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Development Decentralization I (263-K-605.1) USAID/Cairo
PROJEST DESIMIPTION

The stated purpose of this project is ''to strengthen the financial viability and develop-
ment capability of selected village councils.” This purpose is to be achieved through the
implementation of profit-making activities designed and carried out by villages and funded
by loans made available through the project.

, R [ seecta
Enily Baldwin, DPPE/PAADQD Grgham Kerr, DRPS/LAD [ terwtont
Jmuaw 279 1984 " N e < L A \4", e

AUTHORLZATION OATE A0 U.S. LOF FURDING APOUNT | PLS AGSER PES GATL B R i
1978 $26.2 million | 84-4 I Januaty, 1984 | (] neguier [Jother (Spactty)
MITRCT, RDARED T, AT ) 0, A

This evéluaticn, the third evaluation of this project since its inception in-1978, was
performed by a six person team, all outside consultants to AID. The evaluation team has

outputs, made progress toward goal and purpose level achievements and benefited village
- development in a number of ways not directly included in the project design.

At the output level, more loins than planned have been made and more people than planned
have been trained. Income-producing village activities have been designed, funded and
implemented througi: 491 loans totaling approximately 10 million; in general, these activi-
ties are profitable,- although there is large variance in performance across activities.
These activities are serving to increase the supply of basic goods and services at lower
than market prices in participating villages; in addition, the example of these activities
is stimulating replication by local private entrepreneurs. Although there are some econo-
mic and financial problems involved with many of the village activities (e.g., some pro-
jects are viewed by local councils as intending to increase the supply of basic goods and
services at below market prices rather than to maximize profits, therefore mcny are under-
pricing their products and camnot afford to cover their debt repayment from cash eamed
during the year), this project nonetheless can claim significant progress in changing the
understanding of profit-making enterprises on the part of the GOE, governorate, and local
participants. For example, this project has led ORDEV to see that economic development
efforts should pay for themselves (i.e., through loans rather than grants). It also has
given Local Units more autonamy, responsibility and skills in identifying and addressing
local development needs; these Local Units have responded prudently and activel, -in pro-
moting activities that are producing locally needed goods and services and that, for the
most part, are profitable. There is still considerable work to be done in strengthening
the analytical and decision-making skills of the villages to ensure that the project
activities are as viable and profitable as possible within the existing (external) con-
straints and the other (social) project objectives. Given the starting point of the .
project, however, when villages had little or no autonamy or opportunity to exercise their:
own initiative, considerable progress has been made.

"Current assessment of progress toward purpose and goal -- i.e., strengthened local capa-
bilities leading to strengthened decentralization -- although preliminary, is that achieve-
ments at these levels are/will be positive. The remaining life of project will need to
emphasize the enhancing and '"institutionalizing" of newly learned skills and newly avail-
able opportunities. ;

Lessons Learned: The evaluation report does.. not detail lessons leamned explicitly, but
Several are obvious. First, the processes of decentralization and of strengthened local
abilities can be set in motion through '"learning by doing'; institutional changes, however,
do not come about rapidly, and the processes are, of necessity, gradual and imperfect.
Second, the demonstration effect of an effective and successful development idea will be
replicated automatically by private entrepreneurs wherever the opportunities exist.

considered the project to date to have met and, in some cases, exceeded the anticipated
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EXECUTIVE SUMMARY

l. Introduction

The Development Decentralization I activity is being
executed by the Organization for Reconstruction and
Development of the Egyptian Village (ORDEV) in the
Ministry of Local Government and is provided technical
assistance by Checchi & Co. of Washington, D.C. The
project is managed by the Office of Local Administra-
tion Development of the U.S. Agency for International
Development, Cairo.

USAID asked the team to perform a mid-project evalua-
tion focusing on project outputs, purposes and goals,
as stated in the Project Paper, and also to provide
guidance for the continuation of similar activities
in Phase II of Decentralization Sector Support.

The project purpose is to strengthen the financial
viability and development capability of Local Units
through enhancing the autonomous revenues of TLocal.
Popular Councils.

The goal is to promote decentralization by reinforcing
and strengthening local government.

2. Outputs/Indicators

DDI has successfully provided the -outputs specified in
the Project Paper in terms of:

- more loans ‘made than planned;

- more people trained than planned;

- jobs created:;

- increased productivity.

Additionally, LDF loans have:
- provided considerable goods and services in villages:

- aided in the development and expression of entre-
preneurial ability among the public and private
sectors of participating villages:

[ 3



- catalyzed private sector initiatives through
demonstration of successful projects:;

-~ brought about change in ORDEV's economic
development strategy, shifting attention from
grants to loans.

3. Overview of LDF

Findirigs as of November 30, 1983:

- Portfolio: The LDF portfolio is composed of
492 loans valued at approximately LE 10 million.
Although the portfolio is diversified in various
areas of activities, 88% of it is invested ia
poultry, livestock and transportation projects,
@s these activities have high market demand.

- Flow of credit was slow in the first two years
of the project as the new development concept
was publicized among Local Units. The project
gained momentum in mid-1982. Forty percent of
the loan funds were disbursed in 1983.

- Financial viability: LDF as an institution is
viable and is gencerating approximately LE 200,000
per year in net profits. 1If all current costs
borne by ORDEV and the tec¢hnical assistance con-
tractor for local staff and support services were
borne by LDF it still wculd ke able to net
LE 100,000 per year for capitalization.

- Decentralization: t is apparent that decen-
tralization is the key to expansion and
acceleration of LDF financed rural development
activities. The current plan is to create LDF
branches in such governorates as have demonstrated
capability of managing such an institution. This
would leave LDF central offices with the burden
of servicing all other governorates, in addition
to monitoring the newly created branches for a
considerable period into the future.

It is proposed that decentralization be effected
through a combination of governorate branches

and regional branches serving a group of gover-
norates. Chairmanship of regicnal branches would
rotate between governorates.

Should this proposal be accepted, the LDF head

office would become coordinator, monitor, and
policy maker for the total effort.

2



- Advisors' counterparts: Counterpart staff

were not assigned to the technical assistance
advisors on a permanent basis. Thus, technelogy
transfer from advisor to counterpart is at best
intermittent.

