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I. Summary and Recommendations

A. Project'Title: Decentralization Support Fund

B. Project Number: 263-0143

C. Grantee: The Government of Egypt

D. Coordinating Agency: Ministry of Economy -
Department of Economic Cooperation

E. Implementing Agency: 21 Rural Governorates and
Central Department for Local
Government - Ministry of Economy

F. Amount: U.S. $50.0 Million
G. Terms: Grant

H. Life of Project: 3 Years

I. Total Project Costs: U.S. $60.0 Million composed of
U.S. $50.0 Million AID Grant Funds
and $10 Million GOE contribution

J. Goal: To assist the GOE to achieve its policy objectives
in economic and administrative decentralization.

K. Purpose: To support and accelerate the process of
administrative decentralization to rural governorates by
increasing investment budgets under their jurisdiction.

L. Strategy: This project will make a total of $2.3 million
in foreign exchange available to 21 rural governorates in
Egypt through the GOE's national budget. These amounts, which
will be available to the governorates in their investment
budget, will be used to purchase needed capital equipment in
the United States under AID Regulation I procedures. The
equipment will be used by the governorates to expand and
maintain systems servicing the governorate population in such
areas as sanitation, health, transportation, etc. The project
is in TJurtherance of the GOE's newly developed policy of
administrative decentralization. The project will largely be
administered by the governorates themselves who will develop
their own requirements analyses, equipment 1lists and
performance specifications, and, in conjunction with USAID,
approve technical specifications. The governorates will also
be responsible for the operation and maintenance of equipment.
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The Ministry of Economy will provide general oversight
including arranging for budget allocations, evaluation,
establishment of equipment selection criteria, screening
governorate lists for eligibility, review of performance
specifications and overseeing overall procurement. A
Technical Liaison Group contracted by USAID will provide
technical assistance to the Ministry of Economy and the
governorates. USAID will work closely with the Ministry of
Economy and governorates in each of these functional areas.

M. Project Outputs:

(1) Equipment - as determir:d by govermorates to be
necessary in accord with loca’ priorities - in operation,
directly providing basic services benefitting large
portions of the residents of the governorate.

(2) Administrative experience gairmed by governorates in
developing requirements and specifications.

N. AID Project Inputs: us $
(1) U.S. Goods for Governorates 48,730,000
(2) Technical Consulting Services 790,000
(3) Evaluation 305,000
(4) Contingencies 175,000
Grant Total 50, 000,000
0. GOE Inputs: Us § mil.
(1) Operating and Maintenance Costs 9,674,000

(2) Staff time Devoted to Coordinating

Project by GOE and by Governorates 180,000
(3) Inland Transportation 146,000

Total 10, 000,000



II.

P. Recommendation:

Grant:

AID approve a dollar grant in the amount of $50.0 million, of
this approximately $5,000,000 will be used for local currency
costs (i.e., liaison team and contingency funds). -

Project Description

A. Project Background and Problem Statement

The impetus of the Decentralization Support Fund Project (DSF)
comes from the present convergence of three important trends
in Egyptian local government which form the background of the
project and provide, in summary, both a statement of the
problem and a description of the opportunity.

The first trend has been a consistent effort on the part of
the GOE to decentralize authority. The present local
government structure came into being in the late 1960s when
the village council was cioated and endowed with a set of
defined responsibilities. Although the grant of autho-ity was
minimal, this was at least a beginning which fostered more
open discussion of village needs, resources and goals.
Encouraged by these developments and pressed for more
effective local development, in 1975 the GOE promulgated a
revision of the local govermment structure. Village councils
were elected, given more power and their taxing authority was
widened. Governors were accorded many of the decisions once
made by central ministries; and a new unit, the district or
markaz, was created to bring technical services closer to the
villages. With the added insight of experience, the GOE
re-emphasized decentralization in a 1979 local government law
revision by strengthening the governorate and expanding
village authority in project selection, ffnance and
operation. In just over a decade Egyptian local government
has become, at least in law, one of the most decentralized
systems in the developing world.

The second trend, less positive, has been a decline in capital
investment in the rural sector, particularly during the
1960-1975 period. Though investment was relatively stable
(averaging between LE 52 and 54 million rising demand for
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food and social services brought about by rapid population
growth outpaced investment. Rural areas suffered *hrough a
widespread deterioration of simall scale infrastructure which
had provided a vital link in sustaining economic and social
livelihond. Not only did construction dwindle, but
maintenance and .econstruction fell off, adding to the
decline. Discussion with central government planning
authorities and in governorates indicates that in the recent
past approved investment budget allocations have averaged
about 10 percent of requests submitted by the governorates.
In 1978 and 1979 investment level budgets approved for
governorates represented only 3 percent of total public sector
investment. In 1980, however, while requests stayed about the
same, approvals of investment budgets increased to about 30
_percent, reflecting increasing GOE commitment to
decentralization. Despite these increases, however, the
estimated shortfall in governorate investment budgets for 1980
totals some LE 550 million, thus indicating a significantly
high level of unsatisfied demand for investment budgets in
rural governorates.

The third trend has been the gradual growth of 1local
administrative experience. Substantial experience has been
gained in many areas of local govermment administration, but a
lack of institutional and personnel capacity remains in
critical development rtoles. Recent field studies in rural
areas which touch on local govermnment indicate deficiencies in
trained personnel, organizational arrangements and management
skills. The ieed for planning, budgeting and project
management appear at all levels.

Although these trends point to problems they underline as well
significant opportunities. USAID has a substantial commitment
both underway and planned in support of the GOE's policy of
decentralization which it believes over time should make
substantial contributions to both productivity and equity in
Egypt. Projects underway include Development Decentralization
(DDI), and Title III/Basic Village Services (BVS), which aim
at strengthening the capacity in governorates and villages to
plan, manage, implement and meintain locally chosen income
generating and basic infrastructure projects. This project,
the Development Suppert Fund, will help accelerate the
decentralization process in governorates by Iincreasing the
governorates' capital investment budgets - thus addressing
concerns outlined in the first two trends discussed above.
Training of governorate staff, while not a part of this
project is an important zspect of the decentralization
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process. Some training of lorcal officials is now included in
the DDI and BVS projects and additiomal training in planning,
budgeting, management, equipment upkeep and the like will be
part of USAID planned future activities.

A more complete description of the background of the project -
a descripticn of Egypt's local government, the budgetary
process, and the finances available to various levels of local
government - which explains the need for thils project is
contained in ANNEX II.

B. Goal

The goal of this project is to assist the GOE to achieve its
policy objective in economic and administrative
decentralization. Such decentralization is premised on the
assumption that increased local government responsibility for
local development activities will result in a more equitable
and self-sustaining development process relevant to both
national and local interests.

C. Purpose

The purpose of the Decentralization Support Fund is to support
and accelerate the process of administrative decentralization
to rural governorates by increasing investment budgets under
their Jjurisdiction. While wunder this project the most
immediate result will be capital equipment, the infusion of
the equinpment itself and the experience gained through the
planning and procurement phases of the project should greatly
strengthen the decentralization process.

D. Rationale

The strategy used to gain the purpose rests on the pressing
need for equipment at the governorate level to provide
essential services- to governorate population. The deficit in
needed equipment brou~ht about by inadequate investment during
the 1960s and 1970s has led to a serious deterioration in many
basic services. As a result, the inadequate, or in some
cases, the complete lack of vital services (e.g., sanitation,
ambulance and firefighting equipment, water systems, etc.)
limits opportunities for increased social and economic.
benefits to the rural population. By making ‘funds for
equipment available to governorates, services can be expanded
and existing infrastructure better maintained. A distinction
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needs to be made here between the BVS project and the proposed
DSF. In the case of the former, emphasis will be on village
level systems, i.e., village sanitation, village roads, etc.
In the case of the latter, however, the equipment will be used
to expand or maintain more complex and generally
governorate-wide systems. Thus, while some of the basic areas
of concern under the two projects will be the same, the
differences between the two will be the level and impact of
the systems involved.

The increased resources provided by USAID to the goverrorates
under this project should also serve a "pump priming" aw.irion
which should increase budaetary flows in the future. This
will be brought about by two factors; first, because the
administrative and technical capabilities in the governorates
for handling larger investment levels (i.e., the experience
gained by doing) will be demonstrated and, second, because
increased resources once available will create a strong,
popular demand for their continuation.

The Decentralization Support Fund provides a foreign exchange
facility through the structure of the GOE budget for
governorates to purchase needed capital equipment. Access to
foreign exchange is, of course, only one of several needs of
decentralization. As indicated earlier, other requirements of
the decentralization process in rural governorates will be
addressed in ongoing or planned project mechanisms. Analysis
of governorate equipment needs, however, point to a strong
requirement for foreign exchange financing considerably in
excess of the funds to be made available under this project
and thct the type of equipment needed lends itself to U.S.
procureiic.it under AID Regulation I procedures.

The decentralization process in governorates 1is new and
somewhat untested. It has enthusiastic support from President
Sadat, most senior cabinet officials, and the various
governors. Not surprising, it has less support among the
bureaucracy in the central ministries. Procedures and
administrative mechanisms remain to be developed and tested
and the inevitable tensions arising from the introduction of
this new governmental initiative resolved. At present, in
this and other similar projects, USAID is at the forefront of
the decentralization process and as governmental procedures
evolve and are revised, so will it be necessary for the USAID
to revise some of its decentralization mechanisms. It is this
reason that the OSF project is propnsed for one year funding.
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In the future, as experience is gained and results evaluated,
both the USAID and GOE may wish to continue the same mechanism
or alternatively adopt completely different approaches which
serve the GOE's decentralization strategy better.

E. Project Activity Outputs, Inputs

This project provides foreign exchange financing under AID
Regulation I procedures to purchase equipment for rural
governorates in order to assist them in expanding and
maintaining services and existing infrastructure. It also
includes funding for the local hiring of a local procurement
consultant to assist governorates, the Ministry of Economy,
and USAID in the project implementation. In addition, funds
are included to evaluate project results. The GOE will
provide operation and maintenance funding to support the
equipment, svaff time devoted to the project on the part of
central government ministries and governorates and inland
transportation to distribute the equipment. Major project
outputs will be a variety of capital eyuinoment (as determined
by governorates in accord with local priovities) in operation
directly providing services and maintaining infrastructure
which supports large elements of the rural population. An
additional output will be increased experience gained by
governorate staff in the planning, procurement and operation
of capital equipment.

F. Relationship to Development Objectives

1. Relationship to GOE Objectives

The GOE objectives, particularly those concerning
decentralizution of administrative and governmental authority,
are stated in the explamatory memorandum which preceded
issuance of the 1979 Local Government Law and its Executive
regulations. Among the most important of these are:

(a) The need to support and develop local government in
order to transfer central authority to localities.

(b) The need to support local government units to solve
problems locally.

The DSF project is in direct support of these objectives.
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2. Relationship to the Mission CDSS

The 1982 CDSS includes decentralization as a major element of
AID strategy in Egypt consistent, as previously noted, with
the aims of the GOE. In particular, the CDSS emphasizes that
decentralization is aimed " at fostering  local
administrative initiatives in the interest of (greater
operational efficiency and at broadening the role and
responsibilities cf project managers throughout the structure
of public sector.” It was also pointed out that weak local
government has "meant that the people concerned have had
little voice in determining what kinds of social and other
governmental services are most important to them..." As
described earlier, by inceasing investment resource flows to
the governorates the DSF project should foster greater local
efficiency and initiative.

3. Relationship to USAID Activities

The DSF project relates generally to many USAID projects
concerned with the process of decentralization. By focusing
on the governorate, and building local capacity for
administrative and governmental actions, the project will
contribute to and parallel other projects in swport of
decentralization as well as such projects as rural health,
social welfare, etc. Similarly, as the project encourages
local decision making in matters affecting the choice, and

the financing of capital/equipment, this experience can be
used to underpin human service activities conceived at the
local level. This project will involve many of the same
governorate officials as does the DDI and BVS projects. More
specifically, this project relates to the following ongoing
and planned activities.

(a) Development Decentralizatiion I
(b) National Urban Policy Study

(c) Basic City Services

(d) Basic Vvillage Services

(e) Basic Metropolitan Services

(f) Basic Education
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4. Relationship to Other Donor Activity

There are at this time no other donor activities in rural
areas which would in any way conflict or duplicate
activities proposed wunder this project. Ongoing
activities of major donors impacting on rural areas are
very limited in purpose and funding. Unlike the DSF they
tend to be site specific, discrete in nature, ard limited
mainly to technical assistance. Moreover, to our
knowledge, none have explicitly linked donor assistance
to the decentralization process. The success of this
project and other AID projects in this area should result
in  increased donor interest in the process of
decentralization.

Project Analysis

A. Implementation Plan

Through experience gained during implementaion of the
Development Decentralization I project and the Title III
program, USAID has developed valuable insight into the
organization and functioning of rural governorates. In a like
fashion, through the Commodity Import Program the USAID has
also had exposure to governorate procuremert procedures and
capabilities. Based upon this experience, USRID and the GOE
have agreed, (a) that project implementation will be based to
the maximum extent upon existing procedures and organizations,
znd (b) lines of communication among the various participating
organizations will be as direct and uncomplicated as possible.

Thus, in the main, project implementation will be based upon
procedures developed w.d2r tre Commodity Import Porgram. Some
of the conditions under which the DSF will operate differ from
those under the CIP, howaver. First, the ralson d'etre of the
CIP is to provide a forelgn exchange mechanism for relief of
balance of payments prrolems. In contrast, the DSF, while
providing foreign exchange for equipment imports, has as its
ultimate objective the decentralization process. Second, the
CIP has been, for the most part, geographically centralized
while the DSF will have 21 7jeograephically dispersed clients.
This brings about a need for coordination and consolidation of
requirements. Third, present users of the CIP are by now
generally attuned to such processes as requirements analysis,
pe~formance specifications, technical specifications and the
like. Clients of the DSF have less direct experience and will
require a greater element of technical assistance. Finally,
users of the DSF have had greater difficulties in assuring
maintenance of equipment.
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In order tn accommodate these differences, the following
elements have been added to the project. First, overall
project management within USAID has been assigned to 1t =
Office of Local Administration «nd Development within the
USAID/DRSP.  This assigmment has been made in order to
emphasize the project's relationship to the decentralization
process and to assure that such considerations as the
appropriateness of equipment relative to needs are given full
attention. Secondly, the Ministry of Economy will act as an
overall coordinator of the project in such functions as
assuring conformance with eligibility criteria, consolidation
of requirements and centralized procurement. (In this
connection, the Ministry's role will not be unlike that of the
GOE's under the recent set aside for education under the
CIP.) Third, a local consulting contractor hired by USAID
will provide technical assistance to assist governorates to
develop requirements, equipment lists, performance
specifications, etc. Finally, requirements analyses and other
project safeguards will aim at assuring greater maintenance
performance (see page 21 for fuller explanation of maintenance
aspects of project).

Before turning to a description of the sequencial steps of
project implementation, it would be useful, first, to outline
major responsibilities of the organizations involved in DSF
implementation; i.e., the Ministry of Economy, the
governorates, and USAID.

