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PROJECT OVERVIEW

On 29 July 2004, Development Alternatives, Inc. (DAI) signed Contract No. OTI-D-00-
04-00023-00 with USAID’s Office of Trangtion Initiatives (OTI) to continue
implementation of the OTI Sri Lanka program. The new contract replaces Contract No.
AOT-1-03-98-00199-00 executed under the SWIFT | IQC. The above-referenced new
contract runs until 31 March 2006.

After 20 years of civil war, the Government of Sri Lanka (GOSL) and the Liberation
Tigersof Tamil Edam (LTTE) sgned a ceasefire agreement in February of 2002.

Forma peace talks began saven months later, facilitated by the Government of Norway.
In the weeks that followed the commencement of the talks, the parties demonstrated a
willingness to compromise on controversid issues in an effort to make tangible progress
towards a negotiated settlement. An assessment misson to Sri Lanka by OTI in late 2002
concluded that the current peace initiative had the best chance of any to date in bringing a
sustainable peace to the country. OTI concurred, and the Sri Lanka program was opened
in February of 2003.

OTI'soverdl objectivein Sri Lankais to generate greater support for a negotiated
settlement of the conflict. The program plans to achieve this objective through the
funding of activities under two sub-objectives. Thefirg sub-objectiveisto increase
awareness and/or understanding of key trangition issues. Illudrative activities under this
sub- objective might include workshops on federalism, peace-themed arts performances
and interactive didogues. The second sub-objective isto increase collaboration and
participation among diverse groups to set and/or address priorities. Activities thet might
be funded under this sub-objective include rehabilitation of community infrastructure
with active locd stakeholder participation, community diaogues and advocacy
campagns.

OTI'sidand-wide geographic focus caled for the establishment of three offices under the
management of DAI. These are located in Colombo, Amparaand Trincomaee. These
locations were selected in order to target populations and issues that were the most
congruent with the program’ s sub-objectives.

Thefollowing report will detail the mgjor challenges faced during the past quarter. These
will be categorized as Programming, Implementation and Operations and will indicate
how DAI addressed these chdlenges and maintained the program’ s commitment to rapid
response.
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PROGRAMMING

Country Situation during the Quarter

The quarter opened to continued political maneuvering by the politicd partiesin the
South over the government’ s efforts to secure a stable mgority in Parliament. Members
of the ruling UPFA actively courted minority parties for their seats; the opposition UNP
tried to amass support againgt the government’ s overtures. The government’ s moves
were widdy believed by some palitical observersto be associated with the Presdent’s
desire to amend the condtitution to abolish the executive presidency, thereby positioning
hersdf to assume the post of Prime Minister before the end of her current —and find —
term as head of state. Others accused the opposition of being driven by the opposite
political agenda. The conclusion reached by many observerswas that Sri Lankal's
political |eaders seemed unable or unwilling to separate peace and prosperity from
persond and politica gain. Yet by the end of the quarter, the President had managed to
successfully woo the Ceylon Workers Congress, or CWC, to join the government’ s ruling
codition, thus giving her adim mgority in Parliament.

The government and the LTTE continued to blame each other for the dday in the
resumption of peace negotiations during the past quarter. The LTTE used the dternate
excuses of the present government’ s ingtability, disunity within the ruling UPFA over the
bass for aresumption of talks, and the Karuna question dmost interchangesbly. They
further confounded a bemused public by stating that the Interim Self-Governing
Authority (ISGA) proposas were indeed negotiable after having been steadfast in their
refusal to condder this previoudy. For its part, the government consstently sent mixed
messages about its pogition. Press reports on some days stated their willingness to use
the ISGA proposals as the basis for negotiations; at other times, it was reported that the
government would only resume diadogue if the ISGA was discussed in tandem with a
find solution to the nationd question. The Presdent, in amove that Sgnded her
frustration with her codition partner’ s position on arange of issues including the peace
process, abruptly resigned as the leader of the United Peoples Freedom Alliancein
Augud.

