June 9, 2014

The Honorable Tom Vilsack
Secretary
U.S. Department of Agriculture

Dear Mr. Secretary:

Thank you for your response to my inquiry letter dated April 17, 2014, concerning the Soybeans for
Agricultural Renewal in Afghanistan Initiative (SARAI) funded by the U.S. Department of Agriculture
(USDA). After examining the materials that you provided, I'm concerned about the viability of the
project and the apparent lack of analysis and planning performed prior to the project’s initiation. I'm
most troubled by the following issues:

o The USDA confirmed that soybean production in Afghanistan has not met expectations and
that there are doubts concerning the long-term sustainability of a soybean processing factory
built as part of the project.

o The project's implementer, the American Soybean Association, did not conduct feasibility or
value-chain studies prior to initiation of the project in 2010.

e Scientific research conducted for the UK Department for International Development between
2005 and 2008 concluded that soybeans were inappropriate for conditions and farming
practices in northern Afghanistan, where the program was implemented.

o Despite the lack of prior planning and analysis, and despite evidence that may have put the
success of the program in doubt, USDA provided $34.4 million in commodities, transportation,
and administrative funds to ASA for SARAI.

| understand that Afghanistan’s operating environment poses daunting challenges for reconstruction
and development programs, and that any project in the country is bound to meet its fair share of
difficulties. However, what is troubling about this particular project is that it appears that many of
these problems could reasonably have been foreseen and, therefore, possibly avoided. Moving
forward, | recommend that you take the following actions prior to any further investment of U.S.
government funding in SARAI:

e Implement a thorough and comprehensive evaluation of the project’s future sustainability,
including a review of existing research on the economic viability of growing soybeans in
Afghanistan. If a viable business case cannot be supported, withhold further investment.

e Develop an in-depth plan to address the deficiencies and challenges already identified.

Additionally, | recommend that USDA thoroughly review the process by which the Food for Progress
program evaluates project proposals and makes its final selections.
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I thank you for your cooperation in this matter. Should you have any questions, please contact my

Director of Special Projects, Mr. Jack Mitchell, at_ or
at .

Sincerely,

oy

John F. Sopko
Special Inspector General
for Afghanistan Reconstruction

Attachments: |: USDA Response to SIGAR-14-51-SP Inquiry Letter
[I: Third-Party Evaluation of SARAI
[ll: SIGAR-14-51-SP Inquiry Letter: USDA Soybean Program
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ATTACHMENT I: USDA RESPONSE TO SIGAR-14-51-SP INQUIRY
LETTER
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Response to Special Inspector General for Afghanistan Reconstruction (SIGAR)

Soybeans for Agricultural Renewal in Afghanistan Initiative (SARAI)

Description of Project and Justification

In July 2009, the American Soybean Association (ASA) submitted a proposal to USDA
that requested funding under the Food for Progress program. The following paragraphs
were provided by ASA within its proposal.

“The American Soybean Association’s WISHH program (ASA/WISHH), in collaboration
with Shelter for Life (SFL) and Nutrition and Education International (NEI), propose a
multi-prong agricultural development program that will contribute to the trilateral U.S.-
Pakistan- Afghanistan efforts of improving food security, water management and watershed
rehabilitation, and agricultural trade corridors. Proposed activities also support needs most
recently stated following the June 2009 G8 Foreign Ministers Meetings, including
promoting sustainable agricultural development, watershed rehabilitation, promoting the
role of women, improved infrastructure and more efficient market access, capacity
building, and credit availability.

ASA/WISHH proposes a three year program reaching over 400,000 people with nine
activities supporting four objectives. The four objectives include, i) increase the production
capacity of targeted farmers through renovated irrigation systems, access to micro credit,
and technical support and training, ii) increase farmer access to markets through road
rehabilitation, iii) increase capacity to process and sell locally produced crops, contributing
to the creation of sustainable business opportunities, and iv) improve the nutritional
knowledge and status of targeted community leaders, health sector workers, food
processors, vulnerable individuals, and end users

