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I. INTRODUCTION

Although coming near the end of the fiscal year (FY), the September 11 terrorist attacks on America
overshadowed all other events of FY 2001, and set our country’s relations with the twelve Eurasian states of the
former Soviet Union on a new course. Almost all of the Eurasian countries have actively supported us in the
war against terrorism. Many have provided overflight and even basing rights for U.S. forces. Supplemental
FREEDOM Support Act (FSA) funds and other assistance funds appropriated as part of the Emergency
Response Fund in mid-September 2001 were an important instrument for cementing these closer relations and
for dealing with key challenges in the “front-line” states of Central Asia. The combination of regular and
supplemental FSA funds and other agencies' assistance funds redirected toward Central Asia will enable the
U.S. Government to improve these countries’ border security, and to intensify its efforts to address those
features of the region that make it a potential breeding ground for conflict and extremism, such as isolation from
the outside world, poverty, lack of jobs, and poor community services.

For the twelve Eurasian states, FY 2001, like FY 2000, was a year marked by uneven progress toward stability,
democracy, and market-based economies. For the second year in a row, all twelve Eurasian countries
registered increases in gross domestic product (GDP) during calendar year 2001, and FSA-funded economic
reform programs made a real contribution to this improved economic performance. One area in which U.S.
assistance had a particularly positive impact was the agricultural sector, which is still a major employer in most
of the Eurasian countries. In Ukraine, U.S. Government assistance was key to significant progress in
agricultural policy reform and privatization of agricultural land, which contributed to record harvests in 2001.
Similarly, a U.S. Government-funded market access program has helped Armenian farmers and food
processors to develop new markets and products. U.S. Government-funded programs providing credit to
entrepreneurs also scored significant successes in FY 2001, such as in Russia, where the U.S.-Russia
Investment Fund (TUSRIF) has become the market leader in both leasing and mortgages. TUSRIF’s success
has helped convince several Russian banks to enter these important markets.

However, throughout the region, positive developments on the economic front were generally not matched by
progress in democratic reform. In FY 2001, many governments in the Eurasian region continued to suppress
the development of civil society and stifle critical voices in the media. Nevertheless, even in these difficult
working conditions, U.S. Government-funded programs registered significant successes in FY 2001, such as
facilitating the passage in Russia of a landmark Code of Criminal Procedure. U.S. Government-funded
technical assistance helped the drafters produce a bill that, if properly implemented, will shift power from the
prosecutors to the courts and increase the rights of defendants. Even in those Eurasian countries where there
is relatively little political pluralism and the government often stifles independent voices, U.S. Government
assistance to non-governmental organizations (NGOs) made it possible for civil society to assert itself. In
Kazakhstan, for example, U.S. Government-funded technical assistance helped local NGOs organize an
advocacy campaign against the government’s proposed changes in the Law on Media. By combining citizen
petition drives with unprecedented protests by independent television stations, Kazakhstan’s civil-society sector
took part in an open debate on the proposed amendments, resulting in the adoption of a compromise measure
that softened many of the legislation’s harshest articles. Similarly, in Kyrgyzstan, a major national advocacy
training program for NGOs contributed significantly to a focused public outcry that resulted in the recall of a
presidential decree that would have undermined the rights of political parties, NGOs and media, as well as
freedom of association.

The social costs of transition continue to be high throughout the Eurasian region, where a very large segment of
the population still lives in poverty. U.S. Government assistance programs have helped ease the burden on the
region's most vulnerable citizens. In Georgia, where a cut-off of Russian gas supplies in mid-winter created a
near-crisis, U.S. Government-funded winter heat assistance enabled many of Thbilisi’s poor, as well as
institutions such as hospitals and orphanages, to stay warm. U.S. Government-funded health assistance also
registered successes. In Russia, for example, two pilot tuberculosis programs demonstrated results good
enough to justify their replication elsewhere in the country. In Kyrgyzstan, the introduction of hospital co-
payments in two pilot regions proved extremely popular: people who are hospitalized now pay less than they
previously paid “under the table," and the increased revenues are enabling hospitals to increase their stocks of
medications and supplies.

Accepting the fact that the transition to democracy and free market economies in the Eurasian region will occur
unevenly and over a long period of time, U.S. Government assistance to Eurasia is based on two principles:



(1) balance between programs that address immediate threats and programs that promote lasting generational
change; and (2) selective engagement based on willingness to reform. U.S. Government assistance to Eurasia
has evolved over time in response to changing circumstances. Initially, U.S. Government assistance was
overwhelmingly humanitarian. In the mid-1990s, technical assistance to governments was increased to help lay
the institutional foundations for reform. Later, as many governments in the region proved resistant to reform,
assistance resources were redirected away from central governments towards the grassroots level, with an
emphasis on programs such as exchanges and Internet access, as well as support for NGOs, independent
media, small business, and reform-minded regions and cities. In FY 2001, for the fifth consecutive year, the
overall budget for Eurasian public diplomacy exchange programs was increased. Over 9,500 citizens of the
Eurasian countries traveled to the United States on U.S. Government-funded exchange programs in FY 2001,
bringing the cumulative total since 1993 to almost 90,000. Also in FY 2001, dozens of new public-access
Internet facilities were opened throughout the region, and literally thousands of NGOs, media outlets and
entrepreneurs received grants, loans and various kinds of training.

Where critical national security interests are at stake—as is the case with efforts to prevent the proliferation of
weapons of mass destruction and related technology and expertise, to combat trafficking in other illicit arms and
narcotics, and to counter the threat of terrorism in Central Asia—the U.S. Government has worked closely with
central governments, which are responsible for dealing with such matters. The U.S. Government's largest
single assistance program in Georgia has helped the Georgian Border Guard develop more effective control
over land and maritime borders, which is key to Georgia being able to fully assert its sovereignty and territorial
integrity. The State Department's Science Centers and Biological Weapons Redirection nonproliferation efforts
have involved a combination of work with the central governments and direct assistance to redirect the efforts of
former Soviet weapons scientists and institutes towards civilian purposes. U.S. Government-funded security
assistance such as the U.S. Defense Department's Cooperative Threat Reduction (CTR) and the U.S. Energy
Department's Material Protection, Control and Accounting (MPC&A) programs also continued to work
successfully with the governments of the participating Eurasian countries. These programs remain among our
highest assistance priorities. However, in terms of economic and political engagement, the U.S. Government
has scaled back or eliminated altogether its technical assistance to those Eurasian governments that have
shown little or no genuine interest in reform, such as the governments of Belarus and Turkmenistan.

The U.S. Government continues to modify its assistance programs in response to lessons learned over the last
decade. During the second half of FY 2001, the Office of the Coordinator of U.S. Assistance to Europe and
Eurasia headed an interagency review of non-security-related assistance to Russia. The review concluded that
in a time of reduced budgetary resources, it is important to focus strategically on a few areas where our
resources can have the greatest impact, including support for entrepreneurs, development of civil society
(including independent media), and health. At the same time, the National Security Council led an interagency
review of nonproliferation assistance programs in Russia, resulting in an NSC recommendation to expand some
programs and consolidate, modify or close-out others. These conclusions will shape future U.S. Government
assistance to Russia. As described above, in the wake of September 11, the U.S. Government has also begun
to devote an increasing amount of FSA and other assistance resources to programs for Central Asia and
Azerbaijan—countries on the frontline of the war against terrorism. Now that the U.S. Congress has given the
President authority to waive the restrictions on assistance to the Government of Azerbaijan contained in Section
907 of the FREEDOM Support Act, the Coordinator's Office will be reprogramming some remaining unobligated
FY 2001 FSA funds to support the U.S. Government's anti-terrorism goals in Azerbaijan, including improving
that country's border security and addressing the root causes of potential public dissatisfaction.

Although the context of U.S. Government assistance to Eurasia was radically redefined by the events of
September 11, the central goals of our Eurasian assistance programs remain as vital to U.S. national security as
they were ten years ago. Promoting democratic and economic reform in the Eurasian countries and preventing
the proliferation of weapons of mass destruction and related technology and expertise remain our best means
for achieving peace and stability in the Eurasian region.



FINANCIAL SUMMARY

After peaking at $2.5 billion in FY 1994, funding for U.S. Government assistance to Eurasia under FREEDOM
Support Act authorities reached its lowest level in FY 1997 ($625 million), but subsequently increased. Year-by-
year appropriation levels are as follows:

FY 1994 $2.458 billion
FY 1995 $850 million
FY 1996 $641 million
FY 1997 $625 million
FY 1998 $770 million
FY 1999 $847 million
FY 2000 $839 million
FY 2001 $810 million
FY 2002 $784 million

As of the end of FY 2001, cumulative appropriations for FREEDOM Support Act, Cooperative Threat Reduction
and other major Eurasian assistance and cooperative programs totaled an estimated $19.51 billion, of which
approximately $18.32 billion had been obligated and $16.51 billion expended. In FY 2001, FREEDOM Support
Act obligations and expenditures increased by $845.62 million and $769.74 million, respectively, while
obligations and expenditures of other U.S. Government-funded assistance programs for Eurasia increased by
an estimated $967 million and $911 million, respectively. (For details, please see the charts in the Appendix of
this report.)

STRUCTURE OF THE FY 2001 ANNUAL REPORT

The format of this report has been revised this year. To the extent possible, information on country-specific
assistance programs has been consolidated into the country assessments in Part Il, which should make it easier
for the reader to get the full picture of assistance to each of the 12 Eurasian countries. Each country
assessment begins with a brief overview of the political and economic developments in FY 2001, and is followed
by an assessment of U.S. Government assistance by category, based on input from the U.S. embassy in that
country, as well as from Washington, D.C.-based implementing agencies. In addition, each country assessment
is followed by an FY 2001 country budget summary, as well as a cumulative overview of humanitarian
assistance provided under Operation Provide Hope.

Part 1l of the report contains agency-by-agency overviews of the major U.S. Government-funded Eurasian
assistance programs, trade and investment programs, and cooperative activities, with an emphasis on regional
programs that involved more than one Eurasian country. Part IV presents an evaluation of the performance of
each of the Eurasian countries according to the criteria in Section 498A of the Foreign Assistance Act of 1961.
Part V describes the use of the "notwithstanding" authority provided to enable U.S. Government assistance
programs to move forward without delay. Part VI provides an evaluation of progress in resolving trade and
investment disputes and negotiating bilateral investment treaties with the countries of the Southern Caucasus
and Central Asia, as required by the Silk Road Strategy Act of 1999. The appendix of this report provides
summary charts of assistance funds budgeted, obligated and expended during FY 2001.



. COUNTRY ASSESSMENTS

The following country assessments provide an overview of U.S. Government assistance programs and their
effectiveness in each of the twelve Eurasian states in FY 2001. These assessments, which also contain brief
overviews of political and economic developments in each country, are based on information provided by the
U.S. embassies, as well as by Washington, D.C.-based implementing agencies.

ARMENIA
Political Overview

Following the collapse of the Soviet Union and the re-emergence of the Republic of Armenia in 1991, a
significant out-migration from Armenia took place, due principally to reduced economic opportunity, the
continuing effects of the devastating 1988 earthquake, and dislocations caused directly and indirectly by the war
with Azerbaijan over the enclave of Nagorno-Karabakh, including a serious energy shortage in 1992-94 that
resulted in a lack of heat for large segments of the population. Estimates of Armenia’s current population vary,
but many observers estimate that fewer than two million permanent residents live within the Republic’s borders,
with a few hundred thousand migrating seasonally between Armenia and Russia and Armenia and Ukraine in
search of work. The first census of Armenia since 1988 was taken in October 2001 with U.S. assistance, but it
will be some time before the resulting data are published. In an effort to resolve the conflict over Nagorno-
Karabakh, the OSCE’s Minsk Group has supported periodic meetings of the Armenian and Azerbaijani
presidents, so far without a final resolution of the conflict. Although only a ceasefire remains in place,
negotiations continue, and occasional confidence-building measures (CBMs), such as exchanges of prisoners of
war (POWSs), have occurred. Armenia has a defense agreement with Russia that allows Russia to station troops
and equipment outside Yerevan and Gyumri, as well as border guards to protect Armenia’s borders with Turkey
and Iran. Armenia’s foreign policy seeks regional integration, membership in the World Trade Organization
(WTO), and cooperation with Euro-Atlantic organizations, including NATO, and Armenia became a member of
the Council of Europe (COE) in May 2001. However, the country still faces many challenges in fulfilling its
commitment to become a democratic, free-market state. The October 1999 assassinations of the prime
minister, parliament speaker and six other officials, who had been elected only six months earlier in fair but
flawed elections, led to a political crisis that lasted into mid-2000 before stability was restored. The current
cabinet, chosen in May 2000, appears durable and capable of marshaling a working majority in parliament
despite challenges to government policies from individuals both inside and outside of the government. The
press is free, although self-censorship is practiced with respect to topics deemed to involve “national security.”
Freedom of association, especially for some religious groups, is sometimes hampered by burdensome
registration requirements. One of Armenia’s most pressing human-rights needs, along with a revised criminal
code to replace the Soviet-era code still in place, is the development of a fully independent judiciary capable of
reliably protecting citizens from abuse by police and prosecutors.

Economic Overview

Even though many Armenian Government officials generally supported economic reform efforts in FY 2001,
progress over the last year was spotty. There continued to be a general shortage of qualified people in key
government bodies, a problem exacerbated by frequent administrative reorganizations, such as the one that
took place in the customs administration in July 2001. Over the past few years, Armenia has implemented a
comprehensive stabilization and structural reform program. Some of the program’s main achievements include
price liberalization; privatization of small, medium-sized and large enterprises; and significant progress towards
joining the WTO. In addition, Armenia has strengthened its banking sector by putting in place modern
regulatory and supervisory frameworks. Armenia’s steady macroeconomic progress, reflected in consistently
high growth and low inflation rates, has earned it support from international institutions. The International
Monetary Fund (IMF), World Bank, European Bank for Reconstruction and Development (EBRD), other financial
institutions, and foreign countries have extended considerable grants and loans—total loans since 1993 exceed
$800 million. These loans are targeted at: reducing the budget deficit; stabilizing the local currency; developing
private businesses; energy; the agriculture, food processing, transportation, and health and education sectors;
as well as ongoing rehabilitation work in the region damaged by the 1988 earthquake. Significant work remains
to be done in combating corruption and establishing a predictable business and investment climate.
Furthermore, the benefits of growth and reform have yet to reach the broad majority of the Armenian population.
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Both unemployment and under-employment remain a significant problem. Most estimates place over half the
population below the poverty line. The results of the October 2001 census, which are expected over the course
of 2002, are anxiously awaited for more detailed information on household income and the current level of
emigration, as well as on the country’s current population.

Armenia’s long-term prosperity will depend on the continuation and extension of the country’s reform program.
Positive political developments, particularly the end of the trade embargo imposed by two of Armenia’s four
neighboring countries—Turkey and Azerbaijan—as a consequence of the ongoing Nagorno-Karabakh dispute,
will also play a key role. According to official figures, in the first nine months of 2001, Armenia's economy
posted an unprecedented 9.9 -percent growth in gross domestic product (GDP) compared to the same period in
2000. The consumer price index (CPI) decreased by 0.7 percent over the same period. There has been a
slightly accelerated devaluation of Armenia’s national currency (the dram) against the dollar in recent months;
from 1998 through the end of 2001, the exchange rate gradually rose from 505 to 565 drams to the dollar.
Official unemployment has decreased from 11.9 percent in 1999 to 10.9 percent in 2000 and 10.1 percent in
2001, although these figures are widely thought to underestimate the actual level. The external debt-to-GDP
ratio stood at 44.9 percent in 2000, and the Central Bank of Armenia projects it to decrease slightly to 44.5
percent in 2001. The external trade deficit for 2000 stood at $585 million; the four largest trading partners were
the European Union (34.6 percent), Russia (15.4 percent), United States (11.9 percent) and Iran (9.5 percent).
Despite impressive growth, the Government of Armenia fell behind in tax collections in the third quarter of 2001
and faced a budget crisis. The low collections also triggered a review and delay of the $15 million second
tranche of the World Bank's SAC-4 loan, originally scheduled for September 2001. The $20 million third
tranche, originally dependent on concrete steps toward the privatization of Armenia's electricity distribution
companies, was also in question because of privatization delays. It is not yet clear what impact the delay of
these loans will have on Armenia’s budget.

U.S.-Armenia Task Force for Economic Development

In March 2001, the U.S.-Armenia Task Force (USATF) met in Armenia to discuss priorities for, and ways to
maximize the effectiveness of, U.S. Government-funded assistance programs in Armenia. The meeting was
well-attended by high-level officials from the U.S. and Armenian governments. The U.S. delegation included
senior representatives from the U.S. Department of the Treasury, the U.S. Trade and Development Agency, and
USAID. The meetings resulted in a number of cooperative efforts in the areas of private-sector development,
energy privatization and security, anti-corruption, trade and investment, intellectual property rights and WTO
accession. Cooperative efforts in these areas are ongoing, and the USATF is proving to be an extremely
beneficial forum for resolving issues and identifying areas where close cooperation is needed to move reforms
forward in Armenia. Follow-up on the decisions made at USATF meetings is a key part of the process, and
efforts are being made to track the progress of those decisions in-between meetings. The scheduled fall 2001
USATF meeting, which was to have taken place in Washington, was postponed due to the events of September
11 and took place in Armenia on January 23-24, 2002. The next meeting is planned for September or October
2002 in Washington.

Overview of U.S. Government Assistance

In FY 2001, the U.S. Government provided an estimated $110.56 million in assistance to Armenia, including
$93.05 million in FREEDOM Support Act assistance ($85.90 million in FY 2001 funds and $7.15 million in prior-
year funds), $5.59 million in U.S. Department of Agriculture food aid, $4.05 million in other U.S. Government
assistance, and privately donated and U.S. Defense Department excess humanitarian commodities valued at
$7.87 million. The main priorities of U.S. Government assistance were private-sector development, economic
and energy-sector reform, democracy and good governance, anti-corruption efforts, assistance to the
earthquake zone, social-sector reform, regional integration and cooperation, education and training, and
agriculture. In close coordination with the Armenian Government, the U.S. Government has been decreasing
the amount of humanitarian assistance it provides to Armenia, replacing it with an increased amount of
development assistance and private-sector support programs. This shift in relative priorities is designed to help
Armenia make an efficient transition to a free-market economy, in part by creating real jobs in new enterprises.
A key objective of the overall assistance program is to increase the demonstrable benefit of U.S. Government
assistance to the average Armenian and thereby build and sustain popular and political support for the
continuation of democratic and economic reforms. In FY 2001, humanitarian assistance accounted for 15
percent of U.S. Government assistance to Armenia, as compared to 19 percent in FY 2000. U.S. security



assistance cooperation with Armenia continued to expand in FY 2001 in several targeted areas. In compliance
with the U.S. Government's policy of even-handedness in its interaction with Armenia and Azerbaijan, security-
related assistance was provided only in areas permitted under Section 907 of the FREEDOM Support Act
(which prohibits certain kinds of assistance to the Government of Azerbaijan); specifically, the U.S. Government
provided assistance to enhance nonproliferation and the democratization of Armenia's armed forces. Other
categories of U.S. Government-funded assistance included the following:

e Private-sector development programs aimed at developing a legal, policy and institutional environment
conducive to private-sector activity, providing technical assistance to micro-, small and medium-sized
enterprises (SMEs), especially in the area of agribusiness marketing, and providing loans to small and
medium-sized businesses;

e Economic restructuring and comprehensive market reform programs, including privatization, tax, fiscal and
customs systems, bank supervision and capital markets development programs;

e Assistance designed to support rehabilitation and economic revitalization in those areas of Armenia affected
by the 1988 earthquake;

e U.S.-Armenian academic and professional exchange programs, U.S.-based training programs for
Armenians, and educational reform and institution-building in Armenia;

e Energy-sector reform programs, including programs promoting a more economically sustainable and
environmentally sound energy sector, and the U.S. Energy Department’s nuclear safety programs at the
Metsamor Nuclear Power Plant;

e Social-sector programs, including health-care reform, targeting of social welfare payments, and small-scale
public works activities that provide job opportunities and tangible improvements to local communities;

e Democracy and good-governance programs, particularly programs aimed at increasing citizen participation
in decision-making processes and promoting an impartial, transparent and independent judicial system, as
well as programs supporting non-governmental organizations (NGOs), independent media, and improved
local governance;

e Sustainable water-resource management programs; and

e The U.S. Department of Agriculture’s Marketing Assistance Project (MAP), which in FY 2001 placed a
particular emphasis on promoting private-sector growth in agriculture and agribusiness.

Training, Exchange and Educational Reform Programs

Since FY 1993, U.S. Government-funded exchange programs have brought nearly 3,000 Armenian citizens to
the United States for short-term professional or long-term academic training, including some 635 in FY 2001
alone. These programs give participants an opportunity to develop their skills and establish valuable contacts
with U.S. counterparts.

U.S. Department of State — Public Diplomacy Exchanges: In FY 2001 approximately 375 Armenians
traveled to the United States under academic and professional exchange programs administered by the U.S
Embassy's Public Affairs Section in collaboration with the Bureau of Educational and Cultural Affairs (ECA).
These programs are designed to expose Armenia's next generation of leaders to Western concepts of
democracy and market economics. In FY 2001 over 110 young Armenians traveled to the United States under
the ECA Bureau's academic exchange programs. Of this total, 40 were enrolled in U.S. master's degree
programs under the Edmund Muskie/FREEDOM Support Act Fellowship Program, 50 were secondary school
students participating in the Future Leaders' Exchange (FLEX) Program, and 22 were participants in the
Undergraduate Exchange Program. In addition, four Armenian scholars were awarded grants under the ECA
Bureau's Regional Scholars' Exchange Program (RSEP), another eight participated in the Contemporary Issues
Program, six received training under the Junior Faculty Development Program, five teachers received Teaching
Excellence Awards, and three scholars received Fulbright scholarships. A total of 58 Armenians participated in
professional exchanges under the International Visitor (IV) Program, receiving U.S.-based training in such areas
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as the role of media in the economy, analytical reporting, entrepreneurship, museum management, crisis
management, ecology and environment, tourism promotion, court administration, ethics in government and
business, intellectual property rights protection, and electronic commerce. In addition, under the Community
Connections Program, 60 Armenians traveled to the United States for community-based internships in the fields
of business development, public administration and education administration. As part of the Secondary School
Exchange Program, the Cambridge (Massachusetts)-Yerevan Sister City Association is in the process of setting
up the first lending library in Armenia. U.S. students and teachers from the participating schools in Cambridge
are collecting English language books, which will be shipped to Armenia and delivered to a facility that is
providing space for a free lending library.

USAID Training Programs: In FY 2001, USAID provided training to over 3,000 Armenian participants.
Approximately 2,500 participants participated in training programs under USAID’s Global Training for
Development (GTD) Project: 2,295 in in-country programs, 90 in U.S.-based programs and 108 in third-country
programs. GTD in-country training programs focused on areas such as small-business development, energy-
sector management, accounting standards, women'’s leadership, social policy and health reform. GTD U.S.-
based programs focused on government accounting standards, wind energy, energy accounting, information
technology, pension systems, and health care reform. GTD third-country training programs focused on capital
market reform, sustainability of independent broadcast media, anti-corruption issues, NGO strengthening and
development, social policy and health-care reform.

USDA Agricultural Marketing Assistance Project (MAP): Since September 2000, the Armenian Agricultural
Academy (AAA) and MAP have jointly operated the Agribusiness Teaching Center (ATC), which trains third- and
fourth-year university students to be mid-level managers in Armenia’s agribusiness sector. The program
currently has 58 students, two of whom are from neighboring Georgia. Students work in supervised nine-week
internships each summer in Armenian agribusinesses, many of which are MAP clients. Graduation of the first
class of students, some of whom have already received job offers, is expected in June 2002. (For additional
details on MAP, please see Economic Development Programs section below.)

USDA Cochran Fellowship Program: In FY 2001, the Cochran Program provided training to 16 Armenians in
the areas of youth development (4-H), agricultural finance and market research. These programs were aimed at
strengthening the country’s agricultural extension and agricultural business systems, and were closely linked to
MAP activities.

U.S. Department of Commerce — Special American Business Internship Training (SABIT) Program: In
FY 2001, the SABIT Program provided training to 18 Armenian entrepreneurs in the areas of technology
commercialization, computer software, lab accreditation and medical equipment, accounting, retail, tourism,
hospital administration and small and medium-sized enterprise association development. One Armenian took
part in the regular SABIT program and 17 took part in the following specialized programs: standards, business
management for women, services and business association development. After returning from a SABIT
medical equipment program in June 2001, one Armenian participant started importing U.S. medical equipment.
The first shipment, consisting of artificial lung ventilators produced by California-based Newport Medical, has
already been sold in Yerevan for $29,000. The participant established contact with Newport Medical while on
the SABIT Program, and also participated in the Commerce Department’s BISNIS Trade and Tenders Program.
Three Armenians participating in a program on business management for women purchased over $8,000 worth
of goods at an off-price specialists’ apparel show.

Democracy Programs

U.S Department of State — School Connectivity Program: The Armenia School Connectivity Program
promotes civic education and free access to information by providing secondary schools with computer
classrooms with access to the Internet, computer training, linkages with U.S. schools, and cooperative
curriculum development through the Internet. The program is implemented by Project Harmony through a grant
from the Bureau of Educational and Cultural Affairs (ECA). As of September 2001, the program had 51
operating sites, with plans to increase the network to 100 schools by summer 2002. This project provides
Internet access in all of Armenia’s marzes (provinces). Training, project work and exchanges with American
colleagues will strengthen the capacity of Armenian educators to enhance civic education and to participate in
online collaborative projects with international partner schools. Project Harmony, in partnership with the
International Institute of the USDA Graduate School, will provide the educational leadership, technical



equipment, and support to ensure that use of the Internet is integrated into the academic program of
participating schools in a way that strengthens democracy, civil society and cultural understanding throughout
Armenia. Under the program, curriculum resources developed by the Soros-funded Open Society Institute will
also be made available electronically. Armenian project coordinators and school directors participate in
professional U.S.-based training in technology, community development, civic education, and educational
reform. In July 2001, a group of five U.S. educators participated in a two-week exchange, during which they
conducted training workshops on using the Internet for educational projects. The seminars were carried out
throughout Armenia for teachers, parents and administrators at participating schools. The program will establish
a minimum of 20 school partnerships during the 2001-02 academic year. Partnering schools will collaborate on
online projects including an international import-export business simulation, an oral history project, judicial
traditions, and the examination of superstitions in different cultures. This program will be significantly expanded
in FY 2002.

U.S Department of State — Democracy Fund Small Grants Program: In FY 2001, the U.S. Embassy’s
Democracy Commission awarded 20 small grants totaling approximately $180,000 to local NGOs working in
such areas as human rights, women'’s rights, and business development.

USAID Democracy and Good-Governance Programs: Although the October 1999 assassinations and the
subsequent instability within the Armenian Government slowed the country’s democratic development
throughout 2000, some progress was once again made in 2001, particularly in the development of NGOs and
legal associations. Armenia became a member of the Council of Europe (COE) in January 2001, and as such,
made a commitment to adhere to the rule of law and the other democratic constitutional principles mandated by
COE membership. In comparison with last year, Armenia's NGO sector and independent media increased their
involvement in decision-making processes and more effectively advocated for their interests. At the same time,
the Armenian Government increased its efforts to engage NGOs and media in open dialogue as it developed
key legislation. However, Armenia’s overall political environment continued to be defined by public perceptions
of corruption and citizens’ disengagement from decision-making processes. USAID’s democracy and good-
governance programs achieved the following results in FY 2001:

e Baku-Yerevan Weekly “Spacebridge” Television Program: In FY 2001, USAID grantee Internews
continued this activity, which is aimed at developing mutual understanding and tolerance between the
citizens of Armenia and Azerbaijan. A total of 24 interactive video conferences between influential
individuals in Azerbaijan and Armenia have been aired. Program topics included refugee issues, the peace
process, children and war, environment, transportation, trade and conflict, COE membership, and others.
The potential television audience was over five million viewers in the two countries combined. This
“Spacebridge” program, entitled Front Line, enjoyed broad success in both countries and was consistently
the top-rated information program. In addition, an independent poll commissioned by Internews halfway
through production showed that 49 percent of residents in Baku watched the program on a regular basis.
While no further official polling was conducted, anecdotal evidence strongly suggests that three-quarters or
more of the population living inside the coverage area watched the program. In Armenia, a poll conducted
immediately following the end of production and airing of the final program showed that nearly 90 percent of
people in the coverage area were regular viewers of the program. More than 50 percent of respondents
said they watched to learn about the various alternatives to ending the conflict, while 33 percent watched to
learn the views of Azeri politicians. USAID will seek to continue this successful effort in FY 2002.

e Conflict Resolution Training: USAID provided conflict resolution training to 50 Armenian mid-career
professionals from central and local governments and NGOs. Out of these 50 participants, 14 were
selected for additional conflict management, communication and leadership training in Cambridge,
Massachusetts.

e NGO Development Programs: In FY 2001, Armenia’s NGOs continued to improve their ability to engage
citizens and work with the government, but the NGO sector’s financial viability remained weak. USAID’s
NGO strengthening program, which focuses on supporting the advocacy efforts of well-developed NGOs
throughout Armenia and on developing the capacities of nascent NGOs in regions outside of Yerevan, has
had positive results. Many advocacy projects were launched in areas ranging from domestic violence to
patients’ rights. Meanwhile, nascent NGOs outside of Yerevan benefited from seed grants that enabled
them to carry out a wide variety of programs.