Asthe content and level of the rhetoric from both sides sharpened, there was growing
worry that the process might collgpse entirely. The worsening Situation prompted the
Norwegians to undertake a new round of shuttle diplomacy during the third quarter. The
fecilitators traveled between Colombo and Kilinochchi trying to secure a fresh timetable
for the resumption of negotiations, without success. As aleading delegation member
said, “A frozen war is melting at the edges”

Whilethe LTTE pointed its finger a the government for its seeming inability to keep
codition partners on message, the rebel group itsdf spent much of the past quarter trying
to quel oppogition from within the Tamil community. Asde from the continuing

rampant assassnaionsin the East (see below), the Tigers were aso busy diminating
rivalsin other parts of the country. In Colombo, a Tamil politician opposed tothe LTTE
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and Si Lankan Army informant were shot dead in August. In addition, four dleged
Karuna supporters were shot to death in Colombo suburb hours after being discharged
from alocad hospita following trestment for injuries sustained in a previous atack by
suspected LTTE cadres. Another Tamil activist was shot dead in Puttdam during the

past quarter.

In the East, predominantly in Batticaoa, the killing of cadres and supporters from both
Sdes of the LTTE continued unabated. While most of the dead were lower level cadres
and supporters, leaders from both LTTE factions, including Karuna' s brother Reggie, and
from the Tamil community at large were a0 targeted.

There were a number of incidents in Batticaoa over the past quarter involving suspected
LTTE cadres and the Sri Lankan army. Soldiers were attacked and injured in at least
three separate incidents. For its part, the Specid Task Force, the Sri Lankan police's
crack security unit, arrested anumber of LTTE cadresin Akkaraipattu after being found
with cartridges and cyanide. In an effort to improve communication, the monthly
mesetings held in Ampara digtrict between the STF and the LTTE, which had been
suspended, resumed during this past quarter. The meetings were facilitated by the Sri
Lanka Monitoring Mission.

Due to persond security concerns, there was a reduced presence of LTTE membersin
Batticadoa and Ampara over the past quarter and their political offices remained inactive.
For loca people this meant a cessation of the LTTE' stax collection. Reports were
received from fishing societies, some businesses and even government staff that tax
collectors had not been seen for some time. The LTTE initiated a house-to-house public
relations campaign but it remains to be seen what kind of support they will receive in the
longer term.

Asaresult of the ongoing violence and resulting security redtrictions, an amosphere of
fear was prevadent throughout the Tamil community in Ampara and Batticaloa over the
past quarter. Ordinary Tamils have been afrad to comment in trepidation that anything
said would be misconstrued as support for one side or the other. In addition, most media
inditutions in Batticaoa did not function during the quarter due to the past killings of
journaigts. Most Tamil reporters fled to Colombo or were in hiding e sewhere a the
quarter’s close.

Besides the ongoing killings in Béttical0a, perhaps the mogst sdient event of the quarter in
the East was the capture of two Sinhadese home guards (armed militia sanctioned by the
date) by the LTTE in the border area between Trincomalee and Anuradhapura digtricts.
The home guards were caught by the LTTE and imprisoned for dlegedly bringing
wegponsingde LTTE-controlled territory. Loca people claimed that the home guards
had been gtedling cettle from Tamil civilians over the past couple of years. The detention
of the home guards spawned several hartals (protests), road blocks and hunger strikes,
adlegedly organized by Sinhdese nationdist dements. In addition, the SLMM received
threets of counter-kidnapping and detention of SLMM monitors unless the home guards
were released. The Stuation continued to escaate until mid-October, when the home
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guards were findly freed. The tensons so present throughout the ordeal seemed to
dissipate overnight.

Mid-Term Assessment, Strategy and Team Building Session: Early Expectations
and Final Results

Despite the positive impact of many of the program’s grant activities, the breakdown in
talks between the GoSL and the LTTE has undermined much of the trust and optimism
that existed following the ceasefire agreement. A change in government and a split within
the LTTE has only heightened uncertainty over the future of a negotiated settlement and
fear that the ceasefireisin danger of eroding. The current stalemate prompted program
daff to re-vist the program’s strategy and, at the request of OTI, an internd mid-term
assessment was conducted in September.

The mid-term assessment provided program staff an opportunity to re-examine the
broader political context, to re-vist the underlying assumptions and to reconsder the “big
picture’ that lies beyond our immediate programmeatic reach to determine the
effectiveness of our overal programmatic approach and objectivesin light of changing
conditions on the ground. The purpose of the assessment was to inform and consider
options for increasing the effectiveness of OTI’ s short-term contribution to what, in the
face of staled peace negotiations and politica paralyss, has become along-term process:
supporting Sri Lanka s trangition to sustainable peace.