(a) Ministry of Economy - As in the case of the
Commodity Import Program, the Ministry of Economy will be
responsible for making initial allocations to
governorates (with modifications as discussed below),
reallocations and further establishment of eligibility
criteria for equipment. The Ministry will also be
responsible for project evaluation. These functions will
be carried out by the Department of Economic Cooperation
and Trade with Developed Countries within the Ministry of
Economy. In addition to this, a newly formed office
within the Ministry of Economy, the Central Department
for Local Government, has been designated responsibility,
inter alia, for local government affairs. This office has
recently been transferred from the Ministry of Local
Government to the Ministry of Econmomy. Previously, it
had worked with USAID in the development Of the
provincial cities project (BCS), ODI and BVS. This
office will act as a mechanism for channeling technical
assistance to governorates, reviewing governorate
equipment submissions for eligibility, arranging whenever
possible for consolidating procurement, overseeing actual
procurement, and port handling, customs clearance, and
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internal distribution of the equipment financed under the
project. To strengthen the capacity cof the central
department to carry out its responsibilities, AID will
finance consultant technical services. In particular,
the consulting services (the Technical Liaison Group)
will assist governorates to 1 ots;
equipment lists and performance specifications. Also the
Technical Liaison Group will assist the Central
Department to procure equipment as well as handle port
receipt and distribution.

(b) Governorates - The governorates will be responsible
for analyzing their respective capital assistance needs,
determining priorities for the investment budget and for
development of per formance specifications. In
developing these specifications, the governorates will
have the assistance of the Technical Liaiscon Group. The
governorates will also approve technical specifications
after being developed by the USAID and the Technical
Liaison Group. T'n addition, where necessary and at the
discretion of the Governors, assistance of the central
ministries can be called upon to assist in more complex
procurements. It is anticipated, however, that most
procurements will be of standard, relatively
uncomplicated items of equipment. Following procurement
and delivery of equipment, the various governorates will
be responsible for its operation and maintenance.

(c) USAID - USAID's role in monitoring and supporting

project” lmplementation will be essentially fourfold.
First, it will be concerned with project implementation
within the context of decentralization: i.e., the extent
to which the various governorates are progressing in
their ability to determine requirements, set priorities,
develop specifications, as well as manage, operate and
maintain capital equipment. Second, it will review the
screening of governorate analyses of requirements
equipment lists or performance specifications by the
Ministry of Econamy to assure general appropriateness and
conformance with eligibility criteria. Third, it will
assist the Ministry of Economy in the cevelopment of
technical specifications and in the bicoing and
procurement processes. Finally, it will work with the
Ministry of Econmomy in its evaluation of the project.
(The organizational function within USAID for project
implementation will be discussed in the Technical and
Administrative Analysis Section further on).

Following signing of the DSF and satisfaction of initial CP's,
the Ministry of Econcmy will assure that initial allocaticns
to governorates are reflected in the national budget.
Governorates will be notified of allocations to their
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individual governorate investment budgets. All governorates
except the more urban governorates of Cairo, Alexandria, Port
Said, Suez and Ismailia will be included in the DSF. The 21
governorates included in the DSF will each receive an initial
allocation of $2.3 million. The USAID and GOE have agreed
that from a practical and political standpoint initial
allocations should be on an equal basis. From USAID's
experience wunder the BVS and DDI projects as well as
reconnaissance undertaken in development of this project, it
is clear that this 1level 1is well below the potential
investment needs of governorates since the shortfall in 1980
between requests and approval in the 21 governorates is in the
order of $500 million. Of this $500 million, over one-fourth
has been identified as a foreign exchange requirement. At the
same time the DSF represents a real increase of 20%¥ in the
investment budgets of the 21 governorates, which should be of
sufficient size to have a significant impact on the
governorate's services without taxiny .“eir capabilities.

The Ministry of Economy (Office of Economic Cooperation and
Trade with Developed Countries) ard USAID will set eligibility
criteria for equipment. In general terms, the equipment
should be:

(1) In general conformance with the 5 Year Plan.
(2) Cost effective and appropriate to its intended use.
(3) Of benefit to a broad segment of the population.

(4) Easily operated and maintained and within the
financial capabilities of the governorate to maintain it.

(5) Necessary in relationship to the type and amount of
equipment already owned by the governorate.

Restrictions beyond those standard to AID financing will be
relatively few. Equipment will be limited to wuse by
governorates. Public and private sector commercial users will
not be eligible. (Both already have access to foreign
exchange through other mechanisms.) Limitations will also be
placed on establishing or increasing force account capacity of
governorates in order to encourage expansion of private sector
contractors in these areas. For example, a large grader or
dump truck used for road construction would not be eligible
for project funding if it would create or increase the
governorates' road building capacity but a small grader or
dozer, a 6-ton dump truck, or a small front and end loader
with a backhoe attachment to be used for road maintenance
would be eligible.
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The above set of criterion have been discussed and generally
agreed wupon by the Ministry of Economy. Additional
eligibility criteria may be added following further discussion
between the Ministry of Economy and USAID. A C.P. will be
included in the project agreement which will call for formal
submission of criteria by the GOE acceptable to USAID.

While allocations are being made to the governorate and
criteria deveioped, AID will contract for the Technical
Liaison Group. Following notification of increased investment
budget and upon receipt of eligibility criteria, the
governorate will analyze their capital assistance needs, and
will develop regquirement lists, performance specifications and
technical specifications. The Technical Liaison Group will
assist them in this task, and in particular will attempt to
ascertain that:

(1) The type of equipment requested is reasonably suited
to the task envisioned.

(2) The quantity of new equipment requested is
reasonable in light of existing equipment inventories.

(3) Performance specifications for new equipment insure
its compatability with existing equipment.

(4) The cost of the equipment is reasonable in light of
its intended use.

(5) Periodic maintenance is possible and probable.

(6) The equipment meets AID and any GOE commodity
eligibility requirements which is established for the
Commodity Import Program.

During the course of developing requirements, the Technical
Liaison Group will help the governorate to refime and expand
upon existing procedures for review and analysis of equipment
needs.

The governorate will then submit requirement analyses,
proposed equipment lists, and. performance specifications to
the Central Oepartment for review. The Central Oepartment
(assisted by the Technical Liaison Group) will review
performance specifications for equipment to be procured under
the Project. In carrying out this function the Central
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Department will confirm thatspecifications are appropriate for
the use intended. The Central Department will assure, to the
maximum extent possible, the uniformity and compatibility of
equipment procured under the project and take into account any
special problems of procurement and the cost of the
equipment. The Central ODepartment will also assure that
similar equipment will be consolidated to the maximum extent
possible for efficient central procurement.

Once the requirements analysis and performance specifications
for equipment requested by the governmorates have been reviewed
and approved by the Central Department they will be submitted
to USAID for approval. The USAID will then advise the
Technical Liaison Group and the governorates, as required, in
the development of technical specifications and bulk
procurement packaging. USAID, in coordination with the
Central Department, Technical Liaison Group, and AID/W Office
of Commodity Management (SER/COM) will develop and refine
technical specifications so that they are appropriate for
bidding, and will ascertain that each IFB to be issued will
include as appropriate: (a) sufficient allowance for spare
parts (standard spare parts allowance is 20%); (b) requirement
that successful bidders to have maintenance capabilities in
Egypt; (c) provision for familiarization courses (U.S. and/or
Egypt) to ensure proper utilization and maintenance of
equipment and (d) allowance for special maintenance tools, and
supplies and training.

SER/COM, after receiving USAID's, the governorates', and the
Central Department's concurrence on specifications and terms
of the IFB, will proceed with the issuance of the IFB,
notification of the procurement in the U.S., and will forward
copies of the IFB to the Egyptian Embassy in Washington, D.C.,
for distribution to interested U.S. suppliers, as well as to
JUSAID and the governorates.

The Central Department will receive bids in Cairo and open
them on bid opening date in the presence of a USAID
representative. The Central ODepartment will evaluate bids
received and recommend awards to USAID.

USAID, after examining proposed awards to ensure that they are
in accordance with IFB's terms and conditions, will issue a
letter of instructions to the Central Department regarding AID
procedures to be followed in finalizing the purchase contracts
and opening letters of credit.
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The Central Oepartment and the Technical Liaison Group will
assure proper handling of equipment once it has been received
in country, its passage through customs and its delivery to
the governorates. It will be responsible for preparation of
receipt reports and other required documents.

Governorates will be encouraged to fully program their initial
allocations, but experience indicates this will likely require
some internal shifting of requirements in governorate budgets
and possibly some additional retendering. However, in the
event a governorate has not developed firm requirements for
its allocation within a year from the date of its initial
allocation, the remainder of the budgeted amount will be
available for reallocation. The Ministry of Economy will then
reallocate based upon such factors as prior performance, need,
and conformance with the fiscal year plan. It is expected,
therefore, that there will be more than one cycle of
procurement which will be Iimplemented as described above.
(For detailed implementation schedule see Annex III.)

B. Administrative and Technical Analysis

1. USAID Capabilities

The USARID/Egypt Assistant Director for Development Resources
and Program Support (DRPS), or his cesignee, will have overall
AID management responsibility. Day-to-day monitoring will be
lodged in the Office of Local Administration and Development
which has responsibility for the Mission's rural
decentralization project portfolio. This office will have as
one of its primary concerns the relationship of the project to
the decentralization process and its interrelationship with
the other decentralization projects.

In addition, USAID's Office of Local Administration will have
responsibility for review of governorate requirements
analyses, equipment 1lists, and performance specifications.
In the former context, it 1is planned that all individual
purchases for one governorate for one type of equipment over
$1 million where construction, expansion or alteration of a
physical facility is involved, will be reviewed by the USAID
on the same basis as the activity justification paper is now
prepared under the Commodity Import Program. Responsibility
for review of technical specifications and liaison with the
Ministry of Economy on bidding and procurement will be
undertaken by the O0Office of Commodity Management and Trade
under the Assistant Director for Industry and Trade as support
to ORPS. End use checking will be the responsibility of the
USAID Controller's Office.
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2. GOE Capability

The Ministry of Economy's Department of Economic Cooperation,
at the macro level, i.e., making allocations, reallocations,
establishing criteria, etc. has extensive experience under the
Commodity Import Program and few, if any difficulties should
be experienced at this level. The Ministry's Central
Department has had less direct experience with the bidding and
procurement procedures under AID Regulation I. The technical
assistance supplied by the Technical Liaison Group will be an
important element of project management. In addition, USAID's
office of Commodity Management and Trade will work closely
with the Central Department on these aspects of project
procurement.

Capabilities at the governorate level varies. Many
governorates already have experience in Regulation I type
procurements through the Commodity Import Program. Most
governorates also have some experience in establishing
requirements and in developing priorities. The very nature of
the DSF, however, that of shifting the major responsibility
for decisions and planning from the central ministries to the
governorates introduces a new approach to the governorates.
In addition, Regulation I will introduce new procedures.
Therefore the support of the Technical Liaison” Group will be
important, particularly in the development of specifications.

Experience with other projects indicates that the type of
expertise needed for the Technical Liaison Group is readily
available in the Egyptian private sector. At the present time
it is planned that the Technical Liaison Group will consist of
eight members. The team's leader will be housed at the
Ministry of Economy in Cairo. His role will be to assist the
Central Department on rteview of requirements analysis,
equipment lists, and performance specifications, consolidation
of procurement packages, development of IFBs and other aspects
of the procurement and delivery process. Seven other team
members will spend most of their time assisting the
governorates' development of requirements and performance
specifications. One team member will be responsible for 3
governorates. It is expected that by the end of the second
year of the Technical Liaison Group's contract, it could be
reduced to four persons as the governorates gain experience.
It is likely that the type of functions carried out by the
Central Department may be shifted to other organizational
modes within the GOE as procedures for decentralization are
worked out further by the government. One possibility for the
placement of the Central Department may be the Council of
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Governors. Because longer term institutional arrangements
remain somewhat uncertain, USAID believes that the Technical
Liaison Group should be on a direct and not host country
contract basis. This has the approval of the MOE.

Another area of capability that needs to be kept under review
is the question of maintenance of equipment. To minimize the
problem:

1. The GOE will covenant that adequate funds for
equipment maintenance will be provided and that adequate
storage facilities will be provided both for the
purchased equipment and spare parts.

2. The Technical Liaison Group will have to certify in
its submissions of requirements analyses, that
maintenance capabilities for given items of equipment are
in place.

3. Spare parts will be ordered, as appropriate, in the
same IFB and bought as part of the same contract as the
original equipment.

4. When appropriate, only suppliers having maintenance
capability in Egypt will qualify as equipment suppliers.

5. Instructions regarding use of and preventive
maintenance on equipment will be ordered in the same IFB
and included as part of the contract purchasing the
original equipment when appropriate. If the Technical
Liaison Group determines that training is required, this
will be so specifieo in the IFB.

C. Economic Analysis

1. Introduction

The benefits from this project are impossible to reasonably
quantify. Further, there is no way to evaluate the project as
the least cost altermative to achieving an increase in the
governorates' investment budgets. while this project doesn't
lend itself to the standard quantitative economic analysis,
there are several qualitative issues that need to be
addressed. These include the level of demand for funds and
the impact of the project in the governorates.

In order to determine the demand for the type of investment
goods to be funded by this project a sample survey of
representative governorates was carried out and inte:views
- conducted in those governorates. Further, central wudget
authorities were contacted to determine how DSF funds will be
allocated through the budget process. The results are
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discussed below. The impact of this project on the
governorates was looked at from two perspectives: 1) the
impact of the project on a governorate's investment budget;
and 2) the impact on a governcrate's recurrent costs. In
order for the DSF project to be effective, it must be
demonstrated that its vresources will not overburden a
governorate's capability to implement projects and to handle
the continued operations and maintenance. Before these
concerns are addressed, it would be wuseful to review the
position of the governorates with respect to total budget
allocations.

The table below outlines the proportion of resources going
directly to all governorates:

CY - LE Millions
1978 1979 1980 1980/81

(a) Current Operations 2150 2468 2900  N/A
(Salaries and operations,
excluding direct subsidies)

(1) Central Government 1636 1838 2178
(2) Governorates 514 630 724
(3) Percent: Governorates to Total 24% 26% 25%
(b) Public Sector Investment 1954 2501 3100 3200
(1) Central Government & Public
Economic Sector 1889 2421 2863 2945
(2) Governorates 65 80 237 255

(3) Percent: Governorates to Total 3% 3% 8% 8%

It is clear from the table that governorates have far more
responsibility for carrying out operational aspects of the
Egyptian Government than they have in making investment
decisions. The GOE commitment to the decentralization effort
is reflected in the 1980 increase in the share of the
investment budget. However, governorates still have a long
way to go in gaining control over their investment decisions.

2. Governorate Survey Results

The survey indicated that over the last several years
governorates have been allocated 95% to 100% of thefunding
requested for wages and salaries; between 65% and 75% for
operations and maintenance (and of this amount, most for
operations), and between 10% and 30% for investment. In fact,
the last two budget cycles showed that central government
funding of investment was at roughly the 30% level.
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The governorate interviews indicated that investment projects
and items wusually unfunded by the central government were
those with a large foreign exchange component. The level of
services was difficult to expand or improve given the cuts
usually made in the operational budgets. Further, the low
level of funding for maintenance also impacted negatively on
services because of excessive down-time of equipment, and on
the general 1level of efficiency of equipment that was
working. The governorates specified the kinds of equipment
they were interested in obtaining if there were a LE 1.0
million increase in the investment budget for no commercial
type enterprises. Annex IV is a sample budget developed for
Sohag Governorate. Discussions indicate that the list could
easily be expanded if a larger amount were being considered.

