of ESF funds (and DA funds to the extent necessary in the
future), sudbject to the availability of such funds, for .
assistance to the six states named above. Such assistance will
be authorized by separate action, and shall be subject to the
Secretary's deterninations under $§§620(c) and (£) (2) of the FAA.

Approved:

Disapproved:

Date: __J-/ (-9¢

(UNCLASSIFIED WITHOUT CLASSIFIED ATTACHMENTS) /L;
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Attachennts:
TAB A - Section 620(f)(2) determination by the Secretary
TAB B - Congressional Notifications
TAB C - State Memorandum dated 1/17/92 re: Statutory Checklist

Clearances:

GC/LP: Rlester _____ fphore) ____  Date:s 1/16/92
AA/LEG: RRandlett ~fdraft) ___ Date: 31/15/92
ENE/EUR: DMerrill —idratt) ___  Date: 1/17/92
EUR.OSA: PO'Farrell ~fdraft) ______  Date: 1/15/92
GC/EUR: MMorris —fdratt) _____  Date: 1/14/92
STATE/EUR/ISCA/ECON: KVolker Jdraft) Date: 4/216/92

STATE/D/EEA: CRufenacht —{BUbE%)  Date: 1/£16/92
AA/R&D:  RBissell _ﬂ}—ﬂ} Date: 1/18/92
Drafted: GC/EUR, Rumu Sarkar: 1/14/92
U:\CIS.TIC
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United States Department of State
Washington, D.C. 20520

MEMORANDUM OF LAW

Subject: Circular 175: Request for Blanket Authority for
Regotiation and Conclusion of Assistance Agreenments
with the Twelve Former Soviet Republics

The accompanying Circular 175 action memorandum requests
blanket asuthority to negotiate and conclude agreements with
each of the twelve former Eoviet republics (the “countries®)
to obtain certain legal protections in connection with U.8.
assistance programs.

The proposed agreements do not imply or promise any :
particular level of assistance. Instead, they establish terms
and conditions regarding assistance that may be provided by
the U.S. government in accordance with applicable laws and
requlations. These terms and conditions include tax and
customs exemptions for U.S.-provided commodities or equipment,
and for nongovernmental personnel responsible for implementing
assistance programs; provision to USG assistance personnel of
status equivaient to that accorded administrative and
technical staff under the Vienna Convention on Diplomatic
Relations; authorization by each of the countrics for USG
representatives to inspect utilization of the assistance, asnd
to inspect or audit any records or other documentation in
connection with the assistance, wherever such records are
located; commitment by each of the countries to use
commodities, supplies or other property solely for agreed-upon
purposes; in cases in which the repudblic is responsible for
items being used for other purposes, to refund their value to
the USG (if the USG deems doing so appropriate); and provide
exemptions for aircraft and vessels from landing fees,
navigation charges, port charges, tolls, and similar charges.

Legal suthority to negotiate and conclude the agreements
is provided by the President‘'s constitutional responsibilities
for the conduct of foreign relations (Article 11, Section 1,
.Clause I) and the Secretary of State's suthority for the
dly-?b-dny conduct of foreign relations (22 U.8.C. section
2656).

In sddition, with respect to assistance provided under the
Foreign Assistance Act of 1961, as amended, section 635(b) of
that Act provides that the President may maske and perform
sgreements with any friendly government or government agency
*in furtherance of the purposes snd within the limitations of
this Act.® This authority has been delegated to the Secretary
of sgago by Executiva Order No. 12163 (Sept. 29, 1979), as
amended.
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For the foregoing reasons, there is no legal objection to
the proposed negotiation and conclusion of executive agreements
with each of the twelve countries as described in the
accompanying action memorandum. Any changes in that text shall
be subject to the concurrence of L, EUR and D/EEA.