Specificaly, OTI Sri Lanka requested that the mid-term assessment team make
recommendations on how to: (1) adjust or retarget programming to ensure that it is
drategic, respongve and paliticaly relevant in the current context; and (2) increase
synergy with USAID and other donor programs to prepare for closeout and possible
handover to the Misson in March 2006.

The results of the mid-term assessment were compiled in areport and discussed in detall
at the OTI drategy review session preceding the team building sesson (TBS) in
Dambullaon 29 September through 2 October. In addition, results from the program’s
monitoring and evauation initiative were dso factored into the dia ogue. The assembled
program development staff concluded that while the overal objective of the program was
dill relevant, the program’ s sub-objectives needed to be re-focused to reflect current
contextud redlities. The sub-objectives asinitidly formulated under the old contract
were:

Demondtrate tangible benefits of peace;
Increase the exchange of accurate, balanced information on peace-related issues, and
Reduce or prevent incidents of violence in conflict-prone communities.

The new sub-objectives identified by saff are now:

To increase awareness and/or understanding of key trangtion issues;
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To increase collaboration and participation among diverse groups to identify and/or
address priorities.

In addition to the new sub-objectives, the program team took the decision to become
more intentiond in salecting its target audiences. Emphasis will now be placed on “key
persons’, those individuas who have the ahility to influence decision making and shape
opinions a the grassroots level. Geographic focus areas dso came under scrutiny. The
team decided that going “deep” into alimited number of critical regions would be more
impactful than spreading our grant making over awider yet shdlow area.

Asan action item from the strategy session, each office/regiona team narrowed its
programming focus and identified their three “ strategic locations’ by 25 October. The
program development team responsible for the South identified the Tissamaharama DS
divison, the Embilipitiya- Sooriyawewa corridor and the triangle described by Tangalle,
Bdiatta and Wiraketiya as the focus of its programming efforts for the coming months

due to the potentia for conflict between riva proxies of the mainstream politica parties.
The program development officer responsible for Puttalam and the border areas el ected to
phase out of activitiesin Puttalam in favor of greater concentration on communities along
the border between Anuradhapuraand Vavuniya, owing to the multi-ethnic dimenson of
the area and the hardening of attitudes againgt the peace process. The Ampara office
identified its focus areas as Central Camp, amulti-ethnic suburb of Amparatown;
Akkaraipattu, a community along Ampara s east coast that has been the scene of clashes
between Mudims and Tamils, and the Moneragda- Okkampitiya-Welawaya triangle,
were extreme disaffection among Sinha ese threatens attitudes towards peace. The
Trinco team sdlected Trinco town and gravets, given itsrich ethnic mix; the rectangle
described by Muthur, Kinniya, Kantde and Seruwilafor its diversity of issues and
potentia for conflict; and the corridor between Morawewa and Gomarankadawe a, owing
to its multi-ethnic nature and the recent home guard incident.

All officeswill findize any grantsin the process of development under the old objectives
but are aso expected to begin development of new grant concepts in line with the new
grategy. Findly, dl officeswill sdect minimum criteriafor grant awards as away of
improving rigor in the types of activities the program chooses to fund.

Programming and the Contract Transtion

The new contract commenced on 1 August 2004. On that day, program devel opment
staff began making grants to cover the second phase of activities that could not be
accommodated under the time congtraints imposed by the old contract closeout. The
chdlenge lay in making sure thet this shift from the first phase grants to the second went
seamledy. In addition, program development staff began developing new grants that
were consonant with the revised program sub-objectives.

Because the program enjoys a much more robust budget for grants under the new
contract, comparisons with previous quarters grant making and commitment levels are
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irrdlevant. Subsequent quarterly reports will resume the practice of comparing quarterly
performance.

Overall Programming

At the close of the quarter, the program had made atota of 238 grants for $5,705,618
since inception, of which 55 grants totaling $1,705,614 were made under the new
contract (see Annex A). This represents a burn rate of $568,538 per month.  Although
this average is below the target of $625,000 month envisaged under the new contract, it
must be remembered that the program was not yet operating with afull program
development team and that contract closeout was aso taking place at the same time.
When viewed through this lens, the program development team’ s performance during the
past quarter was admirable.