Alternative channels of credit: The LDF has
proven its capability of providing a low
interest line of credit for develcocpment projects
coupled with needed technical assistance and
training. It would be counterproductive to
change such a vehicle at this stage of its de-
velopment. In addition, the LDF has gained
acceptance and credibility from Local Units
which might be difficult to transfer to a
banking institution.

Project impact: The project in most cases has
exceeded its output indicators, but it is still
@arly to measure accurately the true impact of
the DDI effort on project goal and purpose. The
real effects and impacts on rural communities
may more effectively be measured quantitatively
and qualitatively two or three years henceforth.

Although the number of loans made as of November
30, 1983 reached 491, only 390 Local Units were
involved out of a total of 835 Units. The majority
of those reached have received one loan for one
project. It is hoped that through decentraliza-
tion of the LDF a greater number of Local Units

can participate and that existing successful
"pilot" projects can be expanded.

In most projects visited by the team, output
.production of commodities and services, including
private sector outputs, were well below market
demand. In no instance did we find the Local Unit
projects hindering the development or expansion

of private sector activities. On the contrary
such projects enhanced private sector activity.

Technical assistance: The U.S. technical assis-
tance team has had and continues to have a high
degree of effectiveness in the development of

LDF as a viable institution that is svccassfully
launching the program toward its goal and purpose
attainment.



Recommendations

a. ORDEV and USAID should consider decentralization
of the LDF through the creation of regional
branches serving a number of governorates accor-
ding to geographical situation, as well as single-
governorate branches. Chairmanship of the
regional branches may be rotated between gover-
norates. (Other alternatives to avoid governorate
favoritism or to solve jurisdiction problems may
be considered, such as retaining the chairmanship
position with an ORDEV central representative.)

b. In order for the decentralization effort to succeed,
it is proposed that at thec conclusion of the current
phase of the project ard the exhaustion of available
funds, the GOE and USAID consider additional capi-
talization of the LDF's loan funds by an amount of
$15-20 million to be used by the LDF in reaching
a wider range of Local Units, and to expand existing
successful projects to meet a greater portion of
market demand., The infusion of additional funds
would accelerate the pace of rural development,
particularly in areas not yet participating in
the program.

c. Foreign technical assistance may be needed, at a
level to be determined by GOE and USAID, to insure
a sound decentralization transition and institution
building in LDF branches. The next 18 to 24 months
will be crucial to the establishment and expansion
of LDF activities. Without sound and capable field
institutionalization the total effort may be
jeopardized.

d. A post-Phase I impact evaluaticon should be con-
ducted two to three years from now.

¢é. ORDEV should assign permanent counterparts to the
technical assistance advisory team.

4. Training
Findings

-~ The concept and objectives of the LDF are strongly
supported at all levels of government in Egypt and
to a very great extent the objectives are being
realized. Training programs conducted in Egypt have

4



directly contributed to achieving LDF objectives
by helping to establish a basic capability within
ORDEV and the governorates to operate the LDF and
to introduce the LDF to village councils.

The ORDEV/LDF training office has achieved in a
short period of time very impressive results,
particularly in terms of numbers of local govern-
ment personnel attending training courses. The
original five-year targets already have been
exceeded.

Thus far, the emphasis of ORDEV/LDF training has
been on introducing the LDF to village councils

and training village, markaz and governorate
personnel in financial recorcé keeping and technical
skills for specific types of projects. This train-
ing appears to have contributed to an increase in
the number of LDF loan applications, more complete
information provided on applications, an increase
in the number of "non-typical" projects submitted
for financing, and the transfer/adaptation of
successful projects among the governorates.

Recommendations

a.

C.

With increased awareness now of LDF within the

rural governorates, and increased understanding of
project performance, ORDEV/LDF should give greater
attention to being more selective in the types of
training offered, and more focused in the objectives
of training. Fewer courses should be offered, with
more narrowly defined objectives. Participants

should be more carefully chosen by the governorates
according to specific criteria developed by ORDEV/LDF.

A reduction in the level of ORDEV/LDF training

effort should be accompanied by continued efforts

to improve the quality of training. Greater emphasis
should be given to assessing training needs, de-
veloping simplified and practical training meterials,
involving a wider selection of trainers/instructors
(particularly those with field experience), and
developing the means to monitor the impact of
training upor. LDF project performance.

ORDEV has made significant progress toward completing

the physical facilities of the Sakkara Training
Center and the first the first stage is now scheduled

S



- to begin in March/April 1984. Advisory committecs
have recently been formed to advise ORDEV on the
operaticn/mancgement and training/research facili.-
ties. If the goals set forth for this center can
be realized, this institution will make an important
contribution to locazl government in Zgypt. The
effectiveness of the center's activities, however,
will be largely determined by the plans that ORDEV
is now attempting to formulate. USAID should
consider. committing itself to assisting iy this
initial planning work by providing short-term
consultants as requested by ORDEV to develop issues
papers and .ecomuwendations for the operation and
management of the center and the development of
policies and procedures for training and research
programs.

£. Financial Analysis

The main findings of the financial analysis batsed upon
an examination of 28 cases are as follows.

- The principal objective of visited village projects
was to increase the supply of basic goods and ser-
vices at lower than market prices rather than to
maximize profits.

- On average, sampled projects were profitable and
generating a 19 per cent return on their capital
investment, exceeding expectations.

- This average camouflages a large variance in the
performance of sampled projects; a few were per-
forming exceptionally well, most were providing
a good return while a few were yielding low returns
or were unprofitable.

- Forty per cent (9 out of 22) of sampled projects
cannot afford to cover their debt repayment from
cash earned during the year. Visited projects used
retained earnings, or borrowed interest-free funds
from the governorate, the village service account
or other village projects to cover their LDF debt
repayment. Only one visited project was delinquent
on loan repayment.

- The breakeven price required to enable projects
to cover their cash expenses (including currently
subsidized salary expenses) was significantly
lower than the market price. Raising prices of
LDF goods and services would improve the financial
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viability of many visited projects and still
allow them to meet their objective of charging
less than market prices.

Profits were distributed to employees and pru-
dently reinvested in the enterprise rather than
disbursed to village service accounts.

LDF village projects have significantly stimulated
replicetion efforts by local private sector entre-
preneurs. Since the deamnd for most village-
produced goods. far exceeds the current local
supply, the lowver prices of village products have
not constrained the growth of private sector ac-
tivities.