Civic Education in Secondary Schools: In FY 2001, civic education was introduced into the curriculum in
secondary schools throughout Armenia for the first time. Under a USAID-financed program carried out in
collaboration with Armenia’s Ministry of Education, a total of 1,730 secondary school teachers were trained
in the areas of civic education, human rights, and the state and the law.

Support for Independent Media: As in previous years, independent television stations receiving USAID-
funded technical assistance continued to improve the quality of their news programming, but continued to
face problems related to financial viability. USAID provided technical assistance to both print and broadcast
media to strengthen the quality of their news coverage and their investigative journalism skills, and provided
training on financial management to media outlets to strengthen their long-term viability. USAID also
provided equipment to independent media to increase their access to information and to improve the quality
of their news production.

Local Government Programs: Since January 2000, USAID has worked on the development of several
draft laws, including the Law on Local Self-Government, revisions to the Law on Equalization, and a model
for restructuring Yerevan'’s city administration. In FY 2001, USAID worked with stake-holders to improve
this legislation to comply with international standards on decentralization and increased citizen participation
in community development. Most of the proposed revisions to the Law on Local Self-Government were
incorporated into the amended law, which passed the first reading in November 2001. The second reading
is expected in February 2002. Once passed, the new law will provide greater autonomy to local
governments to form and administer local budgets and will also differentiate roles between regions, cities
and rural villages. USAID has also helped strengthen the institutional capacity of local governments by
installing software for local tax management in nine pilot cities, increasing local tax collections by an
average of 32 percent during 2001. USAID is also working with these cities to increase their capacity to
allocate resources and target citizens’ needs more effectively, and will help them hold regular budget
hearings with the participation of community groups, so as to improve the transparency of local government.

Rule-of-Law Programs: In FY 2001, USAID continued to support a range of activities to improve
Armenia’s legal system. USAID provided support for developing legislation, including amendments to the
current Constitution that will be put to a public referendum in 2002. In addition, USAID has been
instrumental in promoting transparency of the courts by helping the Court of Cassation to publish its
decisions, thus making them available to the legal community and the general public. The USAID-funded
efforts of the American Bar Association’s Central and East European Law Initiative (ABA/CEELI) to increase
the ethical and professional standards of the legal professions have also shown results: both the
Association of Judges of the Republic of Armenia (AJRA) and the Bar Association of the Republic of
Armenia (BARA) have adopted voluntary ethics codes for their members. USAID has been working closely
with the Council of Court Chairs, which has to pass these codes to make them enforceable. With USAID
assistance, four public-use legal resouce centers and six free legal aid centers began operations and
started to serve the needs of vulnerable groups. ABA/CEELI is also working with the Union of Advocates
and other lawyers’ associations to develop a common code of ethical standards, promote continuing
education, provide services to members, and develop legal aid services for vulnerable segments of the
society. To complement this structural and institutional work, USAID continues to fund training for judges
designed to raise their professional confidence and competence.

U.S. Department of State — Anti-Crime Training and Technical Assistance (ACTTA) Program: Please see
Security, Regional Stability and Law Enforcement Programs section below.

U.S. Department of Justice (DOJ) — Rule-of-Law and Criminal Justice Programs: Please see Security,
Regional Stability and Law Enforcement Programs section below.

Economic Development Programs

U.S. Department of the Treasury — Technical Advisors

Budget Policy and Management: The Treasury Department’s resident budget advisor developed a
budget preparation database to promote analysis and presentation during budget formulation and to
highlight problems, policies, activities and cost structures. He assisted the Ministry of Finance in revising
the FY 2002 budget instructions. He also worked to simplify the current system of budget implementation,
and to establish an effective recording and reporting system. A new advisor arrived in Yerevan in October
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and will help organize and shape a process that will build a relationship between the Ministry of Finance
and the spending organizations, and educate them on the budget concepts that have already been
accepted at the Ministry of Finance. He plans to establish a Training Center in the Ministry of Finance and
Economy to sustain and strengthen ongoing reforms in financial management.

Government Debt Issuance and Management: The Treasury Department's Debt Team had resident
advisors at the Ministry of Finance for two separate periods between 1995 and 2001. Those advisors
supported the development of primary and secondary government securities markets that are fulfilling
Armenia’s basic fiscal and monetary policy needs. Accordingly, the Treasury Department “graduated”
Armenia from this level of intense technical assistance. It is noteworthy that Armenia is the first Eurasian
country to achieve this level of development in its government securities markets. The Treasury
Department ended its highly successful resident engagement in this particular area in May 2001.
Enforcement: From 1997 through 2001, the Treasury Department's Enforcement Team has provided
technical assistance in the areas of financial crimes, organized crime, gaming enforcement, insurance fraud,
criminal tax case investigations and prosecutions. Liaison relationships were established between the
Organized Crime Department of the Ministry of Internal Affairs and the international law enforcement
community, especially U.S. federal and state entities. The Enforcement Team hosted a visit of the
Prosecutor General and the Chief of the Organized Crime Unit, along with members of their staffs, to
Washington, D.C. and Los Angeles to further enhance that cooperation. In addition, the team established a
Financial Crimes Working Group.

Tax Policy and Administration: Following the departure of the tax administration resident advisor in July
2000, the Treasury Department provided intermittent advisors through October 2000. However, the General
Director of State Revenues has declined assistance and closed the Treasury office in the State Revenue
Ministry building. Given these actions, the Treasury Department sees no value in offering technical
assistance in this area as long as the current General Director remains in office.

USAID Economic Restructuring and Private-Sector Development Programs: In FY 2001, USAID continued
to implement a broad program of support for economic restructuring in Armenia. For the past several years,
USAID has collaborated with the U.S. Treasury Department on providing technical assistance in the areas of
budget policy and tax administration. In recognition of the need to balance its macro-level interventions with
direct assistance to the private sector, USAID continued to emphasize support for micro-, small, and medium-
sized enterprises in an effort to ensure more immediate and tangible benefits to the Armenian population. Key
accomplishments of USAID’s private-sector programs in FY 2001 are described below:

Tax/Fiscal and Customs Reform Programs: In order to help the Government of Armenia increase its
revenues, rationalize its resource allocations, and reduce corruption, USAID has been providing assistance
to improve Armenia’s tax and customs laws and administration, as well as to enhance the government’s
fiscal management (including budgeting) practices, since 1998. A new structure has been established at all
of Armenia’s Regional Tax Inspectorate (RTI) offices that incorporates the functions of taxpayer services,
data processing, audits and collections; the number of those offices has been reduced from 45 to 18, plus a
small number of satellite offices. USAID helped the Ministry of State Revenues (MSR) to improve the
educational program at its taxpayer education center. USAID also helped develop a medium-term
expenditure framework (MTEF), which the Government of Armenia began using to outline its key economic
and social priorities and to plan its expenditure programs that match these priorities. In addition, USAID and
the Customs Administration—at the time under the MSR and now an independent state committee—
completed a comprehensive diagnostic exercise on the functioning of that organization. A new three-year
tax, fiscal, and customs activity involving nine sub-activities began in September 2001. Under the new
activity, USAID is working with a number of government counterparts, including the MSR (on tax
administration), the Ministry of Finance and Economy (on tax policy, revenue analysis, macroeconomic
modeling and forecasting, and budget policy), the State Customs Committee (on a program of
modernization, reorganization, automation, and establishment of a code of ethics), plus multi-counterpart
sub-activities involving local land and property taxation and intergovernmental finance.

Privatization Programs: Since August 1998, USAID has provided privatization support to the former
Ministry of Privatization, which has been renamed the Ministry of State Property Management, as the
Ministry has sought to shift from certificate- to cash-based privatization. USAID-funded activities focused on
the privatization of “strategic enterprises” and on developing a strategy for the privatization of Armenian
Airlines and the simultaneous reform of relevant aspects of Armenian civil aviation. Another objective has
been to assist the government in developing a means of using bankruptcy as an expedited method of
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privatizing heavily indebted state enterprises. USAID-funded assistance played a key role in realizing the
sale by competitive tender in mid-July 2001 of a 65-percent share in the state-owned artificial sapphire
producer Sapfir to Hicrystech, Incorporated, a U.S.-Swiss-Armenian technology venture (a deal bringing in
$1 million in the sale itself and over $10 million in investment guarantees over five years). USAID’s
implementing partner also completed and submitted to the Ministry of Justice in October 2001 a report
outlining a strategy for the privatization of Armenian Airlines and for related changes in Armenia's civil
aviation sector.

Land Titling and Registration Programs: From June 1998 through June 2001, as part of its effort to
promote the development of an active real-estate industry in Armenia, USAID worked to streamline and
implement a nationwide land titling and registration system, promote legislation affecting the real-estate
sector, and assist new and existing private sector real-estate entities. This activity resulted in the passage
in July 2001 of a land code that is among the most progressive in Eurasia in its treatment of foreign access
to land and the alienation of land under state enterprises; and the implementation and eventual nationwide
rollout of a simplified, automated land titling and registration system, the first such system in Eurasia. With
USAID support, RONCO has conducted over 100,000 land surveys, and with the support of USAID and
other donors, the Armenian State Cadastre Committee has distributed over 300,000 free title certificates to
date. In November 2001, USAID began a new major activity in this area—a partnership between a U.S.
professional real estate federation and the Armenia’s private real estate sector—with a view to enhancing
the latter’s institutional capacity.

Capital Market Development Programs: From June 1998 through August 2001, USAID helped the
Government of Armenia to develop a legal and regulatory infrastructure that supports and promotes a fair,
orderly, efficient and transparent securities market, including an independent regulatory entity; a mechanism
for securities trading; a centralized clearance, settlement and depository system; an independent,
centralized share registry system; and trade associations and self-regulatory organizations of professional
securities market participants, including brokers and dealers. In 2000, USAID assistance facilitated the
passage of the landmark Law on Securities Market Regulation and the creation of the independent
Securities Commission of Armenia (SCA), which regulates the securities sector in a manner consistent with
international standards. Under the law, all stock exchanges must be not-for-profit self-regulating
organizations (SROs). In February 2001, the existing broker/dealers’ association was registered, and it
opened for trading in July as the new Armenian Stock Exchange (Armex). In June 2001, the Central
Depository of Armenia (CDA) was privatized, also as an SRO. Future USAID technical assistance in
support of Armenian capital markets, which will resume in early 2002, will include continued support for
capacity-building at the traditional capital markets institutions (the SCA, Armex, and CDA), and USAID will
explore the possibility of providing assistance to capital-markets activities outside those institutions (e.g., for
brokers carrying out private placements).

Commercial Law Programs: In FY 2001, USAID continued to provide technical assistance aimed at
improving the legal and regulatory environment for private-sector activity in Armenia. Assistance in
reforming laws on state registration of legal entities, bankruptcy, and state procurement, and the subsequent
implementation of these laws have helped improve the country’s commercial law environment and promoted
the growth of private-sector activity. Implementing the Law on Procurement will have a similarly beneficial
impact on the public sector: the public procurement process will be streamlined and transparent, and will
provide equal opportunities to interested private-sector entities to participate in government procurement
activities.

Technical Assistance to the Central Bank of Armenia: Over the past two years, USAID has provided
technical assistance to the Central Bank of Armenia (CBA) in the area of bank supervision. The objective of
this program is to help the CBA’s Bank Supervision Department to build the primary components of
prudential regulation. These include on-site inspection methodology, off-site analytic tools, problem-bank
resolution, and an underlying strategy that outlines policies and procedures. In FY 2001, substantial
progress was made in the following areas: revising the existing on-site examination manual to conform to
conditions specific to Armenia; refining the credit procedures of banks; and incorporating a strategy manual
into the operating procedures for bank supervision. In addition, USAID-funded lawyers and accountants
helped the CBA’s Legal and Accounting Department to develop regulations, amend banking laws, and
develop accounting policies in accordance with international standards.
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Tourism Industry Support Programs: USAID is providing assistance to Armenia’s tourism industry by
supporting those areas that the Armenian Tourism Development Agency has identified as priorities for
developing the industry. USAID assistance is targeted at marketing Armenia as a tourist destination,
creating and supporting visitor services, and providing technical assistance to various tour/travel agencies
and associations, facilitating participation in trade shows, conducting familiarization trips for foreign tour
operators and members of the press, establishing a visitor information center in Yerevan, and improving
signage at important historical sites. USAID is also working with local tourism associations and travel
agencies to strengthen their capacity to serve clients.

Credit Programs: In FY 2001, USAID funded several credit programs that provided loans ranging from
several hundred dollars to $75,000. Some 7,700 micro-entrepreneurs received loans totaling over $1.8
million, and 27 small and medium-sized enterprises (SMEs) received loans totaling approximately $1.2
million. The banks and local non-bank financial institutions responsible for making and monitoring the loans
received extensive training. As a result of this training, two Armenian NGOs that make loans are now
operationally sustainable and have developed business plans that will make them financially sustainable
within several years.

Information and Communications Technology (ICT) Development Programs: In FY 2001, USAID
increased its support for ICT development in Armenia. In cooperation with the World Bank, USAID worked
with the Government of Armenia on an ICT master strategy to support an industry that promotes the wide
use and application of information technology by Armenian citizens, businesses, and government. USAID
provided support to the executive secretariat of the council responsible for implementing the master
strategy. Additional USAID activities included supporting computer learning centers at three major local
universities, strengthening the Armenia Card (ArCa) debit card to provide better services for banks,
merchants, and individual users, national ICT branding, and providing support to the Ministry of Justice for
reform in telecommunications.

Accounting Reform Programs: With USAID support, 33 international accounting standards (IAS) were
translated, adapted and accepted in Armenia over the last 12 months. USAID helped the Association of
Accountants and Auditors of Armenia (AAAA) establish an international and national training and
certification program, which has already trained over 600 accountants. Additional training topics included
auditing (80 participants), book-to-tax reconciliation (100 participants), and financial statements for
employees of the Securities Commission (25 participants). With USAID assistance, over 100 enterprise
accountants were trained in cost accounting, five accounting firms were trained in cost conversions, and 27
enterprises underwent full cost conversions. Through the end of FY 2001, USAID had helped train
accounting firms and perform cost conversions for a total of 1,046 enterprises. All of Armenia's enterprises
were scheduled to convert to IAS by the end of 2001. As part of its efforts to develop Armenia's market
economy, USAID plans to fund the Partnership for Accounting Reform and Development (PARD), a new
activity that will continue to reform and develop Armenia's accounting and auditing infrastructure. PARD wiill
be initiated in early 2002 and will build on USAID’s successful efforts to date.

Agricultural Small and Medium-Sized Enterprise (SME) Development Programs: In recognition of the
important role that agriculture plays in Armenia’s economy and the growing needs of populations in the
country’s rural areas and secondary cities, USAID initiated a new agribusiness SME market development
program in September 2000. In its initial phase, this program laid the groundwork for sustainable growth of
targeted agribusiness SMEs, including marketing opportunity studies and sector-specific analyses,
monitoring and evaluation systems, and regional policy workshops and seminars. A number of agribusiness
SMEs were identified for and received direct assistance, as a result of which they increased their export
sales by $3.4 million and domestic sales by $1.3 million and created 98 new jobs.

Farmer-to-Farmer (FTF) Program: FTF volunteers continued to provide technical assistance to small
agro-processing and farm entities in developing local markets and expanding export capacities. In FY 2001,
24 FTF volunteer assignments with over 20 agricultural farms, enterprises, and communities helped
increase sales by over $800,000. USAID complemented its technical assistance with projects used to test
technologies in Armenia, to demonstrate the impact of tested technologies, and to encourage farmers and
agribusiness owners to adopt new technologies. In collaboration with the USDA and the Armenian Goat
Research Center, FTF succeeded in providing improved goat breeds and improved herd management
techniques to farmers served by the Center in FY 2001. This has led to the production and export of goat
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cheese to Russia. Work with local vineyards has led to the development of improved production, handling,
and marketing of grapes and has also resulted in increased exports to Russia.

U.S. Department of Agriculture (USDA) — Agricultural Marketing Assistance Project (MAP): Despite
difficult operating conditions, drought in Armenia's southern marzes (provinces), and continuing problems in the
country's banking sector, MAP achieved significant results in FY 2001. MAP’s targeted assistance to
agribusinesses produced tangible results, including higher-quality products, expanded exports, and more viable
agribusinesses. Armenian businesses now have enough high-quality products for MAP to produce a catalog of
65 products from 31 clients for use at international trade shows and in export market development efforts. After
MAP staff participated in the Glendale (California) Trade Show in June 2001 and followed up with market
development work, U.S. buyers came to Armenia in August to visit agribusinesses and inspect products. One
buyer contracted for 1,000 tons of bulk-packed tomato paste (the largest single export contract of any MAP
client to date), purchased a container-load of pen-raised canned fish and the entire output of two small firms
producing dried tomatoes packed in oil. Another U.S. buyer bought container-loads of juices in one-liter cartons
and pickles in jars while offering to purchased up to 10 tons of cheese, if export licenses can be arranged. One
MAP-supported food processor pre-sold 96 percent of its seasonal output to buyers in St. Petersburg and
Moscow. In addition, with MAP assistance, traditional Russian markets are being re-opened to Armenian wine
and cheeses. During FY 2001, over 65,000 bottles of wine and 20 tons of cheese were shipped to Moscow, and
MAP staff conducted a coordinated market promotion effort for both wine and cheese.

e MAP Financial Assistance: In FY 2001, Armenia’s banking sector experienced the predicted consolidation
of private banks. Lend Bank failed in the spring, and at least three other banks were in serious trouble and
were not undertaking normal banking transactions. MAP implemented defensive measures to minimize
exposure to these failing banks, but continued to provide targeted credit to agribusinesses, direct credit to
farmer groups, and leasing of equipment and vehicles. In FY 2001, MAP extended a total of $2.52 million in
financial assistance (strategic, in-kind, and micro-loans plus leasing) to Armenian agribusinesses and
agriculture. The average loan value was $34,000, and the average strategic loan was $54,000. MAP
expanded its system of production credit clubs, which supply direct credit to farmers under a group
guarantee (no collateral), from 23 to 29 clubs in eight of the ten marzes. These clubs have nearly 500
members and an average member loan portfolio of $15,000. Legislation to clarify the legal standing of
these credit clubs has passed the first reading in parliament with no dissenting votes. MAP also created a
leasing company to help circumvent some of the risk issues and collateral requirements of Armenian banks,
especially for smaller agribusinesses located outside Yerevan. This company now has $874,779 in current
and pending leases for equipment and vehicles, and a repayment rate of about 90 percent—much higher
than for strategic loans.

e MAP Research Assistance: In order to improve farmer incomes and the quality of raw products going to
food processors, MAP places a priority on applied agricultural research. MAP and the World Bank co-
funded a Technology Assessment Program, which implemented on-farm trials in every marz. A total of 330
projects were implemented during this past growing season, with an average funding level of $660 and a
total program cost of $238,000. MAP provided 40 percent of the funding and most of the resident technical
assistance for this effort. MAP also sponsored four applied research trials in cooperation with the Armenian
Agricultural Academy this past season. The average value was $12,000 and all were contracted through
the Foundation for Applied Research and Agribusiness. The results of this field research were very
promising: the trials for U.S. varieties of processing tomatoes—especially Shasta, CDX152, and
Heinz8892—have been so successful over the past three years that Armenian processors now demand
these tomatoes. In the economically depressed Vayots Dzor region, MAP has implemented a Goat Industry
Development Project with the following objectives: (1) genetic improvements and improved herd
management to double milk production; (2) improved goat cheese production that meets international
standards; and (3) marketing assistance to promote exports of goat cheese products. A goat center has
been established in Yeghegnadzor and has completed a third year of genetic improvement through artificial
insemination of 1,040 goats. MAP technical assistance provided to goat cheese producers has resulted in
higher quality, better sanitation, and products which retail in Moscow for over 25 dollars per kilogram, thus
providing livestock farmers with a substantial opportunity for improving their incomes. Goat cheeses are in
high demand worldwide, including the traditional Russian market; however, Armenia’s total goat cheese
production this year was less than six tons of marketable cheese, due to the country’s limited milk supply.
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Trade and Investment Programs

Overseas Private Investment Corporation (OPIC): OPIC has been active in Armenia, particularly in the
financing of the Marriott International/Hotel Armenia project, to which it committed to provide $15.3 million in
insurance. OPIC has also provided political risk insurance to a U.S. travel agency, and is currently exploring the
possibility of providing financing to an integrated circuit design company. Other proposed projects that could
benefit from OPIC political risk insurance or financing include the development of a tourist hotel chain, a retail
shopping center, a sugar refinery, and the expansion of a local Internet service provider, among others.

U.S. Trade and Development Agency (TDA): TDA has devoted considerable energy to the exploration of
potential projects in Armenia and to the promotion of Armenia's overall development. In May 2001, TDA and the
International Finance Corporation (IFC) co-sponsored a major trade and investment conference for Armenia in
New York City, the first such conference to focus on a single country. TDA provided almost $600,000 in
conference-related assistance, including investment opportunity identification, conference logistics, and covering
the travel costs of many representatives from Armenia. In addition to highlighting individual projects, the
conference helped focus international attention on Armenia as a viable investment option. Individual projects
that gained momentum at the conference include a small and medium-sized enterprise investment fund for
Armenia, a number of tourist-related enterprises, and real estate development projects. TDA also financed a
feasibility study on the reestablishment of the sugar refining industry in Armenia's earthquake zone; the study is
currently in its final stages, and various investors are beginning to consider the possibility of undertaking this
ambitious project.

U.S. Department of Commerce — Business Information Service for the NIS (BISNIS): As a result of BISNIS
outreach and other support, more than 75 Armenian companies participated in SABIT internship programs and
BISNIS briefings in FY 2001, gaining exposure to U.S. and other business development ideas and resources,
including international financial institutions. Through BISNIS briefings, the Chief Economic Advisor to the
President of Armenia met with more than 30 U.S. private executives and government officials, gaining exposure
to U.S. interests and exchanging views on market development.

Energy and Environmental Programs

U.S. Department of Energy — International Nuclear Safety Program: A series of projects have been
completed or are in progress to improve safety of Armenia's Metsamor nuclear power plant. Projects completed
in FY 2001 include a seismic-resistant cooling system, installation of reliable steam isolation valves,
refurbishment of emergency cooling condensers, and installation of a new auxiliary feedwater system. Work
continued on implementing additional training courses for plant operators, completing a safety analysis,
upgrading operating procedures, upgrading the plant computer, and making physical security upgrades.

USAID Energy-Sector Reform Programs: In FY 2001, USAID continued to help Armenia develop the
framework for a restructured, reformed, market-driven energy sector. USAID provided technical assistance and
equipment to support the ongoing process of privatizing electricity distribution companies (EDCs), facilitate the
development of a strategy for generation companies to be privatized, strengthen the independent Energy
Regulatory Commission, and initiate a two-year activity to improve energy efficiency and to analyze alternate
sources of energy. Unfortunately, EDC privatization continued to be fraught with delays and political
controversy, with the April 2001 initial tender failing to attract any bidders. Despite strong efforts by the
Armenian Government to learn from the mistakes of the first attempt and to proceed with an expedited second
tender with a target completion date of December 2001, the impact of the September 11 events and generally
declining global market conditions resulted in no serious bidding interest. Future success in Armenia’s energy-
sector reform, market development, and generation privatization now hinges on the Armenian Government's
ability to complete the restructuring needed to ensure an effective private management contract for the EDCs by
spring 2002. In FY 2001, USAID, in collaboration with other donors—most notably the World Bank and the
EBRD—continued to provide key support to privatization efforts and to a variety of related energy-sector
initiatives:
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e Supporting Armenia in the drafting of a new energy law, which was enacted in April 2001 and strengthens
the legal basis for a regulated energy market;

e Helping the Armenian Energy Regulatory Commission (AERC) and energy-sector entities design an
appropriate electricity market structure and prepare draft licenses for functions to be created under the
proposed energy market structure;

e Providing advisory support to the Armenian Government Tender Committee in the preparation of tender
documents for bidders in the EDC privatization process, including moving to management contracts, and
technical support in restructuring energy-sector entities for privatization;

e Collaborating with the Ministry of Energy and AERC to complete and update a least-cost generation plan to
guide investment and regulatory decision-making;

e Facilitating the installation and operation of over 95 percent of the distribution and transmission meters
under a $15 million Power Sector Metering Project (an improved data acquisition system for the sector-
managing organization has been designed and is being installed to collect meter information for use in
dispatch and financial settlements);

e Completing the implementation of Armenian Accounting Standards (fully compatible with International
Accounting Standards) in all energy-sector companies and providing comprehensive training provided to the
staff of energy companies;

e Initiating a two-year energy-efficiency, demand-side management, renewable-energy development project
focused on building the capacity of local energy-sector service companies (ESCOs) to develop the private-
sector market for energy efficiency; and

e Conducting numerous training events, exchange visits, internships, study tours and seminars for Armenian
energy-sector enterprise staff, designed to strengthen the capacity for private participation in the sector by
conveying the U.S. experience of private ownership and management/operation of energy-sector assets.

USAID Water-Sector Programs: In FY 2001, USAID began to implement two water-sector projects. The first

is a three-year activity focusing on sustainable water resources management for enhanced environmental

quality, which focuses on strengthening the national policy and institutional framework for integrated water
resources management, increasing institutional capacity for water quality and quantity monitoring, and
supporting local participation in water management through public awareness and grant-supported pilot
projects. Key accomplishments include the following:

e The completion of a broad-based, participatory stakeholder needs assessment, which produced consensus
on 19 priority action areas to build on the recently completed World Bank-financed Integrated Water
Resources Management (IWRM) Project;

e The initial implementation of activities in three areas developed from the stakeholder consensus: (1)
improving the institutional framework for IWRM, including policy and legal reform; (2) increasing the
institutional capacity for water monitoring to support IWRM, including upgrades to the system for water
quality and quantity monitoring and technical support for resource planning; and (3) increasing local
participation in IWRM through public outreach and small grants for sub-basin pilot projects; and

e The development and initial implementation of specific activities in task areas based on a basin stakeholder
design process, following the identification of Sevan-Hrazdan Basin as a key national priority.

The second project is the South Caucasus Water Management Initiative, a two-year activity to strengthen

regional sustainable water management. (Please see USAID Regional Programs in Part lll of this report.)

U.S. Nuclear Regulatory Commission (NRC): The NRC has been conducting regulatory assistance activities
with the Armenian Nuclear Regulatory Authority (ANRA) since 1994. In FY 2001, the NRC provided training to
ANRA personnel in such areas as fire protection, radiation embrittlement of metals, radioactive waste and
spent-fuel management, seismic issues and decommissioning of nuclear power plants. NRC also helped ANRA
develop a safety analysis review capability.

Social-Sector Programs

USAID Census Support: USAID-funded technical assistance provided through the U.S. Bureau of the Census
in early FY 2002 helped ensure that the population census conducted by the Government of Armenia in October
2001 (with the support of USAID and other international donors) was effectively concluded and will provide
meaningful data and census derivative products critical to effective planning, resource management, and
implementation of reforms. The 2001 census was the first Armenian census since the country's independence
and is the first modern census to be conducted by any country in the South Caucasus region since the collapse
of the Soviet Union.
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USAID/Ani and Narad Memorial Fund Child Immunization Endowment: In FY 2001, USAID entered into a
cooperative agreement with the Ani and Narad Memorial Fund to establish Armenian Immunization 2000 (A/2K),
Program, the goal of which is to develop an endowment that would ensure a constant source of financing for the
provision of vaccines for children immunized through Armenia's National Immunization Program. USAID’s
challenge grant of $400,000 is expected to result in extensive leveraging of private funds to meet the $1.6
million level necessary to sustain the program.