Grant making during the first quarter of the new contract served to shift the overall
geographic digribution of total grants and committed funds. Nationd leve grants—
comprising media and information activities— comprised only 11% of total grants as
compared to 21% as of the end of July. However, total funds committed to nationd level
grants remained at a steady 11% of the overdl total. This change reflected a greater
emphasis on making regiond grants during the past quarter, which was an outgrowth of
the revised program strategy. In addition, some of the media and information grants
meade during the past quarter were not nationa in nature but rather focused on this sector
a alocd leve.

Grantsto partnersin the south increased dightly to 24% of total grants versus 23% of

total grants approved at theend of July. Funding for southern grants dropped dightly but
remained a solid 33% of totd funds committed to date. The change in Strategy towards
more process-oriented grants has brought the average grant award down; this accounts for
the seemingly opposite trend in number and dollar amount of southern grants.

Jaffnagrants remained at a stable 8% of tota grants while commitment levels on these
grants grew to 14% from 10% at the end of July. Two large grants to CHF were
responsible for theincrease. In Puttalam, grants remained at 5% of the tota number
approved but dipped to just 6% of overd| grant funding, reflecting the decision taken at
the strategy session to phase out of Puttalam. Grantsin the border areas of Anuradhapura
and Vavuniya comprised 4% of the total grants made to date on the program and adight
increase to 3% of overdl funds committed. Thissgnded the decison of program g&ff to
target the northern border area more intensively.

Grant making in the east (Ampara and Battica0d) remained a hedthy 28% of the
program total. However, the percentage of total grant funds committed to date dipped
dightly to 18%. Likewise, the percentage of grants made in the northeast dso remained
steady at 21% while funding for northeast grants decreased dightly to atotal of 13% of
overdl grant funds committed. Aswith grants to the south, these shifts reflected lower
average grant awards owing to a change in the nature of grant making. Details of grant
making by office are addressed below.

Development Alternatives, Inc.
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Colombo Office Programming

The Colombo office closed the quarter with atotdl of 119 grantsfor avaue of
$3,765,557. Grant making for the quarter was robust in spite of old contract closeout
activities, with 26 new grants being approved for atota of $1,042,589.

From a geographic perspective, Colombo office grants approved during the past quarter
were made in dl areas covered by the office. Grant making in the south was particularly
vigorous, with nearly hdf the grants made by the Colombo office during the quarter
targeting thisregion. Grants to partnersin Jaffna and nationd level grants adso accounted
for ahedthy percentage of the totdl.

One nationd levd grant that has recaived afair bit of notoriety was the gathering of
youth from around the country in Colombo to paint 11 peace-themed murds. The event
was held on the grounds of the Bandaranaike Memorid International Conference Hall
and recelved widespread media atention. The activity gained further attention when the
murals were hung in Parliament during the important budget debate sessons. The youth
involved were awarded prizes for their artistic abilities and expressions.

Program development in the south yielded many new grantsthis past quarter. One of the
most noteworthy was aregiond level media and information activity thet will target
peoples perceptions of key trangition issues, such as federalism, and air these over
electronic media This activity links to another smaller grant aso approved during the
past quarter that is conducting a series of awareness-raisng sessons on federdism with
grassoots communitiesin the south. The latter activity is using the outputs of yet

another nationd level grant effort to produce smple booklets on the range of power
sharing modesin other parts of the world.

Ampara Office Programming

At the end of October, the Ampara office had gpproved atotal of 70 grants for
$1,171,965 since the program’sinception. Of this amount, 15 grants for atotd of
$342,029 were awarded during the period covered by this report. Geographicdly, eight
grants were made to partnersin Ampara digtrict, three in Batticadoadidrict and onein
Moneragdadigtrict. In addition, the Ampara team broke new ground by approving a
suite of integrated activities in Badulla didtrict.

Following on from interest generated by programs implemented under the previous
contract by former grantee Nationd 'Y outh Service Council’s “ culturd peace group” and
former grantee Sri Lanka Human Rights Foundation’s street dramateam, the Ampara
office sgned new grants with the two organizations to take their performancesto a
number of different areas in both Ampara and Moneragda digtricts. Some of the new
locations will include communities where previous grants have been implemented as well
as the office’ s newly sdlected strategic locations. Both programs are being reworked to
address the program’ s focus on key trangition issues and the changing Sri Lankan
context.

