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UNITED STATES INTERNATIONAL DEVELOPMENT COCPERATION AGENCY 7’ "YQ"\ 3 4
AGENCY FOR INTERNATIONAL DEVELOPMENT R

WASKINGTON DO 2053

ACTION MEMORANDUM FOR THE ASSISTANT ADMINISTRATOR, FVA

THRU : DAA/FVA, Walter G. Bollinger Wl

~

FROM: FVA/FFP/C, Thomas H. Reese, II

SUBJECT: Linking Dairy Products with Development

Problem. Your authorization is needed for a new project with
$3,285,000 of development assistance funds to support
initiatives that utilize surplus dairy commodities to increase
consumption of dairy products, build markets for U.S. dairy
products and strengthen agricultural development efforts in
developing countries.

Discussion

A. Legislative background. The FY 1986 Appropriations Act
provided that no less than $5,000,000 of development assistance
funds be utilized "... for new development projects of private
entities and cooperatives utilizing surplus dairy products"
(Obey amendment). The intent of the legislation is that A.I.D.
fund new projects that utilize PL 480 and/or Section 416 dairy
commodities to boost milk and dairy product consumption, to
help build markets for U.S. dairy products, and to strengthen
agricultural development efforts. The House Appropriations
Commictee report on this bill drew special attention to the
Cooperative League's project with the National Dairy
Development Board in India and the Land O'Lakes project with
the Jamaica Agricultural Development Foundation, both of which
used dairy products under the PL 480 Food for Peace authority
for dairy development. Making allowance for required
reductions due to the Gramm-Rudman-Hollings Act, this
earmarklng is reduced by 4.3 pezcent, thereby resulting in a
minimum amount of $4,785,000. Of this amount, $1,500,000 has
been allocated for Central America, leaving the balance of
$3,285,000 available for programming worldwide. These funds
remain available for obligation until September 30, 1986. -

B. Canvassing for potential projects. An AID worldwide cable
sent March 28 provided background and guidance and solicited
field mission preliminary proposals for projects by April 25,
A similar guidance statement was sent to nine PVOs having had
PL 480 and/or Section 416 experience with dairy commodities,
well as to NCBA (Cooperative League) and Land O' Lakes, which
were mentioned in the House Committee report. The guidance
described (a) sources of surplus dairy products (either
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Title II of PL 480 or Section 416 of the Agricultural Act),
(b) types of commodities generally available (NFDM and cheese
plus limited quantities of butter, butteroil and UHT Milk),
(c) types of projects and inputs to be eligible for financing,
(d) anticipated beneficiaries, and (e) types of private
entities eligible. (Copies of the guidance cable and statement
are attached to this memorandum.) The LAC Bureau sent
supplementary guidance to five Central American missions.
Seventeen (17) potential projects were identified by USAID
missions and the private entities canvassed, including Belize
and Honduras mission proposals, for which the $1,500,000
allocation is being made. (A current status list of these
proposals is attached.)

C. Projects recommended for financing. Three individual
prcposals emerge from this process that are suitable for
financing from the balance of this earmarking during FY 1986.
They are as follows: (a) a grant to CARE for initiating
Section 416 activities in Mexico; (b) a grant to Blue Ridge
Christian Homes (BRCH) to support expanded distribution of
Section 416 dairy products in Haiti; and (c) a cooperative
agreement with Land O' Lakes to manage worldwide technical
assistance, in conjunction with other private entities, in
support of the various proposals in other countries that were
identified but for which projects could not be designed in the
time available.

CARE/Mexico. On April 10, CARE Headquarters in New York
advised us of their intention to submit a proposal to use
$400,000 of the earmarked funds in connection with their
pending Section 416 program in Mexico. 1In early June the CARE
Director in Bolivia travelled to Mexico to revise their
long-standing and pending Section 416 proposal, and to design a
development aspect into the program for which earmarked
Development Assistance funds could be used. The AID
representative in Mexico has already reviewed the revised
program and the Embassy recommends that FVA approve both the
Section 416 program and a grant to CARE from the earmarked
Development Assistance funds.