Description of the Need for the Proposed Program

Afghanistan is a country with grim development indicators. The under-five mortality rate is
the second worst in the world, only behind Sierra Leone. Maternal mortality is also among
the worst in the world. In 2007, life expectancy was a mere 44 years. UNICEF s State of
the World’s Children 2009 reports that 54 percent of children under five suffer from
moderate or severe stunting, and that 33 percent of children under five are moderately or
severely underweight.! The Afghanistan National Development Strategy (ANDS) states
that, “...almost half of the Afghan population is unable to purchase a basic food basket to
provide 2,100 calories consumption per day.”2 In addition to insufficient caloric intake,
micronutrient deficiencies are widespread (especially for iodine and iron) as is inadequate
diet diversity. Findings from the 2007 National Risk and Vulnerability Assessment
(NRVA) indicate that 42 percent of the population survives on about US$14 per month, or

Y UNICEF, The State of the World’s Children 2009, pg. 122
? Government of Afghanistan, Afghanistan National Development Strategy, pg. 28
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less than 50 cents per day.3 UNICEF notes that when various key indicators in health,
education, and water and sanitation are compared across all provinces, “Baghlan ranks 37n
overall; the worst province in the country.” Takhar ranks 24" overall. On average, each
member of a rural family consumes 3.4 kilograms of flour each week. Adding soy flour to
wheat flour could greatly contribute to improving nutrition.

Agriculture is of paramount importance to Afghanistan, representing 50 percent of the
country’s GDP and supporting 85 percent of its people. Securing water for agricultural and
personal use is a challenge, however. According to the Afghanistan National Development
Strategy, ‘“Prior to 1979 some 3.3 million hectares were cultivated under various irrigation
methods, compared to the 1.8 million hectares now being irrigated.”4 In addition, “water
constraints inhibit cultivation of up to one third of irrigated land.”* The Ministry of Rural
Rehabilitation and Development notes that an average of only 19 percent of households in
Baghlan have access to safe drinking water, while in Takhar this number increases to 29
percent of households. Farmers also have challenges in securing credit for necessary
implements.

Poor roads are a real challenge in Afghanistan. In Baghlan, about 40 percent of roads are
accessible year round, while 32 percent of roads are accessible only during some seasons.
In Takhar, 43 percent of roads can handle car traffic year round, while about 30 percent of
roads are accessible to car traffic only part of the year. In both areas, however, nearly a
quarter of the province has no roads at all.®

Due to decades of conflict, much of Afghanistan’s agro-processing industry was destroyed,
draining physical assets and human know-how. The country currently imports over 90
percent of the vegetable oil that it consumes each year, mainly from Pakistan, Malaysia,
United Arab Emirates, and other neighboring countries. Providing support to oilseed
stakeholders will contribute to job creation and improved food security.”

Overview of Grant Agreement

In FY 2010, USDA signed a Food for Progress agreement with the American Soybean
Association that would support the Soybeans in Agriculture Renewal of Afghanistan
Initiative (SARAI). USDA modified the agreement in 2010 and twice in 2012 to approve
adjustments in the commodity sales process, the donation of commodities, and activity
descriptions and targets. USDA provided a total of $34.4 million of commodities,
associated transportation, and administrative funds through this agreement.

The following information is included in the grant agreement and describes the objectives
of the project, progress measures, and specific activities. USDA is currently considering a

? Tbid, pg. 27

4 Government of Afghanistan, | Afghanistan National Development Strategy, pg. 84

> Ibid, pg. 88

® Ministry of Rural Rehabilitation and Development, Provincial Development Plans for Baghlan and Takhar,
www.mrrd.gov.af/nabdp
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request to modify the grant agreement in order to address the challenges facing the project
and to enhance the prospects for longer term sustainability. If approved, the descriptions of
objectives, progress measures, and activities may change.

“(a) Activity Objectives
Monetization

ASA will monetize 13,750 MT of soybean oil, and, over a period of approximately three
years, use the proceeds from such sale to implement the following activities in
Afghanistan:

+ Renovate or Construct Irrigation Systems and Rehabilitate Farm-to-Market
Roadways to allow for greater water flows to reach targeted fields and to connect
agricultural producing communities to provincial, regional, and national markets.

¢ Provide Micro-credit to support the extension of credit for the purchase of
agricultural inputs and facilitate income generating trade that will complement food
production and marketing.

s Provide Technical Support and Training in the production of soybeans as a
rotation crop.

¢ Provide Marketing Assistance to develop, package and market various foods
produced by a newly-established protein processing facility.

s Establish an Oilseed Association to bring together multiple stakeholders,
including government representatives, producers, processors, wholesalers, traders,
and academics.