LDF is providing an extremely useful training
experience for public sector employees to think
in terms of private sector investments that yield
a return rather than resource distribution.

The recommendations that are based upon these findings
include:

b.

C.

increasing the amount and depth of follow-up of
projects by LDF staff:

improving the quality of feasibility studies
performed on prospective LDF borrowers' project
loan applications to include simple sensitivity
and breakeven analyses:;

maintaining current LDF loan terms and conditions
(interest rate, repayment period and grace period
policies) since a high proportion of sampled
projects could not support higher charges (prices
and/or sales of village products would have to be
increased before they could bear higher costs) -

conducting a comprehensive analysis of the ability
of LDF projects to cover their debt repayment
followed by a GOE policy dialogue if this is an
extensive problem:; .

conducting an in-depth analysis of the breakeven
price required by LDF projects with a subsequent
discussion on how prices can be set that improve
the financial viability of LDF projects while
still achieving their social goals:

7



f. continuing the current LDF village practice of
reinvesting their profits in the enterprise
rather distributing them to the village special
account until loan repayment is completed =2nd
projects are financially viable;

g. developing'a standard simplified format for a
profit and loss account and balance sheet that
can be prepared from existing financial records;

h. training local accountants to prepare these
standard financial statements and managers how
to interpret them so that they may be used as a
‘managemnent tool.

6. Institutional and Rural Community Development

Summary of Findings

- The most important impact of DDI up~mn ORDEV
policy and operations is the utilization of
loans rather than grants to fund economic
(income-generating) projects. This has brought
about a fundamental change in the way ORDEV
views the developmental process in the villages,
i.e., that certain types of development projects
should pay for themselves. Government employees
and villagers are now developing the capacity to
operate economic projects on a commercial basis.

- A second impact upon ORDEV operations is the use
of LDF loans to experiment with various new
types of private sector involvement and new tech-
nology in income-generating projects. DDI's
provision of greater funds has allowed ORDEV to
broaden its approach in these projects.

~ LDF loans are providing impetus to decentralization
of authority from the governorates to the villages
in two respects: '

- loans are available only to Local Units, and
they are exercising much more influence over
selection and operation of village projects
than before;

- loans tend to be larger than ORDEV grants and
this is allowing some projects to reach a size
having greater economic impact upon the gover-
norates,



- Village leaders are taking a more prudent
approach toward the loan projects as contrasted
with the grant projects. They are reinvesting
returns from LDF projects back into the projects
rather than spending the returns on village social
projects,

- The LDF-funded projects have resulted in a con-
siderable number of "spin-off" projects, both
by the private sector and by other Local Units.
These projects are providing additional income-
generating activities in the villages.

- Five principal factors were found to impact upon
the overall viability of the LDF-funded projects:

- pre-existing managerial and entrepreneurial
talent;

- local market demand for the products and
services provided;

- assistance from local village development
representatives;

- maxiium political flexibility for local
initiatives;

~ equity contribution to the project by villagers.
Recommendations

a. The LIF should provide more on-going menitoring
and evaluation of the loan projects so that res-
ponsive technical assistance can be given to the
Local Units.

b. The LDF should re-analyze the roles and responsi-
bilities of the LDF representatives vis-a-vis the
village development reoresentatives (VDR) in the
decentralization of LLF operations. Thought should
be given to establishing a line authority relation-
ship between the LDF central office and at least
some of the VDR's in the field.

¢. The LDF should be encouraged to do mare experimen-
tation with private sector involvement in village
projects. However, before vroceeding in this
direction, several critical questions need to be.
addressed by ORDEV/LDF and USAID in order to
clarify exactly what types of private sector



involvement are appropriate for LDF loan
activities and what potential problems may
arise using this approach.
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INTROOUCTION

l, General

This report presents a mid-term evaluation of the
U.S. Agency for International Development (USAID)
project for support of the Government of Egypt's
decentralization rlans for development of rural
communities in Egypt.

The evaluatioil addresses USAID and GOE involvement

in the activities of the Local Development Fund (LDF)
as a part of the decentralization development effort.
The project aims to increase the autonomous revenues of
village councils throughout Egypt in order to
develop local administrations. This is to be achieved
by making available to Local Village Units a low-
interest line of credit to be used in initiating
profit making projects within their rural communities.
It is hoped that the success of such projects would
act as a catalyst in encouraging the private sector

to duplicate and expand the activities to meet public
demand, thus generating job opportunities, raising
levels of income, and reducing the trend of migration
from rural to urban areas.

This evaluation was carried out in a collaborative
mode by all members of the team:

Maurice N. Samaan, Team Leader (Ronco Consulting
Corporation, Washington, D.C.)

Susan Goldmark, Small Scale Enterprise (Development
Alternatives Inc., Washington, D.C.)

John P. Hannah, Training (Pevelopment Alternatives
Inc., Washington, D.C.)

Stephenr C. Silcox, Institutional and Community
Development Consultant (PSC/USAID,

Cairo)
Salah Abdel Razek, Local Government (USAID/Cairo)

Mary Dungan Megalli, Editor/Administrative Assistant
(PSC USAID/T3iro)



Although the evaluation of DDI was a team effort,
distribution cf tasks was as follows:

The Team Leader and the small scale enterprise
specialist collaborated closely in reviewing and
analyzing Local Unit projects and financial records.
The training specialist addressed all training
matters. The Institutional and Community Development
specialist addressed economic and social impacts of
DDI on government policy and of village projects on
rural communities. The local government specialist
performed as a resource person on all matters per-
taining to the infrastructure of local government.
The administrative assistance coordinated logistical
support needs and edited and typed the evaluation
materials..

Objectives and Methodology

The evaluation was performed over a period of 24
workdays and was divided into the following stages:

Nov. 20-25: Meetings with USAID, ORDEV and LDF
officials. Briefings and review of
project documentation

Nov. 26- Field visits to seven governorates and

Dec. 5 21 Local Units. Review of actual projects
in operation, analysis of financial records
and interviews with pertinent officials.

Dec. 6-11 Evaluation in Cairo at ORDEV/LDF offices
and Sakkara Training Center

Examination and analysis of an expanded
sample of projects with available data
in LDF records and USAID-sponsored case
studies

Dec. 11-13 Drarct report

Dec. 14-18 Debriefings and discussions with all
concerned (USAID, ORDEV/LDF)

Within the above framework, the evaluation tasks were
distributed among the team members based on expertise
and responsibilities.