The new proposal just received from CARE/New York requests
$652,000 for equipping 16 new dairy cooperatives and two new
dairy centers. The cooperatives (lecherias populares) provide
reconstituted milk at a subsidized price (equivalent to about
U.S. $0.07/quart) to low income families. The dairy centers
assist small-scale dairy farmers increase their production.
The overall thrust of the program is to provide for increased
dairy product consumption by malnourished children and
stimulate local production to meet increased demand. Although
Mexico is a middle income country, up to 40% of its children
are estimated to be malnourished. The CARE program would
benefit over 300,000 needy families. With FVA assistance,
AID/Mexico conducted a review of Section 41§ programs that
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totalled over 56,000 MT in FY 1985 and could amount to over
100,000 MT annually. The Title II Division has recommended the
CARE proposal for Section 416 commodities to the DCC
Interagency Food Aid Working Group as part of an overall
Section 416 strategy for Mexico based on the review. Earlier
DCC approval had been given to the CARE proposal, except for a
10% monetization element. Since the new proposal contains only
3-4% monetization (due to recalculation of internal costs) plus
a CARE contribution of $100,000 toward the distribution costs
and developmental aspects of the program, DCC approval is
cxpected. In addition to its cash contribution, CARE has
expended an estimated $85,000 for design of the program and has
committed itself to assign its experienced director in Bolivia
as director of the new office to be opened in Mexico. Assuming
DCC approval of the CARE Section 416 proposal, FFP intends to
utilize between $400,000 and $600,000 of the earmarked funds
for a grant to CARE to equip the new cooperatives and dairy
centers., The final amount will be determined after full review
of the CARE proposal in relation to the other two proposals
described below.

BRCH/Haiti. The Blue Ridge Christian Homes (BRCH), which has
been operating in Haiti since 1977, submitted a letter of
intent on April 29 and a proposal on May 9 for a grant of
$476,860 to expand storage space and procure equipment for
distribution of Section 416 dairy commodities. After
discussion with USAID/Haiti, BRCH deleted regional centers and
added a well-drilling rig bringing the total grant proposal to
$575,489. The added storage and equipment would enable BRCH to
double its own dairy distribution program of 400 MT annually
and to improve its support to ten other PVOs under a
consolidated 2,000 MT annual Section 416 dairy progranm,
scheduled to start in August 1986. The well drilling program
would be a new, expanded initiative, also in support of other
PVOs as well as its own dairy products distribution program.
The new rig would enable BRCH to help communities obtain clean
water sources for use in reconstituting powdered milk to reduce
water-borne diseases, which has been a constraining factor in
expanding milk consumption by Haitian children. Although BRCH
is still working out its own budget, they informally estimate
that over $200,000 will be raised from indigenous PVQO well
drilling and dairy commodity handling reimbursements plus their
own U.S. contributions, of which about $40,000 could be
attributed to procurement of the new well-drilling rig
(allowing for a $40,500 debt remaining on the old rigqg).
USAID/Haiti has reviewed this proposal and strongly recommends
its approval (Port au Prince 4367).

Worldwide Technical Assistance (Land O' Lakes cooperative
agreement). The canvassing of USAID missions and PVOs revealed
interest in dairy programs in seventeen countries. (See
Attachment E.) LAC Bureau has authorized its missions in
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Guatemala and Belize to obligate funds for bilateral projects
totalling $1,500,000 involving technical assistance and some
equipment to establish NFDM and cheese processing plants and to
utilize NFDM for calf milk replacer feeding. The Food for
Peace Office is coordinating closely with LAC regarding these
projects since approval of surplus dairy products under PL 480
and/or Section 416 authority will be required. Likewise the
DCC Interagency Working Group for Food Aid is being kept
advised.

Other projects identified in Indonesia, Ecuador, Mozambique and
Egypt appear to have significant potential for increasing
consumption of dairy products and supporting development
objectives in those countries through private sector
activities., 1In each of these four countries the mission has
consulted with local entities and/or U.S. private organizations
regarding design of some type of dairy reprocessing and/or
production scheme; however, none of the designs are far enough
along to justify obligation of funds. 1In the other countries
where USAID and/or PVO interests have been identified there are
more remote possibilities for dairy projects, but much more
pre-feasibility work needs to be done in each case. Emerging
from this canvassing is a clear need for on-going
prefeasibility, feasibility and design work if viable projects
are to be carried out using surplus dairy products.