Central government budget authorities have stated that
investment allocations were primarily directed to the central
line ministries and that, in the past, the governorates had
been very low on the priority list. Wwhile this is changing,
there was still a significant excess demand overall for
investment funds allocation within the government. Central
and local government authorities have both agreed that the
nnly way to affect the allocation process positively is by
including additional DSF resources in the governorates'
budgets.

3. Project Impact on Governorate Budgets

To measure the budgetary impact of the DSF, a representative
governorate budget was derived by averaging 1980 budget data
for the 21 governorates affected. The results are shown in
the table below.

Project Impact
(Real LE Value)

Representative Full
Governorate Recurrent %
Budget (1980) Investment Costs Change

LE Millions)

Budget Chapter

2

1.

Wages and Salaries 21.4 - - -
Current Operations

and Maintenance 4.3 - 0.260 6
(Maintenance) (0.3) - (0.130) 43
Investment 7.0 1.4 - 20

TOTAL 32.7
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Next, the uninflated 1981 Egyptian pound value of investment
goods per governorate was determined from the Financial Plan
in the following Section 0. This amounted to LE 1.31
million. It was adjusted upwards by an average 10% factor to
account for an initlal - one-half year operations and
maintenance cost. This adjustment to the investment budget is
required for the year in which the investment takes place. It
should be noted that the 10¥ adjustment factor was derived
from discussions with central and local government budget
authorities on standard budgeting procedures and practices.
Budget authorities adjust current operation and maintenance
budgets in the year following the investment expenditure to
account for the investment having taken place.

Thus, the investment budget per governorate would, on the
average, increase LE 1.4 million. This represents only a 20%
increase in the budget as shown in the table. In fact, this
overstates the impact because, while the regular budget can
expect to be expended within the budget year, it is clear from
the Financial Plan that the project funded investments will
not occur in the budgeted year. Further, the inflated 1981
level overstates what the comparable 1980 level would be. In
any case, a 20% increase can not be looked uwon as an
overburdening increase in the governorate's investment
budget.

The Mission determined that the annual average operating and
maintenance costs for the type of investment goods expected to
be procured would be 20% of the value. This is divided
equally between operating costs and maintenance costs. Thus,
the increase in the budget in the following years would be LE
260 thousand per governorate. This represents only a 6%
increase in overall operating and maintenance funding, which
is not a significant increase. However, when the maintenance
line item is looked at, there is an increase of 43¥ required.
This reflects the fact that consistently throughout the
Egyptian Govermment, maintenance is underbudgeted. It also
indicates the need, which this project addresses, to require
the GOE to be sure to properly fund this area. Thus, the
project's impact does not appear to overburden either the
governorate's ability to manage the investment or the ability
to fund operating and maintenance requirements.
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D. Financial Analysis

The proposed project will total $60 million of which $10
million will be provided by the Government of Egypt (GOE) as
counterpart to the project. The project funding period will
be from December 1980 through August 1983. Tables I and II
Financial Plan and Projection of Expenditure reflect projected
costs by specific inputs, by cost elements and by foreign
exchange and local currency. A summary of projected costs by
element and source of funding follows:

(U.S. $000)
Projected Costs

Project Element AID GOE Total
Equipment 48,770 9,820 58,550
Contract Services 1,270 180 1,450

Total 50,000 10,000 60,000

As reflected in Table I all foreign exchange requirements of this
project ($49 million) will be financed by AID. These
requirements, which comprise over 81% of the total project will be
primarily associated with the procurement of equipment for 21
governorates, and the financing of a decentralized evaluation
team. An estimated $3965,000 of AID funds will be utilized
for local currency expenditures to . support the cost of
the Technical Liaison Group which will provide in addition to the
necessary liaison links among the governorates, the implementing
ministry and USAID the service as a procurement coordinator Of
GOE's contribution of $10.0 million, 98%¥ will cover costs
associated with the maintenance, operation and in-land
transportation of equipment purchased by AID. The remaining 2% in
counterpart funds will cover costs of salaries for central
government as well as governorate's staff members involved in the
eqJuipment procurement activity.

An inflation provision was made for each of the project elements.
Table II reflects an estimated cost to AID of $9.6 million and GOE
of $3.1 million, respectively. The inflation provision was based
on the following allowances:
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Perceintage
Type of Cost 1581 1982 1983
Foreign Exchange - 15 12
Local Currency - 25 20

In addition to inflation a $175,000 contingency fund is allocated
to Contract Services element of the project. The contingency fund
will be used for increasing the scope of the liaison team, and to
provide additional assistance to governorates in developing
planning capacity.

Details involved in costing project elements follow:

1. Equipment
(a) Procurement
For budgeting purposes the eqguipment element of this
project has beeri divided into three categories: heavy,

light, and miscellaneous. Th.se three categories
“comprise the following types of equipments:

Heavy: Graders, Loaders, Bulldozers, etc.

Light: wWater, Sewerage Pump and Garbage Trucks
Ambulances, Utility Vehicles, etc.

Miscellaneous: Calculators, Projectors, Health
Equipment, Educational Aids, etc.

Of the $48.7 million ($39.3 million real value) provided
by AID under this project element, 50%, 35% and 15% have
beern allocated for heavy, light and miscellaneous
equipment, respectively.

The approximate cost and number of units per category

follows:

Real Value

(in US $000)
Category Number
Equipment Of Units Per Unit Total Units
Heavy 255 $ 77 $ 19,650
Light 625 22 13,755
Miscellaneous Various Various 5,895

Total $ 39,300
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* Averages are based on equipment prices during the third
quarter of 1980 adjusted to expected 1981 levels.

(b) Maintenance and Operation

Besed on aralysis performed by the Mission, maintenance
and operation costs were estimated to be 10% the year the
investment takes place and 20% thereafter.

(¢) Inland Transportation

4»43470

Inland transportation cost has been estimated at ? of
the equipment's real value.

Contract Services

(a) Liaison Team

This element will provide 228 person months of technical
services to the project, at an average cost of $2,800 pe
person month. -

The 228 person months include 8 indivicuals during the
first 24 months of the project and 4 indgividuals during
the remaining 9 months.

The GOE contribution is based on the number and time of
personnel allocated by governorates as well as by the
central government for the equipment procurement
activity. For each governorate budget estimates are
based on 5 positions for three months during each
procurement cycle and for the central government are
based on the cost of 2 full-time positions for two
years.

(b) Evaluation

This element will fund four evaluations during the life
of the project. These evaluations will require about 23
persons months of a US contractor (cost $10,000 per
person months which includes direct as well as indirect
related costs).

The time and number of individuals allocated to each
evaluation follows:
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No. of Months
Evaluation Individuals Required
1 2 2
2 3 1-1/2
3 3 1-1/2
4 3 3-1/3

In addition to funding the above personnel costs, this
project element provided $20,000 for other costs.
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DECENTRALIZED - SUPPORT - PROSECT

* Preliminary

¢(In U:S.-%0060)
------ AID- GOE
Project Element FX: Lec- LC-
I. Equipment
Procurement 39,300 -
Maintenance & Operation - 6,680
Inland Transportation 103
Inflation 9,430 -3;037
Total 48;730 -9,820
I1. Contract Services
Liaison Team 640 146
Evaluation 250
Inflation 55 150 34
Contingency - 175 -
Total - -3085 965 -180
PROJECT - TOTAL 49,035 96¢ 10,000