¢ Establish a Protein Processing Facility to process soybeans into flour.

¢ Conduct a Consumer Awareness Campaign to increase knowledge of general
nutrition and the health benefits of soy.

¢ Conduct Cooking Seminars and Support Bakeries to increase nutritional
knowledge and ability to utilize soy in cooked foods, including naan bread.

¢ Conduct Nutrition Impact Surveys to determine the nutritional impact on those
individuals who are participating under a direct feeding activity.

¢ Conduct Feeding Trials to determine the most efficient feed for poultry.

Direct Distribution of Sov Flour
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During the first year of activities under the agreement, ASA, through its subrecipient,
distributed 80 metric tons (MT) of defatted soy flour to 5,000 vulnerable, pregnant, or
lactating women and their families during the winter months. Each family received 4 kg of
soy flour per month for a period of four months (120 days per year). This ration provided
on average 22 grams of soy flour per person per day.

Barter of Sovbeans and Direct Distribution of Sov Flour

ASA will process 2,000 MT of soybeans annually over three years (6,000 MT total)
through a newly established, self-contained protein processing facility that it will purchase
with monetization proceeds under this agreement. ASA will arrange for Sustainable
Appropriate Local Technologies International (SALT) to manage and monitor the facility.
The 2,000 MT of soybeans that will be processed annually through this facility will yield
approximately 950 MT of low fat soy flour annually. From this amount, ASA will barter
430 MT of soy flour each year with processors to cover processing costs.

ASA will dispose of the remaining 1,500 MT of soy flour (500 MT of soy flour annually)
as follows: ASA will distribute a total of 250 MT of soy flour (160 MT will be used for
two winter rations and 90 MT will be used in cooking seminars) over a period of three
years. ASA will provide the remaining 1,250 MT of soy flour to the United Nations World
Food Program (WFP) as a donation, or to another identified non-governmental
organization(s) (NGO) through a subgrant, or both, for distribution to vulnerable
populations in Afghanistan.

ASA will provide a ration of soy flour to 5,000 vulnerable, pregnant, or lactating women
and their families for a period of four months (120 days per year) during two additional
winters. A woman will be eligible to receive rations for one, two, or three winters,
provided that she is vulnerable, pregnant, or lactating during each winter in which she
receives aration. ASA will also distribute soy flour to 10,000 vulnerable, pregnant, or
lactating women at ASA-sponsored cooking seminars. The distribution will consist of the
soy flour that is used during the actual cooking seminars as well as soy flour that will be
given to each vulnerable, pregnant, or lactating woman at the conclusion of each seminar
for home use. The cooking seminars are part of an ASA effort, funded through
monetization proceeds, to instruct vulnerable, pregnant, or lactating women on the proper
utilization of soy flour in the home production of naan (local style bread), as well as the
various ways that soybeans can be prepared and consumed.”

“Table I
MONETIZATION
Activity Objectives Type and Number | Progress Measures
of Beneficiaries
Renovate or Construct | -Direct: 15,000 Qutputs:
Irrigation Systems and | farmers and -Mobilize or establish one agricultural
Rehabilitate Farm-to- | unemployed laborers | extension and water management committee
Market Roadways in at least six communities
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-Indirect: 75,000
farming family
members and
unemploved laborers

-Rebuild and rehabilitate six irrigation
systems

-Improve 35km of tertiary access to market
roads

-Employ 320 unskilled laborers, each for a
period of eleven months

-Inject $866,000 in local markets through
provision of cash-for-work employment
Outcomes

-Improve the productivity of the land by at
least 100%

-Provide irrigation water for 6 communities
-Increase the purchasing power of 320
families by 400%

-Enhance agricultural trade by 50%
-Increase farmers’ income by 50% by the
end of the second harvest

-Increase farmers” income by an additional
5% beyond the third harvest

Provide Micro-credit

-Direct: 800 farmers
and artisans

- Indirect: 4,000
family members of
farmers and artisans

Outputs:

-Provide 800 loans, at an average of
$400/1oan, for agriculture-related activities
that increase the return on locally produced
crops and livestock

Outcomes

-Increase income of the participants by an
additional 25% by the second harvest
-Increase income of the participants by an
additional 5%-10% beyond the second
harvest