From informal discussions with Land O0' Lakes, Inc. (LoL),
National Cooperative Business Association (NCBA), Agricultural
Cooperative Development International (ACDI) and several less
specialized PVOs, a consensus emerged that LoL should take the
lead as a coordinator for on-going technical assistance efforts
involving collaboration among all the interested entities. LoOL
submitted a proposal on June 16, 1986, supplemented with a
letter of June 23, 1986, that would utilize up to $3,000,000
for technical assistance to requesting missions over a two year
period. Review of this proposal indicates that it is a
suitable basis for a cooperative agreement with LoL under which
continuing assistance can be provided to explore technical
aspects in individual countries where interest exists and that
are verified to be eligible for assistance under the FAA. The
cooperative agreement with LoL will specify that country
eligibility be verified in each technical assistance.
Furthermore, it will stipulate that technical assistance is not
to be provided for production of any dairy product by a
developing country for export purposes, which would be contrary
to the intention of the earmarking legislation and to statutory
provisions in Section 522 of the Continuing Appropriations Act,
1986. If both the CARE/Mexico and BRCH/Haiti grant proposals
are fully funded (which is subject to more detailed review and
analyses), $2,090,000 will be available for this cooperative
agreement with LoL.
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E. Evaluations. An interim evaluation will be scheduled for
the first anniversary of the Land 0'Lakes agreement and a final
evaluation on or about the second anniversary. Funds are
budgeted specifically for this purpose as part of the LoL
cooperative agreement. Evaluations also will be required as
part of the CARE and BRCH grants.

F. Project Management. Management of the project will be
decentralized to the extent possible. The PVO grant activities
in Haiti and Mexico can be monitored by the USAID and AID
Representative, as part of the ongoing Section 416 programs in
those countries, with backstoping by FVA/FFP and LAC country
offices. Each technical assistance activity submitted by an
AID Mission will be passed directly by the FFP backstop officer
for that country to LoL, which will search for the required
technical consultants through its contacts and arrangements
with cooperative organizations and private sector
organizations. Pre-feasibility and feasibility studies that are
within the time and funding limits set in the cooperative
agreement will be arranged directly between LoL and the
requesting field posts. As identified activities move toward
full design, FVA and the respective regional bureau will have
to consider the management aspects of whether the required
ongoing dairy commodity and complementary development
assistance (if any) are justified and programmable.
Monetization of dairy commodities (subject to established

PL 480 and Section 416 criteria and DCC interagency approval)
and contractual management arrangements designed into activity
proposals will be important factors in this regard. An FVA/FFP
officer will be designated as the central focal point to
maintain liaison with LoL under the cocperative agreement
arrangement,

G. Budget. Subject to final review and negotiations, the
following budget is recommended.

Grant to CARE for Mexico Section 416 operation 600,000
Grant to BRCH for Haiti Section 416 operations 565,000
Cooperative agreement with LoL for central tech. asst. 2,100,000
Evaluation (under LoL cooperative agreement) 20,000
Total 3,285,000

Issues

A) Levels of contributions by cooperating sponsors. The
relatively short notice regarding availability of funds for
this project has not allowed the prospective cooperating
sponsors time to generate additional resources from other
sources. Nevertheless, bona fide efforts have been
demonstrated by the three proposed recipients.
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CARE is prepared to commit $100,000 toward start-up of its
Section 416 program and dairy development activities in Mexico
in addition to over $85,000 in field design costs already
expended. Past and future support costs from Headquarters, and
the cost of opening a permanent office in Mexico are also
significant contributions.

BRCH expects to maintain an annual operating budget of about
$200,000 in Haiti and is considering expanding its efforts to
raise funds from its U.S. congregations with the stimuius of
additional USG surplus food and this proposed grant. Moreover,
the coordinating role of BRCH in Haiti has been and should
become increasingly important in enabling smaller PVGs to
operate dairy and other food distribution programs.