Development Alternatives, Inc.
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As mentioned above, the Ampara office cleared a cluster of three grants with
organizations based in Badulla didtrict. Each grant aims to create stronger linkages
between influentid individuds, induding government officdds, and their communities.
The main activity focusisto provide balanced information on key trangtiond issues and
opportunities for opinions to be shared. An especidly interesting component isthe
provision of access to these key leaders for youth peer leaders so that their voices are
added to the ongoing didogue. Using the new tools they gain from USAID/QOTI trainings,
youth leaders, with broad community support, will implement asmal * shramadana’
(volunteer labor) project in target communities to address a community identified
priority. The community leve activity will then be linked back to the influentia leaders
through their participation and support.

Trincomalee Office Programming

By the end of October, the Trincomaee office made 14 new grants for atota of
$320,996. Thisisa particularly noteworthy accomplishment given thet the Trinco office
continued to operate with only one PDO during the reporting period, in spite of amassve
recruitment effort. Overdl, the tota number of grants given by the Trinco office since

the program’ s inception was 49 for atotal of $768,107.

Aninteresting grant made by the Trinco office during the past quarter was a conflict
mitigation initigtive involving multi-ethnic youth through a vocationd training program.
The grantee, the Nationd Y outh Services Council, selected 180 youth who were dready
part of their ongoing programs to participate in the conflict mitigation workshops as well
as develop a plan for renovation of the Council’ s building. Each training program was
facilitated by two trainers - arecognized conflict mitigation expert and an NY SC trainer.
Part of each day of the workshops was dedicated to designing and painting a peace-
themed mura on one sSde of the center's exterior wall. In addition to the conflict
mitigation training, the youth enjoyed on-the-job gpprenticeships with skilled laborersin
executing the renovation of the NY SC facility. The Trinco office leveraged additiond
training support from the World University Service of Canadain implementing this
project.
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IMPLEMENTATION

The mogt pressing implementation challenge of the past quarter was mantaining the
implementation momentum of grants cleared under the new contract while
smultaneoudy managing the closeout of al grants funded under the old contract.

Because of a shortage of staff and time congtraints, many new grants were designed to
begin after 30 September 2004, the last day of the old contract. This enabled program
development staff to kegp up the momentum of grant making in the contract trangition
period while implementation staff completed and closed out grants under the old contract.
Asareault, grant expenditure rates for the first three months of the new contract (see
Annex A) were only 5.89% for the total current obligation for grants and 3.56% of the
overdl budget dlocation for grants. This expenditure rate is expected to rise during the
next quarter.

One of the most daunting challenges for the Colombo office continued to be
implementation of Jaffnagrants. Because nearly al goods that are procured in Jaffna
carry with them atax component paid to the LTTE, the program is unable to procure
from Jaffnavendors. Thus, dl goods must be procured from other parts of the country
and transported up the A9 through LTTE-controlled territory. Specid arrangements have
enabled the program’ s goods to pass tax-free. However, the labor required to utilize
these goods and materias has become scarce. Our own human resource congtraints made
placing agtaff member full time in Jaffna to address the problem dilemmatic. The

solution to this problem was to fund internationd NGO CHF to actualy manage the labor
component of recongtruction efforts while DAI staff procured the goods and materids
needed. Not only did this solve the labor and human resource issues but it lso saved the
program funds that would otherwise have been factored into CHF overheads for the
meaterias component.

The Ampara office continued to confront implementation challenges that were
determined by external factors. The increased security levelsthat had been in place for
the past morths remained and staff were told to reduce their work- related travel.
Although security continued to be more of an issuein and around Bétticaloa, the Ampara
office was vigilart in obtaining up-to-date information on the security Stuation before
dlowing staff to move aong the coastd road.

The security Stuation in Trinco during the reporting period aso impeded implementation
somewhat but staff were able to circumvent this obstacle by conducting business
remotely through telephone and fax.
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OPERATIONS

The highlights of the quarter are detailed below.

Administrative and Staffing I ssues

Recruitment for current vacanciesin Colombo and Trincomalee continued this quarter.