USAID Social-Sector Reform Programs: USAID’s Social-Sector Transition Program was initiated in fall 2000
to help Armenia establish a framework for sustainable social insurance systems (e.g., health, pension, disability
and unemployment), support improvements in the effectiveness and efficiency in the delivery of social
assistance and primary health care, and provide urgent social and health care services and information to the
most vulnerable. The program integrates the existing USAID-sponsored health partnership program,
reproductive health activities, and strategies for addressing infectious diseases, including sexually transmitted
infections such as HIV/AIDS. To complement this effort to improve the social welfare of local communities,
USAID is helping to finance and implement small-scale public works projects in targeted regions that provide
income to the vulnerable while improving community infrastructure. The Social-Sector Transition Program
achieved the following results in FY 2001:

e Social Assistance: USAID supported the creation of the Nemrout Center, a centralized data processing
and information center operated by the Ministry of Social Security that is necessary to implement the
poverty family benefit (PFB) system, which provides cash payments to nearly 200,000 families in Armenia
that are otherwise unable to meet their basic subsistence needs. After the Center was opened, USAID
assisted in the transfer of the USAID-funded PAROS database to the Nemrout Center and is working to
improve the system to ensure better targeting to the most vulnerable populations and more efficient, fair and
professional administration of the program within the network of Regional Social Security Centers operating
throughout the country.

e Social Insurance: Following the approval of the Armenian Government’s concept for pension reform,
USAID assisted in the drafting and implementation of legal reforms to reduce the economic burden and
inequities of the current privileged-pension system, allowing for personified reporting of future pension
contributions, and protection of privacy in the government’s management of personal information. As of the
end of FY 2001, three landmark pieces of legislation had been referred to the National Assembly for
adoption. USAID also provided technical support to establish a capacity to conduct actuarial analyses
critical to sustainable pension program administration. Additional assistance was given in establishing the
foundation for future private pension programs and to avoid the kinds of potentially corrupt schemes that
have plagued other transitional economies.

e Health-Care Reform: Working closely with the World Bank, USAID launched a comprehensive effort to
establish a health information system (HIS) in Armenia that will serve as the backbone of health finance
reform and health policy formation and implementation. Building on technical assistance provided by
USAID to the Ministry of Health in the area of project packaging, the World Bank recently implemented a
$500,000 tender process for the computerization of the HIS. Ongoing USAID technical assistance will help
ensure that the HIS is used effectively. USAID also coordinated its program with an ongoing project to
promote the training and deployment of family medicine physicians to apply the Ministry of Health’s primary
care strategy. USAID provided the design expertise for a new National Family Medicine Clinical Training
Center located at Yerevan Polyclinic No. 17, which is currently being remodeled with World Bank credits. In
addition, USAID began designing a training curriculum to be used at the site and will mobilize trainers and
technical experts to assure its successful and sustainable operation. USAID has also taken the preliminary
steps to launch a program to implement primary care and family medicine in Lori Marz (Province). The
lessons learned through this pilot effort will be applied in replication projects throughout Armenia.

e Health and Social Information: In FY 2001, USAID initiated several activities to ensure the gathering and
analysis of essential social data, so that it can be used to assess the social needs of vulnerable populations
and to monitor the effectiveness of assistance programs. USAID supported a demographic and health
survey whose preliminary data have already been made available. USAID is also helping the National
Statistical Service institutionalize its annual household income and expenditure survey, which had
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previously been undertaken only sporadically with international financing. This effort included a wide variety
of technical assistance and training in data management and statistical analysis.

e Other Social-Sector Activities: Through a series of agreements with international and U.S.-based NGOs,
USAID implemented a number of assistance programs to provide medical and nutritional support directly to
vulnerable populations in Armenia. Each of these programs emphasized the need to establish sustainable
approaches toward service delivery. Activities included visits by mobile medical teams and outreach to rural
populations, school feeding programs relying on parent councils to assume a leadership role in program
management, feeding programs for the elderly, and targeted food distribution. USAID also implemented a
public works program to provide short-term income opportunities for long-term unemployed through projects
to improve the community in which they live. In addition, NGO training and grant programs were
implemented to engage civil society more effectively in the reform process and in the delivery of needed
services.

Earthquake-Zone Housing Programs: The USAID-funded Housing Certificate Pilot Program in the city of
Gyumri has enabled over 300 families that had lost their homes in the 1988 earthquake to purchase decent,
permanent apartments, while their temporary shelters were removed and a playground and park was
established on the site of their temporary shelters. This successful pilot program is the basis of the two-year,
$20 million USAID Earthquake Zone Recovery Program, under which 4,000 such families in the Lori and Shirak
regions will be re-housed through the issuance of housing certificates and housing improvement grants. An
optional third year would provide $10 million to house an additional 3,000 households. This program is a key
element in the Armenian Government's initiative to coordinate the projects of international donors and its own
resources in order to house some 12,000 families and accelerate the reconstruction and economic
redevelopment of this hard-hit region of the country.

Security, Regional Stability and Law Enforcement Programs

U.S. Department of State — Export Control and Related Border Security (EXBS) Program: The
Government of Armenia has demonstrated its commitment to cooperate with the United States in preventing the
proliferation of weapons of mass destruction and other types of weapons and related technology. The EXBS
Program for Armenia, which was funded at a level of $2 million in FY 2000 and $1.5 million in FY 2001 in both
FREEDOM Support Act (FSA) and Nonproliferation, Anti-terrorism, Demining and Related Activities (NADR)
funds, has provided equipment and training to Armenia to enhance its capabilities and infrastructure to deter,
detect and interdict weapons proliferation. EXBS assistance has helped Armenia establish a high-level
interagency export-control coordinating commission, reflecting Armenia's increased commitment to export
controls. The Armenian Border Guards have led this effort, with assistance from the Department of Civil
Aviation and the Armenian Nuclear Regulatory Authority. An EXBS Program Advisor was assigned to Yerevan
in September 2001 to oversee the bilateral cooperative program. In addition to delivering over $1 million in
detection, interdiction and enforcement support equipment, the EXBS Program also provided training through an
executive exchange program and organized a parliamentary forum. The U.S. Government also provided four X-
ray units for detection of illicit trafficking, and the U.S. Department of Energy provided special U.S.-based
training for Armenian personnel in the detection of nuclear, chemical and biological weapons delivery systems.

U.S. Department of State — Science Centers / Nonproliferation Programs: Armenia is an active member of
the State Department-supported International Science and Technology Center (ISTC) in Moscow, which
provides former Soviet weapons scientists with opportunities to work on peaceful civilian research projects,
reducing the temptation for them to sell their expertise to countries of proliferation concern. The U.S.
Government supported an estimated $1 million in Science Center activities in Armenia in FY 2001. In addition,
in 2001, the staff of the Biotechnology Engagement Program (BTEP) of the U.S. Department of Health and
Human Services (HHS) conducted an exploratory visit to Armenia to identify and assess institutes for potential
BTEP involvement.

U.S. Department of State — Support for the Civilian Research and Development Foundation (CRDF): In
FY 2001, the U.S. Government provided an estimated $2.5 million in assistance through CRDF to promote
participation of Armenian former weapons scientists in peaceful research projects supported by CRDF. In FY
2001, CRDF made seven research grant awards to Armenia, including five involving former defense scientists.
CRDF received 96 proposals, a 60-percent increase over the previous year. CRDF awarded five travel grants
to Armenian scientists and continued to provide assistance to help the Armenian National Foundation of
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Science and Advanced Technologies (NFSAT) develop its institutional capacity. NFSAT is conducting its own
peer review and administering most of its programs under a $1.2 million CRDF award, including a project to
improve Internet access for scientists in Armenia, grants for short-term research in the United States, and
specialized training for NFSAT staff to facilitate the organization's self-sustainability. The Molecular Structure
Research Center—a Regional Experimental Support Center (RESC) project—continues to use a mass
spectrometer provided by the CRDF in 1997 and is virtually self-financing. A second Armenian RESC site is at
the Gulbenkian Research and Drug-Quality Control Laboratories of the Drug and Medical Technology Agency.

U.S. Department of Defense (DoD) — Cooperative Threat Reduction/Defense and Military Contacts:

U.S. Defense and Military Contacts with the Armenian Ministry of Defense were increased in FY 2001. U.S.
European Command (EUCOM) contact teams visited Yerevan to provide instruction on a variety of topics,
including civilian control of the military, and Armenian defense officials participated in training courses at DoD’s
Marshall Center in Germany.

DoD/U.S. Customs Service (USCS) Counter-Proliferation Program: In April 2001, Armenia's National
Assembly ratified a U.S.-Armenian agreement on cooperation in counter-proliferation, providing a framework for
the provision of equipment and training under the DoD/USCS Counter-Proliferation Program. In FY 2001, an
estimated $540,000 in assistance was initiated with the Armenian Customs Commission and the Armenian
Border Guards. While the Border Guards have been very receptive to this assistance, Armenia's customs
authorities have been relatively unresponsive.

U.S. Department of State — Anti-Crime Training and Technical Assistance (ACTTA) Program: In FY 2001,
the State Department’s Bureau of International Narcotics and Law Enforcement Affairs (INL) signed a Letter of
Agreement (LOA) on Narcotics Control and Law Enforcement Assistance with the Government of Armenia. The
LOA was the first step to full implementation of the INL program, making it possible to offer training and
equipment to Armenian law enforcement agencies, including the Ministry of Internal Affairs and the Office of the
Prosecutor General. These activities have been “in the pipeline” for the past three years, but could not be
implemented in the absence of an LOA. In close coordination with the various U.S. law enforcement agencies
that carry out INL-funded programs, Armenian law enforcement agencies and the U.S. Embassy in Yerevan, the
INL Bureau developed a training program comprised of four projects: (1) a law enforcement agency
development program aimed at enhancing and modernizing Armenia’s Police Academy and Ministry of Internal
Affairs In-Service Training Center; (2) a judicial transparency program, which will further develop the abilities of
the instructor cadre and training materials of the new Prosecutorial Research and Training Center (under the
Soviet system, all prosecutorial training for Armenia was conducted in Russia or Ukraine); (3) a forensic institute
development program aimed at creating transparency and quality assurance in the area of forensics and
providing modern methods and equipment, as well as a broad training program that includes instruction in
human resources, laboratory management, quality assurance, evidence collection, preservation and analysis;
and (4) a law enforcement Internet program, which is still under development but is intended to connect law
enforcement agencies and the judiciary to facilitate information exchange, database management, and
research, as well as to create connections between U.S. and Armenian law enforcement agencies. Major
training topics will include combating organized crime, trafficking in persons, international money laundering and
development of basic law enforcement techniques. The INL Bureau is conducting similar training programs in
Georgia, which has many of the same priority training goals—this creates an opportunity to combine courses for
Georgia and Armenia, thus maximizing cost-effectiveness and enhancing regional cooperation among law
enforcement officials. Efforts to promote regional cooperation with Azerbaijani law enforcement officials were
precluded by Section 907 of the FREEDOM Support Act, which restricts certain types of U.S. assistance to the
Government of Azerbaijan. Although priority was given to negotiating the LOA and developing programs,
several training courses were offered in FY 2001, and INL provided supplemental support for a forensic lab
project and continued funding for an INL project manager at the U.S. Embassy in Yerevan.

U.S. Department of Justice (DOJ) — Criminal Justice Programs: In January 2001, DOJ’s Office of Overseas
Prosecutorial Development, Assistance and Training (OPDAT) conducted an assessment of Armenia’s criminal
justice system. An Assistant U.S. Attorney from the Central District of California spent six weeks in Armenia to
develop a better understanding of the current state of judicial reform in Armenia and to offer suggestions for
potential areas for OPDAT assistance. The assessment highlighted the need for legislative reform (especially
the passage of a criminal procedure code), more training for judges and defense attorneys, and assistance to
the Procuracy Training Institute, and suggested a program to strengthen ties between law enforcement officials
in the Los Angeles area and Armenia. In FY 2001, DOJ funded the efforts of American Bar Association's

18



Central and East European Law Initiative (ABA/CEELI) in the following areas: defense bar and procuracy
reform, counter-narcotics, combating human trafficking, and constitutional and criminal procedure reform.
Under the DOJ/CEELI Program, a defense bar working group met on a biweekly basis to discuss changes in
practice brought about by the new Code of Criminal Procedure and to work on practical problem-solving
activities. The DOJ/CEELI Program also worked with defense attorneys, prosecutors and judges to develop an
advocacy skills course for law students and young lawyers. In May 2001, in cooperation with the Miami-Dade
County Public Defender’s Office and the U.S. Attorney’s Office in Miami, DOJ and ABA/CEELI conducted a
U.S.-based program on the role of the advocate in the adversarial system for eight members of the Armenian
defense bar, who were given an opportunity to observe state and federal court proceedings and meet with court
personnel, defense attorneys, prosecutors, investigators and voluntary legal associations. OPDAT and
ABA/CEELI also conducted a four-day conference on counter-narcotics investigations and prosecutions at the
Procuracy Training Institute in Yerevan. A group of twenty Georgians also attended the conference, whose
topics included the use confidential informants and undercover agents, plea bargaining, and working to the top
of a narcotics-trafficking organization to successfully prosecute the leaders. In the latter part of FY 2001,
OPDAT and ABA/CEELI worked with the U.S. Embassy to identify ways to improve the Procuracy Training
Institute. OPDAT also encouraged the Armenian Procuracy to identify a core group of Armenian practitioners to
serve as instructors at the Institute. Progress in reforming the Armenian criminal justice system over the last
year has been slow mainly due to the lack of viable legislation. Armenia has yet to pass a criminal code that is
in compliance with international standards. Though a new Criminal Procedure Code has been in effect for a
couple of years, Armenia has been slow to adopt implementing legislation and make the changes necessary for
successful implementation. In FY 2002, OPDAT and ABA/CEELI will help develop legislation that is in
compliance with international standards. Given the new worldwide interest in freezing terrorist assets and the
need for countries such as Armenia to adopt viable money laundering laws, OPDAT will also develop a program
that will encourage the Armenians to pass a Council of Europe (COE)- and Financial Action Task Force (FATF)-
compliant money laundering law. OPDAT will also work with the U.S. Embassy to develop a long-term plan for
increasing the effectiveness and sustainability of the Procuracy Training Institute.

Humanitarian Programs

Only 15 percent of Armenia’s FY 2001 FREEDOM Support Act assistance budget was allocated to humanitarian
assistance—a reduction from 19 percent in FY 2000 and 22 percent in FY 1999. This decrease reflects the U.S.
Government’s goal of reducing humanitarian assistance in favor of development assistance and private-sector
job creation—a goal shared by the Armenian Government—and an increased emphasis on social-sector reform.
Over the past three years, the Government of Armenia has demonstrated an improved ability and desire to
identify and target assistance towards vulnerable groups. However, the government continues to face severe
budget constraints that limit its ability to assume more responsibility for maintaining and strengthening the social
safety net for the most vulnerable segments of the population. Moreover, drought continued to plague areas of
Armenia in FY 2001, with the hardest-hit areas being in the south, particularly in Sisyan Marz (Province). In
response to this urgent need, the U.S. Government continued to provide drought relief as described below.

U.S. Department of Agriculture — Food Assistance: Under its Section 416(b) Program, USDA allocated $5.6
million for the provision of approximately 15,200 metric tons of food commodities to Armenia through the United
Nations World Food Program’s (WFP) Emergency Feeding Program. The WFP distributed the commodities to
subsistence farmers suffering from the continuing effects of the drought in Armenia’s southern provinces.

U.S. Department of Defense — U.S. European Command (EUCOM) Humanitarian Assistance: In FY 2001,

EUCOM delivered $246,000 in blankets, tents, vehicles, water-treatment equipment and medical supplies to

Armenia at a cost of $17,000. In addition, 47 wells were drilled and disaster response training was provided at a

combined cost of $240,000.

e EUCOM Support for Well-Drilling: In response to a special request from the U.S. Ambassador, EUCOM
allocated $330,000 from its FY 2001 Humanitarian Assistance Fund for the construction or rehabilitation of
40 village wells for irrigation and domestic water supply. This funding, which was provided to alleviate some
of the impact of the drought in the higher elevations of Armenia, was provided through USDA’s Agricultural
Marketing Assistance Project (MAP), which is coordinating this effort and is working with the Foundation for
Applied Research and Agribusiness (FARA).

e EUCOM Donations of Excess Humanitarian Commodities: EUCOM'’s Office of Humanitarian Assistance
provided the Armenian Red Cross with sufficient tents, bedding, clothing and other supplies to construct a
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500-person temporary shelter. EUCOM also provided eight vehicles to the Armenian offices of UNESCO.
The equipment provided by EUCOM came from its excess property stockpiles.

U.S. Department of State — Operation Provide Hope: In FY 2001, the Humanitarian Programs Division of the
Office of the Coordinator of U.S. Assistance to Europe and Eurasia transported an estimated $7.62 million in
privately donated humanitarian commodities—primarily medicines, medical supplies and food—to Armenia at a
cost of $2.01 million to the U.S. Government. These commodities were distributed through U.S. private
voluntary organizations (PVOs), including the United Methodist Committee on Relief (UMCOR), CitiHope
International, the United Armenian Fund, and the Women's Health Care Association.

U.S. Department of State — Office of Humanitarian Demining Programs: In FY 2001, the Department of
State initiated a $1.2 million humanitarian demining program for Armenia, the goal of which is to help the
Armenian Government develop an independent demining capacity by FY 2003. Demining training is being
conducted by Ronco under contract with the Office of Humanitarian Demining Programs of the State
Department’s Bureau of Political-Military Affairs. The U.S. Department of Defense will assist in this effort by
sending training teams and equipment to Armenia in FY 2002.

Partnership Programs

e USAID Health Care Partnerships: In FY 2001, USAID continued to support several health care partnerships
between U.S. and Armenian organizations, including one between the University of California-Los Angeles
(UCLA) Medical Center and the Lori Regional Healthcare Administration, one between CARE New
England/Lifespan Health Systems and the Gegharkunik Regional Healthcare Management Department, and
one between the University of Texas at Galveston Medical Branch with the Armavir Regional Healthcare
Administration. During the past year, partnership activities were focused on the screening and treatment of
hypertension, patient education, training in cardiovascular disease/stroke, breast cancer, diabetes, and
disaster preparedness, as well as the development of educational resource centers. In addition, a new
partnership was established between the Armenian-American Mammography University Center in Yerevan
and the Armenian-American Cultural Association in Washington, DC. These partnerships focused on
improving community-based primary health care through the development of clinical practice guidelines for
hypertension, thoracic pain and diabetes, provision of free health screening services and counseling, patient
education, training and re-training in cardiovascular disease/stroke, breast cancer, diabetes, disaster
preparedness, etc. In 2001, the partnerships sponsored training for a total of 1,162 participants.

U.S. Department of State — University Partnerships: The Public Affairs Section of the U.S. Embassy is
currently sponsoring five university partnerships in Armenia: one between the Yerevan State Institute of National
Economics and Florida State University, one between the Journalism Department of Yerevan State University
and Middlesex Community College in cooperation with Northeastern University and the Cambridge-Yerevan
Sister City Association, one between the Economics/Business Department of Yerevan State University and the
University of California-Fresno, one between the American University of Armenia and Miami University of Ohio
in the field of public finance, and one between Grambling State University and the State Engineering University
of Armenia in business education. These partnership programs continue to support exchanges of faculty and
administrators for a combination of teaching, lecturing, faculty and curriculum development, collaborative
research, and outreach programs.

Cross-Sectoral Programs

Eurasia Foundation: In FY 2001, with support from USAID, the Eurasia Foundation awarded 50 grants totaling
$1.2 million to Armenian NGOs working to support civil society-building, private enterprise development and
public administration and policy. Among these were grants to seven municipalities to help them establish citizen
information centers (CICs), which are located in city halls and provide citizens with access to information about
the operations of their local governments. The Eurasia Foundation also awarded grants to five organizations to
open certification centers for Oracle, Microsoft and CISCO systems. These certification centers will enable
students to increase their skills and seek better employment. In addition, the Foundation’s Southern Caucasus
Cooperation Project (SCCP)—which was initiated in 2000 to facilitate greater contact and cooperation among
leading NGOs in Armenia, Azerbaijan, and Georgia, and to help overcome the political and economic obstacles
to regional integration—made 36 grants totaling $429,000 to Armenian NGOs working with partner
organizations in Azerbaijan and Georgia.
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Peace Corps: Over the past nine years, the Peace Corps has placed more than 290 volunteers (PCVs) in

Armenia as community workers with core assignments in three areas: teaching English as a foreign language,

business education and community development, and community health education. In FY 2001, more than 60

PCVs were serving in 28 sites and nine regions of Armenia. PCVs have collaborated with several U.S. NGOs,

including the United Methodist Committee on Relief (UMCOR), Save the Children, World Learning, Catholic

Relief Services, World Vision, the Latter-Day Saints, the Adventist Development and Relief Agency (ADRA), the

Academy for Educational Development (AED), the International Executive Service Corps (IESC), the

Foundation for International Community Assistance (FINCA), the Armenian English Language Teachers’

Association, the Eurasia Foundation, the Soros-funded Open Society Institute, and many others. Several PCVs

who have completed their service have remained in or returned to Armenia and are providing expertise and

cultural understanding in their work with development organizations, including the American University of

Armenia (AUA), World Bank, IESC, UMCOR, USDA, World Vision, Habitat for Humanity, the Future Leaders

Exchange (FLEX) Program and the International Research and Exchanges Board (IREX). One former PCV has

started an Armenian volunteer corps that brings Armenian diaspora volunteers to Armenia for one year of

service in development.

o Business Education and Community Development: PCVs taught accounting, business management,
marketing and economics in technical institutes and universities, and worked with entrepreneurs and local
NGOs and development organizations to strengthen their management skills and help them implement their
programs. Volunteers helped Armenian communities and organizations develop their tourism potential by
assisting with the development of marketing materials and trade shows.

e Teaching English as a Foreign Language (TEFL): PCVs taught English and conducted teacher training
in primary and secondary schools and universities. PCVs also introduced critical thinking in classroom work
and conducted in-service training, co-teaching and co-planning. In collaboration with the U.S. Embassy’s
Public Affairs Office and the Armenian English Language Teachers’ Association, PCVs and Armenian
teachers organized a nationwide traveling teachers’ workshop.

e Community Health Education: PCVs worked with schools, polyclinics, medical colleges, mental health
centers and child/maternal health clinics. They also worked with local NGOs, development organizations
and Armenia’s Ministry of Health. Volunteers trained teachers and parents on nutrition, child nutrition
(breastfeeding), basic hygiene and gave seminars on women'’s health issues.

In addition to its three core programs, the Peace Corps implemented six cross-sectoral development initiatives

in Armenia in FY 2001, and awarded 12 grants through the Small Project Assistance (SPA) Program:

o The Village Outreach Initiative places PCVs to teach English and health education in village schools.
Volunteers placed in regional centers conducted village outreach activities in English, business and health
education. Volunteers helped villages gain access to the resources of development organizations and in-
country donors.

e The Information Technology Initiative integrates information technology training and applications in all
Peace Corps projects and has helped Armenian NGOs develop websites. Volunteers have established
computer and language information centers throughout the country.

e The Gender and Development Initiative promotes better understanding of gender issues in the
development process. PCVs conducted girls’ leadership summer camps and career resource workshops to
help girls build self-esteem, confidence and understanding of their career choices and opportunities.

o The Community Development Initiative facilitates community cooperation in small community projects.
PCVs have helped establish language and resource centers and upgrade school facilities; organize
community events to foster cooperation; book and resource donations from churches and various donors;
and worked with orphanages and the disabled.

e The Environmental Awareness Pilot Project was launched in FY 2001 to expand Peace Corps’ work in
the environmental sector. PCVs organized a series of ecology camps (eco-camps) that provided nearly 90
young Armenians with interactive training on conservation, water and air quality, deforestation and basic
ecological concepts. Eco-camps were organized in three regions of Armenia in collaboration with
Armenians interested in the environment, youth, Catholic Relief Services (CRS) and USDA. Volunteers
developed an environmental curriculum guide in English and Armenian for these activities.

e Youth Development has been part of PCV activities for several years. Volunteers have organized youth
sports teams and have acquired sports equipment through the Sporting Goods Equipment Manufacturers’
Association. Armenian youth represent a great resource for development work in Armenia. Youth are the
focus of Peace Corps work in environment, gender and development and information technologies.
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Volunteers have organized career development seminars to help Armenian youth build confidence, self-
esteem and to develop skills in resume writing and networking.

e Small Project Assistance (SPA) Program: In FY 2001, the SPA Program awarded 12 grants totaling almost
$40,000 to support PCV-implemented projects in the areas of education, health, business and municipal
development. The business-related grants focused on strengthening the infrastructure capability of resource
centers through information technology. In education, SPA grants were awarded to repair and renovate
classroom and living quarters at schools. One education activity focused on providing opportunities for
disabled students. In Vanadzor, a SPA grant facilitated the development of a human rights education center.

Programs Promoting the Objectives of the Silk Road Strategy Act (SRSA) of 1999

In FY 2001, a number of U.S. Government-funded assistance programs contributed to the objectives laid out in
the SRSA: promoting reconciliation and recovery from regional conflicts; fostering economic growth and
development; promoting infrastructure development; increasing border control capabilities; and promoting
democracy, tolerance, and the development of civil society. Please see the above sections for numerous
examples of programs that contributed to one or more of these objectives.

Preview of FY 2002 Programs

In FY 2002, the U.S. Government will continue to focus on increasing the demonstrable benefit of U.S.
Government-funded assistance to average Armenian citizens and to their standard of living, thereby building
and sustaining popular and political support for the implementation of democratic and economic reform
measures needed for creating a free-market democracy. The U.S. Government will seek to accomplish this
goal by designing and/or implementing the following types of assistance programs:

e Programs that stimulate growth and competition in the private sector and increase investment by both the
private and public sectors, with a special focus on job creation in a market economy and combating
corruption. Particular emphasis will be given to developing and supporting business opportunities in the
information technology, agribusiness and tourism sectors.

e Programs to strengthen the sustainability of the Association of Accountants and Auditors of Armenia
(AAAA), through a partnership between the AAAA and a partner accounting body, and improve the quality of
accounting and auditing curricula at higher educational institutions, through cooperation with a partner
university.

e A partnership between the International Real Property Federation and Armenian real estate professionals in
order to establish one or two market-oriented professional associations in the areas of brokerage/property
management and appraisal; to develop an ethical and trained real estate profession committed to protection
of the public; and to assist in the creation of free, efficient, honest and equitable real estate markets.

e Technical assistance to the Armenian Government bodies responsible for competition policy, and the
supervision and regulation of civil aviation, telecommunications, and insurance. USAID will continue
activities intended to improve the legal and regulatory environment that promotes private sector activity.

e Programs to enhance Armenia's energy security by developing a safe and sustainable energy sector
integrated into broader regional approaches.

e Programs to improve investor confidence and business development, and promote democracy and the rule
of law by supporting a vigorous anti-corruption effort in coordination with the Government of Armenia and
the international donor community, including the Armenian diaspora.

e Programs to enhance the ability of the National Assembly to perform economic and legislative analysis,
conduct constituent outreach; and enhance its accessibility to the media and citizens.

e Programs that promote greater community activism and involvement and citizen participation in governance,
with a special emphasis on women'’s participation and leadership.

e Education programs, including partnerships, curriculum development, and U.S.-based degree programs for
Armenians. The School Internet Connectivity Program will be expanded significantly in response to a
congressional earmark.

e Programs to strengthen public support for continuation of economic reforms by bolstering the social-sector
safety net.

e Ongoing assistance programs in the earthquake zone.

e Programs to enhance foreign investor confidence in regional security and stability by stimulating regional
integration and cooperation (e.g., through the Baku-Yerevan Weekly “Spacebridge” Television Program).

e The Humanitarian Demining Program for Armenia, including the provision of training teams and equipment.
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e Programs to enhance Armenia's capabilities to control its borders to prevent illicit trafficking and promote
legitimate commerce.

e Technical assistance with the development of a television studio, a radio broadcast studio and other
equipment for the Armenian Government’s soon-to-be-established Emergency Broadcast Center, which will
give the Armenian Government the ability to develop its own public awareness programs as they relate to
public conduct during a natural or man-made disaster.

¢ Integrated pest management programs and applied research trials to address the serious disease problems
plaguing processing tomatoes.

The U.S. Government will also continue its high-priority security assistance efforts in Armenia.
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FY 2001 FUNDS BUDGETED FOR
U.S. GOVERNMENT ASSISTANCE TO ARMENIA

(millions of dollars, rounded to the nearest $10,000, as of 12/31/01)

FREEDOM SUPPORT ACT (FSA) FUNDS

USAID / E&E - BUREAU FOR EUROPE & EURASIA

- Private-Sector Development 15.35
- Energy-Sector Reform 6.00
- Environmental Management 0.50
- Democratic Reform 9.48
- Social-Sector Reform 14.47
- Cross-Cutting / Special Initiatives 8.44
- Eurasia Foundation 2.00
TOTAL USAID 56.24
TRANSFERS TO OTHER AGENCIES
U.S. DEPARTMENT OF COMMERCE - SABIT, BISNIS 0.36
U.S. DEPARTMENT OF ENERGY - Nuclear Reactor Safety 4.00
U.S. DEPARTMENT OF STATE - EUR/ACE - HUMANITARIAN ASSISTANCE
- Transportation Costs and Grants 1.00
- Cargo Value (DoD excess and privately donated, not included in total below) 7.62
TOTAL COORDINATOR'S OFFICE HUMANITARIAN ASSISTANCE 8.62
U.S. DEPARTMENT OF STATE
- INL Bureau - Anti-Crime Training & Technical Assistance (ACTTA) 0.10
- Export Control & Related Border Security (EXBS) 1.00
- ECA Bureau - Public Diplomacy Programs 11.26
- EUR Bureau - Public Diplomacy Programs 0.40
- International Information Programs (lIP) 0.04
TOTAL U.S. DEPARTMENT OF STATE 12.80
U.S. DEPARTMENT OF JUSTICE - Criminal Law Assistance 0.20
CIVILIAN R&D FOUNDATION (NSF/CRDF) 2.50
U.S. NUCLEAR REGULATORY COMMISSION (NRC) 0.60
U.S. DEPT. OF AGRICULTURE (USDA) - MAP, Cochran Fellowships 7.40
U.S. DEPT. OF THE TREASURY - Technical Advisors 0.80
TOTAL TRANSFERS TO OTHER AGENCIES 29.66
PERFORMANCE FUNDS 417
TOTAL FY 2001 FREEDOM SUPPORT ACT
(FSA) FUNDS BUDGETED 90.06
OTHER AGENCY FUNDS
USAID - P.L. 480, Title Il Food Assistance 0.32
U.S. DEPARTMENT OF DEFENSE 0.92
U.S. DEPARTMENT OF AGRICULTURE - Food Assistance 5.59
U.S. DEPARTMENT OF STATE
- NADR / Export Control & Related Border Security (EXBS) 0.50
- NADR / Science Centers 1.00
- ECA Bureau - Public Diplomacy Programs (ECE account) 0.28
- International Information Programs (1IP) 0.03
TOTAL U.S. DEPARTMENT OF STATE 1.81
PEACE CORPS 1.00
TOTAL FY 2001 AGENCY FUNDS BUDGETED 9.64
TOTAL FY 2001 U.S. GOVERNMENT
(FSA + OTHER AGENCY) FUNDS BUDGETED 99.71

For additional details, please see charts in Appendix of this report.