LoL activities in the field and those of their collaborators
(principally NCBA and ACDI) have been the stimulus for
identifying the proposed projects that have already emerged.
Their role will be especially important in attracting private
capital investment to invest in dairy development activities in
the future. They will be asked to demonstrate that the use of
funds under the agreement results in attracting significant
amounts of additional private capital investment in the dairy
sectors of the countries in which they carry out technical
assistance,

Civen the short time available, the contributions by the three
proposed recipients of project funds are deemed to be
appropriate in nature and size.

B) Collaboration. The process of canvassing has revealed
strong, and potentially competitive, interests in using U.S.
dairy surpluses for expanding markets and for development. The
written proposal and letter by LoL give assurances of
collaboration and express the LoL "intention to enter into
arrangements with cooperative organizations, cooperatives, and
private sector agribusiness organizations to ensure timely and
effective responses to requests for assistance" under the
project. This has been reinforced by numerous discussions with
representatives of LoL and other interested organizations. Upon
approval of this project, FFP will send a circular cable to the
17 interested posts (i.e. those responding to the circular
telegram) notifying them of the arrangement expected with LoL,
Upon signature of a cooperative agreement, FFP will advise the
other private entities who responded and send a worldwide
circular cable to help ensure that posts not responding
previously are informed. Therefore, monitoring of incoming
requests from field posts and periodic reports from LoL as
described under the project management arrangements above will
enable FVA/FFP to confirm that there is collaboration among all
interested entities.




Recommendations:

1) That you approve the project described above.
Approved: ¢ oy, /L/; /gjm,%
Disapproved:,

Date: Aﬂj /,5" RA

2) That you approve the selection of the CARE, BRCH and Land
O'Lakes as recipients of funds under this project based on the
canvassing of nine PVOs and two cooperative development

organizations who have experience with dairy commodities under

Pl 480 Title II and or Section 416. ‘ -~
Approved: ,145% if(f,ldLléOc%{l
Disapproved: /
Date: isr /’37 Vo 2. 48
Attachments: /

A) Project Data Sheet

B) Legislation (House of Representatives Reports 99-252
and 99-450)

C) Guidance cable (STATE 97048)

D) Notification statement (sent to PVOs)

E) Status of proposals

Clearances: FVA/FFP/II, W. Pearson (subs) Date 7/25/86
FVA/PPE, L. Stamberg (draft@nate 7/25/86%(5
(draft)

PPC/PB, L. Tanner pate ~7/9/86
LAC/DP, P. Sellar (draft) Date 7/15/86
ANE/DP, B. Sidman (draftt) Date 7/7/86
AFR/DP, P. Fleuret (dratt) Date 7/21/86

SER/AAM/W, J. Hacken (draft) Date 7/15/86
GC/CP, C. Stephenson (drar:) Date 7/17/86

\)N

prafter: FVA/FFP/I1I1/PS, MDwyre:jj:0005MDMM
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developing countries.
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Attachment D

Notification Statement (Sent to PVOs)

The attached statement was sent by the Coordinator, Office of
Food for Peace, during April 1986 to the following
organizations (copies of letters are on file in FVA/FFP/11).

Adventist Development and Relief Agency (ADRA)
Blue Ridge Christian Homes (BRCH) a/

CARE b/ -

Catholic Relief Services

International Partnership for Human Development c/
League of Red Cross and Red Crescent Societies

Mt. Vernon Baptist Church

S.H.A.R.E. d/

World Vision e/

Save the Children

National Cooperative Business Association (NCBA) £/
Land O' Lakes, Inc., (LoL) g/

a/ BRCH submitted proposal for expanding its Section 416
operations in Haiti. Revised proposal expected soon after
July 7. PIO/T to be prepared for approval.

b/ CARE letter of intent for initiating a Section 416 program
in Mexico. 1Its full proposal is expected July 1. PIO/T to be
prepared for approval.