Todd PF. Buchwald, Acting

Assistant Legal Adviser for
European and Canadian Affairs

X-6295 1/21/92
Cleared: L/T:GTaft
L/SFP:LJacobsoa
L/PM:SMurphy
Dcc. No. 1415 (33)



AGREEMENT BETWEEN
THE GOVERNMENT OF THE UNITED STATES OF AMERICA AND
THE GOVERNMENT OF .
REGARDING COOPERATION TO FACILITATE
THE PROVISION OF ASSISTANCE

The Govofhmnut of the United States of America and the
Government of —

Recognizing the interests of the Government of the United
States of America and the Government of _____ in cooperating
to facilitate the provision of humanitarian and technical
economic assistance to benefit the people of _____; and

Recognizing the need to meke ‘certain practical arrangements
to help ensure the effectiveness of that assistance;

Have agreed as follows:

ARTICLE I
TAXES AND OTHER CHARGES

(a) Commodities, supplies or other property provided or
utilized in connection with United States assistance programs
may be imported into, exported from, or used in free from
any tariffs, dues, customs duties, import taxes, and other
similar taxzes or charges imposed by + O any subdivision
thereof.

(b) Any United States Government or United States private
organization that has responsibility for implementing United
States assistance programs, and any personnel of such private
organization - ho are not nationals of or ordinarily resident
in and that are present in ——— in connection with such
programs, shall be exempt from (1) any income, social security
or other taxes imposed by ____, or any subdivision thereof,
regarding income received in connection with the implementation
of United States assistance programs, and (2) the payment of
any tariffs, Guas, customs duties, import tazes, and other
similar taxzes or charges upon personal or household goods
imported into, exported from, or used in —— for the personal
use of such personnel or members of their families.

(c) The access and movement of aircraft and vessels
operated by or for the Government of the United States of
America in connection with United States assistance programs
in shall be fzee of landing fees, navigation charges,
port charges, tolls and similar charges by _____, or any
subdivision thereof.

W



ARTICLE 11
STATUS OF PERSONNEL

Civilian and military personnel of the United States
Government present in : in connection with United States
assistance programs shall be accorded status equivalent to that
accorded administrative and technical staff personnel under the
Vienna Convention on Diplomstic Relations of April 18, 1961.

ARTICLE III
INSPECTION AND AUDIT

Upon reasonsble request, representatives of the Government
of the United States of America may examine the utilization of
any commodities, supplies, other property, or services provided
under United States assistance programs at sites of their
location or use; and may inspect or audit any records or other
documentation in connection with the assistance wherever such
records or documentation are located during the period in which
the United States provides assistance to and for three
years thereafter.

ARTICLE v
USE OF ASSISTANCE

Any commodities, supplies, or other property provided under
United States assistance programs will be used solely for the
purposes agreed upon between the Governments of the United
States of America and - If use of any commodities,
supplies or other property occurs for purposes other than those
sgreed upon under such programs, which the Government of the
United States of America determines could ressonably have been
prevented by appropriate action of the Government of ——
the Government of ______ upon request shall refund in United
States dollars to the Government of the Untied States of
America the smount disbursed for such commodities, supplies, or
other property. The Governnent of the United sStates of America
may, in its discretion, make availabie the amount refunded to
finance other costs of the assistance activity involved.




ARTICLE V
OTHER AGREEMENTS

The Government of the United States of America and the
Government of recognize that further arrangements or
sgreements mey be necessary or desirable with respect to
rnrticular United States assistance activities. 1In case of any

nconsistency between this Agresment and any such further
written agreements, the provisions of such further written
agreements shall prevail. Nothing in this Agreement shall be
construed to derogate from the ptivileges and immunities
granted to any personnel under other agreements.

ARTICLE VI
ENTRY INTO PFORCE

This Agreement shall enter into force upon signature by
both parties.

DONE AT . this day of , 1992,
FOR THE GOVERNMENT OF FOR THE GOVERNMENT OF
THE UNITED STATES OF AMERICA: [NAME]) :



TAB F

Finding pnder Section 620(c) of the

Foreign Assistance Act of 1961, as amended

Pursuant to section” 620(c) of the Foreign Assistance Act of
1961, as amended (the “"Act"), section 1-201(a)(12) of Executive
Order 12163, as amended, and section 4(d) of State Department
Delegation of Authority No. 145, as amended, I hereby find that
application of the restriction contained in section 620(c) of
the Act with respect to Armenia, Azerbaijan, Byelarus, Georgia,
Kazakhstan, Kyrgyzstan, Moldova, Russia, Tajikistan,
Turkmenistan, Ukraine, and. Uzbekista
national security.