TABLE -1
~~~~~~ TOTAL- -
FX- LC
39,300 -
- 6,680
) 103
9,43 3,037
48,730 -9,820
786
250
55 184
e 175
-305 1,145
49,035 10,965




TABLE - 11

DECENTRALIZED SUPPORT PROJECT
Estimated Disbursement Schedule

FISCAL YEAR

----- 1981 1982 - ---- - - 1983 - - - --------TOTAL-------
Project Element AID GOE AID GOE AID GOE AID GOE
I. Equipment
Procurement - - 13,750 - 25,550 - 39,300 -
Maintenance and Operation - - - 1,375 - -5,305 - 6,680
Inland Transportation - - - 36 - 67 - 103
Inflation - - -2,100 --353 7,330 2,684 3,430 35037
Total - = 15,850 1,764 32,880 8,056 48,730 -9;820
II. Contract Services
Liaison Team 200 50 270 60 170 36 640 146
Evaluation 45 - 50 - 155 - 250 -
Inflation - - 75 15 130 19 205 34
Contingency 25 - 50 - -100 - 175 S
Total 270 t) o445 75 355 2 _1;270 188
PROJECT TOTAL 270 50 16,295 1,839 33,435 8,111 50,000 10,000
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E. Social Soundness and Beneficiary Analysis

1. Social Soundness

The thrust of this project is to accelerate the GOE's movement
towards greater decentralization and democracy. The project
is designed to insure that the technology selected is
appropriate and not overly capital inténsive, and the use of
the equipment will benefit a wide segment of the population.
This is insured in several ways: (1) the Technical Liaison
Groun will advise governorate on the suitability of the
equipment to the task envisioned and the eguipment's cost
effectiveness, (2) the Technical Liaison Group will have
access to expertise in its own company and in USAID, (3) the
Ministry of Economy and USAID will review the commodity list
and the intended uses to anmalyze its suitability.

From the mid-1950s to the late 1970s there was no appreciable
capital investment in rural infrastructure in Egypt. By the
mid-1970s the GOE began to shift more of its funds to meet the
needs of rural dwellers for canals, roads, sanitary drainage,
and potable water systems. The existing systems deteriorated
during the period while emphasis was placed largely on the
"mew land" effort. Field research in the nine provinces
gathered for the BVS program along with data reported by
various World Bank studies revealed deficits in rural
infrastructure for nine provinces alone over LE 500 million
($ 727 million). Unfunded projects requested by the 21 rural
governorates in 1980 budget totaled about $500 million. These
unmet needs are essentially basic human needs of the rural and
non-metropolitan urban population.

A sampling of governorates revealed the following hierarchy of
needs envisioned as being supported by equipment made
available through this project. (See Annex IV for a detailed
list from Sohag Governorate.)

(1) Firefighting

(2) Sanitation (equipment such as septic tank cleansing
units, garbage trucks)

(3) Road Maintenance

(4) Health Delivery Services (ambulances and
communication equipment to facilitate transport
of patients from outlying clinics to center
hospitals).
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(5) Canal Maintenance
(6) Education

This equipment will serve the social needs of the
governorates. For example, the sanitation equipment will
improve sanitation services to all sectors of the
governorate. Better sanitary facilities will add to health
and to longevity. Maintenance of existing roads is important
in a country where most of the existing road network is not
paved. The governorates have the responsibility to maintain
the tertiary road networks, but they have not been given the
resources to do it. The small secondary canals are vital to
Egypt's rural population whose agriculture is dependent on
irrigation. These canals form the crucial link between the
large irrigated systems constructed by the central government
and those belonging to the tarmer. Equipment to maintain them
will serve a vital socially useful function.

The governors are chariyed, under the local government laws,
with the duty of bringing the benefits of development to the
populace within their area. The problems are well known and
socially acceptable solutions identified. The major problem
has been finding the resource to provide these solutions. The
DSF should help provide these resources.

2. Bereficiary Analysis

The 1976 census indicated that 77% of the population (28.3
million) was located in the 21 governorates affected by this
project. Further, these governorates included virtually all
of the rural population (20.3 million) and 50% of the “urban"
population (8.0 million) but not really major population
centers. It is impossible to predict how many people will
directly and indirectly benefit from this project. However,
it should be clear from the description above of the types of
equipment to be procured and the criteria wused in its
selection, that a large segment of the population in these
governorates stand to benefit from this project.

F. Impact on Women

As a result of this project, many types of governorate
services will improve. Many of these services are directly
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used by women, or may indirectly benefit them. For example,
if equipment related to health care is upgraded, it should
impact on the health of women using health care facilities.
Sanitation equipment may directly assist women in disposing of
waste and indirectly improve their health envirorment. If
potable water equipment expands governorate's capacity to
provide water, women should spend less time in obtaining safe
water for the household. Also, there 1s an indirect health
benefit if women have access to potable water supplies.
Equipment for road and canal maintenance, and education will
impact on women to the extent they use the services provided.

G. Environmental Analysis

The initial environmental examination led to a threshold
determination that there would be no significant adverse
effects on the enviromment. This was concurred in by AID/W.
The intensive review of the project in preparing this PP has
uncovered no evidence to cause a reversal of that finding.
However, a covenant has been added requiring the GOE to be
sensitive to and address environmentzl concerns.

IV. Evaluation Plan

This project forms an integral part of the USAID's decentralization

ortfolio. The Mission plans to incorporate the evaluation of OSF
within the overall scheme of decentralization evaluation planned by
the USAID. A basic system of decentralization monitoring and
evaluation, based on governorate and sub-governorate budget records
is currently being designed under contract funded by the BVS
project. It is scheduled for operation by October 1980. The
evaluation funding provided under project will provide for a
supplement to the major Mission decentralization evaluation contract
insuring that specific cognizance is taken of the DSF.

The DSF requires evaluation against three basic USAID concerns:

(a) Impact of the program on the overall goal of increasing
budgetary decentralization in Egypt.

(b) Effectiveness of the DSF mechanism in moving beyond
budgetary decantralization to actually impacting on the
productivity/quality/utility of public services and public
infrastructure in rural governorates. Did the program deliver
equipment which improved services? Was it effective in
meeting the legitimate basic needs of a significant share of
the rural population?
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(c) A management assessment ot the DSF as a development
tool. What are the managerial implications of the DSF program
for non-project or program type support in Egypt? Can
assistance under Regulation I procedures genuinely meet
legitimate development assistance goals? Does the OSF
instrument have broader applicability in programming for
Egypt? Coes the instrument need further refinement? How can
it best be refined?

The amendment to the decentralization evaluation contract
providing for DSF evaluations will include the following
stages:

Baseline -Evaluation

Development of baseline data and a system for ongoing
monitoring of the structure of governorate budgets (in
selected governorates - Jan./Feb. 1981).

Special Evaluations

a. Review of budgetary developments since
baseline data - Jan./Feb. 1982.

b. Review of budgeting developments, end-use of
some equipment and impact of equipment (in
selected governorates - Jan./Feb. 1983).

End of Project Evaluation

To be conducted during June through August of 1983 along
the following lines:

a. Review of budgetary developments.

b. Review of actual end-use and impact of
equipment in governorates.

c. Management assessment of the DSF instrument
as a de' :lopment tool.

V. Conditions Covenants

In addition to the standard conditions and covenants the following
conditions precedent to disbursement for equipment shall be
included:
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A condition which requires the GOE to provide equipment
eligibility criteria acceptable to USAID.

A condition which requires that the GOE will chamnel all
project funds allocated to the governorates through t*e
national budget.

A covenant which will ensure that the resources provided by
the GOE will be in the nature of additional budgetary
resources, and not replace existing allocations.

A covenent which will ensure adequate maintenance of equipment
financed under the project.

A covenant obligating the GOE to provide the necessary staff
required for project execution; and

A covanant ensuring that enviromnmental factors will be taken
into consideration in determining the types and anticipated
uses of eguipment procured under the project.

A covenant ensuring that refunds will be made to the grantee
by the governorates where equipment financed under the project
is not used in accordance with the terms and conditions of the
Grant Agreement.



LOGICAL FRAMEWORK

NARRATIVE SUMMARY

GOAL:

Acheivement of GOE policy
.objectives in Economic and
Administrative
Decentralization.

PURPQOSE :

Support process of
administrative
decentralization to rural
governorates by increasing
investment budgets under
this jurisdiction.

QUTPUTS:

1) Equipment - as determined
by governcrates to be
necessary in accord with
lccal priorities - in
operation divtectly providing
vasic services benefiting
large portions of the

residernts of the Covernorate.

z) Acministrative Experience
gained by Governorates in
analyzing requirements and
developing specifications.

ANNEX I

OBJECTIVELY VERIFIED
INDICATORS

GCAL:

Larger discretionary budgets
at Governorate and Local
Levels - A doubling at such
budgets by 1985.

EOPS:

1) Project Planning
reflecting local choice.

2) Governorates undertaking
projects with less reliance
on central government.

3) Improved maintenance of
existing infrastructure.

4) Improved performance/
productivity for those
services/infrastructure
directly benefitting the
project.

5) Larger Governorate
Investment, Operating and
Maintenance hudgets.

OUTPUT:

1) $48.730 million worth of
equipment *#;

2) 2 Governor's staffers in
each participating
Governorate with relevant
experience gained under this
project



MEANS OF VERIFICATION
GOAL:

Review of Gevernorate and
Central Budgets.

PURPCSE :

Examination of Covernorate
Records Comparison of post
DSP data with past
investment budget data Field
Checks of ongoing and
completed projects. Local

budget and planning
documents.

QUTRPUTS:

Project ‘Documentation
Field Visits

INPUTS:

Frojerct Documentation

ASSUMPTIONS:
1. Article 162 of the Egyptian

Consititution of 1971 will continue to

guide Egyptian policy-makers in
matters concerning local government.
("....The local popular councils will
be formed...through direct elections
as administrative units... ").

2. Public Law 43 will be implemented
in such a way that the physical,
social, and economic components of
rural development strategy can be
effectively supported among all levels
of government; and, in particular
among local representative councils
and executive committees.

3. Interest among Egyptain
administrators, policy-makers, and
professionals in local development
decentralization will continue and
grow.

4, Popular participation in local
economic development and the
provision/distribution/operation of
services and infrastructure can be
effectively promoted through the local
representative councils and the ARE
movement towards decentralized
administration.

5. The leadership and motivaticn of
local representative councils will be
of a quality sufficient*to support and
effectively quide constructive,
dynamic, and equitably distributed
local development activities.

6. Authorized sources of revenue
uncer Public Law 43 will become fully
operational and contributory to the
financial strength of the governorate.



NARRATIVE SUMMARY

INPUTS:
U.S. Inputs:
1. Funds for equipment

2. Liaison Team

‘N

. Evaluation Team

4. Contingency Funds

GOE Inputs:

1. Operating and Maintenance
‘costs.

?. Staff Time devoted to
coordinating project by
Central Government and
Governorates.

3. Inland Transportation.

OBJECTIVELY VERIFIABLE
INDICATORS

INPUT:
A U.S.
1. 48,730,000

2. 750,000
3. 305,000
4, 175,000
B8 GCE:

1. 9,674,000
2. 180,000
3. 146,000

* Since the crux of this
project is to supply
governorates with equipment
they specify - forcing them
to do more planning, a
guantification of equipment
by numbers and type is not
possible.



ANNEX II ‘ ANNEX II
BACKGROUND Page 1

EGYPT'S SYSTEM OF LOCAL GOVERNMENTL/

The Arab Republic of Egypt is divided into twenty-six
governorates, twenty-one in the Nile Valley and five in

the desert areas. Each governorate is further divided into
districts (markaz). There are a total of 150 districts.

Each district usualliy consists of one major town and several
( four to eight) Village Council Areas. There are a total of
810 village Council Areas. Each Village Council Area has a
main village and several smaller satellite villages. A
typical district will have a population of between 150,000
and 200,000 people.

The term Local Government Laws refers to Public Law 52,
enacted in 19752 revised and replaced by the promulgation of
Law 43 of 1979.2/ The Local Government Law sets forth the
governmental structure at three levels of the local govern-
mental hierarchy--the Village Council Area, the District

and the Governorate. The pattern at each level is similar =
an appointed Executive Officer (Governor, District Chairman
or Chairman of the Village Uniit), an Executive Council com-
posed of ex officio advisors consisting of the ranking mem-~
ber of each line Ministry at that level (e.g. Health, Educa-
tion or Public Works), a Popular Council consisting of rep-
resentatives elected by the residents of the area, and in
the case of the Governorate and District level, an administra-
tive staff.

Each "Village Council Area" elects its own "Village Popular
Council" which must have at least seventeen members, one of
whom must be a woman.3/ Four representatives must come from
the main village and each satellite village must have a
representative. Each Village Popular Council elects a Coun-
cil Chairman.

1/

T In prepa.ing this Annex, the Project Committee drew heavily
on the work of Dr. James B. Mayfield - Local Government in
Egypt: Some New Change Strategies and Training Opportunities,
1976. This material has been updated to reflect changes
which have occurred since then and the Committee has added
comments based upon its own experience. However, what
clarity of description of the system exists in this Annex
is due to Mr. Mayfield's lucid explanations.

2/

~ These laws are also .referred to as Decentralization Laws.

3/ ’

T 'The fact that Local Popular Council members in Egypt were,
for the most part, men (in fact, out of some 19,896 council
members elected in November, 1975 only 39 were women)
probably led to this apparently sexist language.
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Theoretically, the Popular Councils at each level (Village,
District and Governorate) can play an important role in
developing a deep sense of legitimacy and commitment among
the citizenry for a functioning local government system.
They can provide a sense of participation for the inhabitants
of a governorate, a district, or a rural community. The
Popular Councils provide an institutional structure by which
local requests, complaints, and proposals can be channeled
to higher governmental authorities. The truly effective
Popular Council could develop a series of projects or pro-
grams of such obvious local value as to be a strong induce-
ment to the local citizenry to contribute a significant
portion of the financing.

Yet for a Popular Council to function in this manner, there
must be a literate citizenry, a group of experienced and
capable leaders who understand the strengths and weaknesses
of a local government system, who appreciate the need for

the local community to shoulder a larger portion of the costs,
and who are willing to participate with the central govern-
ment in reforming and developing the social, economic, and
political conditions in the rural areas. Unfortunately,

many of these factors do not yet exist in rural Egypt.

The appointed executive administrative officer with power and
authority over the financial and administrative activities
of all local government organizations functioning in each
Village Council Area is usually a career civil servant.

The official title of this local government leader is
"Chairman of the Village Unit" (rais wahdat garya). The
chairman is head of the Executive Council whose other mem-
bers are the chief administrative officials working in the
Village Council Area (doctor, social worker, school princi-
pal, agricultural engineer, police officer, and building
engineer) and the viilage secretary.

(The Chairman of the Village Unit must be distinguished from
the Chairman of the Village Local Popular Council who is
elected by the Popular Council members. So too must local
Popular Councils be distinguished from local Executive
Councils.) Thus, the Chairmen of the Village Units are
executive officers selected by the central government and
responsible for the implementation of all government programs
and policies within their area of jurisdiction. The local
Executive Council or committee is the chairman's staff.

~

The Chairman of the village level Local Popular Council, on
the other hand, is the officer who presides over the village
Local Popular Council meetings which are usually held once
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or twice each month. Given the central government's pre-
disposition to control and direct most activities in the
Village Council Areas primarily through financial and
budgetary requlations, the government appointed Chairman of
the Village Unit has many more administrative and budgetary
powers and authorities at his disposal than does the elected
Chairman of the Village Council.

ORGANIZATIONAL CHART OF THE VILLAGE UNIT

Village Unit

Village Local Popular Council Chairman of the Village
Chairman Unit
Village Local Popular Council xecutive Committee
(1% members) (8 members)

Impressions of James Mayfield, in 1976, of Chairmen of the
Village Unit based upon one district are revealing. "Chair-
men of the Village Unit tend to be mature administrators,
usually with a college education and generally with over

ten years experience in villages. All of them had had more