¢/ IPHD letter of intent for $15,000 of technical assistance in
Mexico. To be referred to central TA program with Land O'
Lakes.

d/ S.H.A.R.E. representative has expressed interest in getting
technical assistance under central program for operations in
Mexico and Guatemala with Section 416 commodities.

e/ World Vision submitted letter of intent re program in kenya,
which was subsequently withdrawn. Interested in utilizing
technical assistance from central fund.

£/ NCBA and LoL made informal proposal for a jointly
administered technical assistance program. Subsequent proposal
was submitted by LoL, providing for administrative support from
NCBA and collaboration with other entities. (LolL letters of
June 16 and June 23, 1986).

e
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New Initiative for Linking Development Assistance
Funds with Dairy Products

1. Summary. A.I.D. posts and private and voluntary
organizations are being invited to submit proposals for
financing new development projects that will utilize
surplus U.S. dairy products in developing countries.
The FY 1986 Foreign Assistance Appropriations Act
provides that not less than 5 million dollars be used
for this purpose. These funds are appropriated for FY
1986 only.

2. Background. The FY 1986 Appropriations Act
provides that not less than $ 5,000,000 of development
assistance funds be utilized for new development
projects of private entities and cooperatives utilizing
surplus dairy products [Obey amendment]. The intent of
the legislation is that A.I D. fund new projects that
utilize PL480 and Section 416 dairy commodities to boost
milk and dairy product comsumption, to help build
markets for U.S. dairy products, and to strengthen
agricultural development efforts. The House
Appropriations Committee report on this bill drew
special attention to the Cooperative League's project
with the National Dairy Development Board in India and
the Land O'Lakes project with the Jamaica Agricultural
Development Foundation, both of which used dairy
products under the PL480 Food for Peace authority for
dairy development. (Information on these projects is
available from FVA/FFP/II.) Making allowance for
required reductions due to thke Gramm~Rudman-Hollings
Act, this earmarking is reduced by 4.3 percent, thereby
resulting in a minimum amount of $4,785,000 Of this
amount, 52,000,000 has been allocated for Central
America, leaving the balance available for programming
worldwide. These funds remain available for obligation
until September 30, 1986,

3. Source of surplus dairy products. Dairy
commodities should be programmed in accordance with
established procedures for PL480 Title II and Section
416 of the Agricultural Act of 1949, as amended.
Substantial revisions were made to this legislation in
the recently passed Farm Bill (Food Security Act of
1985). Pending issuance of revised guidance for
programming surplus dairy products in accordance with
the new legislative provisions, Regulation 10 and other
current A.I.D. guidelines should be used.

4. Types of dairy commodities available for use. Non
fat dry milk (NFDM) and cheese generally can be expected
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to be available. Limited amounts of butter, butteroil
and ultra-high temperature (UHT) milk also may be
available from surlpus stocks for this purpose. Since
long term availability of surplus stocks cannot be
guaranteed, delivery proposals should be designed on a
short term basis, generally not to exceed one year in
duration. Monetization of the dairy products in
association with their delivery can be considered on a
case-by-case basis only.

5. Types of projects envisaged. Costs of
complementary inputs to strengthen the development
impact of deiivering dairy products to needy populations
should be considered for funding under this program.
This can include school feeding, mother-child health and
food for work projects if their objectives are generally
focused on agricultural development. Storage costs,
vehicles or other capital inputs can be considered, if
appropriate to overall A.I.D. objectives in the

country. Technical assistance for logistics,
administration and nutritional aspects can be included.

6. Funding. Since the funds are appropriated for one
year only, projects should be designed for life of
project financing. Three years normally should be the
maximium life of project envisaged. Financing should be
limited to capital expenses, technical assistance,
training and start-up costs. No operating costs will be
financed beyond the first year. Other sources of
financing recurring operating costs should be identified.

7. Beneficiaries. There must be a demonstrable
positive and lasting effect, preferably in terms of both
increased income and nutrition, on a significant number
of poor recipients.

8. Private entities. U.S. and/or local private and
voluntary agencies, cooperatives and private enterprises
should be considered as implementing agents. A..I.D.
field posts will be available to consult with local
representative of U.S. organizations and with local
entities as appropriate.