Date
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ACTION MEMORANDUM FOR THE, ADMINISTRATOR
THRU:  AA/OPS, Seot Spanglegn"l}

FROM: AA/R&D, Ricbard Bi::_erlr&"‘b
AA/EUR, David N. HI(M
SUBJECT: Assistance to the Newly Independent States of the Former Soviet

Union: Statutory Checklist

Problem: To take into consideration relevant Statutory requirements in light of
whether ESF funds (and DA funds, 10 the extent such funding may be made available
in the future) should be used to provide technical and other assistance to support the
transition of newly independent stater of the former Soviet Union into democratic,
free-market societies.

Discussion: A memorandum to you from the AA/EUR dated January 18, 1992
requested you to "take into account” cenain statutorily mandated considerations
before assistance to the newly independent states of the former Soviet Union could
be authorized. Your consideration was limited, at that time, to the following
republics of the former Soviet Union with whom the U.S. was establishing diplomatic
relations: Armenia, Byelarus, Kazakhstan, Kyrgyzstan, Russia and the Ukraine. The
State Department is now establishing full diplomatic relations with the remaining
republics of the former Soviet Union (with the exception of Georgia), namely,
Moldova, Azerbaijan, Tajikistan, Turkmenistan, and Uzbekistan. Thus, once again,
we request that you take into consideration the factors described below before
assistance to these republics may be auti:srized.

On September 10, 1991, the Secretary of State signed a determination,
pursuant to §620(f)(2) of the Foreign Assistance Act (FAA) of 1961, as amended,
permitting assistance to flow to the Soviet Union. (See Tab A.) Additionally,
Deputy Secretary Eagleburger made a determination, dated January 20, 1992, under
Section 620(c) of the FAA which permits assistance to the republics notwithstanding

(UNCLASSIFIED WITHOUT CLASSIFIED ATTACHMENTS)
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itatutorily mandated considerations in providing foreign assistance need only be
"taken into account”. The mere existence of such factual considerations does not, in
and of itself, prohibit assistance to the country in question. Thus, in light of the fact
that this process of negotiation bas been initiated by OPIC but not concluded as of
this date, we request you to take this into consideration and permit assistance to
move forward as planped.

Recommendation: That you, by your signature below, take into consideration the
circumstances described above, and approve the use of ESF funds (and DA funds to
the extent necessary in the future), subject to the availability of such funds, for
assistance to the five republics pamed above. Such assistance will be authorized by
separate action, and shall be subject to the determinations made pursuant to

§§620(f)(2) and (c) of the FAA.
Frork 1 @l ae
[ : :
Approved:‘% dﬂt

Disapproved:
Date:3=21- 92

Attachments:
TAB A - Section 620(f)(2) determination by the Secretary
TAB B - Section 620(c) determination by the Deputy Secretary
TAB C - Department of State Memorandum re: Statutory Checklist

(UNCLASSIFIED WITHOUT CLASSIFIED ATTACHMENTS)
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ACTION MEMORANDUM FOR THE ADMINISTRATOR

THRU:  AA/OPS, Scott Spanglem
FROM:  OPS/NISTF, Malcolsh Butler fuf

SUBJECT: Assistance to the Newly Independent States of the Former Soviet
Union: Statutory Checklist for Georgia

Problem: To take into consideration relevant statutory requirements so that
FY 1991 ESF funds may be used to provide technical and other assistance to support
Georgia's transition from a command economy into a democratic, free-market
society.

Discussion: Two previous memoranda dated March 25 and January 18, 1992
requested you to "take into account” certain statutorily mandated considerations
before assistance to the newly independent states of the former Soviet Union could
be authorized. Your consideration included all but one of the republics of the
former Soviet Union, namely: Armenia, Byelarus, Kazakhstan, Kyrgyzstan, Russia and
the Ukraine, and later Moldova, Azerbaijan, Tajikistan, Turkmenistan, and
Uzbekistan. Only Georgia was exempted from your consideration at that time,

As you are aware, the elected president of Georgia, Zviad Gamsakhurdia, was
forcibly removed from office in January 1992 by a coalition of opposition leaders.
Although these opposition forces were supported, in some case, by members of
Georgia’s National Guard and other armed insurrectionists, other members of the
National Guard supported President Gamsakhurdia. Georgia did not have a national
army and therefore, the State Department has concluded that such a forcible removal
from office does not constitute a “military coup or decree” which would bar assistance
undcer §513 of the Foreign Operations, Export Financing, and Related Programs
Appropriations Act, 1991. (See Tab A at 4.)