COORDINATOR'S OFFICE HUMANITARIAN ASSISTANCE TO ARMENIA

The following is a listing of humanitarian assistance funded by the Office of the Coordinator of U.S. Assistance to Europe and Eurasia (EUR/ACE),
including air and surface transportation of U.S. Government excess property and privately donated commodities
(food, clothing and medical supplies/equipment), grants and special projects. (Values are in millions of dollars.)

FISCAL YR. METHOD FLIGHTS CONTAINERS TRANSPORT/GRANTS CARGO VALUE TOTAL

1992 Airlift 17 1.84 22.47
1992 Surface 4 0.02 2.80
Operation Provide Hope Il (Food&Med.) 0.10 1.06
EUR/ACE Admin & Program Support 0.76
JFY 1992 TOTAL 17 4 2,72 26.33 | 20.05 |
1993 Airlift 22 3.05 7.78
1993 Surface 1024 6.08 23.92
CARE Grant 0.83
Fuel Shipments (Mazout) 5.15
EUR/ACE Admin & Program Support 7.71
JFY 1993 TOTAL 22 1024 22.82 31.70 | 5452 |
1994 Airlift 5 0.70 10.35
1994 Surface 152 1.60 5.93
Japanese Kerosene 0.50
Fuel Shipments (Mazout) 3.00
ATG Winter Wheat Seed 1.00
Caucasus Logistics Assistance Unit 1.75
CRS Grant 0.50
WFP Grant 1.50
CARE Grant 0.06
UMCOR Grant 0.25
EUR/ACE Admin & Program Support 2.60
JFY 1994 TOTAL 5 152 13.46 16.28 | 2074 |
1995 Airlift 9 0.92 12.87
1995 Surface 202 1.55 14.83
Winter & Spring Fertilizer 0.12
Winter Wheat & Barley Seed 0.43
Winter Diesel, Kerosene & Mazout 2.04
WFP Grant 0.95
Heart to Heart Grant 0.16
Counterpart Grant 0.10
CARE Grant 0.17
UMCOR Grant 0.33
EUR/ACE Admin & Program Support 1.39
JFY 1995 TOTAL 9 202 8.16 27.70 | 3586 |
1996 Airlift 8 0.96 19.04
1996 Surface 161 0.93 15.76
Barley Seed & 2,000 MT of Fall Wheat 0.30
UMCOR Grant 0.36
Counterpart Grant 0.18
EUR/ACE Admin & Program Support 0.26
JFY 1996 TOTAL 8 161 2.99 34.80 | 3779 |
1997 Airlift 1 0.13 2.05
1997 Surface 355 0.45 7.85
UMCOR Grant 0.30
DoD Excess Hospital (Yerevan-Oct'96) 1.82 13.18
EUR/ACE Admin & Program Support 0.81
JFY 1997 TOTAL 1 355 3.51 23.08 | 2659 |
1998 Airlift 3 0.31 9.97
1998 Surface 90 0.47 7.80
Counterpart Mammaography Clinic 0.02
UMCOR Grant 0.20
Citihope Grant 0.09
EUR/ACE Admin & Program Support 0.14

JFY 1998 TOTAL 3 90 1.23 17.77 | 19.00 |




COORDINATOR'S OFFICE HUMANITARIAN ASSISTANCE TO ARMENIA

FISCAL YR. METHOD FLIGHTS CONTAINERS TRANSPORT/GRANTS CARGO VALUE TOTAL
1999 Airlift 5 0.17 9.08
1999 Surface 159 0.59 10.07
CitiHope 0.18
UMCOR 0.16
EUR/ACE Admin & Program Support 0.35
[FY 1999 TOTAL 5 159 1.45 1915 | 2060 |
2000 Airlift 7 0.02 2.29
2000 Surface 24 0.12 4.80
UMCOR 0.17
Hellenic/Counterpart 0.21
DoD Followup Visit 2000 0.40
COUNTERPART Small Medium 0.03
IRD 0.18
EUR/ACE Admin & Program Support 0.10
|Fy 2000 TOTAL 7 24 1.22 7.09 | 831 |
2001 Airlift 4 0.02 3.67
2001 Surface 15 0.78 3.96
UMCOR 0.16
COUNTERPART Small Medium 0.03
HEART TO HEART 0.03
IRD 0.47
World Council of Hellenes 0.35
Global Transitions 0.02
EUR/ACE Admin & Program Support 0.15
|Fy 2001 TOTAL 4 15 2.01 7.62 | o964 |
ICUMULATIVE TOTAL 81 2186 59.56 211.52 I 271.08 I




AZERBAIJAN

Political Overview

In FY 2001, Azerbaijan continued to make incremental progress in improving the democratic foundation for its
government. Azerbaijan became a member of the Council of Europe (COE) in January 2001. The Government
of Azerbaijan is currently reviewing all of the country’s laws to ensure that they comply with COE obligations and
is undertaking other reforms required by its COE membership. The Parliament is currently combining all
election laws (presidential, parliamentary and municipal) into one law governing elections and referendums.
Although re-run parliamentary elections in January 2001 were procedurally better than November 2000,
numerous serious irregularities occurred. International experts trained local election officials who conducted
parliamentary by-elections in November 2001. Freedom of religion was generally respected. Corruption
remained a fundamental problem and continued to undermine democratic development and respect for the rule
of law.

Economic Overview

The Government of Azerbaijan made modest progress on structural and economic reform in 2001. An improved
tax code went into effect on January 1, 2001, and the government began to implement a second-stage
privatization program. In April 2001, the government consolidated the Ministries of Trade, Economics, State
Property, the State Anti-Monopoly Committee, and the Foreign Investment Agency into one Ministry of
Economic Development. The government also established a new Ministry of Fuel and Energy in April 2001 and
a Ministry of Ecology and Natural Resources in May 2001. Consolidation of the banking sector continued,
although no progress was made in privatizing the two remaining state banks. Important progress was made in
development of Azerbaijan's oil and gas sector, with the creation of a Sponsors’ Group to develop the Baku-
Thilisi-Ceyhan oil pipeline, the signing of a gas sales-purchase agreement with Turkey as part of the
development of the Shah Deniz gas field, and the sanctioning of the first phase of full-field development of the
Azeri-Chirag-Guneshli oil field. In the areas of commercial law, accounting standards, tax administration and
customs operations, practices in Azerbaijan continued to fall short of international standards and constitute
barriers to foreign investment and economic development. Licensing and regulatory practices remained
bureaucratic and non-transparent. Corruption was a major problem, discouraging investment in the non-energy
sector and requiring frequent advocacy on behalf of U.S. companies operating or seeking to operate in
Azerbaijan. Nevertheless, Azerbaijan's macroeconomic conditions improved in 2001. Foreign reserves
remained stable at about $680 million, and the country's State Qil Fund boasted assets of more than $480
million by year's end. Boosted by strong oil prices, Azerbaijan’s GDP increased at a rate of 9.4 percent for the
first ten months of 2001. Azerbaijan's currency, the manat, registered nominal depreciation of 3.7 percent in
2001, in accordance with the Government’s stated policy of gradual depreciation. Consumer price inflation
registered 1.7 percent year-to-year from January to September 2001.

U.S.-Azerbaijan Task Force for Economic Development

In March 2001, the U.S.-Azerbaijan Task Force (USATF) met in Azerbaijan to discuss macroeconomic policies,
Azerbaijan's accession to the World Trade Organization (WTO), privatization, and U.S. Government-funded
assistance programs in Azerbaijan. The meeting was attended by high-level officials from the U.S. and
Azerbaijani Governments. In addition to the formal USATF meetings, the U.S. Embassy in Baku holds interim
meetings in order to keep meeting topics on the agendas of decision-makers. The scheduled fall 2001 USATF
meeting, which was to have taken place in Washington, was postponed due to the events of September 11 and
took place in Azerbaijan on January 25, 2002. The next meeting is planned for September or October 2002 in
Washington.
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Overview of U.S. Government Assistance

In FY 2001, the U.S. Government provided an estimated $61.66 million in assistance to Azerbaijan, including
$36.67 million in FREEDOM Support Act (FSA) assistance ($36.32 million in FY 2001 funds and $350,000 in
prior-year funds), $2.01 million in U.S. Department of Agriculture food aid, $4.58 million in other U.S.
Government assistance, and privately donated and U.S. Defense Department excess humanitarian commodities
valued at $18.40 million. Of the $26 million in FREEDOM Support Act funds managed by USAID in FY 2001
($24 million in FY 2001 funds and $2 million in FY 2000 carryover funds), approximately $9.2 million was
allocated to humanitarian assistance; $8.2 million to economic restructuring programs; $5.1 million to
democracy and governance programs; and $3.5 million to cross-sectoral activities.

U.S. Government assistance to and cooperative efforts with Azerbaijan assumed greater importance in late FY
2001, given the Azerbaijani Government’s active support of the U.S. Government’s efforts to combat terrorism.
In recent years, U.S. assistance has focused on humanitarian relief, democracy-building and education, but U.S.
security assistance cooperation with Azerbaijan continued to expand in FY 2001. In compliance with the
constraints of the U.S. policy of evenhandedness in its interaction with Armenia and Azerbaijan, security related
assistance was provided only in areas permitted under Section 907 of the FREEDOM Support Act, which
prohibits certain types of assistance to the Government of Azerbaijan until it takes steps to lift its economic
blockades against Armenia. Since FY 1998, the U.S. Congress has exempted democracy programs, non-
proliferation programs, and trade and investment programs implemented by the U.S. Export-Import Bank,
Overseas Private Investment Corporation (OPIC), U.S. Trade and Development Agency, and U.S. and Foreign
Commercial Service from these restrictions. FY 2001 humanitarian assistance programs for internally displaced
persons (IDPs) and refugees continued to emphasize activities designed to create job opportunities and
increase income levels. Private-sector and democracy development programs remained key components of the
U.S. Government’s strategy to support development of a market economy and a democratic government in
Azerbaijan. New programs in security assistance, private-sector development and election preparedness more
clearly reflect the U.S. Government’s wide-ranging interests in this strategic area and present opportunities for
more extensive mutually beneficial cooperation as a result of President Bush’s January 2002 waiver of the
restrictions on U.S. Government assistance to the Government of Azerbaijan contained in Section 907 of the
FREEDOM Support Act.

Training, Exchange and Educational Reform Programs

Since FY 1993, U.S. Government-funded exchange programs have brought almost 1,700 Azerbaijani citizens to
the United States for short-term professional or long-term academic training, including some 400 in FY 2001
alone. These programs give participants an opportunity to develop their skills and establish valuable contacts
with U.S. counterparts. In particular, programs that target younger Azerbaijanis are extremely well received and
provide maximum benefits.

U.S. Department of State — Public Diplomacy Exchange Programs: In FY 2001, approximately 305
Azerbaijanis traveled to the United States under academic and professional exchange programs administered
by the U.S. Embassy's Public Affairs Section in collaboration with the Bureau of Educational and Cultural Affairs
(ECA). In FY 2001 the Future Leaders Exchange Program (FLEX) brought 55 Azerbaijani high school students
to the United States on a one-year exchange programs. In FY 2001, 30 Azerbaijanis participated in the Edmund
S. Muskie/FSA Graduate Fellowship Program. The Muskie/FSA Graduate Program is a critical component of
our reform efforts in Azerbaijan—program participants return home with master's degrees in business
administration, public administration, economics, public health, education, library science, journalism, etc., and
are well-prepared to assume positions of significant responsibility. By sharing their positive experiences with
family, friends and colleagues, Muskie/FSA Graduate Fellows also become informal goodwill ambassadors for
the United States. Program highlights are provided below:

e Community Connections: This program is being launched in Azerbaijan for the first time. A total of 40
Azerbaijani participants are expected to depart for the United States in 2002, including 20 small and
medium-sized entrepreneurs from Baku, 10 leaders of non-governmental organizations (NGOs) from the
Lenkoran/Masali region and 10 individuals involved in municipal government in the Ganja region.
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e Junior Faculty Development Program: A professor of social philosophy at Baku State University who
interned at Harvard University's Caspian Studies Program developed courses in conflict resolution for use in
Azerbaijan, including a course on ethnic conflicts in multicultural societies.

e Civic Education: Montana State University is working with a curriculum development team from Azerbaijan
to draft, pilot test and publish civic education curricular materials at the high-school level. Following the pilot
testing and publication of a teacher’s guide for civic education in Azerbaijan, the Ministry of Education
requested the development of 18 additional civic education courses to form a core curriculum on civic
education.

o Educational Advising: The U.S. Embassy's Public Affairs Section, in conjunction with the Soros-funded
Open Society Institute (OSI), supports educational advising through the Baku Education Information Center
and in Azerbaijan's regions through small advising offices at universities in Ganja, Lenkoran and
Mingechivir, as well as providing information for the OSI-supported regional library resource centers. The
program provides advice to individuals and groups on education in the United States and facilitates
preparation for various educational exams. The Public Affairs Section intends to work to increase the
professionalism of the educational advisors, especially in the regions.

USAID Global Training for Development (GTD): In FY 2001, the Academy for Educational Development
(AED) continued to implement in-country and out-of-country training programs in a variety of sectors, including
health, community development, social services, and private-sector development. A total of 280 Azerbaijani
citizens received training under the regular GTD Program: 253 of them received in-country training, 13 received
U.S.-based training and 14 received training in third countries.

USAID Agricultural Training: In FY 2001, USAID funded the continuation of an agricultural training program
that gave nine additional farmers from Lenkoran, Azerbaijan an opportunity to travel to Adana, Turkey, and
study agricultural techniques.

USAID Support for Junior Achievement: In FY 2001, USAID supported the introduction of a Junior
Achievement program in several Azerbaijani schools.

U.S. Department of Commerce — Special American Business Internship Training (SABIT) Program: The
SABIT program has trained over 25 Azerbaijani professionals in over a dozen professional fields, providing
exposure to U.S. business practices, goods and services. In FY 2001, SABIT provided training to four people
from Azerbaijan in the areas of in the areas of accounting, hotel management, hospital administration, and small
and medium enterprise association development. All four took part in the following specialized programs:
business management for women, services, and business association development. In FY 2001, eight
Azerbaijani SABIT alumni founded Business Partnership USA-Azerbaijan, an NGO whose mission is to promote
collaboration between Azerbaijani and U.S. businesses and attract new investment to Azerbaijan. The NGO will
help Azerbaijan’s small and medium-sized businesses identify U.S. partners, and will also assist U.S.
entrepreneurs working in Azerbaijan. FY 2002 SABIT programs will focus on transportation, infrastructure,
energy, and telecommunications.

U.S. Department of Agriculture (USDA) — Cochran Fellowship Program: In FY 2001, the Cochran
Fellowship Program selected seven Azerbaijani agricultural professionals to participate in U.S.-based training
programs, although the training did not actually begin until early FY 2002, when five participants received
training in livestock genetics and agricultural banking. Cochran training has helped Azerbaijani participants
improve the management of their farms and agribusinesses, and has facilitated the development of the first
agricultural magazine in Azerbaijan.

U.S. Department of State — Book Translation/Library Development: By presidential decree, as of August 1,
2001, all books and newspapers published in Azerbaijani must utilize the officially recognized Latin alphabet,
rather than the previously used Cyrillic alphabet. As a result, the lack of good, contemporary books published in
Latin-alphabet Azeri is more acute than ever, especially in areas that are the most critical for Azerbaijan's further
development. For this reason, the U.S. Embassy's Public Affairs Section (PAS) is continuing to develop new
book-publishing projects on democracy, human rights, a free media and market economics. Particular
emphasis is being placed on texts that can be used in schools and universities. The TUTU Publishing House
completed its U.S. Government-funded high school textbook project. The PAS has started a new grant with
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TUTU to complete a series of illustrated folk tales books for children, each in a language of one of the many
ethnic communities of Azerbaijan, with an Azeri translation in the Latin alphabet. In addition, the PAS continues
to support the activities of the Information Resources and Training Center for Librarians (IRTCL), which has
trained over 900 Azeri librarians and librarian trainers in more than 20 different courses in library science and
modern library practices, is providing Internet and database information resources for librarians, and is
collaborating with the country's most important libraries such as the Akhundov National Library and the Library
of the Academy of Sciences in instituting modern automated cataloguing, storage and preservation systems.
IRTCL's Azeri-language website has become a major resource for government officials, NGO leaders and
scholars in Azerbaijan and abroad to access a wide variety of information about Azerbaijan, including current
Azerbaijani legislation not available at any other sites. A recent project has been creation of a website of
classical Azeri literature in the Latin script and preparation of a CD-ROM of this collection. The IRTCL continues
to be the major institution in Azerbaijan providing training in the latest techniques and practices of library science
recognized throughout the world. IRTCL is helping Azerbaijan's libraries and universities transition from 70
years of Soviet isolation to the free and open exchange of information across the world.

Democracy Programs

U.S. Department of State — Democracy Fund Small Grants Program: In FY 2001, the U.S. Embassy’s
Democracy Commission awarded 23 small grants totaling approximately $210,000 to local NGOs working in
such areas as human rights, women'’s rights and business development. Funded activities included the
following: sponsoring women's leadership and business studies courses; establishing a union of Azerbaijani
handicraft artists; English language training for internally displaced persons; special media coverage on
Azerbaijan's nascent municipal governments; legal seminars for young journalists; seminars for newly elected
municipal leaders; NGO development support in areas outside the capital; legal and political rights seminars for
citizens in the regions; creation of a web-based resource of media law for journalists; completion and publication
of the results of a survey on the causes and effects of corruption; establishing a Women's Crisis Center;
publishing the second edition of a popular compilation of texts on democracy; and renovating a school
classroom to house Azerbaijan's first school-based television studio. The Democracy Commission has been an
effective and flexible funding mechanism, allowing the U.S. Embassy to provide modest, yet directed assistance
to organizations helping to nurture democracy at the grassroots level. The Democracy Commission is in fact
one of only a few donors that support non-registered NGOs, making its role as a donor essential to nurturing the
nascent elements of civil society in Azerbaijan.

U.S. Department of State — Internet Access and Training Program (IATP): Implemented by the International
Research and Exchanges Board (IREX) and administered by the Bureau of Educational and Cultural Affairs
(ECA), IATP has expanded its network of public-access Internet facilities beyond Baku to the country's regions,
including important centers such as Ganja, Lenkoran, Mingechevir and Sumgait, and some smaller cities. IATP
plans to establish a public-access Internet facility in the exclave of Nakhchivan in FY 2002. IATP provides
training on the practical utilization of Internet resources and advice on website design. This program is
collaborating closely with innovative initiatives of the Soros-funded Open Society Institute (OSI), installing
Internet access sites in OSl's regional library resource centers.

U.S. Department of State — Azerbaijan School Connectivity Program: This program, implemented by
Project Harmony, will enhance civic education by establishing Internet computer centers at no less than 10
schools in three communities in Azerbaijan (Baku, Ganja and Mingechevir). In addition to providing equipment,
the program will provide extensive training for educators, so that this resource can be used to enhance civic
education through online collaborative projects with partner schools in the United States and elsewhere. An
intensive train-the-trainers program for Azerbaijani educators will help teachers leverage online technology for
building civic education components into the curriculum at their schools. To this end, participating Azerbaijani
schools will partner with five U.S. schools to develop online collaborative projects. Caucasus-wide project work
and online events will explore regional issues of education reform, democracy building, and cross-cultural
appreciation. To date, two schools in Baku have been provided with Internet computer centers, and three more
were recently chosen for participation in the program.

USAID Election-Related Activities: In FY 2001, the International Foundation for Election Systems (IFES),
International Republican Institute (IRI) and National Democratic Institute (NDI) worked with governmental and
non-governmental bodies, providing assistance to the Central Election Commission (CEC) and precinct election
commissions (PECs).
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¢ International Foundation for Election Systems (IFES): In addition to conducting activities to inform the
Azerbaijani public about the electoral process, IFES continued to provide technical assistance to the CEC
and PECs. IFES assisted with the drafting of an election law, and after it was passed, IFES monitored and
advised the CEC and PECs on implementing the law. IFES has been effective at relationship-building with
the CEC and has strengthened the professional skills of CEC staff. However, IFES's work with the PECs
has been hampered by political interference. IFES nevertheless expects to provide the PECs with
professional development support beginning in early FY 2002.

o International Republican Institute (IRI) / National Democratic Institute (NDI): NDI's and IRI's
programming was disrupted during FY 2001 by the murder of IRI's country director. Nevertheless, IRI and
NDI provided training to each of the major political parties in preparation for elections. This assistance
helped the political parties improve their ability to communicate with voters and strengthened their
organizational structures and strategic planning. NDI also worked with two civic partners, For the Sake of
Civil Society (FSCS) and the Organization for the Protection of Women's Rights (OPWR), to conduct civic
education seminars on local government, recruiting and training of election monitors, auditing of voter lists,
conducting a parallel vote tabulation, and training of female candidates. NDI also worked with USAID
grantee Internews to prepare six segments of the political television roundtable "Ak Sada" (Echo).

USAID Local Government and Civic Education Programs: USAID-funded NGOs helped organize
Azerbaijan’s municipal councils, and IFES conducted activities to inform the Azerbaijani public about the role of
municipalities. Also, in preparation for expanding its municipality capacity-building and civic education
programs, IFES built a database of Azerbaijan's municipalities, including basic statistical and leadership
information about the municipalities, professional development skills needed by municipal leaders, civic
education topics and community concerns. The database allowed IFES to identify nine municipalities that it will
target for concentrated technical support in FY 2002, as well as 144 municipalities in which it will work on
general civic education programs.

USAID Independent Media Programs: USAID grantee Internews helped improve news quality and quantity,
strengthen the financial viability of media outlets and improve the professionalism of journalists. Internews also
supported media advocacy, advised on media-related legislative issues and carried out media association-
building activities. Internews conducted 19 training sessions and consultancies for journalists and media
outlets, produced 44 episodes of the Caucasus-wide program "Perekrestok" (Crossroads), 48 episodes of the
weekly news program "Na Isa" (So Anyway), 24 episodes of the cross-border (Azerbaijan-Armenia) space
bridge program "Front Line," six episodes of the political roundtable program "Ak Sada" (Echo), 10 election-
related public service announcements (PSAs), six documentary films and eight radio broadcasts of the news
program "Business Wave." Internews also provided assistance to Azerbaijan’s independent media on the
implementation of existing media-related legislation and the drafting of new legislation and policies that support
a free press. Internews helped regional stations organize the country’s first regional broadcasters’ association.
Together, the association and Internews actively advocated for the rights of broadcasters, particularly targeting
licensing issues. Internews succeeded in bringing to the forefront the licensing concerns of media outlets and
the censorship of journalists, and raised awareness of the need to increase the professionalism of journalists
and broadcasters.

USAID NGO Development Programs: With USAID funding, the Initiative for Social Action and Renewal in
Eurasia (ISAR) continued to implement an NGO development program, focusing its efforts in Baku, Sumgait,
and five rural regions of Azerbaijan. ISAR has taken a four-pronged approach to capacity-building of local
NGOs in Azerbaijan, including a grants program, a training program, an information and outreach program, and
an outreach program in Azerbaijan's regions. ISAR offers small and medium-sized grants to NGOs working on
environmental and social issues and small travel grants to local NGOs interested in participating in regional and
international NGO conferences and other activities. In addition, ISAR awards large grants of up to $20,000
(from a funding pool of $80,000 per year) to well-established organizations. The program also includes monthly
information sessions in each region; monthly NGO management training in one of Azerbaijan’s regions;
individual consultations on NGO development and proposal writing; information dissemination on grants
conferences, seminars and training; and assistance to the local NGO community on legislative issues.
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USAID Rule-of-Law Activities: The American Bar Association's USAID-funded Central and East European
Law Initiative (ABA/CEELI) began providing technical legal assistance to Azerbaijan in April 1999. ABA/CEELI
is helping to train trainers from the Legal Training Center who will then be better equipped to train legal
professionals working in Armenia's Ministry of Justice. ABA/CEELI also supports the reform of the legal
profession and operates a Legal Resource Center for Azerbaijani law professionals, university students and
NGOs. In FY 2001, over 8,500 visitors used the center. ABA/CEELI conducts biweekly continuing legal
education lectures in the field of commercial law for local lawyers, has developed a basic commercial legal skills
workshop, and is drafting a handbook for Azerbaijani commercial lawyers. ABA/CEELI works with the Legal
Education Society, a local NGO, on training law students in basic advocacy skills. ABA/CEELI's other activities
include the following: (1) providing judges, attorneys, and advocates with practical training and commentaries on
Azerbaijan's new legal codes and codes of procedure; (2) assisting the judiciary and the legal profession in
developing codes of ethics; (3) partnering with Azerbaijan's future bar association to develop and administer a
bar examination; (4) expanding and refining its legal clinic program and sponsoring an international Jessup moot
court competition; (5) helping women to gain better access to justice and knowledge about their legal rights; and
(6) conducting a legal literacy initiative for the general public.

U.S. Department of Defense — George C. Marshall Center: In FY 2001, U.S. European Command (EUCOM)
sponsored training for 12 Azerbaijani personnel under four different programs at the George C. Marshall Center
in Garmisch, Germany. In addition, the Marshall Center sent a mobile training team to Baku in November 2000
to present a two-week seminar on national security planning in a democracy. This seminar, which reinforced
the concept of civilian control of the military, was attended by more than 40 Azerbaijanis. Attendees came from
government departments, the National Assembly and academic institutions. Two general officers from the
Ministry of Defense (MOD) and one senior diplomat from the Ministry of Foreign Affairs (MFA) attended a two-
week senior executive seminar specifically designed to address security issues of interest to executives who
manage such issues at the national level. Two MOD executive officers and two senior MFA managers attended
a 15-week executive program in international and security affairs, which brought together experienced
executives and academics from throughout Europe and included study trips to Brussels and Berlin. One military
officer and two government civilians attended a nine-week “Leaders for the Twenty-First Century” seminar. This
event was designed for young, mid-level national security staffers and included a visit to a NATO regional
command, as well as a classroom exercise. One military officer and one MFA official attended a defense
economic reform seminar that examined defense industrial planning and procurement issues in the context of
reduced national expenditures.

U.S. Department of Defense — Defense Institute for International Legal Studies (DIILS): DIILS sponsored a
three-part democracy training program for Azerbaijan. DIILS staff members traveled to Azerbaijan and
conducted a military law and democracy seminar for some 25 military and civilian jurists. In the second phase
of the program, Azerbaijani personnel traveled to the United States and participated in a workshop during which
they helped develop subject matter specially tailored for an Azerbaijani legal audience. Two prominent
Azerbaijani jurists and one member of the National Assembly participated in the workshop. In the third phase of
the program, U.S. military lawyers returned to Azerbaijan to conduct a one-week seminar based on the subject
matter developed in Phase Two. This culminating phase of the DIILS program was originally scheduled for
September 2001, but was rescheduled for December 2001 because of travel restrictions related to the
September 11 events.

Economic Development Programs

USAID Agribusiness Development Programs: USAID’s economic development efforts have focused on the
vital agricultural sector. Land O'Lakes (LOL) is implementing a USAID-funded program designed to address
shortcomings in the production, processing and marketing systems in the livestock, dairy and nut industries.
LOL has helped form professional associations that are working to improve production efficiencies, expand
usage of appropriate production inputs, introduce new products to the market, improve product quality to
international standards, and address environmental and product safety concerns in each of these industries.
With USAID support, Citizens’ Democracy Corps (CDC) offers professional and technical training to private
enterprises that provide commodities and services to the Azerbaijani business community. Recent training
topics have included strategic management, competitive bidding and health and safety. In addition, CDC and
Agricultural Cooperative Development International/Volunteers in Overseas Cooperative Assistance
(ACDI/VOCA) provide direct technical assistance at the enterprise level to Azerbaijani firms. Through USAID’s
Farmer to Farmer Program, ACDI/VOCA assists agricultural producers by offering one-on-one consultations on
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issues such as soil preparation and animal husbandry. CDC provides direct assistance in marketing, finance,
and organizational management to a variety of small and medium-sized enterprises (SMEs).

USAID Farmer-to-Farmer (FTF) Program: FTF volunteers focusing on production and handling techniques
facilitated the regeneration of strawberry production and the initiation of a producers' association in FY 2001.
The introduction of kiwi plants by an FTF volunteer has led to the development of an enterprise that is now
earning $27,000 a month. Work with the local tea industry has led to improved packaging and marketing of
local teas and decreased imports from Russia and Iran.