Provide Techmnical
Support and Training

-Direct: 9,000 farmers

-Indirect: 45,000 family
members of farmers

Outputs

-Develop a curriculum for trainers and
trainees

-Train 30 core trainers and 3,000 farmers per
year

-Establish and institute a system for
measuring yields in five percent of farms
monitored

-Establish approximately 90 demonstration
plots

Outcomes

-Increase quantities of soy grown from
approximately 500 acres to 4,500 acres
-Increase yields by 30 percent
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Page 8



RESPONSE TO SIGAR Page 6
Provide Marketing -Direct: 250 staff or Outputs:
Assistance employees of targeted -Conduct 22 technical assistance visits
comparies -Conduct 6 technical seminars
_Indirect: 500 staff -Provide technical assistance to established
members or employees | protein processing facility
of targeted companies Outcomes
-Increased knowledge of soy
-Increased demand for soy products
-10 companies will utilize soy in their
commercially available products
Establish an Oilseed -Direct: 250 producers, | Outputs
Association processors, wholesalers | _Egtablish and register one national oilseed
-Indirect: 5,000 farmers association
Outcomes
-Association established and registered, with
strategic plan and membership structure in
place
-Association offering services of value to
members
-Association able to recover costs for
services
Establish a Protein - Direct: 23 employees | Qutputs:
Processing Facility and 1,000 contract -Procure, transport, commission, and staff a

farmers

-Indirect: 5,115 family
members of employees
and contract farmers

protein processing facility

-Institute standard operating procedures and
production schedule

-Develop and process products for
commercial sale

Outcomes:

-Protein processing facility is sustainable and
profitable

-At least three products are developed and
are being sold commercially

Conduct a Consumer
Awareness Campaign

-Direct: 150,000
consumers

Outputs:

-Complete a consumer awareness campaign
Outcomes:

-Increased consumer awareness about the
benefits of soy

-Increased soy consumption

Conduct Cooking
Seminars and Support
Bakeries

-Direct: 10,000 pregnant,
lactating or vulnerable
women*®

-Indirect: 50,000
families of pregnant,
lactating or vulnerable

Outputs:

-Organize cooking seminars for 10,000
pregnant, lactating or vulnerable women
-Support start-up of 20 women-owned
community bakeries

Outcomes:
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women

-Increased knowledge of general nutrition
-Increased knowledge of the nutritional
benefits of soy

-Increased soy consumption

-20 women-owned bakeries operating
commercially

Conduct Nutrition
Impact Surveys

-Direct: 300 pregnant or
lactating women and
their families

Outputs:

-Build one set of surveys and protocols with
training materials for nutritional impact
measurement and food distribution
acceptance and uses

-Conduct training for two teams of 10 data
collectors

-Conduct baseline and follow-up data
collection annually on approximately 300
selected beneficiaries

-Provide outcome reports annually
Outcomes:

-Maintenance or improvement in nutritional
impact indicators for targeted beneficiaries
-Improved utilization by targeted
beneficiaries of the foods distributed
-Improved knowledge by targeted
beneficiaries of the nutritional value of foods
distributed

Conduct Feeding -Direct: 6 targeted Outputs:
Trials farmers -At least six poultry feeding trials completed
-Indirect: 10,000 farmers Out .
utcomes:
-Best poultry feed formulation determined
and information disseminated
-Increased used of soybean meal in feeds
DIRECT
DISTRIBUTION
Distribute Soy Flour -Direct: At least 10,000 | Qutputs:

pregnant, lactating or
vulnerable women*

-Indirect: At least
50,000 family members
of pregnant or lactating
women

-Distribute 8.5kg of soy flour to 10,000
pregnant, lactating or vulnerable women
following their participation in cooking
seminars

-Distribute 4 kg of soy flour for winter
family ration to 5,000 pregnant, lactating, or
vulnerable women during three winters
Outcomes:
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-Increased knowledge of general nutrition
-Increased knowledge of the nutritional
benefits of soy

-Increased soy consumption

-Nutritional status of targeted families is
maintained or improved

BARTER

Barter 6,000 Metric Direct: 62,267 Outputs:

Tons of Soybeans vulnerable beneficiaries | _500 MT locally processed soy flour for
distribution on an annual basis
-450 MT of low fat soy flour used as payment
annually for processing services able to be
sold commercially by protein processing
facility to help cover its operational costs
Outcomes:
-Improved quality of distributed food basket
-Increased availability of high quality protein
source
-Funds from sale by protein processing
facility of 450 MT of soy flour per year
received in barter help cover operational costs
of protein processing facility

Total Beneficiaries Direct: 248,896
Indirect: 194,615

* Note: Although 5,000 women will receive winter rations each year, the composition of
this group of women will change as the women’s eligibility status changes. In the second
and third years, some new beneficiaries will replace others who are no longer eligible. All
of the women who receive winter rations (up to 10,000) will also participate in the cooking
seminars and receive soy flour as a result of this participation.”