than five years experience as Village Council Chairmen before
the establishment of the new Public Law 52 in 1975. There

is no consistent pattern which characterizes their place of
residency, although a slight majority of those interviewed
did live in a nearby town rAther than right in the village
itself. Most of these chairmen have a good suai.se of their
responsibilities in the village. although many of them
admitted that additional training in planning, budget prep-
aration, ard management (superviosry skills) would be help-
ful. Only one of the seven chairmen in Qawisna was an

active member of ASU (Egypt's [then] single party [now
disbanded]), and all tended to consider themselves profession-
al local government employees.”

The next higher level of government is the District or Markaz.
These encompass from four to eight Village Council Areas.
There is an appointed District Chairman who is the head of
the capital town of the district and who has the powers of
under-secretary of the head of a government agency in respect
to the financial and administrative affairs of the district.
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Like his counterpart at the village level, he heads an
Executive Council composed of Directors of Service Depart-
ments and executive heads of towns and Chairmen of the
Village Units within the district.

This Council acts as the Chairman's staff.

The District, too, has a Popular Council (DPC) of elected
officials, eight from the district capital and four from
each Village Council Area within the district, plus one
woman. The District Popular Council elects its own chair-
man and vice-chairman, one who must be a farmer or a
laborer.

The next highest. level of government is thc Governorate.

The Governor, appointed by the President and having the

rank of a Minister, is the chief executive officer of the
Governorate. The Governor's most senior assistant is the
Secretary General of the Governorate. This is almost always
a civil servant position and lends continuity and profession-
alism to the administration of the Governorate. The Governor
has a full professional staff which runs the administrative
matters of the area. The Governorate's Executive Council is
composed of the Governor, his asgsistant, district and city
head and chairmen of specified public agencies working in

the Governorate.

There is also an elected local Popular Council at the gover-
norate level. It is composed of four members from each dis-
trict or administrative sectin:: of a city, and a woman. This
local Popular Council appoints a chairman and two deputies,
one of whom must be a farmer or laborer.

It can be seen that the parallel system of popular elected
official and professional appointed officials runs from the
village to the governorate level in an attempt to balance
popular democracy anu administrative competence.

A look at the budgetary and financial system in Egyptian

loc 1 government will enable a better understanding of the
loc il village government's relations to the district govern-
ment and to the governorates.

Budgetary Process in Egyptl/

An analysis of the Egyptian budgetary process requires an
awiareness of the following four things:

1/
T See Mayfield. Local Government in Egypt: Some New Change
Strategies and Training Opportunities, 1976.
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1. The Egyptian government appears committed to the
establishment of a decentralized system inspite of the fact
that Egypt's administrative system has historically been
'very ‘centralized.

2. The new Local Government Laws imply that such a
decentralized system is established, when in fact it appears
that such local autonomy is still in the future.

3. Most knowledgeable observers recognize that Egypt
is in a transitional period in which the central government
still plays the dominant role in all fiscal and budgetary
matters. Yet there is sufficient evidence to suggest that
procedures are being activated in the local areas which at
least have the potential for establishing a more decentral-
ized system of budgeting and finance.

4, It is important to distinguish between what the law
says and what still exists in practice. This gap between the
two should not be described in purely cynical terms, for the
government appears committed to the gradual ‘establishment of
a truly local government system in which local councils will
have access to their own separate revenues and resources.

Some previous provisions of the Local Government Law imply a
decentralized system and orders clearly define a still cen-
tralized system. Under the law, all Popular Councils at the
governorate, district, town and village level are directly
elected, and as supposedly representative councils they are
given responsibility for the preparation and development of
their respective draft budgets.

Thus in theory, each Popular Council is supposed to develop
a draft budget outlining the four major categories of:

(1) Wages, Salaries, Bonuses and Overtime; (2) Current Ex-
penses; (3) Investments; and (4) Capital Transfer: The law
implies that the decisions concerning budgetary amounts can
be decided independently by each council. The reality is
different. Although the Popular Council does give great
input into the budgets that are eventually sent forward to
the next level of administration, most of the inputs from
the Local Popular Councils which go beyond the rough guide-
lines provided by the ministerial representatives in the
governorates are gquietly deleted at the central governrent
level.

The budgetary process in Egypt functions basically as follows:
first in early spring, the various ministries develop rough
estimates of what they expect their budgets will be in the
coming year. These estimates are gradually filtered down
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through the hierarchies of each ministry - first to the
governorate level, then to the district and town, and finally

to the village levels.

At the same time, the Ministry of Finance distributes a
manshur (book of instructions and guidelines) to each gover-
norate. The manshur specifically outlines the technical
steps required for the preparation of the budget for each
governmental level. Since the elected councils themselves
rarely have the competence to prepare these budgets, the
executive committee of each village (which includes the
respective ministerial representatives, who have already
received guidelines as to the budget they can expect, plus
the heads of the councils! committees in health, education,
social services, agriculture, housing, etc.) under the
direction of the Chairman of the Village will prepare the
draft budget which is then submitted to the representative
council for its approval.

There are four main budgetary entries, each called Baabs

(or chapters). Baab I is for salaries, Baab II for current
expenditures and transfers, Baab III for investment and
Baab IV transfers. Usually only Baabs I and II expenses

are actually forecast at the village level. Investments
desired are listed without financial data -~ the financial
data is supplied later at the district or governorate level,
Baabs III and IV fu: 4ds are controlled and allocated at the
central government level.

After some discussion, first in each committee and then in
the council as a whole, the draft budget will be approved.

It is not uncommon for these village representative councils
to insist on budget requests which go far beyond the guide-
lines announced by the ministries. One official in the
budget department of the Ministry of Local Administration
admitted that these popularly elected councils often increase
the size of the draft budget presented to them by the execu-
tive committee five to ten fold. Thus, one of the major
problems in the budgetary process is the tendency for Village
Popular Council members to have an unrealistic view as to
what the government can or should do for them. According to
regulations from the Ministry of Finance, the draft budgets
must be submitted in the form approved even though they are
far beyond the guidelines established by the ministries.

After all local draft budgets have been approved, they are
sent to the Department of Finance at the governgrate level,
This department is separate from the Governor and is directly
under the control of the Ministry of Finance. The Department
of Finance puts all the drafts in proper form and incorporates
them into one budget called "the General Draft Budget of the
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Governorate" which is first submitted to the executive
committee at the governorate level. Although the law states
that no amendments are possible at the level, it-appears from
various sources in different ministries that the executive
committee, in which the Governor can play an important role,
has been known to make changes. The Governor submits the
draft budget to the governorate council for its discussion
and approval. This body, too, has been criticized for adding
requests which are unrealistic and eventually have to be cut
at the ministerial level. Once the governorate council has
approved the draft budget, each section is sent to its res-
pective minister.

At this point a series of negotiations will take place be-
tween the various ministries and the Ministry of Finance.

The Minister of Finance will reduce the amounts requested

by the elected councils to a level consistent with estimated
revenues of the total country. If serious conflicts emerge,
the final level of appeal is the Prime Minister in most
cases. Next the draft budget is submitted to the Ministerial
Committee for Planning and then to the entire Cabinet for
final discussion and negotiations,

Although all the funds requested to be spent in the gover-~
norate are contained in the budget forwarded from the gover-
norate not all the funds approved for activities in the
governorate go through the governorate. For example, if the
Ministry of Health built a hospital, funds for running the
hospital would appear in the governorate budget. Assuming
the approval of the line item those funds would not flow
through the governorate but through the centralized Ministry
of Health.

The draft budget is next presented to the National Assembly
for approval. When it is approved, it becomes the budget.
The Ministry of Finance at .this point communicates the final
budget items to the Governorate Department of Finance. Based
upon the recommendation of this body, the governorate council
announces the distribution of funds for its villages and
towns., It is then the responsibility of the Governor to
inform the local councils of the actual funds available in
each budget category.

Development of lL.ocal Government in Egypt

According to James B. Mayfieldi/ Fgypt has passed through
three stages in its development over the last three decades.

1/
T James B. Mayfield. Local Government in Egypt: Some New
Strategies and Training Opportunities, 1976. pp.32-33.
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“Stage 1: The umdah system - highly centralized, generally
very authoritarian in which the one main representative of
the central government, the village Umdah or mayor, ruled the
community in -a strong, highly centralized way. The major
focus was on security and control and most of the few func-
tions of the various ministries were channeled through this
office.

"Stage 2: The Unified Council system - based upon the need
to establish a village or town council which, because of its
lack of experience, required fairly close supervision from
the central government. The second stage included a local
council made up of elected members (selected from the ASU
committee), a few selected members, and the ministerial rep-
resentative in the local arza (doctor, social worker, teach-
er, security and housing officials). Bringing together the
political representatives of the ASU, some traditional rep-
resentatives, and some representatives from the various minis-
tries, this unified council tended to focus on political
awareness through an active single-party system and close
interaction and supervision of political elements by the
more knowledgeable representatives of the ministries pro-
viding services in the local areas.

"Stage 3: The 'Two-Branch Local Government' system - estab-
lished under Public Law 52 of 1975 and modified by Public
Law 43 of 1979. This new system envisions the creation of
two interacting and hopefully coordinating, institutions of
local government: first an elected council of local rep-
resentatives freely chosen by their constituents, and second
an executive committee representing the various ministries
providing services in the local area. The focus of this
latest system is the need for the council to represent the
people, to identify their needs, to consider alternative plans
and programs, to develop a draft budget which represents the
real needs of the people, and.finally to conduct on-going
monitoring and evaluations of the services and programs
which the central government is providing. Also, this new
law envisions a strong executive branch called an executive
committee which will seek to coordinate and implement the
plans and programs developed by the councils in conjunction
with the central ministries. In this third stage, central
control will remain dominant as the vast majority of laws and
budgetary revenues will still come from the central govern-
ment.

"Stage 4: 'The Local Self Government' system which is ex-
pected to emerge in Egypt in the future and is the goal to
which the efforts under this project are directed. The
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local (popular) councils will, because of the experience
gained in Stage 3, begin to assume greater responsibility for
both legislative and executive functions. Adequate revenues
.will be made available to ensure that over 50 percent of the
budget will come from local sources. The wages, current
expenses, and capital expenditures will become more and more
independent from central control and the executive committee
will gradually divest itself of many of its functions and
activities, assigning them to the council itself."

One clear indication of Egypt's committment to local autonomy
and the eventual development of decentralized government
institutions will be the degree to which local councils in
the present local administration are or can be financially
independent of central government resources.

The total Egyptian government budget in 1976 was roughly six
billion Egyptian pounds (approximately $9 billion). The chief
sources of revenue are the income tax, corporation tax, sales
tax, import-export tax, land tax, loans, etc. Out of this
six billion' pound budget, only 390 million is allocated for
local administration, roughly 6.5 percent of the total budget.
Of great significance is the fact that local administration
councils have access to financial resources which total ap-
proximately 90 million Egyptian pounds which is collected at
the local level. Thus, only 23 percent of the local adminis-
tration budget is covered by revenues designated by law to

be local government revenues. The other 77 percent of the
local administration budget is allocated in the form of
grants-in-aid from the central government. It is for this
reason that Eqypt at the present time must be classified as

a local administration system rather than a local government
system.

A brief description of the revenues available to the local
councils in Egypt gives some ‘indication as to the &xtent to
which these councils may or may not eventually become finan-
cially independent.

Governorate Financial Resources

Joint Revenues

Under Public Law 124, the first law of local administration
passed in 1961, all governorates were allowed a share of a
special add-on tax placed on all import and export taxes.
Under the Local Government Laws, all governorates were given
additional sources of revenues in the form of an add-on tax
for "movable properties" (stocks, bonds, shares, etc.) and
from all industrial and commercial profits tax.
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The percentage of these taxes that go to the local administra-
tion system is fixed by law. The fixed rate for the import-
export add-on tax is 3 percent, for movable property, 5 per-
-cent, and for industrial and commercial profits between 10

and 15 percent. The amount collected from these add-on taxes
was roughly 20 million Egyptian pounds during the 1975-76
fiscal period. Half of the 20 million went into the budgets
of the governorates where the import-export, movable property,
industrial and commercial taxes were collected. Therefore,
some 30 percent of these monies go to Cairo, Alexandria, Port
Said, Suez and Aswan governorates. The other half of the 20
million Egyptian pounds went directly into the Ministry of
Local Administration. Although the Ministry of lLocal Adminis-
tration would like to use this 10 million pounds for special
development projects across all the governorates, the present
arrangement with the Ministry of Finance is to allow one
million pounds to be used for special developmental projects,
while the other nine million goes into the Ministry of Local
Governments budget under the category of the "Share of the
Joint Revenues",

Each year the Ministry of Local Administration receives a
latter from the Ministry of Finance, reminding the Ministry
of Local Administration of the agreement by which only one
million of these joint revenues can be used for special de-
velopment projects. Efforts in recent years have been made
by which a larger share of these joint revenues could be
delivered to special development projects. The Ministry of
Finance within the past year has agreed to increase these
special projects funds up to four million pounds on the con-
dition that the Ministry of Planning gives prior approval
for these projects. Thus it appears that the Ministry of
Finance has traditionally discouraged the creation of any
financial budgetary system at the local level that would be
independent of the central government's overall plans. Some
sources in the Ministry of Local Administration have indicated
that the passa~e of Public Law 52 reflects the commitment of
the highest levels of government to establish eventually a
more autonomous and independent local government system.,

As these special project monies become available, governorates
are encouraged by *the Ministry of Local Government to submit
their proposals for local development projects. The guide-
lines, so far announced, suggest that the project proposals
should be between 20,000 and 60,000 Egyptian pounds--depend-
ing upon the size and importance of the governorate.

Other revenues available to the governorates include:

1. One quarter of the land tax and one quarter of the
add-on land tax which by law is fixed at 15 percent of the
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original land tax. At present the total land tax and add-on
tax 1s roughly 14 million Egyptian pounds. One quarter of
that tax goes to the governorate level and the other three
quarters goes to the towns and villages.

2. All taxes collected on wmotor cars, motorbikes, carts
and bicycles.

3. Fifty percent of the sale price of all public buildings