USAID Small Business Lending and Micro-Credit Programs: In FY 2001, USAID continued to provide
lending to small businesses, particularly in the agricultural sector. ACDI/VOCA expanded lending operations to
the conflict-ridden northwestern Zagatala Region, as well as to Lenkoran and Ismaili. The program, which now
operates in six regions of Azerbaijan, has disbursed loans totaling $600,000 to small businesses. With USAID
support, the Foundation for International Community Assistance (FINCA) provided over $200,000 in capital to
micro-enterprise entrepreneurs in Baku, Masala, and the Absheron Peninsula. Lending activities were
complemented by USAID-funded private bank training and technical assistance provided through Shorebank.

U.S. Department of Commerce — Good Governance Seminar: This seminar, which was jointly sponsored by
the U.S. Department of Commerce, the American Chamber of Commerce, the U.S. Embassy in Baku, and the
World Bank Institute, followed on the heels of the Georgia, Uzbekistan, Ukraine, Azerbaijan and Moldova
(GUUAM) Chamber of Commerce Symposium in early May in Baku and involved more than 65 representatives
of Azerbaijani firms. Participants were introduced to methods for improving Azerbaijan’s business climate,
including the adoption of business ethics codes to improve transparency. The Department of Commerce
contributed approximately $10,000 for the organization of the seminar.

Trade and Investment Programs

U.S. Export-Import Bank (Ex-Im): Ex-Im did not support any transactions with Azerbaijan in FY 2001, but has
received and is processing an application for a final commitment for the sale of additional planes to Azerbaijan
Airlines, which would build on the $67.3 million in financing provided by Ex-Im in FY 2000 to support the sale of
two Boeing planes to Azerbaijan Airlines.

U.S. Trade and Development Agency (TDA): TDA has an active business development portfolio in Azerbaijan
in the areas of energy, telecommunications and infrastructure. In August 2001, TDA signed a $600,000
feasibility study for the upgrade of two Baku refineries and the port of Dubendi, which would support the Baku-
Thilisi-Ceyhan oil pipeline. The TDA-supported Caspian Finance Center in Ankara has been supportive of U.S.
companies seeking finance in the region.

e Business Development/Orientation Missions: In FY 2001, TDA funded two orientation missions. In
October 2000, five businessmen from Azerbaijan traveled to the United States on an agribusiness
orientation mission to meet with U.S. agribusiness firms, and eight Azerbaijani businessmen traveled to the
United States on a construction-sector orientation mission to meet with U.S. construction firms. TDA also
organized an information technology/telecommunications business development conference in Brussels in
which five Azerbaijani companies participated, and supported a three-member mission to a
telecommunications event in Istanbul in fall 2001.

e World Trade Organization (WTO) Accession Advisor: The U.S. Embassy in Baku worked with TDA to
develop a program and funding for the placement of a WTO accession advisor in Azerbaijan. Given the
endemic problems of doing business in this emerging market and the expressed desire of the Azerbaijani
Government to eventually join the WTO, the U.S. Government developed this initiative to tackle long-term
policy problems and enhance U.S. competitiveness. A long-term resident advisor is expected to be placed
in Azerbaijan in early 2002.

USAID Support for GUAAM Chambers of Commerce Symposium: The Academy for Educational
Development (AED), a USAID grantee, helped the Azerbaijan Chamber of Commerce and Industry (ACCI)
organize a USAID-financed Georgia, Uzbekistan, Ukraine, Azerbaijan and Moldova (GUUAM) Chambers of
Commerce Symposium in Baku in early May 2001. The symposium brought together 106 leaders from the
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Chambers of Commerce from the GUUAM countries, several Central and Eastern European countries (Bulgaria,
the Czech Republic, Slovakia, Romania, Hungary, Poland, Latvia and Lithuania), Turkey and Kazakhstan.

Energy and Environmental Programs

South Caucasus Water Management Initiative: This two-year activity, which is co-funded by USAID’s
Armenia and Caucasus Regional Missions, is designed to strengthen regional sustainable water management in
the South Caucasus by working primarily at the technical level to support initial steps to increase both the
quantity and quality of dialogue among the countries of the region on sustainable water management, in order to
move forward constructive regional actions on sustainable use of this vital natural resource. (For additional
details, please see USAID Regional Programs section in Part Il of this report.)

Security, Regional Stability and Law Enforcement Programs

U.S. Department of State — Export Control and Related Border Security (EXBS) Program: Azerbaijan has
shown a strong commitment to nonproliferation and the interdiction of transit shipments of concern. In FY 2001,
EXBS assistance for Azerbaijan totaled $1.83 million in FREEDOM Support Act account and Nonproliferation,
Anti-terrorism, Demining and Related Activities (NADR) funds, building on the $2.2 million in EXBS assistance
provided in FY 2000. EXBS assistance funded by State Department is delivered through other U.S. agencies,
including the U.S. Coast Guard (USCG) and the U.S. Customs Service, in an integrated, interagency land and
maritime nonproliferation support program. EXBS assistance for Azerbaijan has included the placement of an
EXBS program advisor and a Coast Guard advisor in Baku and provision of over $2 million in maritime patrol
vessels, repairs and equipment, and training. Under the EXBS Program, the U.S. Government provided
Azerbaijan with a 47-foot patrol boat (valued at $450,000) in FY 2001 and procured a second patrol boat for
delivery in December 2002. USCG sent three teams to Baku to provide training on port security and law
enforcement and contracted for the repair and upgrade of two 150-foot Azerbaijani patrol boats with 15-foot
interceptor craft to use when boarding other vessels. To help train Azerbaijani naval officers, an English
Language Training (ELT) Project was initiated in March 2001, including refurbishment of a training room
outfitted with eight computers. EXBS assistance also included a parliamentary exchange to help Azerbaijan
pass an effective export control law, training conferences, workshops and seminars, and the delivery of
equipment to enhance Border Guard, Coast Guard and Customs capabilities. In April 2001, Azerbaijani
representatives attended the Fifth International Regional Forum on Export Control and Nonproliferation of
Weapons of Mass Destruction (WMD) for Trans-Caucasus and Central Asian Countries, which was hosted by
Kyrgyzstan and co-sponsored by the U.S. Departments of Commerce and State to help align national export
control procedures and practices; update counterparts on developments in national export control systems; and
identify, analyze, and resolve border control issues. Azerbaijani officials also attended technical workshops on
licensing procedures and practices in Washington, D.C., in July-August 2001 and the Seventh Annual
Symposium for Export Control officials in Washington, D.C., in September-October 2001. In FY 2002, similar
efforts are planned for upgrading infrastructure and patrol vessels of the Maritime Brigade to increase the
number of patrols, boardings and interdictions. In the aftermath of the September 11 terrorist attacks, an
additional $3 million in EXBS funding was provided for border security assistance to Azerbaijan under the
Emergency Response Fund supplemental appropriation. These funds will be used to enhance maritime border
patrol, communications and other assistance to prevent weapons proliferation and complement counter-
terrorism assistance.

U.S. Department of State — Support for the Civilian Research and Development Foundation (CRDF):

In FY 2001, the CRDF continued to encourage previous applicants from Azerbaijan to work with U.S. reviewers
to improve and resubmit their CRDF Cooperative Grant proposals. As a result, the CRDF is funding three
projects from FY 2000 funds, totaling $150,000, with participation of former defense scientists. To help
establish contacts with potential U.S. partners, the CRDF funded a travel grant for an Azerbaijani scientist to
attend the Seventh International Interdisciplinary Conference on the Environment, which has held in California.
In FY 2001, the CRDF completed the initial phases of its first Azerbaijani Regional Experimental Support
Centers (RESC) competition and expects to make up to three RESC awards by the end of FY 2002. The CRDF
also invited representatives of the Academy of Sciences of Azerbaijan to take part in a CRDF-sponsored
institution-building training event in the United States in January 2002 to foster Azerbaijani interest in
establishment of an indigenous science-funding organization based on the principle of merit-based review.
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U.S. Department of State — Science Centers/Other Nonproliferation Programs: In FY 2001, Azerbaijan
expressed interest in—and is undertaking steps to accede to—the multilateral Science and Technology Center
in Ukraine (STCU) in 2002. The STCU provides former Soviet weapons scientists with opportunities to work on
peaceful civilian research projects, thus reducing the temptation for them to sell their expertise to countries of
proliferation concern.

U.S. Department of State — Anti-Terrorism Assistance (ATA): With an estimated $940,000 in FY 2001
funding, several ATA courses were provided to Azerbaijani experts. In November 2001, a man who had been
terminated for psychiatric reasons from his job in the Azerbaijani Ministry of Internal Affairs entered the main
reception area of the presidential complex, produced a fragmentation grenade and demanded to be reinstated in
his job. A member of the Presidential Security Service who had completed an ATA hostage negotiation course
one month earlier used his training to talk the man into surrendering peacefully.

U.S. Department of Defense (DoD) — Cooperative Threat Reduction (CTR) Defense and Military Contacts:
In FY 2001, the U.S. Government increased its CTR Defense and Military Contacts with Azerbaijan's Ministry of
Defense in areas exempt from restrictions contained in Section 907 of the FREEDOM Support Act, including
nonproliferation, humanitarian relief and democratization.

DoD/U.S. Customs Service (USCS) Counter-Proliferation Program: DoD and USCS jointly provided
technical assistance to Azerbaijan to help enable the country's border control and other law enforcement
agencies to stop the spread of weapons of mass destruction (WMD), nuclear materials, missile equipment and
related technology. In August 2001, DoD/USCS provided training under the Risk Report/Wisconsin Project for
Azerbaijani officials on a computer database on counterproliferation containing a worldwide list of entities
recognized as contributing to weapons proliferation. DoD and USCS scheduled three WMD training events for
the period January to May 2002.

Humanitarian Programs

USAID Humanitarian Assistance: In FY 2001, USAID continued to focus on making the transition from
meeting basic humanitarian needs to promoting longer-term sustainable economic development through
programs aimed at the private sector. Prospects for permanently resettling internally displaced persons (IDPs)
and refugees diminished, as progress in resolving the Nagorno-Karabakh conflict with Armenia stalled. USAID-
funded grantees provided essential assistance to IDPs and refugees in Azerbaijan. Economic opportunity
activities provided training for 4,140 clients, disbursed loans to 13,069 clients (6,469 of whom were women), and
created 7,342 jobs. U.S. Government-funded projects have helped deliver primary-health-care services
(441,672 visits) to IDP patients. Community development initiatives mobilized 160 communities and supported
the completion of 318 community projects.

U.S. Department of Agriculture (USDA) — Food Assistance: In FY 2001, under its Food for Progress
Program, USDA allocated $2 million for the provision of approximately 4,000 metric tons of food aid to
Azerbaijan through the private voluntary organization (PVO) International Rescue Committee (IRC). The IRC
monetized the commodities to support agricultural extension and training programs in Azerbaijan.

U.S. Department of Defense — U.S. European Command (EUCOM) Humanitarian Assistance: EUCOM
provided a robust and well-received program of humanitarian aid to Azerbaijan in FY 2001, donating excess
defense articles (EDA), explosive ordnance disposal equipment, and medical supplies. The Department of
Defense also sponsored training events designed to improve Azerbaijan's disaster management capability.
EUCOM's many humanitarian activities have generated significant goodwill in Azerbaijan and have contributed
to the positive regard many Azerbaijanis have for the U.S. military.

o Assistance to Earthquake Victims: After a November 2000 earthquake measuring 7.3 on the Richter
scale, EUCOM sent humanitarian cargo consisting of blankets, beds, sleeping bags, clothes, overcoats,
chairs, desks and other furnishings designed to help people displaced by the quake. This humanitarian
shipment totaled more than 7,000 items with an estimated value of $249,000. Unfortunately, this shipment
was detained en route to Azerbaijan at the Russian border in Dagestan, and EUCOM had to pay nearly
$16,000 in customs fees in order to gain the release of this humanitarian cargo and deliver it to the people
who needed it in Azerbaijan.

e Emergency Management Training: In July 2001, four Azerbaijanis flew to the United States in order to
participate in a hurricane exercise conducted jointly by the National Guard and the Federal Emergency
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Management Agency (FEMA). In August, a military training team from Fort Bragg conducted a disaster
management seminar in Baku. This one-week training event was attended by 45 Azerbaijani officials from
six different government departments involved in disaster response.

¢ Humanitarian Demining: EUCOM provided technical assistance and donated excess defense articles
(EDA) in order to support Azerbaijan's humanitarian demining effort. After Azerbaijani Government
personnel successfully completed explosive ordnance disposal training conducted by Special Operations
Command Europe, EUCOM transferred demining field equipment totaling nearly $100,000 to the
Government of Azerbaijan, and the Azerbaijan National Agency for Mine Action received six four-wheel-
drive pick-up trucks valued at $63,000, which are now being used by Azerbaijani personnel who are clearing
unexploded mines and other ordnance from regions to which displaced residents wish to return. In addition,
under a State Department-funded humanitarian demining initiative begun in FY 2000 and concluded in FY
2001, the Department of Defense conducted training in Georgia that was attended by 15 Azerbaijanis and
provided equipment in support of the Beecroft Demining Initiative's confidence and security-building
measures.

e Medical Equipment: Under the State Department's Operation Provide Hope, EUCOM donated medical
equipment to four hospitals and five clinics in Baku, including x-ray machines, sonogram machines and
laboratory instruments. After the delivery of this equipment, military medical technicians from EUCOM
returned to Azerbaijan to perform calibrations and provide follow-on training to local medical staff.

e School Renovation: EUCOM contributed construction funding to renovate three public schools in Baku.
This project transformed old school buildings, which were causing lower attendance due to unsafe structural
conditions, into safe clean schools that now boast increased enroliment. The $250,000 contract for this
project was awarded to a local construction firm that won the job in a fair and open bidding process
governed by U.S. Defense Department guidelines, thus providing an added benefit to the community.

U.S. Department of State — Operation Provide Hope: In FY 2001, the Humanitarian Programs Division of the
Office of the Coordinator of U.S. Assistance to Europe and Eurasia transported an estimated $18.37 million in
privately donated humanitarian commodities—primarily medicines, medical supplies and food—to Azerbaijan at
a cost of $2.14 million to the U.S. Government. These commodities were distributed through the following U.S.
PVOs: International Relief and Development (IRD), the United Methodist Committee on Relief (UMCOR) and
Counterpart International (Cl).

Support for International Humanitarian Organizations: The U.S. Government allocated $580,000 to
UNICEF to support a project to revitalize health structures in districts with concentrations of IDPs and refugees
in 2001-02. UNICEF is working in 15 districts and mobilizing communities to form health councils. In addition,
the U.S. Government provided $300,000 to the United Nations Development Program (UNDP) to establish
resource centers in areas with concentrations of IDPs and refugees to provide access to institution-building
assistance. USAID also provided a small grant to a demining activity being implemented by the UNDP and the
Azerbaijan National Agency for Mine Action (ANAMA).

Partnership Programs

USAID Health Partnership: USAID continued to work with the American International Health Alliance (AIHA)
on a health partnership project between Baku hospitals and hospitals from Oregon, Virginia and Texas. This
partnership, to which USAID has contributed $3.17 million for the period 1999-2001, provides services to IDP
and refugee populations and to other vulnerable groups. The AIHA team works with hospitals and health
providers to improve health services.

U.S. Department of State — University Partnership Program: Since 1998, with support from a university
partnership grant awarded by the Bureau of Educational and Cultural Affairs (ECA), Georgia State University
has been helping the Azerbaijan State Oil Academy (ASOA) develop a two-year master's degree program in
business administration (MBA), which is now fully functioning and has gained a reputation for quality and real
results. In On September 18, 2001, the first 15 MBA students graduated from the ASOA in a ceremony that
included a moment of silence for the victims of the September 11 terrorist attack. The ECA Bureau awarded a
second grant to Georgia State University in 2001 to work with ASOA on developing a full-fledged undergraduate
business program in conjunction with the MBA program. In addition, also with the support of a university
partnership grant, Azerbaijan's Western University has developed an executive MBA program in partnership
with Northern Alabama University and a master's degree program in public administration (MPA) with Indiana
University. Similarly, Azerbaijan's largest and most important state-run educational institution, Baku State
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University (BSU), has an effective partnership with Indiana University, with whom it cooperates on its American
Studies Center. As BSU is still where the majority of less affluent Azerbaijani students pursue higher education,
the American Studies Center plays a key role in spreading understanding about America to a new audience of
Azerbaijani students. The U.S. Embassy's Public Affairs Section continues to support BSU's efforts to make the
Center and partnership more effective by integrating it more fully into the university community.

Cross-Sectoral Programs

Eurasia Foundation: In FY 2001, the Eurasia Foundation awarded 31 grants totaling $863,000 to Azerbaijani
NGOs working to support civil society, private enterprise development, and public administration and policy.
Examples of activities supported by the Foundation are provided below:

e Civil Society Development: Following Azerbaijan’s acceptance into the Council of Europe (COE), the
Azerbaijani NGO “Society and Law” began creating a mechanism for Azerbaijani citizens to gain access to
the European Court of Human Rights, including the provision of free public legal assistance through a new
consulting center. In addition, the newspaper 525 is organizing a nationwide discussion of the importance
of public television, a COE requirement. The law firm Mahir is supporting the rule of law through the
introduction of an alternative civil legal system, which includes selection and training of independent
mediators.

o Private Enterprise Development: The Ecological Society "Ruzgar" is improving agri-business practices
and food product safety through a series of conferences supporting more efficient use of water resources.
In addition, the Association of Certified Accountants is supporting the introduction of International
Accounting Standards (IAS) by introducing an accounting certification system, and the Association of
Certified Companies is advancing the professional development and promotional strategies of the consulting
services sector through a series of training programs on franchising and the organization and functioning of
credit unions.

e Southern Caucasus Cooperation Project (SCCP): The SCCP (which was initiated in 2000 to facilitate
greater contact and cooperation among leading NGOs in Armenia, Azerbaijan, and Georgia, and to help
overcome the political and economic obstacles to regional integration) made 37 grants totaling $497,000 to
Azerbaijani NGOs working with partner organizations in Armenia and Georgia.

Programs Promoting the Objectives of the Silk Road Strategy Act (SRSA) of 1999

In FY 2001, Section 907 of the FREEDOM Support Act, which prohibits certain types of assistance to the
Government of Azerbaijan, continued to be a significant barrier to accomplishing the purposes identified under
the SRSA. The U.S. Government’s inability to provide technical assistance to the Government of Azerbaijan in
crucial areas such as tax and customs policy formulation and implementation, restructuring of banking and
financial systems, combating corruption, and protection of intellectual property rights compromised the U.S.
Government’s ability to encourage economic growth and development in Azerbaijan.

Nevertheless, in FY 2001, a number of U.S. Government-funded assistance programs contributed to the
objectives laid out in the SRSA: promoting reconciliation and recovery from regional conflicts; fostering
economic growth and development; promoting infrastructure development; increasing border control
capabilities; and promoting democracy, tolerance, and the development of civil society. Please see the above
sections for numerous examples of programs that contributed to one or more of these objectives.

In particular, humanitarian assistance helped meet the basic needs of refugees and IDPs, fostering conditions
that may make reconciliation and recovery from regional conflicts more likely. Economic initiatives directed at
the private sector and small and medium-sized enterprises helped entrepreneurs become more familiar with
what is required to compete successfully in the global economy. TDA programs have fostered a limited number
of projects to improve infrastructure development, including air traffic control and seismic preparedness, and are
expected to help jump-start a wider range of trade and commercial activities between the U.S. and Azerbaijani
private sectors.

U.S. Government-funded activities in the areas of nonproliferation and border control have been vital in helping
the Azerbaijani Government improve control over its borders to prevent the proliferation of technology and
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materials related to weapons of mass destruction. Greater and more targeted assistance is needed, however,
to help the Azerbaijani Government increase its effectiveness in carrying out counter-proliferation activities.

U.S. Government-funded assistance activities have been effective in strengthening democracy, tolerance, and
the development of civil society. Assistance activities in the area of NGO development, international exchanges
and advanced professional training programs in skill areas vital to civil society development have been
particularly effective.

Preview of FY 2002 Programs

The FY 2002 Foreign Operations Appropriations Act gives the President the authority to waive the Section 907
restrictions on U.S. Government assistance to the Government of Azerbaijan on the grounds of national
security, and he did so on January 25, 2002. This waiver will allow U.S. assistance to be more proactive in
areas related to the war on terrorism. The U.S. Government is actively reviewing its current assistance strategy
to take into account new opportunities presented by the waiver, including activities to enhance Azerbaijan's
ability to improve border security and counter threats such as proliferation of weapons of mass destruction,
terrorism, and transit of narcotics and conventional weapons; and additional activities with both governmental
and non-governmental organizations to support the development of a more vibrant private sector.

State Department Export Control and Related Border Security (EXBS) assistance will be enhanced in FY 2002
by $3 million in funding provided through the Emergency Response Fund supplemental appropriation. FY 2002
regular and supplemental funds will be used to enhance the Azerbaijani Government’s control of its southern
border with Iran and its maritime border in the Caspian Sea. The U.S. Government will continue to provide U.S.
Customs Service and Coast Guard Advisors in FY 2002, and will repair and upgrade communications for two
additional Maritime Border Guard vessels in spring 2002. In addition, the U.S. Government will provide the
Border Guards with additional communications and essential motion-sensor equipment to detect illicit attempts
to cross the southern border.

U.S. Government assistance will also continue to focus on economic development and growth. In accordance
with a strategy begun in FY 2001, emphasis will be placed on private-sector development with job and income
creation as the major priority for development assistance activities. The program will reduce activities solely
devoted to meeting the basic needs of IDPs and refugees. Additional emphasis will also be placed on
assistance to rural areas that have not benefited from oil and gas development, which is primarily concentrated
in the capital city of Baku and its immediate environs. Areas in which the U.S. Government will provide
assistance include addressing economic development constraints in credit availability, improving business
management capabilities, market development, and product diversification.

The U.S. Government will also continue to support activities aimed at improving the quality, responsiveness and
capability of the print and broadcast media to report political, economic and social news and events in an
informative and unbiased manner. At the same time, the U.S. Government will continue to advocate strongly for
and support programs that promote democratic governance activities and improving the circumstances for
expanding basic human rights and civil liberties. U.S. Government support will continue to improve the
capabilities of the growing NGO community, which is taking on greater responsibility in addressing social and
economic issues.

Future USAID agricultural-sector activities include initiating an agricultural input program aimed at strengthening
the capacity of input dealers to advise growers on appropriate use of fertilizers, seeds, feed, and crop protection
products. The project will seek to increase the productivity of the agricultural sector through expanded
availability and use of inputs. USAID will also launch a business support initiative in the Zagatala region, in
hopes of mitigating ethnic strife and economic instability in the region. The business support initiative will work
with enterprises identified by the project as most vital to the future economic development of the region and, in
partnership with local business associations and support services, help build adequate supplier and dealer
networks. USAID will also implement a social investment initiative.
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FY 2001 FUNDS BUDGETED FOR

U.S. GOVERNMENT ASSISTANCE TO AZERBAIJAN
(millions of dollars, rounded to the nearest $10,000, as of 12/31/01)

FREEDOM SUPPORT ACT (FSA) FUNDS

USAID / E&E - BUREAU FOR EUROPE & EURASIA

- Private-Sector Development 8.20
- Democratic Reform 5.13
- Humanitarian Assistance 9.17
- Cross-Cutting / Special Initiatives 1.50
- Eurasia Foundation 2.00
TOTAL USAID 26.00
TRANSFERS TO OTHER AGENCIES
U.S. DEPARTMENT OF COMMERCE - SABIT, BISNIS 0.37
U.S. DEPARTMENT OF STATE - EUR/ACE - HUMANITARIAN ASSISTANCE
- Transportation Costs and Grants 2.00
- Cargo Value (DoD excess and privately donated, not included in total below) 18.37
TOTAL COORDINATOR'S OFFICE HUMANITARIAN ASSISTANCE 20.37
U.S. DEPARTMENT OF STATE
- Export Control & Related Border Security (EXBS) 1.00
- ECA Bureau - Public Diplomacy Programs 6.43
- EUR Bureau - Public Diplomacy Programs 0.35
- International Information Programs (1IP) 0.10
TOTAL U.S. DEPARTMENT OF STATE 7.88
U.S. DEPT. OF AGRICULTURE (USDA) - Cochran Fellowships 0.08
TOTAL TRANSFERS TO OTHER AGENCIES 10.33
TOTAL FY 2001 FREEDOM SUPPORT ACT
(FSA) FUNDS BUDGETED 36.32
OTHER AGENCY FUNDS
USAID - P.L. 480, Title Il Food Assistance 1.80
U.S. DEPARTMENT OF DEFENSE 0.52
U.S. DEPARTMENT OF AGRICULTURE - Food Assistance 2.01
U.S. DEPARTMENT OF STATE
- NADR / Export Control & Related Border Security (EXBS) 0.83
- NADR / Science Centers
- Nonproliferation/Disarmament Fund (NDF)
- Warsaw Initiative / Foreign Military Financing (FMF)
- ECA Bureau - Public Diplomacy Programs (ECE account) 0.48
- International Information Programs (1IP) 0.02
- NADR / Anti-Terrorism Assistance (ATA) 0.94
TOTAL U.S. DEPARTMENT OF STATE 2.27
TOTAL FY 2001 AGENCY FUNDS BUDGETED 6.59
TOTAL FY 2001 U.S. GOVERNMENT
(FSA + OTHER AGENCY) FUNDS BUDGETED 42.92

For additional details, please see charts in Appendix of this report.




COORDINATOR'S OFFICE HUMANITARIAN ASSISTANCE TO AZERBAIJAN

The following is a listing of humanitarian assistance funded by the Office of the Coordinator of U.S. Assistance to Europe and Eurasia (EUR/ACE),
including air and surface transportation of U.S. Government excess property and privately donated commodities
(food, clothing and medical supplies/equipment), grants and special projects. (Values are in millions of dollars.)

FISCAL YR. METHOD FLIGHTS CONTAINERS TRANSPORT/GRANTS CARGO VALUE TOTAL
1992 Airlift 5 0.22 8.80
1992 Surface 2 0.02 0.42
Operation Provide Hope Il (Food&Med.) 0.30 1.30
EUR/ACE Admin & Program Support 0.21
[FY 1992 TOTAL 5 2 0.75 10.52 | 127 |
1993 Airlift 4 0.13 0.92
1993 Surface 0
CARE Grant 0.44
EUR/ACE Admin & Program Support 0.29
[FY 1993 TOTAL 4 0 0.86 0.92 [ 178 |
1994 Airlift 8 0.60 4.70
1994 Surface 4 0.01 0.40
CARE Grant 0.04
Relief International Grant 0.04
Medicines Sans Frontiers 0.01
WFP Grant 1.00
EUR/ACE Admin & Program Support 0.41
[FY 1992 TOTAL 8 4 211 510 [ 721 |
1995 Airlift 0
1995 Surface 41 0.26 2.52
Relief Int'l. Grant 0.03
CARE Grant 0.17
WFP Grant 1.60
EUR/ACE Admin & Program Support 0.42
|FY 1995 TOTAL 0 41 2.48 2.52 | 5.00 |
1996 Airlift 1 0.07 0.53
1996 Surface 30 0.29 2.58
UMCOR Grant 0.36
Project HOPE Grant 0.05
Counterpart Grant 0.09
Intl Relief Cmte Grant 0.01
WFP Grant 0.40
EUR/ACE Admin & Program Support 0.12
[FY 1996 TOTAL 1 30 1.39 311 [ 250 |
1997 Airlift 5 0.29 5.40
1997 Surface 19 0.15 5.42
Intl Relief Cmte Grant 0.01
Heart to Heart Grant 0.03
UMCOR Grant 0.37
Project HOPE Grant 0.03
EUR/ACE Admin & Program Support 0.26
[FY 1997 TOTAL 5 19 114 10.82 [ 1196 |
1998 Airlift 8 0.64 8.54
1998 Surface 287 0.34 3.49
UMCOR Grant 0.43
Counterpart Grant 0.17
CitihHope 0.03
Project Hope 0.04
DoD Excess Hospital ( Baku - Sept. 98) 0.95 12.50
EUR/ACE Admin & Program Support 0.28

[FY 1998 TOTAL 8 287 2.88 24.53 [ 2741 |




COORDINATOR'S OFFICE HUMANITARIAN ASSISTANCE TO AZERBAIJAN

FISCAL YR. METHOD FLIGHTS CONTAINERS TRANSPORT/GRANTS CARGO VALUE TOTAL
1999 Airlift 11 0.18 4.00
1999 Surface 84 0.57 11.23
Counterpart Grant 0.24
Counterpart Small Medium Grant 0.40
Eaton-HAP 0.40
CitiHope 0.10
UMCOR 0.45
EUR/ACE Admin & Program Support 0.63
|[Fy 1999 TOTAL 11 84 2.97 15.23 | 1820 |
2000 Airlift 7 0.12 7.16
2000 Surface 35 0.19 5.10
Counterpart Grant 0.14
Counterpart Small Medium 0.03
UMCOR 0.38
Heart to Heart Grant 0.40
IRD 0.21
EATON-HAP 0.16
EUR/ACE Admin & Program Support 0.21
[FY 2000 TOTAL 7 35 1.82 12.26 | 1408 |
2001 Airlift 7 0.19 7.93
2001 Surface 74 0.35 10.44
Counterpart Grant 0.14
Counterpart Small Medium 0.03
UMCOR 0.25
DoD Excess Hospital ( Revisit ) 0.55
IRD 0.44
Global Transitions 0.02
EUR/ACE Admin & Program Support 0.19
|[FY 2001 TOTAL 7 74 214 18.37 I 2051 |

|CUMULATIVETOTAL 56 576 18.54 103.38 I 121.92 I




BELARUS

Political Overview

In September 2001, head of state Aleksandr Lukashenko was returned to office for a new five-year term through
presidential elections characterized by massive fraud and vote rigging. Although opposition parties
demonstrated an ability to form a broad coalition and selected a single candidate, labor union leader Viadimir
Goncharik, to run against Lukashenko, the opposition’s presidential campaign efforts were stymied by
government actions that included direct intimidation, denial of access to state media, and the stifling of
independent media. The opposition was also effectively precluded from having its members serve on local
election commissions. On Election Day, independent election observers—both local and international—were
barred from observing vote counting and tabulation. Throughout the year, Lukashenko continued to rule by
presidential decree, as the Parliament remained essentially powerless, and the courts did not exercise
independence from executive-branch authorities. However, in spite of the Belarusian Government’s efforts to
suppress civil society through such means as complicated procedures for registering NGOs, a presidential
decree impeding NGOs from receiving international assistance, and harassment of civil society activists by state
security services, the presidential election process provided a context for the emergence of a more vibrant civil
society. Local government elections are expected to be held in early 2003.