“(d) Anticipated Use of Sale Proceeds

Subject to Part 11, Item III, Paragraph B, ASA will use proceeds as set forth in the
following table and in Attachment C:

Table IV

Activities Dollar Amount of Proceeds
Renovate or Construct Irrigation Systems and $3.735.901
Rehabilitate Farm-to-Market Roadways P
Provide Micro-credit $934,000
Provide Technical Support and Training $1,740,885
Provide Marketing Assistance $450,000
Establish an Qilseed Association $480,000
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Establish a Protein Processing Facility $2,316,456
Conduct a Consumer Awareness Campaign $250,000
Conduct Cooking Seminars and Support $1,032,000
Bakeries

Conduct Nutrition Impact Surveys $140,000
Conduct Feeding Trials $160,746
Total Proceeds for Activities $11,239,988

If actual proceeds differ from the anticipated amount or ASA uses less than the total
amount that is specified in Attachment C under “Grand Total Costs™ approved for
monetization proceeds, ASA will apply the difference to increase or reduce the amount of
proceeds allocated to one or more of the activities listed in the table above and make
necessary adjustments to any indirect costs associated with such activity(ies), or ASA will
return the unused funds to CCC.

Renovate or Construct Irrigation Systems and Rehabilitate Farm-to-Market
Roadways

ASA, directly and through its subrecipient(s), will renovate or construct six irrigation
systems that have been identified as part of the Provincial government and United Nations
Assistance Mission in Afghanistan’s (UNAMA) priority list of projects. This may include
the following three types of irrigation systems: 1) flood irrigation systems with concrete
ditches typically used for rice and grain fields, ii) spray irrigation systems with water-
carrying pipes that are typically used on land fed by rain, where legumes are generally the
crop grown, and iii) drip irrigation also with water-carrying pipes. ASA will make
maximum use of manual labor in carrying out this activity, and all unskilled labor will be
hired from the beneficiary communities. To the degree possible, materials will be
purchased locally. Where local purchases may create a negative market impact, materials
will be imported.

ASA, directly and through its subrecipient(s), will rehabilitate approximately 35 km. of
roads that will connect agricultural-producing communities to provincial, regional and
national markets. Targeted roads will be graded and graveled with 5m width and an
average of 20cm thickness. Rehabilitated roads will have a slope on both sides to drain
rain water to redirect water off the roads. Ditches will be dug alongside the road and,
where roads intersect water streams, concrete overpasses will be constructed.

Provide Micro-credit

ASA, directly and through its subrecipient(s), will provide small scale loans to 800
families. The loans will primarily support the extension of eredit for the purchase of
agricultural inputs, the development of local craftsmen (tinsmiths and blacksmiths) to
support the agricultural economy, and the development of post-harvest activities to increase
the return on locally produced crops and livestock. This could include drying, storing,
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processing and transportation facilities. The number of loans that will be available for
craftsmen will not exceed 50 loans out of a total of approximately 800 loans.

For loan-repayment and performance accountability, the borrowers will be divided into
solidarity groups. The actual size of each loan will vary based on the client’s capacity, but
the average size per loan is estimated to be about $400. Borrowers that build strong credit
and demonstrate success may receive additional loans.

Provide Technical Support and Training

ASA, directly and through its subrecipient(s), will use a cascading train-the-trainers model
to provide agricultural training, with a focus on soybean production, to farmers, extension
workers, and academics. ASA will draw upon expertise from multiple sources to develop
the curriculum for this training, with topics that will include seed selection, soil quality,
moisture needs, fertilization, planting and cultivating, harvesting, cleaning, storage, etc.
AS A will offer an initial course with additional technical follow-up provided at various
time intervals. Each participant will receive a certificate upon completion of the training.
In addition to providing hands-on training in Afghanistan, ASA will fund the attendance of
a few selected individuals at training courses in the United States that are held on an annual
basis, generally for a period of one to two weeks.