(UNCLASSIFIED WITHOUT CLASSIFIED ATTACHMENTS)
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In any event, power was immediately turned over to civilian control, and an
interim state council under the leadership of Eduard Shevardnadze has scheduled
new presidential elections for October 1992. In light of these developments, the State
Department ir.dated full diplomatic relations with Georgia on March 25, 1992,

A.LD. now wishes to proceed with furnishing Georgia wiih foreign assistance
to ease its transition to a free and open society. Thus, once again, we request that
you take into consideration the factor described below before the use of FY 1991
ESF funds may be authorized in providing assistance to Georgia. As noted above,
this exercise was completed for the other republics of the NIS, but Georgia was
specifically excluded at that time. Although *notwithstanding any other provision of
law” language is now applicable to al! FY 1992 funds appropriated for the NIS
program as set forth in Section 121 of the Continuing Resolution (P.L. 102-145, as
amended), this "notwithstanding” language does not cover FY 1991 funds. Certain
statutorily mandated considerations must be taken into account by you before
assistance using FY 1991 ESF funds may be authorized for this purpose. In fact, only
one consideration is relevant in this context.

Section 620(1) of the FAA provides that assistance may be denied if the
recipient country has failed to enter into an investment guaranty agreement with the
United States. OPIC is currently in the process of initiating negotiations with
Georgia, but as of this date, OPIC has not concluded a bilateral investment guarantee
agreement with Georgia. Although FY 1992 ESF and DA funds may be used in all
the NIS republics despite this fact by relying on the "notwithstanding” language in the
FY 1992 Continuing Resolution, we request you to take this factor "into
consideration® which will permit A.LD. to use FY 1991 ESF funds, should they
become a:ilable, for providing assistance to Georgia.

Please bear in mind that statutorily mandated considerations in providing
foreign assistance need only be “taken into account.” The mere existence of such
factual considerations does not, in and of itself, prohibit assistance to the country in
question. Thus, in light of the fact that the process of negotiating a bilateral
iuvestment guarantee agreement has been initiated by OPIC but not yet concluded as
of this date, we request you to take this inic consideration and permit the use of FY
1991 ESF funds for assistance to the Georgia.

Recommendation: That you, by your signature below, take into consideration the
circumstances described above, and approve the use of FY 1991 ESF funds as
necessary, subject to the availability of such funds, for providing assistance to

(UNCLASSIFIED WITHOUT CLASSIFIED ATTACHMENTS)
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Georgia. Such assistance will be authorized by separate action.

—a

Disapproved:

Date;_éi%

Attachment:

TAB A - Department of State Memorandum re: Statutory Checklist
dated 5/22/92

(UNCLASSIFIED WITHOUT CLASSIFIED ATTACHMENTS)
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Clearances:
Gcm:nmustevf St
OPS/NISTF:TGeiger (draft §/26,'92)
AA/LEG:RRandlett S
OPS/NISTF: £/a1112
OPS/NISTF: HJohnden \w—" 727792
STATE/L/EUR:TBuchwald desft 572¢j02
STATE/EUR/ISCA/ECON:KVolker (info)
STATE/D/EEA:CRuferzcht (info)

Drafted: GC/EUR, Rumu Sarkar 5/22/92; x76504
U:\CIS4.TIC

(UNCLASSIFIED WITHOUT CLASSIFIED ATTACHMENTS)



TAB H

Determination under Section 620(f)
of the

Pursuant to Section 620(f)(2) of the Foreign Assistance Act
of 1961, as amended, (22 U.S.C. 2370(£)(2)), and Section
1-201(a)(12) of Exzecutive Order No. 12163, as amended, I hereby
- determine that the removal of the Soviet Union from the
application of Section 620(f) of the Foreign Assistance Act,
for an indefinite period, is important to the national interest

of the United States.

This determination shall be reported to the Congress and
published in the Federal Register.

™
September 10, 1991 /,‘4., 7
A
Date James A. Baker, III




JUSTIFICATION FOR THE PRESIDENT'S DETERMINATION
TO REMOVE THE PROHIBITION ON OPIC ACTIVITIES
IN THE SOVIET UNION

A determination to remove the Soviet Union from the
prohibition on assistance to Communist countries is in the
national interest for several reasons. The U.S. supports
efforts within the Soviet Union to establish a strong and
functioning democracy and to move decisively toward a market
economy. If these trends continue, the U.S. should support
them by responding, step by step, to progress made.