Economic Overview

Belarus has largely retained a centrally planned economy, with most large-scale enterprises still in government
hands. Privatization efforts remained blocked by the Lukashenko regime in FY 2001, while the government
discouraged the development of private small and medium-sized enterprises through infringements on private
property rights, harassment from tax authorities and other government entities, and state-sector subsidies that
rendered private business unprofitable. Belarus’s economy remains heavily dependent on Russia, both as a
market for exports and as a provider of subsidized energy resources. Given the overall economic and political
climate, there is very little foreign investment in Belarus. In FY 2001, economic growth was stagnant. Inflation
was well over 50 percent, as a result of currency emissions to cover a significant government budget deficit.
The government’s sole economic success was in increasing the convertibility of the Belarusian ruble.
Preliminary steps were taken towards economic integration with Russia, including efforts at harmonizing
taxation policies.

Overview of U.S. Government Assistance

In FY 2001, the U.S. Government provided an estimated $37.78 million in assistance to Belarus, including
$12.41 million in FREEDOM Support Act (FSA) assistance ($11.43 million in FY 2001 funds and $980,000 in
prior-year funds), $500,000 from the State Department’'s Human Rights and Democracy Fund (HRDF),
$440,000 in Educational and Cultural Exchanges (ECE) assistance, and privately donated and U.S. Defense
Department excess humanitarian commodities valued at $24.39 million. U.S. Government assistance to
Belarus continued to be subject to a policy of “selective engagement” with the Government of Belarus—a policy
adopted after the illegal constitutional referendum of November 1996, through which Lukashenko extended his
term of office and brought about the dissolution of Belarus’s legitimate parliament. Under “selective
engagement,” no U.S. bilateral assistance is channeled through the Government of Belarus, except for
humanitarian assistance and exchange programs with state-run educational institutions. U.S. Government
assistance to Belarus is almost exclusively targeted at the country’s non-governmental sector, particularly NGOs
and independent media that are working to promote the development of civil society and the free flow of
information. In FY 2001, the U.S. Government’s assistance strategy for Belarus was focused on promoting the
conduct of free and fair democratic elections and the growth of civil society in Belarus. U.S. Government-funded
assistance programs sought to increase the democratic awareness of Belarusian citizens in the context of the
October 2000 parliamentary and September 2001 presidential elections. The U.S. Government also sought to
counteract the Belarusian Government'’s efforts to limit the free flow of information in Belarus, providing small
grants, legal aid, Internet access and other essential services to Belarus’s independent press.
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Training, Exchange and Educational Reform Programs

Since FY 1993, U.S. Government-funded exchange programs have brought over 2,300 Belarusian citizens to
the United States for short-term professional or long-term academic training, including some 310 in FY 2001
alone. These programs are giving reform-oriented Belarusians an opportunity to develop their skills and
establish contacts with U.S. counterparts.

U.S. Department of State — Public Diplomacy Exchanges: In FY 2001, academic and professional exchange
programs administered by the U.S. Embassy’s Public Affairs Section (PAS) in collaboration with the Bureau of
Educational and Cultural Affairs (ECA) continued to be a key component of U.S. Government-funded assistance
to Belarus. Approximately 290 Belarusians traveled to the United States under the ECA Bureau’s academic and
professional exchange programs. A total of 90 people from throughout Belarus traveled to the United States for
short-term professional training under the Community Connections Program, which was launched in Belarus in
1997. More than 40 Belarusian high school students spent one full academic year living with an American
family and attending an American high school under the Future Leaders' Exchange (FLEX) Program. More than
30 Belarusians received opportunities to study at U.S. universities through the Muskie Undergraduate and
Graduate Exchange Programs, the Fulbright Program, the Regional Scholars Exchange Program and
Fellowships in Contemporary Issues. Through the International Visitor (IV) Program, the PAS sent over 50
Belarusians to the United States for professional training in areas such as public-opinion polling, print
journalism, NGO management, cultural heritage preservation, immigration and refugee issues, and international
crime. In addition, the PAS brought a number of U.S. specialists from various disciplines to Belarus to give
lectures and consult with local counterparts. For example, one of America's premiere academics at Columbia
University helped to organize Belarus's first-ever trans-Atlantic studies program at the European Humanities
University, the country's leading independent university. Upon returning home, an alumna of a program funded
through the ECA Bureau's Professional Training Program who participated in a leadership program organized
by Magee Womancare International founded the Association of Women-Entrepreneurs, which supports small
businesses established by women, and established the Mogilev Economic Newspaper. She is also working to
assist women in crisis situations and young women graduating from high school, and is providing consulting
services for female entrepreneurs.

U.S. Department of State — Internet Access Training Program (IATP): In FY 2001, the IATP Program, which
is administered by the ECA Bureau, opened four new public-access Internet facilities in Belarus, bringing the
total number to six. The IATP sites are located in public libraries and are generally comprised of eight to ten
public-access Internet terminals. The sites are located in Minsk, Grodno, Brest, Mogilev, Vitebsk and Gomel.

U.S. Department of State — English Language Training: Under this program, which is administered by the
ECA Bureau, Belarus received its first U.S. Government-funded English teaching professional, who is teaching
at the Minsk State Linguistics University.

U.S. Department of Commerce — Special American Business Internship Training (SABIT): In FY 2001, the
SABIT Program sent five Belarus managers and scientists to U.S. companies for hands-on training, ranging
from four weeks to six months in duration, in the areas of retail, tourism, and small and medium enterprise
association development. All five took part in the following specialized programs: business management for
women, services, and business association development. Since completing her SABIT internship in March
2001, an apparel manager from Pinsk has opened up a second retail clothing store in her hometown, and is
applying Western marketing, strategic planning and customer-service concepts.

Democracy Programs

Democracy Fund Small Grants Program: In FY 2001, the U.S. Embassy’s Democracy Commission awarded
136 grants totaling approximately $2 million in support of independent print and electronic media, youth and
women's groups, human rights groups, independent trade unions, and other pro-democracy organizations. This
brings the cumulative number of Democracy Commission grants since 1997 to 371. Although Democracy
Commission grants are limited in size (individual grants do not exceed $24,000, with most falling between
$5,000 and $15,000), they have proven to be a very effective vehicle for supporting the reform efforts of non-
governmental segments of Belarusian society. In conjunction with technical and legal assistance provided by
USAID, Democracy Commission grants have helped sustain national, regional and local independent print
media in Belarus despite continued government harassment. The grants helped Belarusian NGOs and
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independent media explain the importance of a free and fair democratic electoral process to Belarusian citizens
during the parliamentary and presidential elections. Democracy Commission grants also played a significant
role in supporting human rights monitoring and education programs in Belarus.

USAID Political Party Development Programs: In FY 2001, USAID political process programs implemented
by the International Republican Institute (IRI) and the National Democratic Institute (NDI) focused on
strengthening the capacity of democratic political forces to participate in the electoral process, as well as on
training democratically oriented NGOs to monitor the electoral process in an effective, non-partisan manner.
USAID-funded assistance was targeted on building a broad pro-democracy coalition including political parties
and other civil society groups, training regional political-party staff in the basics of party work and the analysis
and use of strategic polling data. Coalition-building roundtables and conferences were organized for leaders of
democratic political parties and civil society groups, facilitating the formation of a broad civic coalition that put
forward and supported a united pro-democracy candidate. Technical training and on-site consultations for
regional party activists considerably enhanced the skills of party officials, who joined campaign teams and
played key roles in running election campaigns. Campaign managers were trained in the use of strategic polling
data. A reliable strategic polling program was designed and implemented in Belarus. In July 2001, sociologists
introduced tracking sample techniques that allowed close monitoring of public opinion. These USAID-funded
activities helped make political leaders much more sensitive to the importance of public opinion. In FY 2002, IRI
and NDI will continue to conduct in-country workshops and other programs that promote political party-building,
but do not favor any particular party or candidate.

USAID Support for Domestic Election Observer Network: USAID and the Organization for Security and
Cooperation in Europe (OSCE) jointly provided training and technical assistance to a non-partisan domestic
election observer network established by the Central Coordinating Rada (Council) of Observers and the
Assembly of Democratic NGOs. The observer network involved approximately 14,000 observers who covered
every polling station in Belarus with at least two observers per polling station on Election Day (September 9),
and at least one observer per polling station during the five days of early voting (September 4-8).

USAID Support for Independent Media: Recognizing that independent print and broadcast media are an
essential element for establishing a democratic and market-based system, USAID stepped up its support of
independent media in Belarus in FY 2001. USAID’s Professional Media Program (ProMedia Il), which is
implemented by the International Research and Exchanges Board (IREX), provided financial and technical
support to newspapers, independent television stations, and extra-territorial radio stations. Throughout the year,
the Belarusian Government increased its harassment of the independent media through the issuance of
presidential decrees, inspections by the tax police, equipment confiscation and the closing-down of independent
printing presses and newspapers. Emergency newsprint and equipment grants to independent media were
made available to allow continued publication leading up to the elections. ProMedia Il continued to serve as a
source of technical assistance and communications support for all non-governmental media, providing training
in election coverage and investigative reporting to independent journalists throughout the country. As noted
above, Democracy Commission grants were also used to provide material support to independent media.

USAID Rule-of-Law Programs: When it began operations in Belarus in 1992, the American Bar Association's
USAID-funded Central and Eastern European Law Initiative (ABA/CEELI) focused on reforming legal education,
the legal profession and the judiciary. However, because Belarusian Government institutions have been
unwilling to institute reforms and due to the U.S. Government’s policy of “selective engagement,” ABA/CEELI
shifted its focus to working with human-rights organizations, law students, and local judges’ and lawyers’
associations. In FY 2001, ABA/CEELI continued to support the development of the Free Trade Union of Belarus
by training trade union lawyers and workers on principles of the independent trade union movement, labor,
employment, workers’ and human rights. However, in addition to maintaining its ongoing human-rights-oriented
programs, ABA/CEELI devoted substantial time and resources to election-related public education and
advocacy activities. ABA/CEELI provided support to legal professionals involved in various aspects of the
electoral process, focusing its efforts on developing a cadre of expert human-rights lawyers who could actively
represent citizens and provide legal support to NGOs and independent media during the run-up to the
presidential elections. In addition, ABA/CEELI provided targeted election-related training to legal professionals
working at the local and national level with the domestic election observer network described above, as well as
training for Belarusian citizens on addressing human and civil rights violations during the pre-election period.
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USAID Support for NGO Development: Despite the Belarusian Government’s general attitude of distrust
towards NGOs and its desire to suppress all civic initiatives, Belarusian NGOs were quite active in FY 2001 in
the areas of human rights, social services and humanitarian activities (i.e., helping people meet their basic
needs), and addressing social welfare and other issues of public interest. The Belarusian Government created
an extremely unfavorable legal, political and economic environment for NGO formation and survival in FY 2001,
using tax, audit and other types of inspections as a way of pressuring NGOs engaging in civil society
development activities. The most notable hurdle placed in the path of Belarusian NGOs was Presidential
Decree Number Eight, “On the Registration Procedure for Foreign Gratuitous Aid,” which seriously infringed on
the rights of recipient organizations and individuals. The government’s hostile attitude notwithstanding,
Belarusian NGOs continued to build a foundation for a genuinely democratic civil society. In FY 2001, USAID
expanded its NGO development activities, supporting civil society organizations and independent trade unions
with expertise in protecting their constituents’ rights. USAID also supported NGO-implemented voter education
and get-out-the-vote campaigns throughout the country, and achieved significant results in strengthening civic
groups to be effective advocates for democratic reform and democratic values by training domestic non-partisan
election observers. With USAID support, Freedom House and the Counterpart Alliance for Partnership (CAP)
promoted civil society development in Belarus in FY 2001 by providing technical and legal assistance and small
grants to local NGOs. In FY 2001, USAID expanded its NGO development activities, supporting civil society
organizations and independent trade unions with expertise in protecting their constituency’s rights and initiating
legislative change. NGOs were also intensively involved in voter education and get-out-the-vote campaigns
throughout the country.

e Freedom House: Freedom House’s Building Democracy in Belarus program made 65 grants to support the
election mobilization campaign, which consisted of a series of synchronized countrywide actions and
events, with the same positive message delivered in all localities. Projects on youth and women, especially
those coordinated with the national voter mobilization effort, were given special consideration; other grants
supported materials production, community, sports and cultural events. Grants were also awarded to
establish cooperative links between Belarusian NGOs and their counterparts in countries that have held
democratic elections and have had experience in nonpartisan mobilization campaigns.

o Counterpart Alliance for Partnership (CAP): CAP promoted civil society development in Belarus by
providing assistance to local NGOs. Six new NGO coalitions were created with the help of CAP-sponsored
mobilization events: Dialogue (12 NGOs); Belarus Women’s Alliance (24 NGOs); Bobruysk Coalition (17
NGOs); Vitebsk Women’s NGO Coalition (9 NGOs); Mogilev NGO Center (16 NGOs); Gorky NGO Coalition
(8 NGOs). Most groups are dedicated to continuing their work in democracy building and have expressed
interest in focusing on the 2003 local elections as their next challenge. USAID has achieved significant
results in strengthening civic groups to be effective advocates for democratic reform and democratic values
through training non-partisan election observers for monitoring election violations.

U.S. Department of State — Support for the National Endowment for Democracy (NED): In FY 2001, the
Office of the Coordinator of U.S. Assistance to Europe and Eurasia provided $3.08 million in supplemental
funding to NED to support its grant-making activities in Belarus. This supplemental funding was used to support
more than 50 projects seeking to promote free, fair and transparent presidential elections in Belarus. NED
supported the non-partisan, election-related efforts of U.S. and Belarusian NGOs to educate citizens, mobilize
voters, promote a free exchange of ideas and issues, monitor the polls, and improve political party and NGO
coalition-building. NED's get-out-the-vote grants included a strong focus on youth, workers and rural citizens.

U.S. Department of State — Human Rights and Democracy Fund (HRDF): The 2001 presidential elections
presented a unique opportunity for the U.S. Government to support Belarusian organizations working to promote
free and fair elections. In FY 2001, the Bureau of Democracy, Human Rights and Labor (DRL) provided
$500,000 from the DRL-administered HRDF to the National Endowment for Democracy (NED) to award
subgrants to democratic forces in Belarus for election-related projects, including get-out-the-vote campaigns,
independent media campaigns, coalition-building and human-rights monitoring of compliance with OSCE-
mandated conditions.
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Economic Development Programs

USAID Support for Small and Medium-Sized Enterprise Development: To safeguard the results of the
USAID-supported small-scale privatization program, which was implemented by the International Finance
Corporation (IFC) but ended in May 2000 due to Belarusian Government’s reluctance to pursue continued
privatization, and to improve the conditions for existing small businesses, USAID launched a Small and Medium-
Sized Enterprise (SME) Development Project in June 2000. This activity complemented USAID’s civil society
development activities by providing technical and legal assistance to private entrepreneurs and business
associations, which are rapidly becoming one of the strongest public voices for greater private-sector
development in Belarus. In FY 2001, the SME Development Project focused on strengthening business
associations and increasing their customer and membership base, and on developing SMEs’ lobbying capability
and advocacy skills. USAID took full advantage of the unique opportunity created by the pre-election period to
help strengthen and integrate the Belarusian business community, so as to enable it to defend itself and lobby
effectively for its rights and interests.

USAID Support for Women Entrepreneurs: The Women's Economic Empowerment Program (WEEP)
implemented by Winrock International and Agricultural Cooperative Development International / Volunteers in
Overseas Cooperative Assistance (ACDI/VOCA) provided support to women's business initiatives, with the goal
of empowering women to take more control over their personal and economic situation. Due to the restrictive
and stagnating business environment in Belarus in FY 2001, WEEP concentrated on offering educational and
informational programs to help women NGO activists develop better leadership and managerial skills. WEEP
also provided seed funding to support ten women's local initiatives throughout Belarus, including workshops,
roundtables and conferences that reached over 3,000 women in towns and villages throughout Belarus.

USAID Support for Agribusiness Development: In FY 2001, the Citizens’ Network for Foreign Affairs (CNFA)
initiated a USAID-funded agribusiness volunteer program geared towards helping Belarusian private farmers
and agribusinesses to overcome the current adverse economic conditions and become role models for other
entrepreneurs. CNFA worked towards this goal by strengthening the organizational capacity of the Belarusian
Farmer's Union and its regional affiliates, supporting the development of grassroots private farmers, and linking
promising private farmers with Western agribusinesses. In FY 2001, CNFA brought 15 U.S. volunteers to
Belarus to provide technical assistance to independent farmers.

USAID Farmer-to-Farmer (FTF) Program: The political and legal environment for the development of private
agribusiness remained difficult in Belarus in FY 2001. Private ownership of agricultural land is still illegal. In
spite of these obstacles, some private firms and associations have been created. FTF volunteers are helping
the Belarusian Farmers' Association develop a non-governmental, member-driven organization and is helping
several private firms by providing training in financial management.

U.S. Department of Commerce — Business Information Service for the NIS (BISNIS): BISNIS published
three Search for Partners leads to help private companies in Belarus develop business relationships with U.S.
companies.

Security and Regional Stability Programs

As it has for the past several years, Belarus remained ineligible to receive U.S. Government-funded security-
related assistance in FY 2001. In February 1997, President Clinton de-certified Belarus under the U.S. Defense
Department's Cooperative Threat Reduction (CTR) Program due to its poor record on human rights, resulting in
program suspension and the reallocation to other countries of unobligated CTR funds. The U.S. Government is
providing minimal security-related assistance is to Belarus on a case-by-case basis. For example, the U.S.
Embassy in Minsk continues to send Belarusians from both the governmental and non-governmental sectors to
training sessions at the U.S. Defense Department's Marshall Center in Germany and has sponsored the
participation of Belarusian journalists and academicians in NATO familiarization programs.
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Humanitarian Assistance Programs

USAID Humanitarian Assistance: Since 1995, the USAID-funded Counterpart Humanitarian Assistance
Program (CHAP) has delivered and distributed more than $27 million worth of humanitarian assistance to the
most vulnerable groups in Belarus, including almost $4.76 million in FY 2001. CHAP continued to coordinate its
efforts with Counterpart's NGO Development Program to provide Belarusian NGOs with commodities that
enhance the effectiveness and visibility of their community-focused projects. CHAP donations to CAP-targeted
NGOs have been almost $1.8 million since the program's inception; 273 CAP-supported NGOs have received
CHAP donations. CHAP's new approach has helped Belarusian NGOs play a more important role in social
services, humanitarian relief and health, especially in rural areas. The State Department's Operation Provide
Hope supplemented this program by providing transportation and commodity support.

U.S. Department of Defense — U.S. European Command (EUCOM) Humanitarian Assistance: In FY 2001,
EUCOM delivered $182,000 in medical supplies, equipment and delivery vans to a renovated blood bank in
Belarus. The cost of this project was $12,000.

U.S. Department of State — Operation Provide Hope: In FY 2001, the Humanitarian Programs Division of the
Office of the Coordinator of U.S. Assistance to Europe and Eurasia transported approximately $19.46 million in
privately donated and U.S. Defense Department excess humanitarian commodities to Belarus at a cost of
approximately $700,000 to the U.S. Government. The primary U.S. private voluntary organization (PVO)
involved in this effort was CitiHope.

Cross-Sectoral Programs

Eurasia Foundation: Atthe end of FY 2001, USAID's Office of the Inspector General issued its final report on
the fraudulent actions of an employee of the Eurasia Foundation's Kiev regional office, which administers the
Foundation's grant-making activities in Belarus, Moldova and Ukraine. Upon discovering evidence in FY 1999
that fraud had taken place, the Foundation referred the case to Ukrainian authorities. The USAID Inspector
General's report reached conclusions regarding the total amount misappropriated and made a series of
recommendations to ensure improved program management. The Eurasia Foundation has taken the control
actions recommended by the USAID Inspector General, who subsequently closed the case, enabling USAID to
negotiate a new grant with the Foundation. The Foundation's insurance company has fully reimbursed USAID
for the misappropriated funds. The Foundation plans to resume grant-making in Belarus during the first half of
2002. In FY 2001, through its headquarters in Washington, D.C., the Foundation approved a partnership grant
to the Research Foundation of the State University of New York (Buffalo) to implement the third phase of the
establishment of a Western-style master’s in business administration (MBA) program at the Yanka Kupala State
University in Grodno, Belarus. A third partner under this partnership grant was the Riga School of Business in
Latvia. Grant funds will support continued faculty training, the development of regionally oriented case studies
and teaching materials, the establishment of an English Language Center, the strengthening of the academic
and administrative infrastructure of the program, and the implementation of the first year of the MBA program.

Preview of FY 2002 Programs

In FY 2002, U.S. Government assistance programs will continue to focus on strengthening civil society,
following the undemocratic parliamentary and presidential elections held in Belarus in FY 2001. The main
emphasis will be on supporting independent print and electronic media, political-party development, civil-society
development, and human-rights protection, bringing to bear the Central and Eastern European countries’
experience in these areas. Assistance will also be provided in the areas of trade union democratization,
economic development, humanitarian programs, and culture. The goal of U.S. assistance will be to strengthen
Belarusian civil society in order to develop democratic political structures that represent all segments of society
and can bring Belarus up to European democratic standards.
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FY 2001 FUNDS BUDGETED FOR

U.S. GOVERNMENT ASSISTANCE TO BELARUS
(millions of dollars, rounded to the nearest $10,000, as of 12/31/01)

FREEDOM SUPPORT ACT (FSA) FUNDS

USAID / E&E - BUREAU FOR EUROPE & EURASIA

- Democratic Reform 4.56
TOTAL USAID 4.56
TRANSFERS TO OTHER AGENCIES
U.S. DEPARTMENT OF COMMERCE - SABIT, BISNIS 0.07
U.S. DEPARTMENT OF STATE - EUR/ACE - HUMANITARIAN ASSISTANCE
- Transportation Costs and Grants 0.50
- Cargo Value (DoD excess and privately donated, not included in total below) 19.46
TOTAL COORDINATOR'S OFFICE HUMANITARIAN ASSISTANCE 19.96
U.S. DEPARTMENT OF STATE
- ECA Bureau - Public Diplomacy Programs 2.93
- EUR Bureau - Public Diplomacy Programs 3.35
- International Information Programs (1IP) 0.02
TOTAL U.S. DEPARTMENT OF STATE 6.30
TOTAL TRANSFERS TO OTHER AGENCIES 6.87
TOTAL FY 2001 FREEDOM SUPPORT ACT
(FSA) FUNDS BUDGETED 11.43
OTHER AGENCY FUNDS
U.S. DEPARTMENT OF DEFENSE - EUCOM Humanitarian Assistance 0.01
U.S. DEPARTMENT OF ENERGY
U.S. DEPARTMENT OF STATE
- NADR / Science Centers
- Nonproliferation/Disarmament Fund (NDF)
- Warsaw Initiative / Foreign Military Financing (FMF)
- ECA Bureau - Public Diplomacy Programs (ECE account) 0.44
- International Information Programs (1IP) 0.03
- DRL Bureau - Human Rights & Democracy Fund (HRDF) 0.50
TOTAL U.S. DEPARTMENT OF STATE 0.97
TOTAL FY 2001 AGENCY FUNDS BUDGETED 0.98
TOTAL FY 2001 U.S. GOVERNMENT
(FSA + OTHER AGENCY) FUNDS BUDGETED 12.41

For additional details, please see charts in Appendix of this report.



COORDINATOR'S OFFICE HUMANITARIAN ASSISTANCE TO BELARUS

The following is a listing of humanitarian assistance funded by the Office of the Coordinator of U.S. Assistance to Europe and Eurasia (EUR/ACE),
including air and surface transportation of U.S. Government excess property and privately donated commodities
(food, clothing and medical supplies/equipment), grants and special projects. (Values are in millions of dollars.)

FISCAL YR. METHOD FLIGHTS CONTAINERS TRANSPORT/GRANTS CARGO VALUE TOTAL

1992 Airlift 8 0.41 13.36
1992 Surface 8 0.01 0.17
EUR/ACE Admin & Program Support 0.16
|y 1992 TOTAL 8 8 0.58 13.53 | 1411 ]
1993 Airlift 3 0.27 3.05
1993 Surface 75 0.51 10.42
EUR/ACE Admin & Program Support 0.40
|[Fy 1993 TOTAL 3 75 1.18 13.47 | 1465 |
1994 Airlift 2 0.21 1.82
1994 Surface 113 0.45 12.32
DoD Excess Hospital (Minsk-Aug'94) 1.50 11.20
EUR/ACE Admin & Program Support 0.52
|[Fy 1994 TOTAL 2 113 2.68 25.34 | 2802 |
1995 Airlift 1 0.11 2.50
1995 Surface 108 0.54 14.99
Counterpart Grant 0.10
EUR/ACE Admin & Program Support 0.45
|[Fy 1995 TOTAL 1 108 1.20 17.49 | 1869 |
1996 Airlift 4 0.44 11.83
1996 Surface 172 0.81 28.07
Counterpart Grant 0.10
EUR/ACE Admin & Program Support 0.13
|[Fy 1996 TOTAL 4 172 1.48 39.90 | #4138 |
1997 Airlift 1 0.14 4.01
1997 Surface 58 0.29 6.45
Counterpart Grant 0.02
EUR/ACE Admin & Program Support 0.13
[Fy 1997 TOTAL 1 58 0.58 10.46 | 1104 |
1998 Airlift 3 0.11 2.44
1998 Surface 37 0.18 5.42
EUR/ACE Admin & Program Support 0.06
|FY 1998 TOTAL 3 37 0.35 7.86 | 821 |
1999 Airlift 4 0.03 2.81
1999 Surface 69 0.27 14.16
Counterpart Grant 0.01
CitiHope 0.06
EUR/ACE Admin & Program Support 0.05
|[Fy 1999 TOTAL 4 69 0.41 16.97 | 1739 |
2000 Airlift 4 0.08 4.31
2000 Surface 59 0.25 10.40
Counterpart Grant 0.04
Counterpart Small Medium 0.03
CITIHOPE 0.15
EUR/ACE Admin & Program Support 0.07
|[Fy 2000 TOTAL 4 59 0.62 14.72 | 1534 |
2001 Airlift 2 0.08 8.68
2001 Surface 82 0.31 10.78
Counterpart Grant 0.04
Counterpart Small Medium 0.03
CITIHOPE 0.17
Global Transitions 0.02
EUR/ACE Admin & Program Support 0.05
|[Fy 2001 TOTAL 2 82 0.70 19.46 | 2016 |

|cumuLATIVE TOTAL 32 781 9.78 179.20 | 18898 |




GEORGIA

Political Overview

FY 2001, like previous years, did not bring any resolution to the civil war and separatist conflicts that broke out
after Georgia’s 1991 declaration of independence and resulted in the Georgian Government’s loss of control
over Abkhazia and the Tskhinvali region (South Ossetia). Largely because of these two unresolved conflicts,
Georgia’s 1995 constitution is silent on the question of local and regional governments’ administrative structure
and relations to the central government. The central government’s authority is also limited in the autonomous,
but not separatist, region of Ajara. Local elections scheduled for November 2001 were postponed until 2002. In
early November, President Shevardnadze dismissed his entire cabinet in the wake of public demonstrations
against attempts by security officials to pressure an independent television station. Georgia has made
significant progress in passing democratic reform-oriented legislation, but implementation continues to be slow.
Georgia still has serious human rights problems, especially police misconduct and harassment of non-traditional
religious groups. However, despite these ongoing problems, Georgia has a lively free press, and its laws are
among the region’s most compliant with Council of Europe (COE) and World Trade Organization (WTQO) norms.
Although public cynicism and disillusionment with the pace of reform are widespread, public debate on the
issues of corruption, human rights and democracy is spirited. Close cooperation in the security area has
continued to be a highlight of U.S.-Georgian relations. Georgia has a strong commitment to nonproliferation
and the interdiction of transit shipments of proliferation concern. While military and security organizational
reforms have been slow in Georgia and plagued by problems of lack of financial support and corruption, U.S.
assistance has been successful in making progress in Georgia on several high-priority security issues.