Provide Marketing Assistance

ASA, directly and through its subrecipient(s), will provide technical assistance to
processing facilities, millers, bakers, and feed producers that are interested in utilizing soy-
based ingredients in their products. Depending on the identified needs of each business,
AS A will provide technical assistance in the basic processing of soy oil, extruded or
expelled soy flour, or soy protein; new product development; packaging and storage
(options to extend shelf life and minimize loss during transport); and marketing (increasing
awareness of the economic and nutritional benefits of soy). Technical seminars will also
be arranged to provide group training to targeted zirandas (local small bakeries).

Establish an Oilseed Association

ASA, directly and through its subrecipient(s), will establish an oilseed association, bringing
together multiple stakeholders, including government representatives, producers,
processors, wholesalers, traders, and academics. Specific activities will include
establishing an executive committee, providing training on association development to the
executive committee, facilitating a strategic planning process to create a membership drive,
hosting conferences or technical seminars, recommending policies to the Government of
Afghanistan, conducting promotions, developing a communications strategy, and creating
an association website.

Establish a Protein Processing Facility
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ASA, directly and through its subrecipient(s), will commission, procure, and transport a
self-contained, protein processing facility. ASA will purchase the facility from SALT, a
501(c)(3) organization that is headquartered in Grinnell, Iowa, and registered in
Afghanistan. SALT’s core services include processing facility design, fabrication, and set-
up; contract farming; food and feed processing; training of processing facility personnel;
and soy production. In addition to fabricating processing facilities, SALT establishes and
supports sustainable agribusinesses in lesser developed countries, specializing in
agribusinesses that utilize soy and other locally grown products for human food and animal
feed. ASA will arrange for SALT to manage and monitor the protein processing facility.
This facility will process soybeans bartered under this grant over three years, yielding low
fat soy flour for a direct distribution activity under this grant. The protein processing
facility, operating at full capacity, will employ a miller, business manager, and at least 20
unskilled laborers.

Conduct a Consumer Awareness Campaign

ASA will conduct a broad nutrition education and consumer awareness campaign, focusing
on the importance of nutrition, basic nutritional concepts, and the nutritional benefits of soy
consumption, including as a feed ingredient. Various methods will be used to reach
consumers, including radio spots and skits. ASA will also support competitions that raise
awareness about nutrition, which may include sports teams, recipe competitions, school
competitions, etc. As part of this intervention, ASA will also develop basic flyers and
participate in agricultural fairs.

Conduct Cooking Seminars and Support Bakeries

ASA, directly and through its subrecipient(s), will complement the direct feeding activity
under this grant by providing basic training on the utilization of soy flour in the home
production of naan (a local style bread). ASA will also conduct seminars on basic
nutrition, including informational seminars about nutrition for pregnant and lactating
woman, breastfeeding, complementary feeding for children aged 6-24 months, nutrition in
the lifecycle, and diet diversity. To increase sustainability, ASA will also support the start-
up of 20 women-owned bakeries for the production of soy-fortified naan. ASA will select
the women through an application process, with bakeries going into communities that are
receiving direct distributions of soy flour. These bakeries will also receive some of the
bartered soy flour to be included in a specially baked naan for women and children.

Conduct Nutrition Impact Surveys

AS A will conduct baseline and follow-up surveys to determine the nutritional impact for a
geographically representative sample of at least 300 beneficiaries who are participating in
one of the direct distributions of soy flour during the winter months. In implementing the
surveys, ASA will draft the survey questionnaire and measurement protocol, assist with
training data collectors, assist with data collection, analyze the data, and provide a final
report. The same tools will be used for both the baseline and follow-up survey, allowing
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for comparisons. Basic data that will be collected will include demographic data, objective
measures (such as height, weight, mid-upper arm circumference, and presence of edema),
and subjective and other indicators of nutritional and health status (such as symptoms of
respiratory disease and diarrhea, dietary information, and how the distributed foods are
accepted and used in the household).