*See Appendix A, Summary of Site Visits



'The principal method of the evaluation was to
quage project impact and to determine whether
or not targeted objcctives were attained or

are attainable within the remaining period
of the project.

In this evaluation great emphasis was placed on
the financial analysis of projects and a review
of financial records to determine whether or not
such projects are viable or have the potential
of becoming viable over the next two years.

The evaluation team kept in mind a basic concept
(supported by past evaluations and project docu-
mentation) that the first two years of a project
were a "breaking ground" period of setting up the
project, educating Local Village Units, and
promoting the idea of developing rural communities
through the initiation of income-producing projects
implemented on a commercial basis and financed
through borrowed capital rather than by a purely
“government" effort of fund allocation for village
development, be it for income generation or com-
munity services.

The selection criteria of sites to be visited by
the tean was based on geographic distribution,

type of economic activity, age of loan/project, and
travel distance (due to time constraints).

Selected projects were visited by the whole team
(Soal, Tel El Kebir, Fanara) or in groups of the
two financial specialists and the other, the
training and community development specialists.
Financial analysis of records was made in twelve
project sites, but data was obtainable only in ten.
The Summary of Site Visits is attached as Appendix
A.
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I PROJECT BACKGKOUND

The Decentralization Sector

The Decentralization Sector Support Agreement between
the Government of thg United States and the Government
of Egypt was signed on August 29, 1933. The Agreement
consolidated five USAID decentralization projects into
one program that seeks to assist the GOE in establishing
institutional capacity to plan, budget, and administer
local development. The five activities in the current
program are:

Development Decentralization I (DDI/LDF);
Basic Village Services (BVS);

Provincial Cities Development (PCD);
Decentralization Support Fund (DSF), and
Neighborhood Urban Services (NUS).

Development Decentralization I/Local Development Fund (LDF)

The Development Decentralization I program was the first
of a group of USAID-funded programs designed to assist
the GOE's decentralization efforts. The goals of the
project parallel Egypt's goals of decentralization and
economic and social development in rural areas, by
financing income-generating projects chosen by the
Village Local Unit Popular Councils,

The framework of the DDI program can be traced to the

early 1970's, when the GOE passed a number of laws which
increas,ed the participatory role of local government
units. In 1973, the Organization for Reconstruction and
Development of the Egyptian Village (ORDEV), was created
within the Ministry of Local Government and was charged
with implementing the GOE's program of economic and social
development of rurai villages. In 1975, Public Law 52
provided for a popularly elected council for each unit
of local government and executive heads (local adminis-
trators) to act as chairmen of executive councils made
up of representatives of ministries functioning in the
local units of government. The objective was to streng-
then the decision-making ability and administrative
autoriomy of local units in Egyptian villages, thus
promoting government decentralization.



3. Organiztion of the LDF

The Local Development Fund is administered by ORDEV
(see Appendix I-l). It makes loans for productive
village projects to Village Popular Councils in 20
non-urban governorates in Egypt. Loans of LE 6000 to
LE 210,000 have been made for poultry and egg produc-
tion, cattle and sheep fattening, aquacuiture, api-
culture, agricultural machinery, food processing,
transportation, and small enterprises.

The Fund is governed by a twelve-memher Board of
Directors whose Chairman is the Undersecretary of
State and Chairman of ORDEV. The Board also includes
the ORDEV General Manager for Administrative and
Financial Affairs, six appointed representatives of
various levels of local government (two secretaries-
general of governorates, two chairmen of district
councils, and two chairmen of village councils, with
broad geographical distribution), and twc ORDEV
government representatives.

The Chairman of the LDF Loan Comuittee is the LDF
General Director and Office Manager, and three members
of the Loan Committee are ORIDEV department General
Directors, appointed to the Loan Committee by the
Board of Directors. The Loan Comnittee reviews all
applications and has the power to approve loans up

to LE 25,000. Loans above this amount must be approved
by the Board of Directors.

. LDF_Funding and Technical Assistance

The LDF is funded by GOE and USAID. USAID made a grant
of $26.2 million, while the GOE has provided LE 4.4
million. Since the first loans were made in March 1980,
the LDF has made approximately 500 loans totalling
approximately LE 10 million.

The LDF program beqgan in May 1978 with the institution
'of the Development Dcocentralization I program through
a USAID grant of $26.2 million divided as follows:

$18.6 million, capitalization of loans through LDF

$ 3.3 million, technical assistance

$ 3.0 million, training

$ 0.8 million, commodities

$ 0.5 million, evaluation, research and contingencies



As of October 30, 1983 total expenditures were $18.9
million (see Appendix I-2). A balance of $4.6

million is available for obligation towards loan

fund capitalization within the lifetime of the current
project, which ends on September 30, 198S5.

The DDI project provides for technical assistance to
ORDEV in all aspects of building and managing the LDF
as a lending institution. 2an American consulting
firm, Checchi & Co., under contract with USAID, has
brought a team of American and Egyptian experts who
work side by side with ORDEV/LDF in designing the LDF
program, establishing LDF lending policies and proce-
dures, assisting villages in the design and management
of productive enterprises, and organizing and managing
financial and record-keeping systems.

During the life of the project, various specialists
furnished by the contractor have worked directly with
ORDEV/LDF personnel responsible for specific technical
areas. They include experts in poultry and egg produc-
tion, animal production, azquaculture, apiculture, small
enterprises, training, computer systems, and accounting.



II OUTPUTS/INDICATORS

Appendix II-1 shows an extract from the Development
Decentralization I Project Paper on Details of Outputs
and Indicators. The following findings reflect »
achievements in terms of these outputs/indicators.

l. By November 30, 1983 over 750 loan applications
had been received, of which 491 were approved
.and loans disbursed. It is estimated that at
least 300 new applications a year will flow into
the LDF office as the decentralization process
goes into effect.

2. The first LDF loans were made in March 1980.
During calendar year 1980, 103 loans were made:;
during 1981, 115 loans were made:; during 1982,
91 loans were made. The total for the first
three years was 309 loans. As of November 30,
1983 a total of 183 loans had been approved and
processed during calendar year 1983. Thus, we
estimate that a total of at least 200 loans will
have been added in. calendar year 1983 and the
LDF will enter 1984 with over 500 loans in its
portfolio. (See Appendix II-2.)