At the recent Moscow Summit, President Bush underlined his
support for market-oriented reforms in the Soviet Union by
reaffirming his desire to promote U.S. trade and investment
with the Soviet Union. To normalize our trade relations, he
has already submitted the U.S.-Soviet Trade Agreement to
Congress. He also reiterated his commitment to work with the
Congress to lift the Stevenson and Byrd restrictions on
official credit programs. The availability of OPIC programs
for U.S. companies seeking to invest in the Soviet Union would
complement these actions. Providing technical economic
assistance is also consistent with the gosl of helping the
Soviets develop a market economy.

Moreover, the Soviet Union is giving evidence of fostering
the establishment of a genuinely democratic system, with
respect for internationally reccgnized human rights. The
failed coup by hardline factions in the Soviet military and
security forces has accelerated the establishment of a
democratic system in the Soviet Union. The coup discredited
the old guard in the Soviet Government and led to the collapse
of the Communist Party, the primary obstacles to democratic
reform and creation of a pluralistic political system.

The failure of the coup strengthened Soviet leaders, such
as Boris Yeltsin and Leningrad Mayor Sobchak, who are committed
to democracy and reform. President Gorbachev has replaced
opponents of reform in key posts -- such ss the Interior
Minister, Defense Minister, and head of the KGB -- and
appointed in their place men with strong reform credentials.
More fundamentally, the opposition of the Soviet people to the
coup showed that the principles of democracy and rule of law
have taken root in the Soviet Union. There is a clear
consensus for establishment of a genuinely democratic system
that no Soviet or zepublic leader can choose to ignore.

The CPSU's reign of political dominance came to an end with
the historic Supreme Soviet decree of Augnst 29 suspending the
activities of the party throughout the Soviet Union and
seizing its assets. Several republics have gone further and
outlawed the party completely. As President Bush stated, the
collapse of the totalitarian non-democratic CPSU is a cauv-e for

cheer.



In recent years, the Soviets have demonstrated an
increasing respect for internationally recognized human
" rights. Soviet citizens are freer to speak, write, practice
their religion and participate in public life than ever
before. As a reflection of this improvement, the U.S.
Government, while continuing to express its concern at ongoing
human rights abuses, is simultaneously working with the Soviet
Government to institutionalize human rights progress.
Substantial improvement has been seen in the Soviet human
rights record in areas such as emigration, political prisoners

and psychiatric abuse.

Initial developments #fter the coup suggest the potential

for further human rights gains. A key reformist, Vadim
Bakatin, was named to head the KGB, and the USSR Congress of

Peoples' Deputies approved a declaration September 5 explicitly

enumerating the rights of individuals.

In this environment, OPIC insur.nce and finance programs,
along with technical economic assistance, can serve as useful
tools to encourage the development of emerging private sector
enterprises and institutions, as well as the normalization of

bilateral economic relations.



Dear Mr. Chairman:

Section 620(f)(2) of the Foreign Assistance Act of 1961, as
amended, authorizes the President to remove » Communist country
from ineligibility to receive assistance under the Foreign
Assistance Act if the President determines and reports to the
Congress that such action is important to the national interest
of the United States. The President’'s authority to make such
determinations has been delegated to the Secretary of State
pursuant to Section 1-201(a)(12) of Executive Order No. 12163
of September 29, 1979, ss smended. On behalf of the Secretary
of State, we wish to advise that, pursuant to these
suthorities, the Secretary of State has determined that it is
important to. the national interest to remove the Soviet Union
from the application of Section 620(f). I enclose a copy of
the Secretary's determination and justification.

Sincerely,

Janet G. Mullins
Assistant Secretary
Legislative Affairs

Enclosures:
As stated.

The Honorable
Dante B. Fascell,
Chairman, Committee on Foreign Affairs,

House Of Representatives.



Dear Mr. Chairman:

Section 620(f) of the Fcreign Assistance Act of 1961, as
amended, authorizes the President to remove a Communist country
tcom ineligibility to receive assistance under the Fcreign
Assistance Act if the President deternines and reports to the
Congress that such action is important to the national interest
of the United States. The Presidenut's authority to make such
determinations has been delegated to the Secretary of State
pursuant to Section 1-201(a)(12) of Executive Order No. 12163
of September 29, 1979, as amended. On behalf of the Secretary
of State, we wish to advise that, pursuant to these
authorities, the Secretary of Staste has determined that it is
important to the national interest to remove the Soviet Union
from the application of Section 620(f). I enclose a copy of
the Secretary's determination and justification.