sold. The other 50 percent goes to the town or village where
the building is located.

4. Receipts from allocation of the funds invested by the
governorate and all the revenues from utilities controlled
by the governorates

5. Other taxes and duties imposed by the governorate.

6. Government grants-in~aid, already mentioned, total
presently 75 percent of all governorate revenues, The fact
that three-fourths of the governorate's financial needs

still come from the central government precludes any meaning-
ful system of autonomy or local initiative from being estab-
lished in the short run.

Public Law 52 provided for a new source of revenues,l/ unique
to the traditional system of Egyptian finance, which poten-
tially may become the basis for a truly independent local
government system. By Article 37 the governorate council may
establish an "account for local services and development".
This "special account” is completely separate from the cen-
tral budget and does not devolve to the public treasury
(central government) 1if it is not spent. Thus over the years
this fund could grow to be a significant part of the local
council's budget revenues. The revenues which go into this
"special account" come from-three sources:

1. Special local duties on various crops and food
stuffs produced in the cooperatives.

2. Projects which may come from the development pro-
jects financed by this "special fund".

3. Donations, contributions and supports from local,
national and internatiocnal sources.

Although the amount of money available from the "special
account" is obviously a very small percentage of the local
council's budget, this "special account" at least provides

i/
Law 43 has not changed this provision.
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the mechanism for the eventual development of some finan-
cial autonomy for local councils in Egypt.

District (Markaz) Financial Resources

Of all the local government units, the district level has
the least definitely defined set of vevenuve sources. It
is clearly the most dependent level of government in the
local administration system of Egypt. General sources of
revenue for the markaz include:

1. Sources assigned by the governorate council.

2. Receipts from investments of all utilities under
the direction of the district.

3, Government grants—in-aid,

4, Lcans contracted by the district couneil.

The district council is allowed to establish its "special
account” for development projects. The law is not clear as

to the source of monies for this "special account" at the
district level. If the district is to play a more signifi-
cant role in local government administration, specific sources
of revenue will have to be identified for these districts.

Towns Financial Resources

General sources of revenue for town councils consist of:

1. Taxes on buildings located within the jurisdic-
tion of the town.

2. Seventy-five percent of the land tax and add-on
land tax collected within ifs area of jurisdiction.

3. Sources of revenues assigned from the governorate
council to the town council,

4. Duties imposed by the town council to include:
birth certificates, licenses for quarries, mines, fishing
rights, business licenses, animal registration, slaughter
house registration, public marker, water, electricity and
gas taxes, etc.

5. Half of the sale price on all public buildings
sold within the town.

6. Government grants-in-aid.
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The Town Council is allowed to establish its "special account"
for development projects in the town., The law is not clear
as to the source of monies for this "special account",

Village Financial Resources

General sources of revenue for Village Councils are:

1, Seventy~-five percent of the land tax and the add-
on land tax for all lands within the jurisdiction of the
village council area. It should be noted that peasants who
have three feddan (feddan = 1 acre) of land or less do not
pay land taxes. Since a significant portion of the peasants
own less than three feddan of land, this restriction greatly
reduces the tax base for each village.

2. Taxes and duties of a local character imposed by
the village council.

3. Revenues from utilities managed by the village.

4. Sources of revenue assigned to the village council
from the governorate council.

5. Central government grants-in-aid.
6. Loans contracted by the village council.

The local Government Law provides that a special account for
local services and development is to be instituted in every
village. Whereas these "special accounts" are optional for
governorate, district, and town councils, the Lccal Govern-
ment Law specifically requires that every village council
must have a "special account” for development projects. It
is hoped that this "special account" will motivate village
councils to take a more active role in defining planning,
and establishing local village projects. It is anticipated
that providing these village councils with some independent
sources of revenue should increase the importance and acti-
vity of the village council members.

The central government has not given local governments at
any level sufficient financial freedom to make local govern-
ment a reality. One major reason is probably a dubiousness
as to whether local government can handle all the respon-
sibilities. The other, probably overriding, reason is that
to do so would reduce the budgets and therefore power, pres-
tige, and authority of the line ministries from whom funds
would be transferred to increase the funds available to local
governments,
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BEST AVAILABLE COPY



ANNEX II
Page 16

Itil Asmon, also compiled data on needs and capacity in the
three governorates. Village Councils in the three gover-
norates submitted their lists of needed basic village ser-
vices, the lists were reviewed by the Governorate, modified
where necessary in terms of funds or eligibility criteria
and submitted to the Interagency Committee which again re-
viewed for eligibility only. These first projects included
village potable water systems, rural unpaved roads (con-
struction and upgrading), irrigation, canal cleaning and
maintenance, village drainage and sanitation and other ser- ~
vice projects. The first allocation under the program was
sent in December, 1979, to the three selected governorates.
Checks were immediately provided to the Village Councils

for their approved projects. Work under the program has
proceeded more rapidly and efficiently than anyone had ex-
pected. Several projects had been completed by April, 1980,
and it is expected that all projects under the first alloca-
tion will have been executed in less than one year. One
Governor has attributed the speed of execution to the fact
that the villages have been given the funds to spend them-
selves which has caused them to feel more responsible for
the use of the money as well as free to choose the manner in
which the projects should be carried out, i.e., Village
Councils with the money in their hands and under their con-
trol, have sought the way in which to make the money go as
far and as effectively as possible. The projects have been
operated in different ways depending on the local circun-
stances; some have been implemented by the Councils them-
selves and some have been contracted locally. In any event,
the success of the program has demonstrated that Village
Councils do have the capacity to carry out these types of
projects, admittedly with varying degrees of efficiency.

In the fall of 1979, the concept of the Title III oproject
was expanded through a proposal to use AID dollar funds to
supplement the Title III funds and add a capacity'building
feature absent in the original Title III project. A project
paper describing that project was submitted to A.I.D./W in
June of this year to extend the BVS project to nine gover-
norates.



*End of Sept. 1980
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DECENTRALIZATION SUPPORT FUND: TMPLEMENTATION SCHEDULE

I. Liaison Team

A.

B.

c.
D.

E.
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II. Equipment Procurement

A.

B.
C.
D.
E.
F.
G.
H.

Equipment lists prepared
and approved

1FB's prepared and issued
BID's received and opened

Awards

L/C's opened

Equipment shipped

Arrivals

Distributed to governorates

I1XI. Evaluation

A.
B.
c.
D.

Scope xX
Baseline

Special

EOP Status

XXXXARX XK XAXRXYXXX
HXXKAXXKXRXX AKX XX XK XN SIXIXAXXXXXXXXX

EAX AKX VKX XX XK XX XK XX ZXLXXKXXRXE

XXX XX XXX XXX XX XK XX XN IKXRXXXXX

AAXARXAX XL XXXIXY XXFXXAXKXX X
XA XXX XAKXXXXXXXXXXXXXKXXXXX XXX

XXAXAXXK
XEXAX

XXX xxxxxxxxxxxxxxxxnmnunmnnmmxmxxnxxxxmwmmmmxxxx

AXRXXXXXXXXXAXXXXXHXXXXXKIXKXAKK

KEXXXXXKXXAXAXKKXXX XX XXX KX XXX X

AXXXXXXXXX



ANNEX IV

SOHAG GOVERNORATE
List of Equipmentlf

LE Estimated Cost® -

No. of Units Description Unit Total
Sanitation

12 Water spraying trucks 15,000 180,000

12 Sewerage pump trucks 15,000 180,000

11 Garbage trucks 15,000 165,000

525,000

Road Maintenance

3 Dump truck 20,000 60,000
1 Grader 35,000 35,000
1 Loader 40,000 40,000
1 Bulldozer 50,000 50,000
1 Canal dredging mach. 40,000 40,000
225,000
Health Various X-ray diag-
nostic and steriliza-
tion equipment 130,000
130,000
Education Pro‘ectors and school
equipment 50,000
50,000
Subtotal 930,000
Spare parts @ 132 139,500,
Training @ 5% 46,500
TOTAL 1,116,000

*Not including custom duties

1/List based on request by USAID to provide information on kinds of
equipment governorate would desire 1if its Investment Budget were
increased by LE 1.0 million. This level was chosen by USAID to be

less than the actual planned level so as not to raise governorate
expectation too high. In fact, the governorate could have expanded

the list to include previously unmet equipment requirements of at
least another LE 1.0 million.

8/25/80



ANNEX V

DRAFT PROJECT AUTHORIZATION

Name of Country : Arab Republic of Egypt
Name of Project : ODecentralization Support Project

humber of Project: 263-0143

1. Pursuant to Section 532 of the Foreign Assistance Act of 1961,
as amended (The Act), I hereby authorize the Oecentralization
Support Project for the Arab Republic of Egypt involving planned
obligations of not to exceed $50,000,000 in grant funds over a
one-year period from date of authorization, subject tc the
availability of funds in accordance with the A.I.0. 0YB/allotment
process, to help in financing foreign exchange and local currency
costs for the, project.

2. The project consists of technical and capital assistance to Egypt to
assist the Cooperating Country in accelerating the process of
administrative decentralization in rural governorates by increasing
investment budgets under the jurisdictions of the Governcrates. The
project will finance equipment procurement, maintenance requirements,
consulting services and project evaluation. Implementation of the project
will be coordinated by the Government of Egypt, Ministry of Economy.

3. The Project Acreement(s) which may be neqotiated and executed
by the officer(s) to whom such authoritv is delegated in accordance
with A.I.C. reculations and Delegations of Authority shall bhe
subject to the following essential terms and covenants .and major
conditions, together with such cother terms and conditions as A.I.D.
may deem arorcpriate.

4. (a) Source and 0rigin of Goods and Services

(1) Except as A.I.D. may otherwise agree in writing or as
provided in Paragragh 4 a (2) below, goods and services, financed by
A.1.D. under the prolect shall have their sourcz and origin in the
United States or the cocccerating country.

(2) Ocean shipping financed by A.1.D. under the project
shall, except as A.I.D. may stherwise agree in writing, be financed
only on flag vessels of the United States.



(b) Prior to any disbursement, or thw issuance of any commitment docurents
under the Project Agreement, the Cocperating Country shall fumish in form and
stbstance satisfactery to A.I.D.:

(1) A statement of the names of per:ons authorized to act as the
representztives of the cooperating country together with a specimen signature
of each person specified in such statemert.

(c) Prior to disbursement of furds by A.I.D. fcr the purpose of procuring
goods and services other than goods or services to be procured directly by
A.I.D., the Cooperating Country shall furnish, in form and substance satisfactory
to A.I.D.:

(1) A statement of the eligibility criteria which will be applied to
determine whether equipment is eligible for finarcing under the Project ard;

(2) Evidence that funds made available under the Project will be
provided to the participating governorates through national taudget allocations
to the governorates; and

(3) Evidence that the Grantee has established procedures for (a)
menitoring Project procurement and utilization of the commodities by the
governorates and (bgn‘obtaining refunds from the governorates when Project funds
have not been utilized in accordarce with terms and conditions of the Project
Agreement.

(d) The Grantee shall covenant as follcws:

(1) Increase in Governorate Budgets. The cooperating country shall
agree that the budget allocations made to the governorates for the purpose of
providing them with the funds made available under the Prcject will represent
additions to the budget allocations which would normally have been made to such
governorates.

(2) Project Staffing: The cooperating country will take appropriate
steps to ensure that the Governorates assign sufficient specific staff members
to the Project for purposes of carrying out implementation activities.

(3) Maintenance Budget: The Cooperating Ccuntry agrees that in
establishing national budgets subsequent to the effective date of the Project
Grant Agreement the cooperating Country will take into account the requirement
for funds by the Governorates for the mairtenance of governorate equipment
whether financed under the Grant or not. The cooperating country agrees to
periodically consult with A.I.D. and the consultant financed under the Project
to ensure that such considerations are made part of the normal budget alloca-
tion process.

(4) Environment: The Cooperating Country agrees to establish a formal
procedure acceptatle to A.I.D. which will ensure that envirommental considerations
are taken into account by the Govermorates in the process of selection of
equipment to be procured with funds made available under the Pvoject.



(e) Statement on 612(b): Based on the justification set forth in ANNEX
VIII of the Project Paper, . I hereby determine in accordance with Section
612(b) of the Act that the espenditure of United States dollars for the
procurement of goods and services in Egypt 1s required to fulfill the
purposes of this project; the purposes of this project carmot be met
effectively through the expenditure of U.S.-owned local currencies for
suwch procurement; and the administrative officials approving local cost
vcuchers may use this determination as the basis for his certificatior as
required by Section 612(b) of the Act.

Typed Name Office Symbol Date Initials

Clearances Signature
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DRAFT PROJECT DESCRIPTION

The Purpose of the project is to assist the Cooperating Country in
accelerating the process of administrative decentralization in rural
governorates by increasing investment budgets under jurisdictions of
the Governorates. The project finances equipment procurement and
helps fill the need for improving services to residents of the rural
governorates.

Recognizing these needs and intent on reinforcing decentralization
as a structure for local development, the GOE and USAID undertaken
this Decentralization Support Project.

AID {rant funds may be utilized to fimance the purchase of
equipment from the United States requested by any Governorate
through its Governor with the exception of the Governorates of
Cairo, Alexandria, Suez, Port Said and Ismailia, provided that AID
and the Ministry of Economy agree to the following 1) the equipment
is cost effective and appropriate for the purposes for which the
Governorate intends its use; 2) the intended use will berefit a
- large portion of the population; 2) 1is in general conformance with
the S-year plan; 4) the equipment is necessary considering the
type, amount, and condition of similar eguipment owned by the
Governorate; 5) and the governorate ordering the equipment has the
financial and technical capability to operate the equipment.
However no equipment may be bought under this project:

1. For the establishment, maintainance, expansion and
extension of any public or private commercial type
enterprise including firms or organizations or enterprises
wholly or partially owned by any governmental organization.

2. For the establishment, maintenance, or increasing the
capacity of any aqovernment to wundertake new construction
projects; but procurement shall be limited to equipment
which are properly classified as maintenance equipment
(e.g. a large agqrader or dump truck wused for road
construction would not be a permissible purchase for it
would create ~r in.rease the governcrates road building
capacity but a small grader or dozer, a 6 ton dump truck or
a small front end loader with a back hoe attachment to be
used for road maintenance would be permissable).



The Ministry of Economy - Department of Economic Cooperation shall
coordinate the project. The Central Department for Local Government
- Ministry of Economy and the 21 participating governorates will he
the implementing acencies.

The GOE will allocate $2.3 million dollars of AID funds to each
governorate which 1is eligible to participate in the project.
Allocations will be made through the regular GOE budget. Each
governorate wishing to utilize the funds allocated to it will
prepare and submit to the Ministry sufficient information to enable
the Ministry and AID to make determinations on the issues listed
above,

If any Governorate does not program and request eligible equipment
to utilize the resources allocated within 12 months after
allocations have been made, the Ministry will reallocate unused
funds to other Governorates.

The Government will insure that each Governorate receives sufficient
funds to operate and maintain the equipment purcnased hereunder and
to pay for the transport of all equipment and materials purchased
hereunder from the port of unloading in Egypt to the site at which
the equipment will be used or stored. To this end the Government of
Egypt will provide through the governorates a sum no less than 10%
of the acquisition costs of equipment for maintenance funds.

AID project funds will be used to procure the consulting services
through a contract between a consultant and the USAID. The
consultant will render assistance to eligible governortes in
deterniming equipment needs .and in preparing necessary
documentation. The consultent will render assistance to the GOE in
refining the specifications and act as liaison among the Ministry of
Economy, the coverncrates and AID and any other Ministry or
Organization involved in the project as appropriate.

The AID Grant will also be utilized to finance spare and repair parts or
other maintenance requirements for the equipment to be procured hereunder,
and a major life of preject evaluation system which will be designed under