3. The LDF loans include projects in eight major
areas of activity: poultry, animal production,
aquaculture, apiculture, agricultural equipment,
food processing, transportation, and small scale
enterprises. The poultry and transportation
projects make up about 75 per cent of the portfolio
in terms of monies loaned. Based on a sample of
28 projects, the average return on the total
capital investment is 19 per cent, with a wide
range from loss to 64 per cent profit (the ratio
of net profit to total investment loan plus Local
Unit participation). If return is calculated on
the Local Unit's investment alone, the average
return on investment is 8 per cent (see detailed
Financial Analysis).

The income generated by these fledgling projects
is for the most part reinvested in the projects
and this, in our opinion, is the way it should be.
When these projects have paid off their lnans and
have matured, we look for profits being returned



" to the village special services and development

accounts for use in non-income producing
community services.

As of October 31, 1983 loan payments deiinquencies
of over two payment periods (six months) were

running in the order of one half of one per cent

of the total loan value of the 476 loans then in

the LDF portfolio, with delayed payments totalling
LE 42,702. The number of projects with delayed
payments of over two quarters was less than 2 per
cent of total loans or 9 loans (as of Oct. 31, 1983).

If all projects with delayed payments are taken
into consideration, they represent 17 per cent of
total loans and 21 per cent of total value. We

" understand that delayed payments of up to two

quarterly payments are due to repayment processing
time and geographical distance between the Local
Unit and LDF in Cairo. Decentralization of LDF
should help to resolve this problem.

Starting in the fall of 1979 village council
personnel were trained in how to design and sub-
mit loan requests. Subsequently, innumerable
training courses have been offered (see Training).
Technical assistance is still being offered by LDF
and ORDEV field representatives but future training
needs as well as the level of training activities
need further investigation.

The Project Paper envisaged a total of $5,000,000
would be loaned out over the five-year life of the
project. This amount was subsequently increased

to $18,000,000. This equates with approximately

LE 13.7 million (Egyptian Pounds), of which approxi-
mately LE 10,000,000 have already been loaned out.
The LDF has far exceeded the $25G,000 quarterly
target and loans are now being made in a timely
fashion.

The Project Paper expected the Sakkara Training
Center to be in operation in 1979. It is now hoped
that the Center will be open in March/April of 1984.
Nonetheless, 5700 persons have been trained in four
years as compared tc the Project Paper plan of

3000 in five years.

Evaluation and monitoring systems were developed
during the first year of the project. However,
much has to be don® in the area of follow-up.
ORDEV Chairman Labib has personally encouraged the
Govérnorates to address this all-important issue.



9. Eighty-three relevant ORDEV/LDF staff have been
trained abroad under the Bluegrass Program.
Thirty-six village Head Executive Officers, ORDEV
and other local government officials have parti-
cipated in training programs in the Philippines.
Two LDF officials are curreatly in the U.S. on
Peace Fellowships. The foregoing programs are
all responsive to the Project Paper Outputs/Indi-
cators.

10. For the past four and a half years the Checchi Co.
technical assistance team has worked very closely
wit). the LDF General Director, LDF Loan Committee,
and LDF Board of Directors. Checchi participation
in formal meetings is gradually phasing out but
team members still participate on an ad hoc basis.

Purpose and Goal Attainment

The Project Paper states: "The purpose of the project
is to strengthen the financial viability and development
capability of selected Village Councils."

Three hundred loans were to have been made in five years.
By the end of calendar year 1983 over 500 loans will
have been booked in four and a half years. The majority
of the projects are profit making enterprises, though a
great number of them have not as yet reached sound fi-
nancial viability.

The Project Paper states: "The goal of the project is
to promote decentralization through enhancing the auton-
. omous revenues of Village Councils."

By making 500 loans the LDF has laid the foundation
for increasing the funds available for discretionary
spending by the village councils. In addition, the
loans have demonstrated to Local Units the benefits
attainable from income-produczng proiects implemented
in a "commercial" fashion.

As such, they have also aroused the private sector's
interest and stimulated its initiative in entering the
market place as a competitor. The philosophy, "If a
government-run project [traditionally viewed as less
efficient] can succeed and produce profits, I can do
better", was the catalyst in encouraging the local
private sc~tor to imitate such projects, using modern
technology demonstrated in the Local Unit project (e.g.,
feed formulas, veterinary care, preventive practices,
etc.). This was supported by our finding private sector
projects, often in smaller scale, in almost all Local
Units visited.
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Tiirovgh interviews with Local Unit officials and
individuals, the above observations were repzsatedly
confirmed. In addition, some villagers stated that
they would have no reason to migrate to urban areas
if they could make a decent living in the village.
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I1I OVERVIEW OF LDF

1. Portfolio

As of November 30, 1983 the LDF loan portfolio
consisted of the fcollowing project loans:

173 loans valued at LE 4,182,000 ($5,020.408)
for poultry projects;

51 loans valued at LE 1,284,000 ($1,541,417)
for livestock projects:

214 loans valued at LE 3,218,825 (§3,864,136)
' for transportation projects:

8 loans valued at LE 206,925 ($248, 410)
: for small agricultural industries, food processing:

10 loans valued at LE 188,000 ($225,690)
for agricultural equipment:

6 loans valued at LE 108,500 ($130,250)
for fishfarming;

9 loans valued at LE 60,500 ($72,630)
for apiculture, and

20 loans valued at LE 643,500 ($772,510)
for: various small enterprises.

The rate of $:LE exchange has £luctuated over the
project period. The rate used above (US$=LE.833) was
used for simplification to show magnitude. The total
US$ equivalent committed to loans is 14 million. (For

a detailed breakdown by governorate, see Appendix III-1l.)

Loans approved each calendar year since the beginning
of LDF lending activity are as follows:

1980 103 LE.1,832,500

1981 115 LE 2,007,250

1982 91 LE 1,971,550 :

1983 182 LE 4,089,951 (to Nov. 30, 1983)

Total: 491 LE 9,892,251
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- provide, within available resources, needed
techr.!cal assistance to Local Units, and

- provide monthly reports on all activities to
the LDF head office, as well as quarterly
financial reports, annual profit and loss
accounts, and balance sheets for each project.