In Colombo, the Program Development Officer position vacated by Mr. Ashan
Maaasekerain May wasfilled by Ms. Sudharshini Dharmawardane, former Grants
Manager and IT Specidis for the program. Ms. Dharmawardane’ s move to her new
duties created a Grants Manager vacancy in the Colombo office. That vacancy was filled
in July with the hiring of Mr. Anver Mustapha as our new Grants Manager. Findly,
Grants Manager Ms. Samudra Dissanayake began four months of maternity leave in mid-
July asaresult of her premature delivery of a hedthy baby boy. The Colombo office was
unable to locate qudified temporary candidates for Grants Manager in her absence.

Thus, her duties were covered by existing staff for the period of her leave.

In Trincomalee, a second vacancy in program devel opment was created by the
resgnation of Ms. Natasha Cassierein July. Fortunately, the first Program Devel opment
Officer vacancy wasfilled in the same month by Mr. Thangavel Sekthivell. Mr.
Sakthivell was previoudy employed by the Minidry of Industries. Heis a certified
CEFE trainer and graduate of the Karuna Center’ s peacebuilding training program.

In addition to filling existing vacandies, al three offices continued to recruit new staff, as
provided under the terms of the new contract. Some new vacancies were filled by the
promotion of current staff members or the laterd trandfer of taff to other offices on the
program. Indl cases, the shiftsin personnd were made in recognition of these saff
members fine performance. In Colombo, the new Grants Manager position wasfilled by
the promotion of Mr. Surrendra Wijeratne, formerly a Procurement Specidist. The
vacancy crested by Mr. Wijeraine' s promotion was filled by Mr. Lasantha Rodrigo,
formerly a Procurement Specidist in the Ampara office. In addition, the third driver
position in Colombo was awarded to Mr. Thanargiah Thurairasa, adriver in the Ampara
office.

In the Trincomaee office, the search continued for program development staff. Ms.
Premila Naguleswaran provided some temporary Program Development Officer support
to the team while gtill managing her Grants Specidist duties. By the end of the quarter,
two potentia PDO candidates had been identified but verifications and reference checks
were dill ongoing. The new Grants Specidist position wasfilled by Mr. Ledie
Jesurgan, formerly a Grants Specidist in the Ampara office. In addition, Mr. Sumith De
Slvawas sdlected for the third driver dot in the Trinco office. Asof the end of the
quarter, anew Procurement Specidist had not been identified.
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The Ampara office saw the exodus of three staff members to other program offices.
However, Ampara was aso able to promote two staff members from within. Ms. Vani
Naayinee, formerly the Executive Program Assistant, was promoted to replace Mr.

Ledie Jesurgan as Grants Specidigt. In addition, Mr. Ahamed Labbe Sathath, formerly a
driver for the Ampara team, was promoted to replace Mr. Lasantha Rodrigo as
Procurement Specidist. New daff were dso identified to take up new positions. The
third Grants Specidist position wasfilled by Mr. Sechithanandam Sasharan. Likewise,
the vacant Executive Program Assistant position was given to Ms. Y ogargah Neergah.
The remaining vacant positionsin Amparawere gtill under recruitment at the quarter’s
close.

In September, Ms. Barb Lauer of DAI/Bethesda covered the absence of Trincomaee
Regiona Program Manager, Ms. Brenda Barrett, who took serioudy ill in late August

and required medicd treatment abroad. At the request of the COP, Ms. Lauer was sent to
Trincomaee to cover Ms. Barrett’ s absence and provide leadership to the Trinco staff on
program devel opment, implementation and contract closeout issues. Ms. Lauer was able
to maintain the program devel opment momentum in Trinco through atime of competing
priorities, understaffing and a sometimes tense security environmen.

During the past quarter, incoming mail to dl three offices was “bagged” for afew days
after the US embassy received aletter in which white powder was found. The offending
letter was sent at once for analys's; the substance was discovered to be norttoxic. Once
this was determined, processing of incoming mail returned to normd in dl the program’s
offices.

Financial and Contractual | ssues

On 29 duly, final negotiations were concluded between the Office of Procurement and
DA\ for the establishment of anew contract for the program. The contract, which began
on 1 August, overlapped with the old contract until 30 September 2004. The vaue of the
new contract is $14 million and the term of the contract extends the program until 31
March 2006.
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