9. Submission of proposals. Preliminary proposals
should be subuitted to the Food for Peace Office of
A.I.D. as soon as prospective projects are identified.
Questions regarding these guidelines may be addressed to
Michael Dwyre, Arthur Braunstein or Roy Harrell of the
Title II Division (Tel. 703 235-2844).

docid: 2819Q
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Linking Dairy Products with Develoment

Country Amount
Central America

Belize $300,000
Guatemala $1,200,000
Honduras Unknown
Panama ($700,000)

El Salvador Unspecified

Other LAC

Bolivia $150,000
Mexico $600,000
Mexico $15,000

Status of Proposals

References
State 102933 (4/3)
Belize 1401 (4/22)

State 183372 (6/11)
Belize 2253

Guatemala 4486 (4/26)
NCBA 1ltr. 4/18/86
(with Land O'Lakes)
State 185503 (6/12)

NCBA
(with Land O' Lakes)
Mission telecon

ACDI Ltr 5/1/86
Panama 5489

El Salvador 6930
State 180582

Lapaz 1969

CARE Ltr. 4/10/86
Mexico 12629 (6/16)
Mexico 12630 (6/16)
Mexico 13110 (6/20)
CARE Ltr. 6/27/86
CARE Ltr. 6/30/86

IPHD Ltr. 5/30/86

Remarks
LAC guidance cable.

NFDM calf feeding.
Cheese processing
plant. Action:
Mission Is authorized
to obligate funds.

NFDM reprocessing
plants. Action:
Mission is authorized
to obligate funds.

NFDM calf feeding.

Mission does not
want to undertake
food aid project at
this time.

Requests TA.
Recommend LoL central
grant.

1,000 MT volag
activity (CARE, SCF,
Meals). Recommend TA
from centrally funded
grant.

Dairy coops and
processing centers.

Action: Revised CARE
proposals under
review. Section 416

start-up needs DCC
approval. Prepare
PIO/T for DA.funds.

Water systems and
small agric. devel.

\



Haiti $575,000
Ecuador $350,000
Peru $800,000
Africa

Cameroon Unspecified
Kenya ($390,000)
Mozambique $500,000
ANE

Egypt Unknown.
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BRCH 1ltr. 5/9/86
State 142283 }5/16)
Bender mtg. 6/4/86

(Harrell/Braunstein/

Dwyre)
PAUP 4367 (6/24)
Quito 4187 5/12/86

ACDI 1ltr. 5/1/86
State 160109 (5/21)
Lima 7253 (6/23)

Yaoundi 4938 (6/12)

WVRO 1ltr. 4/16/86
Nairobi 9905
State 121884
Nairobi 17039
WVRO ltr. 5/8/86

Maputo 1182
Maputo 1725 (6/20)

Cairo 8839

State 121690
NCBA 1ltr. 4/18/86
State 144465
Cairo 11997

ACDI concept
paper 6/86

Attachment E

BRCH revised budget
upward to include
well-drilling rig.
Dropped regional
centers. Migsion
concurs. Action:
BRCH to submit
revised proposal soon
after July /.

TA from LoL for coops
and dairy industry.
Recommend financing
from central grant.

Assist local producer
and financial coops,
financial institution
and foundation.
Mission unable to
pursue ACDI proposal
at this time.

Dairy coop proposal
by NCBA.

Proposal withdrawn
by WVRO.

NFDM and butteroil
for rehadb of
evaporated milk plant
(local

entrepreneur).
Action: AFR
undeclded whether to
proceed.

Mission supports
NCBI/LoL doing further
work to follow-up on
initial interest
generated with
private sector dJdairy.
ACDI also interested.



Indonesia Unspecified

Bangladesh Unspecified
Centrally Funded
Worldwide $3,000,000

Feefn 1lls

NCBA 1ltr. 4/18/86
Jakarta 7489

Dhaka 2679

LoL proposal 6/16/86
LoL Ltr. 6/23/86

Attachment E

Recommend TA from
centrally funded
grant.

Ditto

Action: PIO/T in
preparation.
($2,110,000)