The LD Head Sffice would be expected to be principally
involved in ceordinating the total LDF/decentralization
effort, offeying the following services:

- policy setting and liaison with central government,
reviewing all LDF regulations (e.g.. setting rate
of interest) based on national economic policies
in matters concerning LDF;

- providing high caliber technical assistance to
all branch offices:

- monitoring all LDF activities through computerized
data on all lcans administered by LDF branches:

- assisting all LDF branches in sound institutional
development and continuous upgrading of capabilities.

Based on the assumption that USAID and the GOE accept
the concept of accelerated LDF decentralization through
creation of regional and governorate LDF branches, the
LDF would become an overall policy-making body, coordi-
nator, and monitor of all projects.

As decentralization progresses, it is expected that a
rapid acceleration of credit demand will occur. The
delegation of authority (within limits) to LDF branches
should reduce the time lag in loan application, approval,
and disbursement.. It should also provide a much better
mechanism for follow-up on projects.

The above assumptions are based upon the following
principles, in the DDI Egyptian context.

- Proximity of an LDF branch (regional or governorate)
to end-users (Local Units) facilitates easy access
and communication;

~ The presence of a task force at the branch level
means rapid analysis and feasibility studies of
a limited number of projects:

~ Familiarity with the area of the branch's juris-
diction means sounder knowledge and informaiton



on factors such as supply/demand mavkets,
availability of raw materials, cccnomic and
social needs, etc. Branch staff would va in
2 favorable positioir to roach new Local Units
and stimulate interest in imitating successful
projects alrecady operating in the area.

- Technical assistance availavle to +he LDF branch
would facilitate project trouble-shooiing and
also help prcvide cffective training tailored
to local needs.

3. Local Unit Special Accounts

The mix=2d sample of projects examined reflects a
return on initial total investment (loan plus Local
Unit contribution) of approximately 19 per cent, with
a wide range of variaace.

The program's intention is that net profits gencrated
in village projects will be deposited in the Local
Unit's "Services and Development Account" to be used
to finance needed services and improvements in the
villages. The overriding cbjective is to strengthen
the Local Units by increasing the funds available for
discretionary spending on local development prciects.

Because such use of generated profits was not mandatory
in the extension of credit to Lecal Units, very few
have used profit surpluses in financing small sccle
community service proiects. The majority of lLocal Unit
loan recipients deposit such profits in the Special
Account for Services and Development, and then rein-
vest the same amounts back into prciects.

£
£

It is our view that generated profits should be rein-
vested in the village prcijects. We dc not believe

that utilizing gen2rated profits in non-~-income producing
community services will enhance the continued deivelop-
ment of the basic concept of income generating projecis:
it would, on the contrary., be detrimental in the sense
that the Local Unit will always look to a "Loeal
Development Fund" for refinancing <f a project at its
conclusion, instead of capitalizing its profits to
substitute for such future needs.

In addition, sampnle results indicate that some village
projects have difficulty repaying loans from operating
surpluses and it would thus defeat the purpose to use
any portion of such surpluses in <cther, community ser-
vices, projects. Once a prciect is refinanced from
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generated profits, then ths special account
for community services and “development becomes
g;viable concept and an effective tcol to en-
nance community development.

At present, wnost Local Units are still depcendent
on their governnrata's limited allocation of
funds from public spending budgets to initiate
needed community projects (i.e., schools, health
wnits, drainage, roads; farm implements, car-
pentry workshops, etc.).

4: Finangial Overview of LDF

—

ILD¥'s financial statements as of June 30, 1983
(Appendix I-2 ) poriray a scundly managed organi-
zation. They show accumilated net surpluses
(including capitalized surplus) of LE 358, 795
(spprox. $67i,000) of which approxiniately 40 per
cent was realized during FY 1982/83.

- At present, part of LDF's expenses are defrayed
direct:ly by CRDEYVY and part by the technical
assictance <ontractor. Such expenses are repre-
sented vrimarily by salaries of LDF staff members
and logistical support.

- Should we assume that all expenses were to be
charged to the LDF‘s own account, it is anticipated
that LDF would still net 3dpproximately LE 100,000
ver year (under its current level of staffing and
stcucture). The estimated additional expenses now
berne: by others are:

LE 50,000, charged under the technical assis-
tance contract for local staff and
logistical support:;

LE 30,0@0, absorbed by ORDEV's own budget:;

LE 10,000, additional funds needed for .field
travel and subsistence

LE 90.000

- It is expected that LDF, from now on, will generate
a net surplus of approximately LE 200,000 per year.
Thus, if the above expenses are charged directly to
the LDF cperating budget, it should still be able
to realize a net surplus for capitalization of
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loans of at least LE 100,000 per year. However,
its capacity to widen the range of Local Units
reached and to develop multiple projects in

each will be limited by the amount of available
capital for lending. In addition, the real value
of the loan portfolio will be reduced as it is
affected by the gap between interest charges and
inflation rate.

- Assuming that the LDF decentralization progresses
as proposed and that additional funds are made
available for loans, it is recommended that fur-
ther studies be made to determine the costs of
LDF branches, the new magnitude of credit demand
by Local Units, and projected income generated
from loan interest. Such studies will determine
the viability of the new LDF branches with or
without government subsidization of its task force.

5. Repayment Status of LDF Projects

~- Appendix III-1 presents a detailed analysis of
all loans made by LDF, by governorate, as of
November 30, 1983. Appendix III-2 shows the
status of loans repayment as of October 31, 1983.
Delayed payments, aged by quarter (one payment),
shows that of 476 loanmns:

50 were delayed one payment;

20 were dealyed two payments;

1l was delayed three payments:

6 were delayed four payments, and
2 were delayed five payments.

- An earlier analysis showed that as of April 30,
1983, of a total of 309 loans, 48 were delayed
one payment, 12 were delayed two payments, and
9 were delayed over two payments.

- The above comparison substantiates the explanation
given by LDF officials regarding loan payments
delayed by two quarters. They do not consider a
two-quarter (six months) delay as serious, as it
is consistently due to the time lag in processing
repayment checks coupled with the geographic dis-
tance between Local Unit/markaz/gcvernorate/LDF
office in Cairo. In both periods examined, the
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number of loan payments in arrears by over two
quarters were a mere 9 loans. In the later
analysis (October 31, 1983) these 9 loans repre-
sented 1.89 per cent of the total number of loans,
and 0.5 per cent of total loans value.