Economic Overview

Agriculture accounts for some 20 percent of Georgia’s GDP, and key exports include scrap metal, manganese,
wine, bottled mineral water and agricultural products. However, living standards have declined sharply in
Georgia since the country gained its independence, and FY 2001 was no exception, despite a projected
increase of almost five percent in GDP in 2001 (an increase which is predominantly the result of last year’s low
statistical base resulting from the severe drought in eastern Georgia in 2000). Estimates of Georgia’s per capita
GDP in 2000 ranged from $600 to $660. The Georgian Government’'s monetary policy continued to be tight,
and the exchange rate for Georgia’s national currency, the lari, remained stable, despite a slight depreciation
following the government crisis in November. Georgia experienced a growing fiscal deficit, as planned
privatizations failed to materialize, and revenue collection continued to be poor.

Overview of U.S. Government Assistance

In FY 2001, the U.S. Government provided an estimated $166.94 million in assistance to Georgia, including
$99.26 million in FREEDOM Support Act assistance ($93.09 million in FY 2001 funds and $6.17 million in prior-
year funds), $8.78 million in USAID P.L. 480-Title Il food aid, $8.43 million in U.S. Department of Agriculture
food aid, $4.49 million in Foreign Military Financing (FMF), $5.37 million in other U.S. Government assistance,
and U.S. Defense Department excess and privately donated humanitarian commodities valued at $40.61 million.
U.S. Government-funded assistance programs supported economic restructuring, energy-sector reform,
democracy-building, the enhancement of Georgia’s capability to control its borders and the creation of a military
that can meet Georgia’s legitimate security needs. In FY 2001, the U.S. and Georgian Governments continued
the Four-Point Program begun in 2000 and expanded it to include energy security as a fifth component. The
renamed Five-Point Program, which is designed to help concentrate resources and attention on key economic
and government reform priorities, stresses anti-corruption efforts, tax and revenue enhancement, budgetary
reform, civil service reform and energy security.

Training, Exchange and Educational Reform Programs
Since FY 1993, U.S. Government-funded exchange programs have brought over 3,000 Georgian citizens to the
United States for short-term professional or long-term academic training, including some 509 in FY 2001 alone.

These programs give participants an opportunity to develop their skills and establish valuable contacts with U.S.
counterparts.
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U.S. Department of State — Public Diplomacy Exchanges: In FY 2001, over 300 Georgians traveled to the
United States on professional and academic exchange programs administered by the U.S. Embassy's Public
Affairs Section (PAS) in collaboration with the Bureau of Educational and Cultural Affairs (ECA).

e Professional Exchange Programs: Since 1997, the Community Connections Program has sent
approximately 400 Georgians to the United States for short-term, community-based internships. The 70
Georgian participants sent in FY 2001 included 40 entrepreneurs and 30 professionals whose programs
focused on environmental advocacy and education administration. Four Community Connections
newsletters, which showcased successful program alumni and highlighted additional support resources for
alumni, were published. The first-ever Community Connections Alumni Directory was published in June
2001, listing over 300 program participants and profiling more than 80 successful alumni. In FY 2001, for
the first time in Georgia, the PAS administered a micro-grant program for the alumni of the Community
Connections Program. The PAS and the U.S. NGO Project Harmony selected nine applicants for micro-
grants of approximately $500 each. The Public Affairs Section also sent over 40 Georgians to the United
States through International Visitor (IV) programs focusing on a variety of priority topics, including higher
education, presidential campaigning, management of NGOs, ethics in business and government, oil
revenue management, state television management, ecology, and mass media. A participant in an FY 2001
IV program on oil revenue management was subsequently appointed Minister of State Property
Management of Georgia, and an FY 2000 International Visitor program participant was appointed Minister of
Security of Georgia.

e Academic Exchange Programs: In FY 2001, a total of 50 Georgian high school students studied in U.S.
high schools under the Future Leaders' Exchange (FLEX) program. Fifteen Georgian students and three
instructors from two schools in Batumi (in western Georgia) and fifteen American students and three
instructors from two U.S. schools participated in the Secondary School Exchange Program, which is
focusing mainly on Georgia's regions. A total of 20 students attended U.S. universities under the
FREEDOM Support Act (FSA) Undergraduate Exchange Program, and 28 graduate students traveled to the
United States for one- to two-year masters' and non-degree programs under the Muskie/FSA Graduate
Fellowship Program. In FY 2001, the PAS launched a new Muskie Ph.D. Fellowship Program. One
Georgian finalist was selected to participate in the program. In its efforts to support faculty development and
scholarly research, the PAS sent five Georgian teachers to the United States under the Teaching
Excellence Awards (TEA) Program. In addition, the TEA Program awarded 37 Georgian teachers with $200
and 32 Georgian schools with $2,000, for use in purchasing books and school equipment. Four Georgian
faculty members studied environment, linguistics, journalism, and economics under the Junior Faculty
Development Program. Seven Georgians conducted research under the Regional Scholar Exchange and
Contemporary Issues programs in the areas of conflict resolution, children's rights, insurance, sociology,
law, demography, and education. In addition, three Fulbright Scholars from Georgia spent 10 months in
U.S. universities studying urban policy and sustainable development, archeology, and the political theory of
corruption.

USAID Training Programs: Almost 3,000 Georgians participated in USAID-funded training programs in FY
2001. The participants received training in the areas of humanitarian assistance and social transition, economic
restructuring, democracy and governance, and energy and environment. Approximately 185 Georgians
received U.S.-based training and some 400 received third-country training; the remainder received in-country
training.

e “Young Leaders for Development” Program: Supported by USAID since 1998, this Abkhaz-Georgian
young leaders’ program has been developing a cadre of future leaders from both sides of the Abkhaz-
Georgian conflict who have established mutual trust, confidence and understanding. A summer 2001 Peace
Camp Program that took place in Armenia and the United States brought together Georgian and Abkhaz
youth to continue the process of conflict resolution with community-based confidence- and trust-building
activities.

U.S. Department of Commerce — Special American Business Internship Training (SABIT) Program: In FY
2001, SABIT provided training to ten Georgians in the areas of environmental technologies, lab accreditation,
medical equipment standards, accounting, tourism, retail, and hotel management. Specialized program topics
included business management for women.
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U.S. Department of Agriculture (USDA) — Cochran Fellowship Program: In FY 2001, the Cochran Program
provided training to nine Georgian participants in the areas of grain marketing, land privatization, and farmers’
organizations. A formal evaluation of Cochran activities through FY 2000 indicated that program participants
are now managing their enterprises more efficiently and are sharing their newly acquired knowledge with their
colleagues.

Democracy Programs

Anti-Corruption Assistance: Anti-corruption assistance continued to be a central element of U.S. Government
assistance to Georgia in FY 2001. In July 2000, President Shevardnadze created an Anti-Corruption
Commission (ACC) headed by the Chairman of Georgia’s Supreme Court. In April 2001, the ACC was replaced
by a successor entity, the Anti-Corruption Coordinating Council (ACCC), which was also created by presidential
decree. President Shevardnadze chaired the ACCC’s first meeting in May 2001, and thereafter, the Council met
regularly, supporting various reform legislation proposals. The ACCC, the Soros Foundation’s Open Society
Georgia and Transparency International-Georgia jointly sponsored a conference that assessed the degree to
which various Armenian Government ministries were complying with President Shevardnadze’s March 2001
Anti-Corruption Decree. Unfortunately, however, the ACCC has not been given the power to implement its
recommendations.

e U.S. Department of Justice (DOJ) — Anti-Corruption Assistance: The creation of the ACC in July 2000
represented the culmination of over two years of close cooperation between a DOJ Resident Legal Advisor
(RLA) and the Georgian Government. In FY 2001, the RLA worked to facilitate the transition from the ACC
to the ACCC. DOJ helped the ACCC locate office space, provided financial support to help it make rent
payments and security-related upgrades, and transferred office furniture and computer equipment that DOJ
had previously provided to the ACC. The RLA advised the Executive Secretary of the ACCC, and attended
the ACCC'’s anti-corruption conference. In addition to working with the ACCC, the RLA also helped the
Director of the National Strategy Information Center (NSIC) implement a program on the “culture of
lawfulness® aimed at reducing the degree to which Georgia’s civil society tolerates corrupt activity. This
program, coordinated and funded by the State Department’s Bureau of International Narcotics and Law
Enforcement Affairs (INL) and DOJ’s National Institute of Justice (NIJ), was modeled on a similar effort
carried out in Sicily to reduce tolerance of the Sicilian mafia. This past summer, initial training was provided
to a cadre of teachers who will provide anti-corruption awareness instruction to seventh-, eighth- and ninth-
graders. Additional teachers will be trained each summer over the next four years, and NSIC plans to
provide anti-corruption awareness instruction to all seventh-, eighth- and ninth-graders throughout the
country by the end of the four-year period. In September 2001, the RLA co-sponsored an NSIC “culture of
lawfulness” program that featured an exchange between civic leaders from Palermo, Sicily and Georgia that
gave them an opportunity to exchange views and experiences in combating corruption.

e U.S. Department of the Treasury/DOJ/USAID Assistance to the Chamber of Control: In FY 2001, the
U.S. Treasury Department, DOJ and USAID continued to provide assistance to Georgia’s Chamber of
Control, the country’s supreme audit agency. The first step in this program was to help the Chamber reduce
its staffing level to one consistent with similar bodies in other countries. A second goal was to ensure that
the Chamber’s staff is sufficiently knowledgeable about international accounting and auditing standards.
Following the provision of DOJ technical assistance to the Chamber, the Chamber conducted competency
examinations for all of its employees in July 2001. The DOJ RLA and representatives from USAID and the
U.S. Treasury helped prepare the examinations and monitored their administration and grading to ensure
that the process was carried out fairly and free from corruption.

e USAID Anti-Corruption Assistance: USAID has sought to enhance government transparency and
accountability and to reduce opportunities for rent-seeking and abuse of power in Georgia; to this end,
USAID has been promoting the empowerment of Georgian citizens by raising their awareness of their
legal rights and providing access to legal mechanisms that enable them to protect these rights. USAID
assistance has also sought to increase the capacity of Georgia’s legal institutions to enact and implement
better laws and regulations in a predictable and transparent manner. Georgian Government agencies
need clear legal bounds for exercising their authority; civic awareness and a willingness to challenge
government actions provide the key monitoring and enforcement mechanisms to maintain these bounds.
The implementation of Georgia's General Administrative Code and several related laws have provided the
legal mechanisms necessary to achieve these objectives. The adoption of the General Administrative
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Code and the Administrative Procedure Code, which went into force in January 2000, represented
extraordinary advances for Georgia and broke new legal ground for the Eurasian states. These are
complex codes—initial USAID assistance focused on the provisions dealing with freedom of information
and the transparency of public agency meetings. With USAID support through such organizations as the
Georgian Young Lawyers’ Association and the Liberty Institute, the efforts of interested citizens and
informed courts are starting to have an impact on the implementation of the law. A reformed judiciary has
decided cases in a way that gives meaning to the codes’ progressive provisions. Agencies have been
compelled to disclose information they had previously sought to withhold, and disputes between citizens
and agencies have been resolved according to the new procedures. In FY 2001, USAID launched a major
initiative to support the drafting of a new reform-oriented licensing law harmonized with the provisions of
the Administrative Code. Implementation of this new law will provide opportunities to improve the
administrative process for individual citizens and small and medium-sized enterprises (SMEs).

U.S. Department of Justice — Procuracy Reform Program: In FY 2001, the DOJ law enforcement/rule of law
RLA began an effort to help the Georgian Procuracy reform itself. This effort included a commitment of financial
and technical assistance to both the Procuracy and the Council of Justice to support competency examinations
for all members of the Procuracy. Such testing has yet to occur, however, due in part to the Parliament’s failure
to pass implementing legislation. DOJ also initiated and coordinated an international effort to conduct an
assessment of the Procuracy using as its standard the Council of Europe’s standards for the role of the
procuracy in a democratic society. DOJ and European Union (EU) representatives jointly carried out the
assessment along with potential donor organizations such as the World Bank. In addition, DOJ began a
program of assistance aimed at improving the legal infrastructure of the Procuracy. DOJ provided the
Procuracy with a modern law library, complete with computer access to electronic legal databases as well as
computers, photocopying and communications equipment for management staff. It is anticipated that this effort
will continue into FY 2002 with provision of similar modern law libraries for the nine Regional Procuracy offices.

USAID Judicial Reform Programs: Progress on judicial reform also continued in FY 2001. With the help of
USAID technical assistance, the Council of Justice held two judicial qualification examinations. Those
candidates who passed the examination participated in a competition for vacant judicial positions and underwent
a vetting process. The implementation of a merit-based system for selecting judges represents a major
achievement for judicial independence in Georgia. In addition, the USAID-supported Conference of Judges,
which includes all Georgian judges, met for the second time and adopted a judicial code of ethics. The Judges
of Georgia (JOG), a private judges’ association also supported by USAID, continued to grow and extended its
services to the regions. However, judicial reform could be stymied if judges do not receive an adequate salary
in a timely manner. Georgian judges have identified a need for bar reform as a critical missing link in the
country’s judicial reform process. After several years of stiff opposition from Soviet-era legal associations, the
Parliament, with support from USAID through legal advocacy organizations and private attorneys, enacted a
modern, progressive Law on Advocates, which mandates advocate qualification examinations and calls for the
introduction of a code of ethics for advocates. A draft implementing decree has been prepared and
examinations are planned for spring 2002.

USAID Support for Legal Clinics: Through the American Bar Association's Central and East European Law
Initiative (ABA/CEELI), USAID provided significant resources to support human rights through legal clinics and
legal service organizations.

USAID NGO/Civil Society Development Programs: USAID is seeking to strengthen Georgia’s NGO sector,
and to help civil society more effectively advocate for reform. Through the Horizonti Foundation, USAID has
launched an NGO-strengthening program that teaches advocacy skills to nascent NGOs and provides small
grants to implement projects. The program also fosters partnerships between NGOs and government, as well
as between NGOs and the private sector. In FY 2001, Horizonti supported the work of 31 NGOs in Georgia, in
areas ranging from human rights to medical care. NGOs are urged to develop creative sustainability plans—
one notable success was in Guria, where families now donate funds each month to maintain the medical
services they received as the result of a Horizonti grant.
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USAID Civic Education Programs: The International Foundation for Election Systems (IFES), a USAID
grantee, supported civic education programs in seven Georgian cities and surrounding villages (Kutaisi, Borjomi,
Akhaltsikhe, Khashuri, Gori, Telavi and Rustavi) in FY 2001, drawing together groups of citizen activists, NGO
representatives, students, and local government representatives to better educate themselves and the public
about their rights and responsibilities in a democracy. These “Be an Active Citizen” campaigns also engaged
secondary schools by having teachers work with parents to foster self-help activities in their communities.

These activities have already demonstrated encouraging results, as teachers have identified ways in which
schools can be rehabilitated through community initiatives with no need for funding from outside sources. In
one case, teachers organized a series of student concerts for the community to raise funds needed to purchase
new windows for their school.

USAID Local Governance Programs: USAID is helping reform Georgia’s local governments in two ways. The
first focuses on local governments themselves: USAID is providing local government officials with intensive
training in financial management, constituent outreach, service delivery through a small grants program, and
budget training skills to maximize the limited resources available to local governments in Georgia. At the same
time, USAID is also focusing on building a strong, active citizenry that is able to hold government officials
accountable for providing community services. By working simultaneously with both the “supply side” (local
government services) and “demand side” (citizen activism), USAID aims to help Georgians achieve both an
active citizenry and an accountable local government system. In FY 2001, intensive activities to build the
capacity of local governments to effectively respond to and interact with their citizens were under way in five
cities: Zestaponi, Poti, Ozurgeti, Mtskheta and Lagodekhi. USAID’s implementing partner, the Urban Institute
(UI), worked with the Parliament, the State Chancellery, local councils and NGOs to draft a revised Organic Law
on Local Self-Governance, which more clearly defines and delegates authority between governors, mayors, and
local city councils. A revised version of this legislation was signed into law in August 2001. In FY 2001, Ul also
completed Georgia’s first national assessment of local governance (a baseline survey of local governance in the
five focus cities); training for local sakrebulos (town councils) on financial management and budgetary planning;
and the launch of citizen awareness and media programs. In FY 2001, USAID also supported activities of the
Councils’ Association of Georgia (CAG), which includes 10,000 members of local councils throughout the
country. Through the National Democratic Institute (NDI) and the Academy for Educational Development
(AED), USAID supported extensive training for council members in FY 2001, including the Thbilisi City Council,
national and regional leaders of the CAG, and female sakrebulo members.

Democracy Fund Small Grants Program: In FY 2001, the U.S. Embassy’s Democracy Commission awarded
18 small grants totaling to $250,000 to Georgian NGOs in support of regional development, local government
training, and mass media. Highlights of FY 2001 Democracy Commission grants include grants to community-
based organizations in the Vake and Varketili districts of Tbilisi to help establish neighborhood committees of
residents to monitor and ensure transparency of local government decisions, and a grant to the Cultural-
Humanitarian Foundation “Sukhumi,” which was founded in the western Georgian city of Kutaisi by internally
displaced persons (IDPs) from Abkhazia, in support of a project supporting economic development of the region
by providing practical business training to IDPs.

USAID Support for Independent Media: In FY 2001, through the International Center for Journalists (ICFJ)
and Internews, USAID supported the development of independent print and broadcast media throughout
Georgia. These programs trained media outlets to become more financially viable; improved journalists’
professionalism; and helped create journalists’ associations. The ICFJ helped newspapers become financially
viable through extensive training in professional management. With ICFJ support, Georgia’s leading
independent newspapers launched advertising campaigns and several editions began featuring the country’s
first advertising circulars. Internews introduced investigative journalism activities through training and program
production assistance. Broadcasts resulting from these activities have resulted in full-fledged investigations of
corrupt public officials. In FY 2001, ICFJ trained a total of 452 print journalists, and Internews assisted 31
television and 10 independent radio stations.

U.S. Department of State — Support for Independent Media: In FY 2001, the U.S. Embassy’s Public Affairs
Section (PAS) sent a team of print journalists from Tbilisi and different regions of Georgia to the United States
on a three-week International Visitor (IV) program to familiarize themselves with American-style journalism. The
participants visited the Washington Post, Freedom Forum, Foreign Press Center, and other media-related
organizations. Upon their return to Georgia, the journalists published stories about life in the United States and
shared with their readers their impressions and opinions on the significance of free media and freedom of
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speech in a democratic society. In FY 2001, the PAS also arranged a six-week Professional in Residence
program for a U.S. expert on newspaper design to consult with the staff of Rezonans, one of the leading
independent dailies in Georgia. Through intensive on-the-job training, the U.S. expert provided the Rezonans
staff with practical tips that made the paper visually more attractive. The PAS also invited a U.S. television
professional to provide six weeks of training in investigative journalism to the staff of Georgia's popular television
program “60 Minutes.” The U.S. professional provided counseling and helpful tips on the content, legal aspects
and visual aspects of the show.

U.S. Department of State — Internet Access and Training Program (IATP): In FY 2001, the PAS continued
to administer the Internet Access and Training Program (IATP), which establishes public-access Internet
facilities and is implemented by the International Research and Exchanges Board (IREX). In FY 2001, IATP
awarded 12 grants to develop websites and organize Internet training and conferences in Georgia.

U.S. Department of State — Program for Internet Community Development in the Caucasus: In FY 2001,
the U.S.-based NGO Project Harmony successfully completed a PAS-funded Program for Internet Community
Development in the Caucasus. This three-country program covering Armenia, Azerbaijan and Georgia was
designed to prepare professionals working in the business and NGO communities to use Internet tools for more
effective networking and cooperation. The centerpiece of the program was a March 2001 conference, which
brought 10 participants from each of the three countries to a series of workshops facilitated by three U.S.
trainers specializing in Internet community development for professionals. As a result of the conference, several
online events were convened with the goal of promoting crossborder communication and information-sharing.
Between April and August 2001, a South Caucasus journalists’ conference, a conference for young lawyers’
associations in the Caucasus, and a conference for migration professionals in Armenia and Azerbaijan were
also held with support from Project Harmony.

U.S. Department of State — International Information Programs: In FY 2001, the PAS brought 11 U.S.
speakers to Georgia, including the media specialists noted above. In November 2000, Massachusetts State
Representative John Quinn visited Georgia for one week and delivered lectures on U.S. presidential elections to
a variety of Georgian audiences. Quinn’s visit served as an excellent opportunity to educate various
representatives of Georgian society about the complex subject of the U.S. election system. The PAS also
invited an expert on American quilting to participate in the International Silk Road symposium "Caucasian Textile
Route." The speaker brought works by American quilt artists for the symposium exhibition display and delivered
lectures on American quilting. In addition, the PAS participated in the organization of a regional conference of
the American Library Association and brought two U.S. speakers to Georgia to participate in the conference.
Ten librarians each from Armenia, Azerbaijan and Georgia participated in the conference. The PAS also funded
a career forum and job fair. Over 35 Georgian businesses and international organizations and over 150 alumni
of U.S. Government-sponsored programs participated in the job fair.

USAID Election-Related Assistance: USAID supported the drafting of Georgia’s first Unified Electoral Code
(UEC), which was signed into law in August 2001. When the UEC was implemented during recent
parliamentary by-elections, international observers and domestic monitors alike noted improved election
administration, compared to Georgia's previous elections in 1999 and 2000.

USAID Political Party and Candidate Training: In FY 2001, the International Republican Institute (IRI) and
the National Democratic Institute (NDI) worked with virtually all of Georgia’s major political parties (including the
Citizens’ Union, National Democratic Party, Industry Will Save Georgia, Traditionalists, New Right, Peoples’
Party, Labor Party, Socialists, Unified Georgia Faction, and Greens), providing both candidate training and
capacity-building assistance to the parties’ regional branches. USAID-funded activities helped train political
candidates and parties in message development, campaign tactics and constituent outreach. USAID-supported
trainers also helped develop party organizational structures and platforms. Political party staff were encouraged
to develop a consistent, issue-based political message and to communicate their message to voters more
effectively. Parties and candidates also were trained in the effective use of the media to convey their message.
In FY 2001, NDI undertook a major initiative to train female candidates and encourage women to become more
active in politics and decision-making, providing training in such areas as public speaking, message
development, and effective lobbying. IRI supported an outreach program for youth in politics. Extensive get-
out-the-vote programs aimed at encouraging young people to vote resulted in a substantial increase in young
voters: 54 percent of Georgian youth now vote in elections. IRI training also helped 20 young people from local
villages to run as independent candidates in local government elections. In addition, IRI worked with the more
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established political parties to strengthen their youth sections to help them become effective components of the
parties. IRl also worked in secondary schools in six cities, running mock local election programs that
successfully encouraged students to adopt democratic methods in their own student body elections.

U.S. Department of State — Georgian Women's Leadership Program: In FY 2001, the U.S. Embassy's
Public Affairs Section initiated a new women’s leadership program administered by the U.S. NGO Project
Harmony, which seeks to empower Georgian women from four regions of Georgia to provide leadership and
guidance in the areas of civic activism, community development, public health and education.

Economic Development Programs

U.S. Department of the Treasury — Technical Advisors: In FY 2001, the Treasury Department’s Office of
Technical Assistance placed four advisors with the Government of Georgia: two in the area of tax administration
and one each in the areas of budget development and debt issuance and management. In the area of budget
development, Treasury Department advisors created a new database that will provide the Georgian
Government with an effective means to monitor and forecast revenues and expenditures and to improve cash
management. In the area of debt issuance and management, Treasury Department advisors helped improve
the primary market for government securities and establish a highly liquid secondary market. These measures
included increasing the range of maturities offered, restructuring the tax code in terms of government securities
and amending the national debt law. Treasury Department advisors also fostered increased cooperation
between the Georgian Ministry of Finance and the National Bank of Georgia, with a view toward removing other
impediments to the government securities market. The Treasury Department’s tax advisors continued to assist
in the reorganization and management of the State Tax Department (STD) and provided assistance to the newly
formed Inspector General’s Office. The advisors also helped implement a testing program for STD employees
and advised the Georgian Government to reduce the size of its bureaucracy and increase revenue collections.

USAID Private Enterprise Programs: USAID is supporting tax and fiscal reform, including the establishment
of a modern and transparent tax administration, land privatization, accounting reform and banking supervision.
In addition, USAID is providing assistance to micro-enterprises, small and medium-sized enterprises (SMEs),
and farmers and agribusinesses; and is providing restructuring and policy advice to the Ministry of Agriculture
and Food. These programs are designed to create the conditions necessary to foster business growth in
Georgia.

e Tax and Fiscal Reform Program: In FY 2001, USAID provided technical assistance to the State Tax
Department (STD) to help it enforce tax laws fairly and efficiently, increase government revenues, improve
transparency, ensure taxpayer compliance and develop a tax system more conducive to private-sector
growth. The reorganization of the STD along functional lines has been completed—the staff has been
downsized by 35 percent, all existing staff and new candidates for the regional tax inspectorates have been
tested, and regional tax inspectorates, large tax inspectorates and headquarters have been computerized
and linked through a communication network. Also with USAID support, a fully operational training center
has been established in eastern Georgia, a set of tax regulations has been drafted, a Plain-Language Guide
to the Tax Code has been circulated for comments, an anti-fraud program for value-added tax (VAT) has
been submitted to the Minister of Revenue, and excise stamps for cigarettes and alcohol have been
introduced.

e Land Privatization Program: In FY 2001, USAID continued to provide technical assistance in the area of
land-market reform, helping to register ownership rights for small agricultural and commercial land parcels,
supporting secondary land transactions, helping landowners protect their property rights, advising on land-
related legal reform, assisting in further land privatization, and helping build the institutional capacity of the
Association for the Protection of Landowners' Rights (APLR). USAID used existing Georgian technology,
expertise and information to provide on-the-job training and assistance to local registrars in carrying out land
registration efforts, which are largely done manually but with some automation to accelerate the initial
registration process. To date, 1.5 million of a targeted 2.4 million parcels have been surveyed, registered
and titled. Sales volume in the secondary land market is doubling annually, with 6,500 registered
transactions in FY 2001. The APLR has been actively involved in the USAID Land Market Development
project since its inception and has gained considerable experience in all aspects of the project.
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Accounting Reform Programs: In FY 2001, USAID technical assistance continued to support the
conversion of Georgia’s accounting infrastructure from Soviet-era to international accounting standards
(IAS). The STD has approved a new tax reconciliation form, which allows enterprises to maintain their
books based on IAS. A total of 540 private enterprises have converted to IAS-based accounting, including
250 joint stock companies. The USAID-supported Georgian Federation of Professional Accountants and
Auditors (GFPAA) is one of only two organizations in the former Soviet Union to be a full member of the
International Federation of Accountants (IFAC), and has assumed responsibility for administering and
implementing an English-language accounting certification program in cooperation with the British-based
Association of Certified Chartered Accountants (ACCA). The program has been under way since 1999 and
has more than 270 students at various stages of the certification process.

Banking Supervision Reform Program: In FY 2001, USAID continued to provide technical assistance to
help the National Bank of Georgia (NBG) improve on-site and off-site bank supervision and inspection.
Progress was made in developing quarterly uniform bank performance reports (UBPR), and the number of
banks was reduced to 24, two of the top ten banks (in terms of assets) having been closed without a run on
bank deposits. One large bank was merged into a stronger bank. With USAID support, amendments to the
Law on the NBG and Law on Commercial Banks were passed by the Georgian Parliament. The NBG
approved regulations on asset classification, conflict of interest, and internal audits. Commercial banks
converted to IAS in January 2001. The NBG has issued new accounting procedures and polices on internal
control, reporting parameters and accounting for repossessed assets. In addition, USAID helped develop
an electronic interbank payment system to provide real-time settlements between the NBG and commercial
banks.

Assistance to Small and Medium-Sized Enterprises (SMEs): In FY 2001, USAID’s Georgia Enterprise
Support Program continued to provide support to business-service providers and business associations and
helped address legal and regulatory impediments to enterprise development. Through its Caucasus SME
Finance Program, USAID provided technical assistance and training to three Georgian commercial banks—
TBC Bank, TbilComBank, and the Bank of Georgia—in order to better meet SMEs’ demand for credit
nationwide. USAID also supported the introduction of new financial products for SMEs through the three
Georgian partner banks, including a loan that supports the growth of micro-enterprises to the SME level of
operation, and real-estate-based lending products for commercial entities and households. In addition,
USAID facilitated various training opportunities for loan officers, credit committee members and real estate
valuators. As a result of these activities, over $5 million in loans has been disbursed to over 260 Georgian
SMEs, with $3.5 million of that total disbursed to 210 SMEs in FY 2001 alone.

Assistance to Micro-Enterprises: In FY 2001, USAID increased Georgian micro-entrepreneurs' access to
credit for by providing technical assistance to the Georgian micro-finance institution Constanta Foundation,
and continued to support the micro-finance activities of the Foundation for International Community
Assistance (FINCA), which have benefited a total of 18,000 borrowers, approximately 85 percent of whom
are women. In support of USAID’s goal to direct more assistance to the regions of Georgia, the Constanta
Foundation opened a new branch and mobile office, and FINCA opened two new branches in FY 2001 in
regions where there are virtually no other commercial sources of micro-credit. All in all, four USAID partner
financial institutions have established models of successful lending by not only providing a range of
innovative loan products to micro-, small and medium-sized enterprises but also maintaining a near-98-
percent repayment rate. These institutions are making steady progress toward operational and financial
sustainability.