a gseparate contract and carried out principally by individuals who will
receive training in evaluation.

The GOE will contribute required personnel in the governorates,and
Ministry, inland transportation, and indirect sub-project cost,

e.a., cperating and maintenance costs.

The GOE shall make such arrangements as are necessary to assure that
procurement snall be done in accordance with the source and origin
rules set forth in the Grant Agreement.

Monitoring, auditing and routine evaluation of the project will be
carried out by U.S./Eayntian personnel in order to attempt to
identify and remedity problems in project implementation, establish
adequate audit provisions and measure performance and progress
against project objectives.



USAID and the Ministry of Economy expect certain conditons tc exist
at the end of the implementation period which will indicate the
project purpose has been acheived i.e.:

Governorates undertaking projects with less reliance on central
government ;

Project planning reflecting local choice;

Improved maintenanace of existing infrastructure;

Improved performance/productivity for these services/infrastructure
directly benefitting the project.

The procurement process which the GOE will use to buy ¢oods and
services will be set forth by AID in Implementation Letter.



ANNEX VII

5C (2) - PROJECT CHECKLIST
Decentralization Support Prcject

Listad below are statutery .criteria applicable generally to projects
with FAA funds and project criteria applicable to individual funding

sources.:

applicable only to loans); and Economic Support Fund.

CROSS REFERENCES:

IS COUNTRY CHECKLIST UP TO DATE?

Development Assistance (with a subcategory for criteria

HAS STANDARD ITEM CHECKLIST BEEN REVIEWED FOR

THIS PROJECT?

CENERAL CRITERIA FOR PROJEZT

1. FY 79 App. Act Unnumbered; 7Y 80 App.

Act Unnumbered;

FAA Sec. 834A; Sec. 653(b);

(a) Describe how authorizing and appro-
priations Committees of Senate and House
have been or will be notified concerning
the preject; (b) is assistance within
(Operational Year Budget) country or
international organization allocation
reported to Cengress (or not more than
$1 millicn over that figure)?

2, FAA Sec. 611(2) (1). DPrior to
obligation in excess of $100,000, will
there be (a) engincering, financial,

and other plans necessary to ciarry out
the assistance and (b) a reasonably firm
egstimate of the cost to the U,S, of the
assistance?

3. FAA See. 61l1(a) (2). If further
legislative action is required within
recipient country, what is basis for
reasonable expectation that such actio
will be completed in time to permit
orderly accomplishment of purpose of
the assistance?

4. FAA Sec. 611(b); FY 79 App. Act Sec.

101;

FY SO App. Act Sec. (501.) If for water

or water-related land resource construction,

has project met the standards and criteria
as per the Principles and Standards for
Planning Water and Related Land Resources
dated Octoker 25, 19737

{a)

{b)

(a)

(b)

Congress will be notified in
accordance with regular agency
procedures,

The intended obligation is
within the level of funds
appropriated for Egypt.

Yes

Yes. The financial plan and
analysis are part of the Project
Paper.

No further legislative action is
required other than action notifying
that the Grant Agreement is signed.

N/A



5. FAA Sec., 6l1(e). If project is
capital assistance (e.g., construction),
and ali U.S. assistance for it will exceed
§1 million, has Mission Director certified
and Regional Assistant Administrator

taken into consideration the country's
capability effectively to maintain and
utilize tie project?

6. FAA Sec. 209. Is project susgceptible

of execution as part of regional or mul-
tilateral project? If so why is project

not so executed? Information and

conclusion whether assistance will encourage
regional development programs.

7. FAA Sec, 601(a). Information and
conclusions whz2ther project will encourage
efforts of the country to: (a) increase
the flow of international trade; (b) foster
private initiative and competition;

(c) encourage development and use of
cooperatives, credit unions, and savings
and loan associations; (d) discourage
monopoligtic practices; (e) impcove
technical efficiency of industry, agri-
culture and commerce; and (f) strengthen
frece labor unicns.

8. FAA Sec. 601(b). Information and
conclusion on how project will encourage

U.S. private trade and investment

abroad and encourage private U.S. parti-
cipation in foreign assistance programs
(including use of private trade channels

and the services of U.S. private enterprise).

9. FAA Sec. 612(b); Sec. 636(h). Describe
steps taken to assure that, to the msaximua
axtent possible, the country i{s contributing
local currencies to meet the cost of
contractual and other services, and foreign
currencies owned by the U.S. are utilized

to meot the cost of contractual and other
services.

ANNEX VII

No

This project will discourage
monopolistic practices, and improve
technical efficiency of -industry
agriculture and commerce by enabling
local governments to maintain the
infrastructure on which these
activities depend.

US private enterprises will provide
the equipment to be purchased under
the project.

The project paper contains a
request for a 612(b} detemminatica
which will permit the use of U.S.
dollars to pay for local costs.



10. FAA Sec. 612(d). Does the U.S. own

encess ‘foreign aurrency df rthe -country--and,

if so, what arrangements have been wmade
for its release?

11. FAA Sec. 601{e). Will the project
utilize competitive selection procedures
for the awarding of contracts, except
where applicable procurement rules allow
otherwise?

12, FY 79 App. Act, Sec. 608; FY 80
App. Act Sec. (521.) © If assistance

is for the production of any commodity
for export, is the commodity likely .
to be in surplus on world markets at the

‘time .the .resulting .praductive-capacity

becomes operative, and L{s such
asdistance likely to cause substantial
injury to U.S. producers of the same,
similar or competing commodity?

FUNDING CRITERIA FOR PROJECT

Development Assistance Project Criteria

a. FAA Sec. 102(b); 111; 113: 28la.
Extent to which activity will

(a) effecrively involve the poor in
development, by extending access to
economy at local level, increasing
labor-intensive production and the use

of appropriate technology, spreading '
investment ocut from cities to small

towns and rural areas, and insuring

wide participation of the poor in the
benefits of development on a sustained
basis, using the approrriate U.S.
institutions; (b) help develop
cooperatives, especially by technical
assistance, to assist rural and urban
poor to help themselves toward better lifeg,
and otherwise enccurage democratic
private and local governmental institu-
tions; (c) support the self-help efforts

ANNEX VII

.Yes, but see Annex

of the Project Paper.

Yes

N/A

N/A



of developing countries; (d) promote

the participation of wamen .in the national
economies of developing countries and

the improvement of women's status; and

(e) utilize and encourage regional
cooperation by developing countrias?

b. FAA Sec. 103, 103A, 104, 105, 106, 107.
Is assistance being made available:
{(1aclude only applicable paragraph which
corresponds to source of funds used.

If more than one fund source is used for
project, include relevant paragraph for
each fund source.)

(1) [103]} for agriculture, rural
development or nutrition; Lf so (a) extent
‘to which activity i3 specifically
designed to increase productivity and
incene of rural poor; [1l03A] 1if for
agricultural research, full account
skall be taken of the needs of small
farmers, and extensive use of field
testing to adapt basic research to local
cornditions shall be rmade; (b) axtent

to which assistance is used in coordi-
nation with prograns carried out under .
Saec., 104 to help improve nutrition of °
the people of developing countriss through
sncouragerent of increased production

of crops with greater nutritional value,
improvement of planning, research;, and
education with respect to nutrition,
particularly with reference to impro-
vement and expanded use of indigenoualy
produced foodstufts; and the undertaking
of rilot or demenstration programs
explicicly addressing the problem of
malnutri{tion of poor and vulnerable
pecple; and (c) extent to which

activity increases national food
securicy by improving food policies

and managezent and by strengthening
national food reserves, with particular
concern for the needs of the poor,
through measurcs encouraging domestic
production, building national food

ANNEX VII

Not Applicable



rescrves, expanding available storage
facilicies, reducing post harvest food
losses, and improving food distribution.

(2) [104] for population planning

under sec. 104(b) or health under

sec. 104(c); 1if so, (8.) extent to which
activity emphasizes low-cost, integrated
delivery systems for health, nutrition

and family planning for the poorest people,
with particular attention to the needs

of mothers and young children, using
paramedical and auxiliary medical personnel,
clinics and health posts,commercial
distribution systems and other modes of
community research,

(3) [105) for education, public
adninistration, .av .human.tesources develop-
ment; if so, exteant to which activity
strengthens nonformal education, makes
formal education more relevant, especially
for rural families and urban poor, or
strengthens management capability of
institutions enabling the poor to pasrti-
cipate in development; and(b.) extent
to which assistance provides advanced
education and training of people in
daveloping countries in such disciplines
as are required for planning and imple-
mentation of public and private development
activities.

(4) {106) for technical assistance,
energy, research, reconstruction, and
selected develcpment problems; if sg,-
extent activity is: (1) (a) concerned
with data collection and analysis, the
training of skilled personnel, research
on and development of suitable energy
sources, and pilot projects to test new
methods of energy production; and

(b) facilitative of geological and geo-
physical survey work to locate potential
oll, natural gas, and coal reserves and to
encourage ecxploration for potential oil,
natural gas, and coal reservves.

ANNEX VII
-
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(i1) technical cooperation and development,
especially with U.S. private and voluntary,
or regional and international development,
organizations;

(111) research into, and evaluation of,
economic development processes and techniques;

(iv) reconstructica after natural or manmade
disaster;

(v) for special development problems, and
to enable proper utilization of earlier
U.S. infrastructure, etc., assistance;

(vi) for programs of urban development,
especially small labor-intensive enterprises,
"marketing systems, and fimancial .or other
institutions to help urban poor participate
in economic and social development.

¢. [107) 1s appropriate effort placed on
use of appropriate technology? (relatively
smaller, cost-saving, labor using techno-
logies that are generally most appropriate
for the small farms, small businessas,

and small incomes of the poor.)

d. FAA Sec., 110(a). Will the recipient
country provide at least 25X of the costs
of the program, project, or activity
with respect to which the asaistance is
to be furnished (or has the latter coat-
sharing requirement been waived for a
"relatively least developed" country)?:

e. FAA Sec. 110(b). Will grant capital
assistance be disbursed for project over

more than J years? If so, has justifi-

cation satisfactory to Congress been made,

and efforts for other financing, or is the
reciplent country "relatively least developed"?

£. FAA Sec. 281(b). Describe extent to
which program recognizes the particular
needs, desires, and capacicies of the

people of the country; utilizes the country's

N/A, however, program gives direct
support to GOB's efforts to
decentralize government and allow
local residents a greater voice ...
government. The program is designed
to provide equipment which will
enable local governments to furnish
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services deemed priority by

intellectual resources to encourage _ the residents. Skills
institutional development; and supports training is being granted to
¢iv4l education and tralning in'skflls . government officials who are
required for effective participation in essential to this democratizati
governmental processes essential to effort.

self-government.

g. FAA Sec. 122(b). Does the activity
give reasonable promise of contributing

to the development of economic resourcss,
or to the increase of productive capacitiee
and self-sustaining economic growth?

2.  Development Assistance Project Criteria (Loans Only) N/A

8., FAA Sec. 122(b). Information and
conclusion on capacity of the country
to repay the loan, at -a .reasonsble .rats
of interest.

b. FAA Sec. 620(d). If assistance is for
any productive enterprise which will compete
with U.S. enterprises, is there an agreement
by the recipient country to prevent axport
to the U.S. of more than 20X of the
enterprise's annual production during the
life of the loan?

3. Project Criteria Solely for Economic Support Fund

a. FAA Sec. 531(a). Will this asaistance Yre
promote economic or political stability?
To the extent possible, does it reflect the Yes

policy directions of section 1027

b. FAA Sec. 531(c). Will assistance under No
this chapter be used for military, or
paramilitary activities?

5C(3) = STANDARD ITEM CHECKLIST

Listed below are statutory items which normally will be covered routinely
in those provisions of an assistance agreement desling with its implemen-
tation, or covered in the agreement by imposing limits on certain uses of
funds.



These items are arranged under the general headings of (A) Prccurement,
(B) Construction, and (C) Other Restrictions.

AI

Procurement

1. FAA Sec. 602, Are there arrangements Yes
to permit U.S. small business to participate
equitably in the furnishing of con-oditicu

and earvices financed?

2. FAA Sec. 604(a). Will all procurement

be from the U.S. except as othervise Yes
determined by the President or under delega-

tion from him?

3. FAA Sec. 604(d). If the cooperating

conntry discriminates against U.S. wmarine N/A
insurance companies,-will commodities be

ifnsured in the United States against marine

risk with a company or companies authorized

to do marine insurance business in the U.S.

4. FAA Sec. 604(e). 1f offshore procu-

rement of agricultural commodity or product N/A
is to be financed, is there provision

against such procurement when the domestic

price of such commodity is less than

paricy?
5. FAA Sec. 603 Compliance with
requirement in section 901(b) of the Merchant N/A

Marine Act of 1936, as amended, that at

least 50 per centum of the gross tonnage of
commodities (computed separately for dry
bulk carriers, dry cargo liners, and tanker.,
financed shall be transported on priva:ely
owned U.S.-flag commercial vesscl3s to the
extent that such vessels are available

at fair and reasonable rates.

6. FAA Sec. 608(a). Will U,S. Govermment

excess personal property be util{zed Yes
wherever practicable in lieu of the procu-

rement of new itens?

7. FAA Sec. 621, 1f technical assistance

i8 financed, to the fullest extent

practicable will such assistance, goods Yes
and professional and other services from

private enterprise, be furnished on a



contract basis? If the facilities of other
Federal agencies will be utilized, are

‘‘'they psrticularly 'suitdble, ‘not competitive

with private enterprise, and made
available without undue interference
with domestic progracs?

8. International Air Transport. Fair
Competitive Practices Act, 1974,

If air transportation of persons or proper:y
is financed on grant basis, will provision
be made that U.S.~flag carriers will be
utilized to the extent such service

is available?

9. FY 79 App. Act, Sec. 105; FY 80.App.
Act Sec. {505,] Does the contract for

-“procurement -contain a.provision -authori-

zing the termination of such contract for
the convenience of the United States?

Construction

1. FAA Sec, 601(d). 1If a capital

(e.g., construction) project, are engineer-
ing and professional services of U.S. firms
and their affiliates to be used to the
maximum extent consistent with the

national interest?

2. FAA Sec, 611(c). If contracts for
construction are to be financed, will they
be let on a competitive basis to maximum
extent practicable?

3. TFAA Sec. 620(k). If for construction

of productive enterprise, will aggregate value

of assistance to be furnished by cthe U.S.
not exceed $100 million?

Other Restriction

1, FAA Sec. 122(b). 1f development loan,
is interest rate at least 21 per annum during

ANNEX VII

Yes

Yes

Yes, the contract will so provide

N/A

N/A

N/A

N/A

grace period and at least 3% per annum thereafter?



2. FAA Sec. 301(d). 1If fund is established
solely by U.S. contributions and adainistered
by an international organization, does Comptrol-

--ker.Ganeral ‘heve -audit .rights?

3. FAA Sec, 620(h). Do arrangements exist
to insure that United States foreign aid is
not used in a manner which, contrary to the
best interests of the United States,
promotes or assists the foreign aid
projects or activities of the Communist-
bloe countries?

4. FAA Sec. 636(i). Is financing not
permitted to be used, without waiver, for
purchase, sale, longterm iease, sxchange
or guaranty of motor vehicles manufactured
outside the U.5.?

5, Will arrangementsgpreclude use of fi-
nancing:

a. FAA Sec. 104(f). To pay for perfor-
mance of abortions as s method of family
planning or to, motivate or coerce persons
to practice abortions; to pay for perfor-
mance of involuntary sterilization as a
method of family planning, or to coerce
or provide financial incentive to any
person to undergo sterilization?

b. FAA Sec. 620(g). To compensate owners
for expropriated nationalized property?

C. FAA Sec. 660. To provide training—-
or advice or provide any financial support
for police, prisons, or other law enforce-
ment forces, except for narcotics programs?

d. FAA Sec, 662. For CIA activities?
e. FY 79 App. Act, Sec. 104; FY 80 App.

" Act Sec. [504.] To pay pensions, etc.,
for military personnel?

f. FY 79 App. Act, Sec. 106; FY 80 App.
Act, Sec. [506.] To pay U.N. asscssments?

ANNEX VII
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N/A

Yes

Yes

Yes

Yes

Yerui

-Yes

Yes

Yes



ANNEX VI
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B FY 79 App. Act, Sec. 107; FY V0 App.

Act. Sec. [507.] To carry out provision Yes
.of .FAA . aection .209(d) ? (Trensfer of Fad

funds to multilateral organizations for

lending.)

h. FY 79 App. Act, Sec., 112:; FY 80 App.

Act Sec. [511.] To finance the export Yes
of nulcear equipment, fuel, or technology

or to train foreign nationals in nuclear

flelds?

1. FY 79 App. Act, Sec., 601: FY 80 App. Yes
Act Sec. [515.] To be used for publicity

or propaganda purposes within U.S. not

authorized by Congress?




ANNEX VIIX

RECOMMENDATION FOR DOLLAR FUNDING OF LOCAL COSTS

.The local currency of the proposed dollar funded project is $11-315
million, or 19%-23% of total project costs. Part of this cost, an