- With regard to the total loans number, loans in
arrears represent 17 per cent of total number and
21 per cent of the tctal value. We do not see
this as alarming, as the loans in arrears by over
two payment periods have not increased in number.

- Decentralization of LDF is expected to improve

if not to eliminate payment delays of up to two
quarterly payments.

6. Alternative Channels of Credit

- The issue of channeling credit to village projects
through a development or commercial bank rather
than through LDF was brought to our attention for
comment. It is our opfnion that such an alterna-
tive is not feasible at this stage due to the
following factors:

- LDF has proved its capability of executing
the program successfully. It succeeded in
two years in setting up the mechanism, pub-
licizing the idea in rural communities, and
creating the image of an institution that not
only offers low cost financing but couples it
with technical assistance and training. Exis-
ting banks would be very reluctant to assume
.such .a role. '

- LDF does not require collateral, while banking
institutions would insist upon it. On the
other hand, some projects may not be "bankable"
and should be termed "higher risk ventures"
despite their potential benefits to the com-
munity. LDF is willing to take such risks for
the welfare of the community.

- Most ILocal Units have had very limited or no
experience with banking institutions. They
are reluctant to apply for bank credit but are
amenable to approaching a governmental insti-
tution.
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7. Advisors' Counterparts

- Over the period of the technical assistance
contract, counterpart staff were assigned to
the Checchi advisors. However, most have
either been transferred to other activities
outside LDF or were sent for additional train-
ing outside Egypt. This resulted in "floating"
counterparts rather than permanent cnes. At
present, ORDEV/LDF local staff act as a group
of general counterparts. Technology transfer
from U.S. advisors to local counterparts
through on-the-job training is a best inter-
mittent.

8. Proiect Impact

- The project in most cases has exceeded its
output indicators, but it is still too early to
measure accurately the true impact of the DD1
effort. The real effects and impacts on rural
communities may more effectively be measured
quantitatively and qualitatively after two or
three years.

- In view of its original objectives DDI/LDF is
a successful project, in terms of loans made,
people trained, jobs created, increased produc-
tivity, and in terms of food produced and ser-
vices delivered. Importantly, it has aided in
the development of entrepreneurial ability.

- Local Units and their Councils, used to the tra-~
ditional idea of development through spending
government allotted funds, have been shown a more
dynamic tool that elicits their business aware-
ness and provides them a certain degree of autonomy
in generating funds outside of allottments for
discretionary use. In addition, successful pro-
jects have acted as a demonstration/catalyst in
attracting private sector involvement and part-
nership in the development of rural areas.

- Even 1in instances where a project was not yet
generating profits, its effects as an educational
tool and as a spur to private sector interest in
the prcfit potential of such projects were obvious.
Less successful projects also demenstrate hazards
to be avoided. The result has been the execution
of similar projects by the private sector.
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- In short, the DDI project has created in the
form of the LDF an institution that has con-
tributed much to the development of Egyptian
villages. It will contribute more as the de-
centralization program gathers momentum.

-~ Although the number of loans made as of November
30, 1983 reached 491, only 390 Local Units were
involved, of a total of 835 Local Units in Egypt.
The majority of those reached, however, have
received cne loan for one project.

- In most LDF projects visited by the team, output
production of commodities and services, including
private sector outputs, were well below market
demand. In no instance did we find the Local Unit
projects hindering the development or expansion
of the private sector's activities.’' On the
contrary, such projects ‘enhanced public sector
involvement.. :

-~ The immediate future potential for expanding
income-producing enterprises under the DDI/LDF
project concept is very encouraging. Given addi-
tional capital for lending, LDF would be capable,
through decentralization of its operations, of
doubling its current number of project loans over
the next two years and to reach the peripheral
governorates, .

Recommendations

1. ORDEV and USAID should consider decentralization
of the LDF through the creation of regional branches
serving a number of governorates according to geo-
graphical situation, as well as single-governorate
branches. Chairmanship of the regional branches
may be rotated between governorates. (Other alter-
natives to avoid governorate favoritism or to
solve jurisdiction problems may be considered,
such as retaining the chairmanship with an ORDEV-
central representative.)

2. In order for the decentralization effort to succeed,
it is proposed that at the conclusion of the
current phase of the project and the exhaustion
of available funds, the GOE and USAID consider
additional capitalization of the LDF's loan funds
by an amount of $15-20 million to be used by LDF
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in reaching a wider range of Local Units, and
to expand existing successful projects to meet
a greater portion of market demand. The infu-
sion of additional funds would accelerate the
pace of rural development, particularly in areas
not yet participating in the program.

Foreign technical assistance may be needed, at a
level to be determined by the GOE and USAID, to
ensure a sound decentralization transition and
institution building in LDF branches, as well as
for charting future development plans for rural
Egypt. The next 18 to 24 months will be crucial

to the continued success and expansion of LDF
activities., UWithout sound and capable field insti-
tutionalization, the total effort may be jeopar-
dized.

It is strongly recommended that ORDEV take
immedi~te steps to assign permanent counterparts
who can benefit from the U.S. advisors' knowledge
and experience during the remaining period of

the prcject. ORDEV should ensure that such coun-
terparts can remain at assigned positions for a
future period extending beyond the conclusion of
the current technical assistance effort.

A post-project impact evaluation should be conducted
after two or three years.
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1V TRAINING

l. Introduction

-~ USAID has provided $1, 755,000 for training in
Egypt, the U.S., and the Philippines, and for-
assistance to the ORDEV training center at
Sakkara. This support has been provided to
ORDEV and the LDF program to achieve the fol-
lowing objectives:

- Develop managerial and technical skills
needed to operate LDF programs within
ORDEV and the governorates:

~ Introduce LDF activities in the governor-
ates and train village council members in
the preparation and operation of income-
producing projects financed by LDF loans,
and

-~ Strengthen the capacity within ORDEV to
support decentralized developmerit, including
the capacity to offer relevant training to
local government officials through the
ORDEV training center at Sakkara.

- The purpose of this section is to assess the
impact thus far of the training on LDF projects
in the villages, on ORDEV, and on governorate
development programs. In addition, the scope of
work requests that the progress and potential of
the ORDEV training center be reviewed.