Assistance to Farmers and Agribusinesses: In an effort to assist farmers and agribusinesses, USAID
has supported a seed-enterprise enhancement and development activity with two key components. First, a
functioning seed production system was created with the establishment of a private seed company—
Horizon, Limited—which is the only company supplying quality seed certified by the Georgian Government.
During FY 2001, Horizon was the only company in Georgia that was able to provide 182 metric tons of
certified, quality wheat seed as part of the U.S. Government-funded drought relief effort. Since Horizon has
reached operational and financial sustainability, USAID phased out its support for Horizon in FY 2001. The
activity’s second component involved the creation of six regional credit associations designed to address the
demand for rural credit. By pooling resources and avoiding unaffordably high bank interest rates, the credit
association system saw its number of active clients (small- and medium-sized Georgian agricultural
producers and agribusinesses) reach 1,400 in FY 2001, with a portfolio of 758 loans totaling over $2 million.
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e Assistance to the Ministry of Agriculture and Food: In FY 2001, USAID began to help Georgia’s
Ministry of Agriculture and Food restructure itself in such a way that will provide a supportive environment
for the growth and expansion of private-sector agricultural enterprises. This activity’s goals include
developing food quality and safety standards, gathering and publishing market and statistical information,
reorganizing and downsizing the Ministry to make it more responsive and efficient, and reorienting the
Ministry’s policies to better support development in private-sector agriculture. The restructuring process
began with the introduction of qualification exams for Ministry employees.

USAID Farmer-to-Farmer (FTF) Program: In collaboration with the USAID-funded Seed Enterprise
Enhancement and Development Project, FTF volunteers contributed to the creation of a private seed company
that is supplying certified seed of four major crops to farmers in Georgia and surrounding countries. FTF
volunteers also helped introduce and produce Iceberg lettuce to supply McDonald’s chains in the region.
Through FTF assistance, on-farm production of cost-effective poultry rations and improved heating systems for
poultry sheds have been introduced to selected enterprises and are now becoming more widely adopted by
other producers.

U.S. Department of State — Business and Economic Development Exchange Programs: As noted above,
in FY 2001, 40 Georgian entrepreneurs participated in the Community Connections Program, which offers three-
to-five week specialized internships in the United States.

U.S. Department of Transportation — Federal Aviation Administration (FAA): The FAA is conducting an air
safety study in Georgia that began in late 2001 and will continue into FY 2002. The FREEDOM Support Act-
funded study will examine the existing regulatory processes and entities in Georgia in order to determine the
steps needed to restructure and finance a viable aviation regulatory authority.

Trade and Investment Programs

In FY 2001, the U.S. Government continued to work with the Georgian Government to help develop a legal and
regulatory environment conducive to free trade and investment. At present, foreign direct investment in Georgia
is decreasing each year, due to complex regulations, corruption and a high rate of taxation. U.S. Government
assistance focused on banking supervision; revision of the complex Tax Code and fair, transparent and efficient
implementation of tax laws; and implementation of legislation that conforms to World Trade Organization (WTO)
standards.

U.S. Trade and Development Agency (TDA): In FY 2001, TDA provided a grant of $178,500 in support of the
development of a refrigerated warehouse facility at the Port of Poti that would allow for increased imports of
American agricultural products into Georgia. TDA also supported efforts at regional cooperation by providing a
$400,000 grant to the Georgian Government to study the issue of integrating the upper-airspace air traffic
control systems of Armenia, Azerbaijan and Georgia. In addition, TDA continued its support of Georgia’s oil and
gas sector through a $100,000 extension of the grant for a strategic advisor to the President of Georgia on oil
and gas issues, and through a $200,000 increase in a grant to the Georgian Government for technical
assistance on gas transit issues.

Energy and Environmental Programs

USAID Energy-Sector Programs: In FY 2001, USAID continued to provide training and technical assistance
to build up the institutional capability of Georgia’s energy sector, and facilitated the completion of international
audits for six enterprises, carried out in anticipation of their applications for commercial credit and credit from
international financial institutions. USAID assistance was also instrumental in analyzing and justifying a
proposed electricity tariff increase in November 2001. The increase was poorly received by the Georgian public
and political circles, even though the higher tariff was still well below international market prices. In FY 2001,
USAID also supported the negotiations of management contracts for Georgia’s electricity transmission,
distribution and wholesale electricity market entities. A contract for the wholesale electricity market was
successfully concluded in September 2001. The remaining contract for the dispatch and transmission systems
awaits Parliament’s ratification of a World Bank loan that would provide initial financing for the contract. A
contract for managing the electricity distribution sector outside of Thilisi is also being developed. In FY 2001, a
total of 12 USAID-funded pilot projects in energy efficiency were initiated at sites around Georgia to increase
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public awareness of energy conservation and cost savings. Georgia’s newly private-sector-led power industry is
developing public awareness campaigns to help residential and commercial customers reduce energy
consumption and save on electricity bills. During FY 2001, USAID also funded four public service
announcements aired on local television during evening prime-time programming that emphasize measures
individual households can take to conserve energy. Through partnerships formed with U.S. counterpart
agencies from Oklahoma, Colorado and Pennsylvania, Georgia’s State Agency for Oil and Gas Regulation
received further training in contract preparation and legal responsibilities, as well as environmental and site
safety.

USAID Environmental Programs: In FY 2001, USAID’s Caucasus Regional Mission in Tbilisi and the USAID
Mission in Armenia jointly implemented a regional program to promote discussion and cooperation among
Armenia, Azerbaijan and Georgia on trans-boundary river basin management. Following the preparation of a
needs-assessment in early 2001, the program was fully implemented, addressing pilot watershed programs on
two sub-basins of the Kura and Aras Rivers. With the signing of a host-government agreement for the Baku-
Thilisi-Ceyhan oil pipeline and an intergovernmental agreement for the Shah-Deniz gas pipeline, the Georgian
Government has committed itself to improving its environmental monitoring and evaluation capabilities. USAID
is providing technical assistance to Georgia’s Ministry of Environment and Natural Resources, the country’s
NGO community, and the Georgian companies responsible for oversight of the transit gas and oil pipelines to
enhance their environmental monitoring and evaluation capabilities. The first stage in this process—to improve
public participation in the environmental decision-making process and to expand outreach to a broader
constituency—is currently being implemented. USAID-funded technical assistance also supported a preliminary
assessment of the pipelines’ environmental impact, including suggestions for alternative mitigation options that
could be taken by the Georgian Government.

Social-Sector Programs

USAID Drought Relief Programs: In September 2000, the U.S. Government initiated a rapid bilateral and
multilateral response to the worst drought in Georgia in 50 years. This combined winter and spring response of
agricultural inputs, seed, and special credit packages benefited almost 38,000 households. Over 800
agricultural loans were provided and over 10,000 hectares of crops were planted. The hard-hit Samtskhe-
Javakheti region, a politically sensitive and largely ethnic Armenian enclave of subsistence farmers in southern
Georgia, was one of the main targets of this assistance. Because this region is one of the most impoverished in
Georgia, responding to their needs contributed to political stability within Georgia. Moreover, the U.S.
Government’s quick response to the emergency was instrumental in prompting other international donors to join
the drought relief effort. USAID’s Office of Foreign Disaster Assistance (OFDA) and Food for Peace Program
provided crucial drought relief assistance. Over 13,000 subsistence farmers received OFDA-funded agricultural
inputs. One indicator of the success of this effort was the 342-percent increase in the wheat harvest relative to
last year. Due in part to the provision of better-quality seed, the overall harvest surpassed the pre-drought level
by 136 percent. Another indicator of success was a detailed nutritional survey in the drought-affected regions,
which showed that the incidence of acute malnutrition did not increase over the winter months. USAID’s Food
for Peace donation of 15,000 metric tons of food was critical to the implementation of the World Food Program’s
drought-relief feeding program.

USAID Georgia Winter Heat Assistance Program: For the third year in a row, USAID supported winter
heating subsidies for pensioners and social institutions for the months of November 2000 through March 2001,
with $6.7 million in funding. Without these subsidies, 179,109 households, 120 centers for internally displaced
persons (IDPs) and 288 socially critical institutions would most likely have had their electricity cut off during the
winter, causing significant human suffering and possible social unrest. In addition, this much-need injection of
cash payments into the energy sector helped secure critical natural gas and electricity deliveries that otherwise
would not have been available. This program covered every region of Georgia except Abkhazia and South
Ossetia.

USAID Assistance to Internally Displaced Persons (IDPs) and Pensioners: In FY 2001, USAID helped
improve the shelter and basic living conditions of 7,789 IDPs accommodated in 27 collective centers, while at
the same time establishing a system for future maintenance and rehabilitation by building a sense of
responsibility and self-reliance among the IDPs. With USAID support, more than 7,000 vulnerable, isolated
pensioners received hot meals five times each week in several regions of the country. From December 2000 to
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February 2001, a USAID-funded emergency winter heat program provided wood for heating and cooking to 306
vulnerable households in the politically sensitive breakaway region of South Ossetia.

USAID Community Mobilization Projects: In FY 2001, more than 300 USAID-supported community projects
were successfully completed. The communities themselves selected the projects, which addressed priority
needs in health, social infrastructure, shelter and economic opportunity. Georgian NGO partners and
community members were key to the success of these projects: the participating communities contributed over
$374,000 in labor, materials and cash to these projects. Program highlights are provided below:

o Social Infrastructure Projects: Projects included the rehabilitation of schools, outpatient clinics, hospitals
and irrigation, water supply, sewage and rainwater drainage systems; roads and bridges; electrification;
recreation centers; and community rooms in IDP collective centers.

e Community Health Projects: Almost 8,000 community members gained access to primary-health-care
services and many more participated in health education sessions.

e Economic Opportunity Projects: A total of 1,391 micro-credit and individual loans were awarded to
entrepreneurs and businesses, and seven Georgian NGOs strengthened their capacity to implement,
manage and sustain credit programs. To better equip Georgians for meeting the demands of the current job
market, two vocational training centers in Zugdidi and Kutaisi offered computer and English language
classes in FY 2001, improving the skills of 3,631 individuals. In addition, eight agricultural community micro-
projects. increased opportunities for household and commercial agricultural production. Typical agricultural
interventions included seed distribution, livestock dispersal, veterinary assistance, development of rural
credit associations, and the provision of agricultural production grants. Approximately 9,000 households
benefited from these agricultural projects.

USAID Conflict Resolution Programs: USAID-funded conflict resolution activities focused primarily on
increasing contact and cooperation between youth affected by the conflict in Abkhazia. A total of 5,310 IDP and
vulnerable youth were provided with opportunities for personal growth and psycho-social rehabilitation through
Youth Houses in Sukhumi, Thilisi and Zugdidi. Conflict management and prevention training was provided to
510 Abkhaz and Georgian teenagers who were victims of the Abkhaz-Georgian conflict. A total of 20 Abkhaz
and Georgians participated in a U.S.-based train-the-trainer program. These trainers then used their new
conflict-prevention and -transformation skills to help 324 Abkhaz and Georgian participants of summer 2001
Peace Camps to look for creative and peaceful ways to end this eight-year conflict. This year, the camps were
held in Armenia, rather than the United States, allowing significantly more youth to participate and interact with
each other.

USAID Support for Inmunization Programs: USAID has been the primary donor for immunization programs
in Georgia since 1995. This support resulted in overall child immunization levels of 74 percent in FY 2001.

USAID Reproductive Health Programs: In FY 2001, USAID provided educational materials and referrals to
consultants to help married couples make informed choices regarding healthy family planning. Over 170
Georgian health-care professionals were trained in counseling, contraceptive technology, quality customer
service and community mobilization. In addition, 3,600 women’s health brochures and booklets were printed
and distributed, and 1,300 people attended 48 clinic open houses, presentations and seminars. Under this
initiative, USAID is supporting 35 clinics serving a total of 2,652 women. A survey in Tbilisi showed overall
exposure to family planning public service announcements on television to be as high as 70 percent. The
USAID-funded Safe Motherhood Initiative (SMI), launched in FY 2001, is improving maternal and infant health in
Georgia by strengthening the integration of maternal and perinatal health services at the regional and local level.
The project assesses the quality of perinatal services provided and supports the transformation of women'’s care
into a more integrated and effective system. This will result in the delivery of higher-quality, patient-oriented
services and will raise women’s awareness of the importance of perinatal care for themselves and their
children’s health. A community education program plan was developed and implemented in FY 2001, with
messages focusing on Georgia’s priority health problems.
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U.S. Department of State — Bureau of Population, Refugees and Migration (PRM): In FY 2001, PRM
contributed $250,000 to support the United Nations Office for the Coordination of Humanitarian Affairs (OCHA)
field coordination unit in Georgia. In FY 2001, PRM allocated $721,253 to NGO projects in Georgia: $340,390
to Action Against Hunger for its community agricultural development project and $380,863 to the International
Rescue Committee for community programs aimed at increasing self-reliance and creating durable solutions for
IDPs.

Security, Regional Stability and Law Enforcement Programs

U.S. Department of State — Georgia Border Security and Law Enforcement (GBSLE) Assistance
Program: GBSLE is funded by the U.S. Department of State with FREEDOM Support Act funds, and is
administered by the U.S. Customs Service (USCS) under State Department guidance and policy oversight.
USCS funds and coordinates efforts with other federal agencies (including the Departments of Commerce,
Defense and Energy, and the U.S. Coast Guard), the U.S. Embassy in Thilisi and the Georgian Government.
USCS also supervises an in-country advisory team. The GBSLE Program has succeeded in enhancing
Georgia's capabilities to control its borders after the 1998 departure of Russian border guards, but much
remains to be done. The GBSLE Program is a multi-year assistance effort that reflects the long-term U.S.
commitment to support Georgia’s sovereignty and territorial integrity. The GBSLE Program, which is a major
element of the State Department's Export Control and Related Border Security (EXBS) Program, continues to
be the largest single U.S. Government-funded assistance program in Georgia. In FY 2001, GBSLE assistance
provided to the Georgian Border Guards (GBG)/Georgian Coast Guard (GCG), Georgian Customs Service
(GCS), Ministry of Defense (MOD) and other export and border control and law enforcement agencies totaled
$18, million bringing the cumulative FY 1998-2001 program total to $72 million. The primary purpose of the
GBSLE Program is to enhance Georgia’s abilities to exercise greater control over the movement of people and
goods across its land borders, coastline and ports of entry to reduce the threat of weapons smuggling and to
increase Georgian government abilities to collect Customs revenues. Hostilities in Chechnya have continued to
pose a threat to Georgia’s sovereignty and territorial integrity, and threats of terrorism in Georgia have increased
in the wake of the September 11 attacks on the United States. In FY 2001, GBSLE assistance to the GBG
continued to help the U.S. Government respond to a request from the Organization for Security and Cooperation
in Europe (OSCE) to assist with expanding the OSCE’s monitoring role on Georgia's northern border. Also in
FY 2001, the GCS underwent another change in leadership, which caused some delays in GBSLE
implementation, but seems to have led to progress in cleaning up corruption within the GCS. Under the GBSLE
Program, the U.S. Government has provided the GBG, GCS, MOD and other border security and law
enforcement agencies with equipment, training and services, including communications equipment (radios and
base stations to enhance command and control operations), vehicles and helicopters with spare parts for
transport and patrol, surveillance and detection equipment, computers for automation of applications, licensing
and regulatory systems, forensics laboratory assistance, and a wide array of EXBS and law enforcement
training. The following specific types of assistance were provided under the GBSLE Program in FY 2001:

e Continued support for the radar system provided for the Port of Supsa pipeline terminal to enhance
Georgia's maritime border control capabilities;

e Three Mi-8 and two Mi-2 transport/patrol helicopters (including spare parts), vehicles, support for Coast
Guard vessels, uniforms, tents, heaters, generators, flashlights, radiation detection equipment, GPS
systems, fuel for training operations and maintenance support;

e U.S. Army Corps of Engineers support, airport security enhancements; renovation of the GBG airport
hangar facility in Tbilisi to provide enhanced maintenance for the patrol helicopters; and infrastructure
enhancements for the Lilo Training and Communications Center, Red Bridge GBG base, and the GCG Poti
Maritime Division base, including self-contained kitchens/diners to facilitate GBG/GCG training and
operations;

e Expert advisors to help the GCS, GBG, and Revenue Ministry develop plans for organizational reform and
restructuring;

e Support for the costs of transporting and delivering to the GCG a former U.S. Coast Guard 82-foot cutter,
Point Countess, provided in January 2001 under the U.S. Defense Department's Excess Defense Articles
(EDA) Program;

e High-frequency radios and a 31-inch radar on four Griff patrol boats, and a 27-meter radar tower and
expansion of a communication tower at the GCG base in Poti;
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e U.S.-based Defense Language Institute training in U.S. harbor-patrolling techniques for GCG
conscripts/trainees; classroom and hands-on training to GCG personnel in Poti and other training on
shipboard operations which helped the GCG participate in NATO’s 2001 Partnership for Peace exercises;

e A train-the-trainer course in the proper use of the PR-24 baton (which is used by police departments in the
United States) at Georgian borders in accordance with internationally recognized human rights standards;

e A parliamentary exchange program and other exchanges with high-ranking Georgian government officials to
review program priorities and goals;

e A workshop hosted by Georgia on the development of the Central Asian and Caucasus Regional Transit
Agreement (Georgia also offered to be the repository for the final version of this agreement);

e The submission to the Ministry of Justice of a code of conduct for GCS personnel that was drafted by U.S.
technical experts; and

e An evaluation of the GCS's computer system, as a result of which the GCS will be able to collect more
duties through a computerized networking system.

U.S. Department of Justice (DOJ) — Criminal Justice, Rule-of-Law Programs: In January 2001, DOJ’s
Office of Overseas Prosecutorial Development, Assistance and Training (OPDAT) placed a new Resident Legal
Advisor (RLA) in Georgia. The RLA provided assistance to the Ministry of Justice and Prosecutor General’s
Office on combating organized crime, fraud and money laundering. Throughout the year, the RLA worked with
prosecutors and legislators to encourage criminal procedure reform. As part of this effort, OPDAT conducted a
conference in Chakvi, Georgia in June for a group of 71 judges, prosecutors and defense attorneys. The
conference covered topics including arrest, pre-trial detention and interrogation of suspects/accused persons,
and gave Georgian experts an opportunity to identify areas of the Criminal Procedure Code that are in need of
reform. Soon after the conference, a number of amendments to the Code were adopted. In July 2001, OPDAT
sent a U.S. judge, prosecutor and defense attorney to Georgia to conduct a demonstration jury trial organized
by the RLA at the request of the Chairman of the Georgian Parliament’s Legal Affairs Committee. The
demonstration trial, took place over a two-day period in the Georgian Parliament, with members of parliament
sitting as jurors. Substantial portions of the trial received extensive television coverage. After familiarizing
themselves with the jury trial process, a number of legislators expressed an interest in adopting a jury trial
system and implementing substantial criminal procedure reform in Georgia. In FY 2002, OPDAT will also work
closely with the Parliament to encourage substantial criminal procedure reform and new legislation compliant
with international standards.

e DOJ/CEELI Criminal Law Liaison: With funding from the ACTTA Program, DOJ provided a grant to the
American Bar Association’s Central and East European Law Initiative (ABA/CEELI) for the placement of a
criminal law liaison (CLL) in Thbilisi. In FY 2001, the CLL began a training program for Chamber of Control
and the Georgian Procuracy unit designated to receive referrals from the Chamber. This training focused
on a special unit within the Chamber that screens matters under audit for potential criminal violations and
subsequent referral to the Procurator General’s Office. The CLL worked with the Chamber of Control to
review and revise its criminal regulatory scheme and assist in the development of a modern filing and case-
tracking system. The CLL also worked in the areas of anti-corruption, combating human trafficking and
criminal procedure reform. The CLL worked with local experts to develop a trial manual that will help
prosecutors and other attorneys implement Georgia’s new Criminal Procedure Code.

U.S. Department of State / U.S. Department of Justice — Anti-Crime Training and Technical Assistance
(ACTTA) Program: In FY 2001, the State Department’s Bureau of International Narcotics and Law
Enforcement Affairs (INL) continued to provide funding for an additional Justice Department Resident Legal
Advisor (RLA) in Tbilisi to develop and implement ACTTA-funded training programs. Like his predecessor, the
RLA conducted seminars and served as an instructor at the International Law Enforcement Academy (ILEA) in
Budapest on such topics as anti-corruption, ethics, trial advocacy, criminal procedure and preventing human-
rights abuses by prison guards and administrators. In FY 2001, over 400 Georgians participated in DOJ-
sponsored law enforcement training conferences and seminars, 51 of them at ILEA, 27 at a joint Armenian-
Georgian conference in Yerevan, Armenia, and the rest in Georgia. DOJ sponsored training for Georgian
prosecutors, investigators, judges, members of parliament and policy makers on various law enforcement-
related subjects, including transnational organized crime, money laundering, public corruption, criminal
procedure, excessive force/lhuman rights violations and interrogation techniques (conducted by the Federal
Bureau of Investigation). The training included a two-part U.S. Drug Enforcement Administration (DEA)
conference held in Budapest and in Yerevan, Armenia, on counter-narcotics activities. The INL Bureau also
funded a forensic institute development project implemented by DOJ’s International Criminal Investigative
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Training and Assistance Program (ICITAP) and supported an interdisciplinary anti-money laundering program to
be integrated with the anti-corruption efforts described above.

U.S. Department of State — Military/Ammunition Relocation: The Military Relocation Program was initiated
in FY 2000 to facilitate the withdrawal of Russian forces, closure of Russian military bases and removal,
disposal and/or destruction of equipment and munitions from Georgia. Russia has repeatedly raised the issue
of costs as a significant obstacle to its timely withdrawal. Russian officials have reaffirmed their commitment to
withdraw Russian forces from Georgia in accordance with agreements reached during the November 1999
OSCE Summitin Istanbul. Specifically, Russia committed to do the following: (1) reduce the levels of its treaty-
limited equipment (TLE) in Georgia to specified levels, and to withdraw all TLE from two politically sensitive
facilities by no later than December 31, 2000; (2) disband and withdraw two of its bases in Georgia (Gudauta in
separatist Abkhazia and Vaziani near the capital) by July 1, 2001; and (3) complete negotiations with Georgia
regarding the status and duration of remaining Russian bases (Batumi and Akhalkalaki) during calendar year
2000. These negotiations were still ongoing at the end of 2001. Between August and December 2000, Russia
fulfilled its commitment to reduce the amount of Russian CFE TLE in Georgia. By December 31, 2000, Russia
had withdrawn 35 tanks, 313 armored combat vehicles (ACVs), and 27 artillery pieces, and destroyed 24 tanks,
90 ACVs and two artillery pieces, from its facilities at Vaziani/Tbilisi, as well from bases at Batumi and
Akhalkalaki, thus fulfilling the first phase of the Georgian-Russian agreement reached at Istanbul. In concrete
terms, this meant that over one half of the Russian TLE that was on Georgian territory at the time of the Istanbul
Summit has been withdrawn or destroyed. Sustained U.S. Government engagement, including the work of the
Special Envoy for the Treaty on Conventional Armed Forces in Europe (CFE) and the prospect of U.S. financial
assistance, was critical in achieving this result. By July 1, 2001, Russia claimed to have met its remaining
Istanbul commitments in Georgia, by declaring the Russian bases at Gudauta, Vaziani and Batumi closed.
While all of the Russian Forces at Vaziani were withdrawn and that base was transferred to Georgia, the
“closure” of the base at Gudauta, in the Abkhazia region of Georgia was not independently confirmed by
international observers. The status and duration of Russia’s military presence in Georgia remains a matter for
negotiation, as does the residual presence of Russian troops at Batumi and Akhalkalaki. The dispute, as of the
end of 2001, was centered on the duration of this residual presence. The Georgians have pressed for a three-to
four-year term; the Russians seek 14 years to complete their withdrawal.

The U.S. Defense Department's Defense Threat Reduction Agency (DTRA) is the designated U.S. executive
agent implementing the Military Relocation Program in Georgia. Foreign policy direction for the program is
provided by the Department of State in coordination with the Department of Defense, including the Office of the
Secretary of Defense, and other agencies through an Interagency Working Group chaired by the Coordinator of
U.S. Assistance to Europe and Eurasia. A total of up to $10 million in FY 2001 and prior-year FREEDOM
Support Act (FSA) funds has been notified to Congress as proposed obligations to reimburse the costs of
withdrawal activities in Georgia. Such reimbursement is to be based on observed/validated costs (such as costs
for transport by rail or sea, per-item costs for destruction or elimination, and costs to facilitate base closure and
infrastructure elimination) once Russia and/or Georgia formally accepts a U.S. implementation proposal for
reimbursement arrangements. While Russia has yet to accept these arrangements, steps were taken to ensure
that observation/documentation was developed that would allow eventual reimbursement to Russia once
implementation arrangements were finalized. Georgia accepted the U.S. implementation arrangements in FY
2001, and Georgian costs associated with the Russian withdrawal (principally railroad transportation costs) have
been reimbursed. All equipment withdrawal and destruction activities to date (with the exception of the
withdrawal of 76 ACVs from Georgia to Armenia) were observed by U.S.-led multinational teams as a
prerequisite for potential U.S. reimbursement of documented, validated withdrawal/destruction costs. However,
the U.S. Government indicated to the Russian Government that no U.S. assistance could be used to support
costs associated with withdrawal of military forces/equipment to locations outside of Russia. The key
unresolved aspects of base closures at Gudauta, Batumi, and Akhalkalaki, and a possible end date for the
remainder of the Russian presence in Georgia suggest that a tough task lies ahead for Russia and Georgia in
2002. The U.S. Government will continue to play a role in this process through the Military Relocation Program.

U.S. Department of State — Science Centers/Other Nonproliferation Programs: Georgia is an active
member of the multilateral International Science and Technology Center (ISTC) in Moscow, and a number of
Georgia’s former Soviet weapons scientists are working on ISTC-supported peaceful civilian research projects
funded with U.S. Government contributions. FY 2001 assistance for Georgia under the Science Centers
program totaled an estimated $500,000. Projects have been funded with scientists at the Georgian Technical

63



University, the Institute of Cybernetics, the Institute of Stable Isotopes, the Republican Center of Environmental
Monitoring, the State Institute of Economic Relations and Thilisi State University.

U.S. Department of State — Redirection of Biological Weapons (BW) Expertise:

e U.S. Department of Health and Human Services (HHS) — Biotechnology Engagement Program
(BTEP): In FY 2001, an estimated $2 million was allocated for BTEP assistance in Georgia. BTEP projects
are planned or underway at four Georgian scientific institutions: the Eliava Institute of Bacteriophage,
Microbiology and Virology; the National Center for Disease Control of Georgia; the National Center of
Tuberculosis and Lung Disease; and the Georgian AIDS and Clinical Immunology Research Center.

U.S. Department of State — Support for the Civilian Research and Development Foundation (CRDF): With
an estimated $1.5 million in FSA funding in FY 2001, CRDF activated five new Competitive Grant awards in
Georgia, including the renewal of two projects conducting cutting-edge epidemiological studies of tuberculosis
and HIV transmission. The CRDF received 66 proposals—more than three times as many as had been
submitted in the previous competition. The CRDF also awarded five Travel Grants to Georgian scientists and
issued two Regional Experimental Support Center (RESC) awards in Tbilisi: one to the Georgian Technical
University to support the purchase of major scientific instrumentation for the Center for Medical Polymers and
Biomaterials, including an FTIR Spectrophotometer and a UV-VIS Spectrophotometer; and one to the Eliava
Institute of Bacteriophage, Microbiology and Virology for its Regional Experimental Center for Applied
Microbiology and Bacteriophage Research. Both RESC grantees had been engaged in weapons research
during the Soviet period. The CRDF also provided support for the initial development of a Georgian Research
and Development Foundation. The CRDF is helping the Georgians develop the structure of the new foundation,
which will be based on analogous CRDF-funded foundations in Armenia and Moldova. Once the new
foundation is operational, the CRDF will carry out a series of training activities and grant competitions.

U.S. Department of State — Anti-Terrorism Assistance (ATA) Training Programs: With an estimated
$970,000 million in FY 2001 ATA funding, the ATA Program provided several courses to appropriate Georgian
security and law enforcement personnel throughout the fiscal year.

U.S. Department of State — Foreign Military Financing (FMF) Program: In FY 2001, Georgia received an
estimated $4.49 million in security assistance under the FMF Program, which was used to purchase
communications, individual and other equipment, and support items for U.S. UH-1H helicopters delivered under
the Excess Defense Articles (EDA) Program in October 2001. The UH-1H helicopters will increase the
Georgian military's capability to participate in NATO Partnership for Peace (PFP) activities and greatly enhance
its ability to transport soldiers and equipment.

U.S. Department of State — International Military Education and Training (IMET): An estimated $480,000 in
FY 2001 IMET assistance was used to send members of the Georgian Armed Forces to military training
courses, English language training, and courses in civil-military relations. These programs have helped
Georgian military personnel develop the skills necessary to augment Georgia’s participation in PFP and its
interoperability with NATO. Georgian pilots and maintenance technicians continue to receive English language
training and specialty training in the Un