Sincerely,

Janet G. Mullins
Assistant Secretary
Legislative Affairs

Enclosures:
As stated.

The Honorable

Claiborne Pell,
Chairman, Committee on Foreign Relations,

United States Senate.



USAD TAB I

Oprraass INTERIM REORGANIZATION
DELEGATION OF AUTHORITY NO. 10

TO: Director of the Task Force for the
Nevly Independent States of the Pormer Soviet Union

FROM: Associate Administrator for Operations

SUBJECT: General Authorities

Pursuant to my authority as Associate Administrator for
Operations, it is hereby ordered as follovs:

A. With respect to all former republics of the Soviet Unijon
(except latvia, Lithuania, and Estonia), there is delegated to
the Director of the Task Force for the Nevly Independent States
of the Former Soviet Union all of the authorities delegated to me

frop the Administratoer.

B. Any individual designated by the Director of the Task
Force to be the acting Director of the Task Force during the
absence of the Director of the Task Force is authorized to
perform the functions delegated hersunder.

C. All references in A.I.D. Handbooks, policy statements,
guidance cables, and regulations to Assistant Administrators
having responsibility for geographic regions shall be deemed to
include the Director of the Task Force.

D. The General Provisions of chapter 1 of Handbook S apply,
unless provided othervise in a specific delegation.

E. This Delegation of Authority is effective immediately.

Associate Administrator
for Operations

pate:_3[30[93
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(A)

(B)

(C)

(D)
(E)

(F)

(G)

(H)

TAB J

INITIAL ENVIRONMENTAL EXAMINATION

PROGRAM COUNTRY: The New Independent
States

ACTIVITY: Food Systems
Restructuring Project,
Amendment 2

FUNDING: $66.0 million

PERIOD OF FUNDING: FY 1992-1996

STATEMENT PREPARED BY: Dennis Long, NIS Task
Force

ENVIRONMENTAL ACTION

RECOMMENDED: Categorical Exclusion
under A.I.D. Regqulation
22CFR216 Environmental
Procedures
216.2(c) (1) (ii) and
216.2(c) (2) (1)

DECISION OF ENVIRONMENTAL OFFICER:

APPROVED: O (je@é

DISAPPROVED:

DATE: Sune 25, 199%

DECISION OF DIRECTQR, NIS TASK FORCE:

APPROVED:

7
DISAPPROVED:
DATE: f/&/&ﬂ-




EXAMINATION OF THE NATURE, SCOPE AND MAGNITUDE OF THE
ENVIRONMENTAL IMFACT OF THE FOOD SYSTEMS RESTRUCTURING PROJECT

(AMENDMENT TWO)- (110-0006)

DESCRIPTION OF THE PROGRAM:

The purpose of the project is assist in the complex task of
creating new, privatized agricultural input and output
distribution systems in the Newly Independent States (NIS).
This purpose will be accomplished by providing technical
agsistance and training, and commodities to the NIS.

RECOMMENDED ENVIRONMENTAL ACTION:

More than half of the project resources will be used to
finance technical assistance and training. Therefore, a
categorical exclusion from A.I.D.'s Initial Environmental
Examination, Environmental Assessment and Environmental
Impact Summary Requirements is proposed. This proposal is
in accordance with A.I.D. Environmental Procedures 22CFR
Part 216, Sections 216.2(c) (1) (ii) which generally provides
for a categorical exclusion in situations where the purpose
of the project does not require A.I.D. to have "knowledge or
control over, the details of the spzcific activities that
have an effect on the environment for which financing is
provided by A.I.D." Specifically, the project's technical
assistance and training are categorically excluded under
Section 216.2 (c)(2)(i) for education and technical

assistance.

The intent of the project is not to provide any technical
assistance or training in the use of pesticides, nor in the
purchase of pesticides. Furthermore, the intent of the PCIP
is not to import pesticides in any way, manner or form, nor
other commodities that may have a negative environmental
effect. If future project activities dictate a change in
this project policy, a detailed environmental assessment
will be undertaken prior to such activities. The Task Force
Environmental Coordinator will review any such proposals
prior to their implementation. '