Conduct Feeding Trials

ASA will conduct at least six feeding trials that demonstrate the benefit of soy in poultry
feed. Various formulations will be tried using soybean meal from the processing facility
and locally available ingredients. ASA will disseminate the feeding trial results through
various means, including through events hosted by the Oilseed Association and through

ASA’s Consumer Awareness Campaign activity.

Current Status of Project

USDA is reviewing a request from ASA to modify the grant agreement. The purpose of
the modification is to set the implementation plan for the fourth and final year of the
project. The modification would include changes needed to ensure increased production
from committed farmers, sufficient staffing support strategies, and renewed emphasis on
marketing and market development of soy in Afghanistan. USDA and ASA have
committed substantial resources in negotiating the modification to ensure that the views
and recommended adjustments of headquarter and field representatives of ASA and USDA
were included. The negotiations were also extended due to delays in submitting vital
documents, updating budgets, and submission of the third-party mid-term evaluation.

ASA has complied with the grant agreement in implementing activities and meeting
output-based indicators. ASA has reported favorable results in the number of farmers
trained, irrigation and roadway construction, and microcredit loans,

The final outcomes associated with the project are uncertain. USDA believes that the
project was successful in improving irrigation and roads, increasing credit availability, and
promoting market opportunities for soybean products, especially animal feeds. These
positive results may improve prospects for production of other agricultural products in
addition to soybeans. To date, positive outcomes for soybean production and the long-term
operation of the soy processing plant have not occurred. The modification that USDA and
ASA are negotiating is intended to focus on these areas.

Identified Challenges
The project has faced numerous challenges including delays in implementation, changes in

key staffing, and uncertain outcomes especially in production and the sustainability of the
processing plant. Below are more specifics on the challenges:
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Production

¢ Activities that provided items such as training, seeds, and credit have not resulted
in sizeable increases in production.

s Insecurity in the regions where activities occurred has affected production results.
Farmers remain reluctant to switch to soybean production despite the efforts by the
Government of Afghanistan, Nutrition and Education and International, and ASA.
Several entities are continuing to conduct experiments with seed varieties in
regions to increase the yield and profitability of soybean production.

s The low level of production increases risks for the sustainability of the processing
plant and may lead to reliance on imported products to remain viable.

Management

o ASA and its subrecipients had difficulties with staffing in Afghanistan. Tumover
was high, and some employees did not have sufficient experience.

¢ Philosophical differences between ASA and Nutrition and Education International
(another group investing in the soy value chain) prevented the coordination of
resources and had a negative impact on the investments in soybeans.

e Coordination and communication with the Government of Afghanistan was weak.

e While individual activities were beneficial, the overall project design had gaps that
may have been avoided if analyses on feasibility and the value chain were
completed at the beginning of the project.

Plan for Mitigation of Challenges

Headquarter and field representatives of ASA and USDA have discussed the challenges
facing the program and have negotiated a modification to the agreement. The modification
incorporates lessons learned from the implementation of the program and the mid-term
evaluation. The modification redirects resources to focus on production, improved
management, and increasing the likelihood of the sustainability of the processing plant. A
key objective is to engage with larger scale farmers in the Balkh region that use irrigated land
to increase production of soybeans.

The mid-term evaluation notes that a sustainable, local-production-based soy value chain in
Afghanistan is not achievable by the end of 2014. The independent evaluator provides key
recommendations that an extension through the end of 2014 could provide a proof-of-
concept demonstration in Balkh. If 2014 production figures from large farms are sufficiently
high (yield and profit relative to competing crops), an argument could perhaps be made that a
profitable soy industry is possible.

Within the modification request, ASA expects production to reach 1,200 MT of soybeans,
with 90 percent of that being sold to the factory. Further, ASA will shift resources to meet
the minimum number of trainings, involve the district-level agents of MAIL, and will work
with cooperatives in the Balkh province. While the projected level of locally produced
soybeans will fall well below the break-even point of the factory (2,000 MT), the private
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investors in the plant have added processing equipment to produce refined oil. The increased
investment by the owners indicates optimism for the longer-term viability of the plant.

USDA is monitoring the activities closely and has increased the frequency of performance
and financial reports from a semiannual basis to a quarterly basis.

ATTACHMENTS:
Financial Report

Midterm Evaluation Report
Agreement and Amendments
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ATTACHMENT IlI: SIGAR-14-51-SP INQUIRY LETTER: USDA SOYBEAN
PROGRAM
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