estimated $10 million, represents maintenance and operation costs,
inland transportation costs, personnel and other in-kind and project
support contributions which will be provided by the GOE. Of the
remaining funds, $1 million represents an A.I.D. input of funds for
a local technical services contract and $4 million 1is a contingent
AID input to fund locally-procured spare or repair parts, training
services, or to provide direct maintenance support of project-
procured equipment in the event that such assistance is determined
necessary to the success of the project and no other source of
financing is available to the governorates. In this project, there-
fore, local cost financing represents a substantial cost. The U.S.
contribution represents an additicnal real resource to the Egyptian
economy and provides an incentive for the Egyptian Government to
implement new initiatives that otherwise it might not be able to
undertake. Accordingly, the Mission proposes to fund up to $5 million
of the project's local costs.

The GOE will allocate, even after project terminates, $7.5 million a
year in operating expenses. The USAID attaches great importance to

the necessity of providing the services it proposes to procure with

the current U.S. local currency expenditures. Given these circumstances
and the current tight restrictions on expansion of the GOE budget, it
would be unrealistic to require the GOE to provide a larger share of
total project costs.

The source of the A.I.D.-provided local currency will be dollar
purchases. At the present time, the projected availability of excess
currency pounds is fully programmed for other activities. Due to the
high level of A.I.D. activity in Egypt, excess currency cannot cover
the needs for project costs and other purposes.

It is therefore, recommended that $5,000,000 be allocated for dollar
purchases of Egyptian pounds to help meet the local currency costs of
the project, and that the above be used as a justification for the
deternination required under F.A.A. section 612(b) as set forth in the
project Authorization of Funds, Part II.



ANNEX IX

CERTIFICATION PURSUANT TO SECTION 611 (e)
OF FAA 1961 AS AMENDED

I, Owen Cylke, Acting Director, the principal officer of the
Agency for International Oevelopment in Egypt, having taken into
account, among other things, the maintemance and utilization of
projects in Egypt previously financed or assisted by the United
States and technical assistance and training planned under this
Project do hereby certify that in may judgement Egypt has both the
financial capability and the human resources to effectively install,
maintain and utilize the capital assistance to be provided in the

participating Governorates undertheoe?zation Support Project.
Zrif A /L/é

Owen Cylke (_
Acting Director




ANNEX X

DETERMINATION AS PROVIDED FOR UNDER PD 68
+TFHAT -DIRECT--CONTRACT - FOR TECHNICAL - SERVICES BE

Discussion: Implementation of this project will include a technical
assistance. The project is intended to support the decentralization
policy of the Government of Egypt by centering activity at the
governorate level. CGovernnorates will choose problem areas to be
dealt with, make requirement analyses, develop equipment lists and
performance specifications for equipment to be purchased under the
project. The Central government plays a reviewing and coordinating
role through the Ministry of Economy.

In accord with the decentralized implementation of the project, it
is planned that the technical services to be contracted for under
this project will be provided far the most.part directly to the
several governorates participating in the project and to the Central
Department for Local Government of the Ministry of Economy.

A host country contract would require that the contractor be
responsible to a single central entity within the Egyptian
Government, Mission believes this would be inappropriate since
those to whom the contractor needs to be responsive under the
project will be officials of governorates. For a central Egyptian
agency or ministry to contract for technical services which are to
be supplied to various local government entities would militate
against the implementation of the project as the contractor would
necessarily be required to represent primarily the interests of the
Central Government. This would not help to further the project
purpose of supporting and strengthening decentralized local
administration.

Secticn III of Policy Determination (PD) 68 sets forth guidance with
respect to exceptions to the policy favoring host country
contracting in AID financed projects. That section provides in part
that the USAID Director may when "special circumstances including
instances in which country contracting would give rise to special
difficulties in the host country/contractor relationship inimical to
the attainment of project objectives" the Mission Director may
determine that a direct contract is appropriate. As described in
the discussion above the problems preserted precisely the kind of
special circumstances described in the above quoted portion of PD &8.

Based on the above, in accordance with Section III of PD 68 I hereby
determin that a direct contract for the services of the Liaison team

will be preferred mode of implementation of this ject.
éw

~ Owen Cyikel

Acting Director
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SUPIFCT: DFCENTRALIZATION SUPPORT FUND, PROJECT
2R3-11143
REF:  CAIRD 18327

1. MESQ MET 9/%1/8a TO REVIEY THE CONCEPTS PRESEN-
mLT REETET,  MEAC ETNDORSED OVERALL CONCEPT OF PRO-
VIDINS ASSISTANCE TO TEE GOVERNORATES [N SUPPORT OF
GUF’S TYCENTRALIZATION EFFORTS EUT QUESTIONED
wpETPPTE PoCITCT™ AS DESIGMED WOULD SIGNIFICANTLY
FUPPOXT TEAT ORJECTIVE. ™AJOR TOINTS RAISED
FENTTREN MOSTLY ON GOE PROCEDURES AND IMPLEMENTATION
CAPARILITY FOR CARFYING OUT PROJECT. [rOLLOWING ARE
TH® MAJOR TFOINTS DISCUSSED:

{#) neueTope (#BLE IS SOMEWHAT AMBIVALENT REGARDING
FRCJTCT PUNPOST MAXING IT DIFFICULT TO DETERMINE
WURTEYT MPHASIS IS PRIMARILY ON METTING CAPITAL
FLUIEMFNY NTFIDRS 2F GOVERNORATFS THROUGa A PROCESS
SIMITA® To ~Ip CR [F A BRCADER FOCUS OMN STRENCTHENING
SLANN=NG/ZTNOETING CAPACITY OF TH: COVERNORATES IS
TNTTRTED,  MTAC ASSUMES LATTER IS CASF AND SUPPORTS
THIS 3CsL. ALSO NOT CLEAR WVFTdZR PROJECT INTENDED

G EPFORT. NZAC LT TEAT STRENGTHENING DECEN-
LI7#716% AT TAE GOVEINORATE SEOULD BE A CONTINU-
PTTIAT ML TSAT PEOJECT SHOULD IE VIRWED AS PART
CNTINUING INSTITUTION BUILDING PROCESS. AS
143 P13 INCGEST, THE PROJECT PURPOSE SHOULD
TFARTR Qv THIS 0INT SHOWING, AS PRECISFLY AS
FLY, HO¥ THE PROJECT IS INTENDED TO FURTHER
NTRETLTZATION 0RJECTIVES.

&S 4 v TIMY CONTRIBUTION OR TIHST PIASE OF CONTIN-
1
1

I'v CPI.E% TOR PROJECT TQO ACCOMPLISH PURPOSE OF
RENGTHENING CAPACITY AT TU® GOVEIRNORATE LEVEL,
FARLY TROJGHT THAET THE DECISION MARING
"C”ITV MUST “b LOCATED AT THAT LEVE[ TO TEE
TEST EXTENT POSSIELE. RESTFL 9ID HOT CLTARLY
JLRIRAY A “7 GOVEINQRATIS MDD MIWESON OF T/DI-

W??E: TINAL DECISTON MASIHNG ACTHORITY WOUuLD
o 2AFA A4 MFNTIONS TSAT THE GOYVERNQRATES
KRS ‘"’" VIITD oL sT SUCEY Ll 00ED ( YIOT L RY
MINPCON YHICH IMPLTLS MIMLGOM, AND NOW T4Y SOVREGA-
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CRATES, WILL KAVE FINAL APPPOVAL AUTHEORITY TO DZCIDE
WEAT SOIPMFNT [3 NFEDED., NEAC SHGGESTS IMPLFMEN-
TATION PROCEDPURES BE FULLY FXAMINED WITH INTENT TO
GIV® GOVERNORATES MAXIMUM REASONAELE CONTRCL CVER
FCUIPMTvy TN BT 2R000URED TO MEET THEIR PERCEIVED

T
".‘. F:f;DD .

(¢} SINcT THIS IS FIRST PROJECT SPECIFICALLY
TIPPATYD AT THT GOVERNORATE LEVEL, IT WCULD RE
FELPFUL TO HAVE SOME INTICATION OF GOVERNORATES
MIWLY FSSIGrED ROLE IN DEVELOPMENT PROCIZSS, WHAT
ARE SCME OF MAJOR CONSTRAINTS, WEAT RESQURCES DO THE
POVERNCROTFS HAVYE, AND TO WHAT DEGREE ARE THEY
hEATLLGCLTED ™ CITY AND VILLAGE LFVEL. PP SHOULD
FFVE A GTNEPAL DESCRIPTION AS TO #OW TEE PROGJECT IS
FXPECTED TO ADPDRESS AND ALLEVIATE THOSE CONSTRAINTS
BY ¥NAFLING THI GOVERNORATES TO BETTER CARRY OUT
TATIE TESECONCIFILITIES,

(D) NEAC B¥COGNIZED TEAT PROJECT PROCUREMENT IS
MODEL YD ARTER CIP-WHICH :HAS, TO -A CFRTAIN DEGREE,
RVFY DPAJFATIZED., - NEAC SUGGESTS THAT GENERAL
CTITEHIA CONTINING USE OF BQUIPMENT TO PURLIC
UTITITIvS, SOCIsT SFRVICES, AND PUELIC INFRASTRUC-
TURT ®% EEFINED TO ENSURE THAT APPROPRIATE TECHNOL-
AGY IS STLYCTED WYICH wWQULD MFET GENERAL NEEDS,
PINFFIT THF MAY IMUM NUMBFR OF PFROPLE (INCLUDING
PMPLOYMENT CUNSIDERATIONS) AND B2 WITHIN THE GOVERN-
ORATES” ZAPARILITYt TO OPERATE, MAINTAIN AND FINANCE

R

tey

CUURRING COSTS.

(F) 3TIANALY TOR THF DOLS 2.@ MILLION ALLOCATION
TO FACH GOVEFKCRATE IS NOT MENTIONED. NO INFO3IMA-
TION WAS PTOVITED AS TO HOW THIS AMOUNT RELATES
TOOFATIMATYDY RTIUIRFMEINTS FOR ADRITIONAL RESOURCES
CraTh LEVEL OR WHAT EFYECT IT WILL HAVE
LLOCATIONS, WE HAVE NO OBJECTION T

b7

-
FRICYITING O

Al CCNTRIBUTIONS TO FACH GOVERNORATE
T 1O ¥KNOW HCW AMQOUNTS WERE EFTAPBLISHE]

PTY T I anRe SPTWESN TRAINING AND EQUIPMENT ARE
MOT FANTIRSTY APPARENT. WHILE TRAINING IN RUDGETING
PN PURLIC FILENCE APE UNQUESTIONAELY NEEDED TO
TRATIE 7w LAV ITWNORATES TO CARRY OUT THEIR NEWLY
TFIFCATLD 28 P NCIBILITIES, NIET FOR THIS TRAINING
POOIT ORTTACTE T TQUIPMENT PRNCURIMENT IS NOT CLEAR
CTHE® TRAINI*w IN PLANNING, PURCEASING, OPERATIONS
Al MAINTEINANCE, ETC. COULD ALSO BE LOCICALLY
ISCIVITEDR,  ThT RATIONALE FOR CONCENTEATING ON
RUDGUTING AND PUTRLIC FINANCE IN THE COMNTEXT OF THIS
PROJECT WOULD EE AELPFUIL.

UNCLASSIFIED STATE <0%38¢E i/«

BEST AVAILABLE COPY
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(G) NHTAC TXFRESSED STRONG RFESERVATIONS AFQUT
PRECTICATIVY OF CONDUCTIMNG TUHE RTCOMMENDED TRAINING
I U.S5. WHILE THE NEED FOR SCrY OBSERVATION TRAVEL
MICIT FF WARRANTED AND SOME SPICILLIZED TRAINING FOR
ACPE PEDIVIPEALS RPQUIRED, MAJOR PORTION OF TRATN-
ING SHCULD ¥E CARRIFD OUT IN ESYPT. NEAC SUGGESTED
ANY SPTCIALIZED U.S, TRAINING REQUIRED COULD %F
FINANCETD UNDER TECY TRANSTER PRCJECT AND NZED (0T BS
INCLUCED UNDER THIS PROJECT. NFAC SUGGESTS TRAT
POQLOSED .G, TRAINING BE RE-EVALUATTD AND CTHFR
ALT FFHﬂTIEFS TXPLORED, ALSO, PP NELZDS TO DISCUSS
THF R‘LATLO\Q’IP BETWEEN TIIS TRAINING AND THAT
Pl\Nh‘? UNDER THE BVS PROJECT.

(%) REIFTEL DOES NOT EXPLAIN THE EXISTING PROCURE-
MENT PRECCFSS UTILIZED BY GOVERNORATES. THEREFORE, IT
IS NCT CLEAR IF DDOPOST“D PROCUREMENT MODE COMPLIMENTS
EXISTING SYSTEM OR IF & NEW SYSTEM IS BEING SUPER-
TMPCSTN €Y MAOVERNQRATES FOR PURPOSES OF THIS PROJECT.
FLACTS CCHCERN IS THUAT DRCCUREMENT..SYSTEM DEVISED BE
AS CONMNPATIFRLE AS POSSIFLE WITH EXISTING SYSTEM AND
ST~LT PRING APOUT IMPROVEMENTS ANT CHANGE, AND MEET
AIT SECUIREMENTS.

(1) FURTPFR TO PARA IE ABOVE, IT TS NOT CLEAR IF
TEE PRCJECT WITLL ACTUALLY CHANGE THE BUDGET
REGOURCES AVAILABLE AT THE GOVERNCRATE LEVEL, AND
TP s vy =¢Ww Mynf, [F THERE IS AN INCREASE OF
‘U“GFT RESCURCES AT GCVERNORATE LEVSL, WHERE WILL
NERPUTTIONS RF TAKEN?

(J) NEAC CURSTIONED IF ONLY THICE EGYPTIAN PRO-
"TSSIDNALS wWCOULD PE ABLE TO ASSIST MORE THAN 22
GOVTONCRATES CARRY OUT THEIR PRCCUREMENT RESPONSI-
FILITIZ® UNDIR PROJECT. ATLSO, IT APPFARS THE THREE
INPIVITULLS WOULD BE WORXING FOR THT MISSION. NEAC
FERLS THESE INDIVIDUALS 3HOQULD RE RESPONSIBLE T0
THT GOY FANTITY IN CRARGF OF PROJECT IMPLEMENTATION,

(¥) MTSSICN’S ROLE IS NOT PRECISELY DEFINED IN
REFTEL »UT I'™ APPFARS NEAC FELT THESE RESPONSIRIL-
[T1TS SI5ULD BT CAPRIED OUT tY GOFR [F CAPACITY
EUILTINA ORJPSTIVE IS TO BE FULLY HET.

2. ARQIT AOMMYNTS ARE JTFERED TOP MISSION'S

COMSTIT 28710 I& PPYELOPING PROJECT PROPOSAL. WE
ARE AWARY THAT PAPER IS IN AN ADVANCED STATS CF PRE-
PARATICN AND AROVE QUTSTIONS MAY ALRTADY navs FTEN
ADDRESSED, I¥ NOT, MISSION STQULD CABLE IT

COMMTNTS ON AFOVF SC THAT W% CaN DECIDT IT Td 2T ARE
MBTNP QUTSTANNING I3SUTS L[\V" 70 DELAY

PRSPARATICN QF P4PER. w- WOUTLD AT.SO APPRECIATE
MISSICOA CAFLING CONGREISSICNAL NOTIFICATICN ASAP.  CHRISTNPRFR
nm
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MINISTER OF .ECONOMY
AND ECONOMIC COOPERATION

Mr. Donald S. Brown
Director

USAID to Egypt
American Embassy
Cairo :

Dear Mr. Brown,

ANNEX XII

Cairo Sept. 1980

The Guvernors of each Governorate have been charged with
planning for the development in their respective areas and have

the responsibility for executing these plans.

Twenty one of the

Governorates have inadeyuate resources. in their investment budgets

equipment %o provide many important basic services. Many of their

personnel also lack training in mordern budget and filnancial tech-

niques to make planning more effective.

As a result of the mutual urforts of the Governments of
Egypt and the United States in analizing the problems inherent in
the decentralizing authority to the Governorates, it is clear that
the United States could be of useful assistance in:

1. Granting the necessary funds to procure equipment needed
by the Governorates which funds will be allocated to the
Governorates through the Nathonal Budget.:*

2. Assisting in the efforts to coordimate the activities
in purchasing the reguired equipment.

To this end the Government of Egypt requests a Grant of
$50,000,000 (fifty wmillion U.S. dollars) in FY 1980.

The Goverrment of Egypt will allocate the necessary budget
funds to assure that the equipment will be delivered to the Gover-
1orates,will be employed for the uses agreed upon and maintained for

ts useful life. The Government of Egypt will continue to pay the
e salaries of the persons to be trained during their training.

Sincggelyzyours,
K N R
N Y
ADDEL-AZIZ ZAMVTY
Under Secretary of State
for Economic Cooperation

A



UNITED STATES INTERNATIONAL DEVELOPMENT COOPERATION AGENCY

ASENCY FOR INTERNATIONAL DEVELOPMENT
WASHINGTON.D C 20521
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LR F YN

Name of Country: Arab Republic Name of Project: Decentralization
of Egypt Support Project

Number of Project: 263-0143

1. Pursuant to Section 532 of the Foreign Assistance Act of 1961, as
amended (The Act), I hereby authorize the Decentralization Support
Project for the Arab Republic of Egypt (the "Cooperating Country")
involving planned obligations of not to exceed Fifty Million United
States pollars ($50,000,000) in grant funds over a one-year period
from date of authorization, subject to the availability of funds in
accordance with the A.I.D. OYB/allotment process, to help in finan-
cing foreign exchange and local currency costs for the Project,

2. The Project consists of technical and capital assistance to
assist the Cooperating Country in accelerating the process of admini-
strative decentralization in rural Governorates by increasing invest-
ment budgets under the jurisdiction of the Governorates. The project
will finance equipment procurements, maintenance requirements, )
consulting services and project evaluation, Implementation of the
project will be coordinated by the Government of Egypt, Ministry of
Economy. Unless A.I.D. otherwise agrees in writing, local currency
costs financed under the Grant will not exceed the Egyptian pound
equivalent of U.S. $5,000,000.

3. The Project Agreement, which may be negotiated and executed by
the officér(s) to whom such authority is delegated in accordance with
A.I.D. regulations and delegations of authority, shall be subject to
the following essential terms and covenants and major conditions,
together with such other terms and conditions as A.I.D. may deem
appropriate.

(a) Source and Origin of Goods and Services

(1) Except as A.I.D. may otherwise agree in writing, goods
and services financed by A.I.D._under the project shall have their
source and origin in the United States or the Cooperating Country.



(2) Ocean shipping financed by A.I.D. under the project
shall, except as A.I.D. may otherwise agree in writing, be financed
only on flag vessels of the United States,

(b). Conditions Precedent to pisbursement

(1) 1Initial Disbursement

Prior to any disbursement, or the issuance of any
commitment documents under the Project Agreement, the Cooperating
Country shall furnish in form and substance satisfactory to A.I.D.:

(a) A statement of the names of persons authorized
to act as the representatives of the cooperating country together
with a specimen signature of each person specified in such statement.

(2) Other Disbursement

Prior to disbursement of funds by A.I.D. for the
purpose of procuring goods and services other than goods or services
to be procured directly by A.I.D., the Cooperating Country shall
furnish, in form and substance satisfactory to A.i.D.:

(a) A statement of the eligibility criteria which
will be applied to determine whether equipment is eligible for
financing under the project and;

(b) Evidence that funds made available under the
Project will be provided to the participating Governorates through
national budget allocations to the Governorates,

(c) Evidence that the Grantee has established
procedures for (1) monitoring Project procurement and utilization of
the commodities by the Governorates and (2) obtaining refunds from
the Governorates when project funds have not been utilized in accor-
dance with terms and conditions of the Project Agreement,

(c) The Grantee shall Covenant as Follows:

(1) Increase in Governorate Budgets. The Cooperating
Country agrees that the budget allocations made to the Governorates
for the purpose of providing them with the funds made available under
the Project will represent additions to the budget allocations which
would normally have been made to such Governorates.

(2) Project Staffing. The Cooperating Country will
take appropriate steps to ensure that the Governorates assign suffi-
cient specific staff members to the Project for the purposes of
carrying out implementation activities.




(3) Maintenance Budget. The Cooperating Country agrees
that in establishing national budgets subsegquent to the effective
date of the Project Grant Agreement the Cooperating Country will take
into account the requirement for funds by the Governorates for the
maintenance of Governorate equipment whether financed under the Grant
or not. The Cooperating Country agrees to periodically consult with
A.I.D. and the consultant financed under the Project to ensure that
such considerations are made part of the normal budget allocation
process.

. (4) Environment. The Cooperating Country agrees to
establish a formal procedure acceptable to A.I.D. which will ensure
that environmental considerations are taken into account by the
Governorates in the process of selection of equ1pment to be procured
with funds made available under the Project.

4, Based on the justification set forth in Annex VIII of the Project
Paper, I hereby determine in accordance with Section 612(b) of the
Act, that the expenditure of United States dollars for the procure-
ment of goods and services in Egypt is required to fulfill the
purposes of this project; the purposes of this project cannot be met
effectively through the expenditure of U.S.-owned local currencies
for such procurement; and the administrative official approving local
cost vouchers may use this determination as the basis for certi-
fication as required by Section 612(b) of the Act.

ol ity

,q,c,«k-m,‘ Ad 1strator

WAL,
Date

Clearances:
A-AA/NE:Alfred D. White_  Date
GC:Norman L. Holmes "&C—— Dpate :.iw.%:

AA/PPC:Alexander Shakow__ (P Datem:o
orafter:GC/NE:m@::paj:9/23/so:x28826