~ The evaluation is based on visits to LDF projects,
review of ORDEV/LDF training plans and records,
interviews with USAID, the technical assistance
contractor, ORDEV representatives, and members of
the advisory committee for tne Sakkara training
center. In addition, the consultant observed two
ORDEV/LDF training sessions, a technical course
in animal husbandry in Beni Suef, and an orienta-
tion and planning course in Cairo for the 15
ORDEV/LDF personnel who will staff the first gov-
ernorate level LDF office in Minia. Discussions
were held with participants and staff at both of
these training sessions.
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2. Description of DDI Training

- Approximately 5700 ORDEV, village council,
markaz and governorate personnel have parti-
cipated in training programs in Egypt and
abroad. Eighty-six have attended courses in
the Bluegrass Area Development District, 36
participated in two study tours in the Philip-
pines, and 5626 (or 98 per cent) attended
courses in Egypt. The following table summar-
izes the numbers trained each year during the
project to date.

Table 1. Numbers of Trainees

Year Training Program: Foreign Local Total
1979-80 44 222 266
1980-81 25 785 810
1981-82 20 930 950
1982-83 20 3689 3719

119 5626 5745

3. Foreign Training

- Under an agreement with the Bluegrass Area Develop-
ment District, mid-level personnel from ORDEV and
the governorates have received classroom training
and visited projects in the U.S. to develop skills
in project preparation and evaluation. As Table 2
illustrates, representatives from 19 governorates
have attended this training.

- The objective of Bluegrass training was to develop
a core of mid-level expertise to establish LDF in
ORDEV and the governorates. It is estimated that
approximately 90 per cent of those trained are
still associated with ORDEV, although efforts to
follow up on the impact of this training have not
been carried out to the extent originally intended.
Bluegrass graduates are currently employed in ORDEV/
LDF central office, and the first governorate LDF

* branch now being established in Minia will be headed
by a Bluegrass graduata2. In addition, approximately
22 former participants in this program have helped
in LDF training programs in Egypt. Although it is
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Table 2. Distribution of Bluegrass Participants in Governorates e
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Menufia 1 1 1 2 8
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not possible to clearly establish the impact
of this training on LDF operations, examples
exist of graduates of the program applying
management and planning methods introduced to
them in training. In general terms, however,
the distribution of graduates throughout ORDEV
and local government provides a reservoir of
support and talent to ORDEV.

4. Training in Egypt

- The objective of programs conducted in Egypt is
to train ORDEV, LDF, governorate and village
representatives in the design, palnnirng, and
management of LDF-financed projects. 1In addition,
the programs introduce the LDF in the governorates,
and orient village councils to local government
laws and responsibilities. As the 1983-84 train-
ing plan (Appendix IV-1l) illustrates, CRDEV is
implementing twelve different training courses,
with a total of 113 sessions scheduled for the
year. A description of each course is provided
in Appendix IV-2.

5. Assessing Training Needs

- The training courses have been developed to
introduce LDF in the governorates and to train
village councils in the basic skills required to
operate LDF projects. Thus, courses in local
government laws, basic project bookkeeping, and
technologies for specific projects have been
emphasized. New programs have been added based
‘'on feedback .from participants. In addition, a
course for training administrators has been
started to help in the expansion and decentraliza-
tion of LDF.

- Last year, ORDEV/LDF introduced a questionnaire
to determine the magnitude of training needs
within the governorates and to establish a means
for longer-range planning and budgeting of train-
ing programs. Descriptions of existing courses
were given, and the governorates were asked to
estimate the number of participants for each -course,
when the participants would be able to attend,
and to suggest where the training should be held.
The governorates were also given the opportunity to
suggest new training courses. Table 3 gives the
results of this survey.
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Table 3. RESULTS OF NEEDS ASSESSHENT SURVEY

Approx. Kumber

Training Course

Introductory Programs for Planning,
Managenent & Evaluation

l. Feasibility studies and project preparation
2. Bookkeeping and financial accounting
3. Project follow-up and evaluation

Subtotal:

Introductory Programs for Local Government
and Development Decentralization

4. Orientation for local government
5. Exchange of Development Experience
6. Theme symposia for development
Subtotal:

Technical Training

7. Poultry production

8. Animal production

9. Beckeeping

10. Fish production

11. Agricultural mechanization
12. Rabbit production
13. Olive pickling
14. Training administration

15. English language

Subtotal:

Total:

1,700
950
740

4,000
850

2,088

500
840
380
140
320

17

30
280

of Participants

2,470

6,930
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- Although this survey has helped ORDEV/LDF to
betier plan and budget for training, the fact
that it asks for responses to existing programs
and does not provide for assessing needs against
specific LDF objectives minimizes its wvalue as
a needs assessment instrument. This is perhaps
less important if trainiig is viewed as a means
to intrecduce and expand LDF activities. But as
ejiforts are made to improve the performance of
LDF projects, greater attention will need to be
given to more systematically determining training
needs.

6. Selection of Participants

- Participants are sclected by the governorates,
usually by the Secretary-Gencral or ORDEV repre-
sentative. As most courses are designated by
ORDEV/LDF as being "for governorate, markaz, and
village council personnel”, it is left to the
governorates to decide who should attend. Often,
the choice is based simply upon who is available,
and frequently the same individuals participate.

7. Course Instructors

- ORDEV/LDF does not have a permanent training staff.
Instructors are selected from among ORDEV/LDF
central office staff, university professors, and
governorate staff; there is a pattern of limiting
the number of instructors to a group of 10-12
individuals. Instructors attend only those sessions
they teach, and they are not involved in the design
of the overall course. Because fees are based on
the hours the instructors actually teach, many are
unwilling to give their own time to preparing
course materials. Consequently, the quality of
instruction varies.

8. Organization and Administration of Training

- Training courses are organized by Training Adminis-
trators who are responsible for arranging for
facilities, contacting participants, and arranging
for instructors. A Training Administrator is
assigned to each course. ORDEV/LDF has one full-
time Training Administrator assigned to its office.
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" There are ten others within ORDEV who assist

in LDF training. Seven of the ten Training
Administrators are new to LDF activities, and
few have had experience in training design,
course development, or monitoring and evaluation.

9. ORDEV/LDF Training Capacity

- As Table 1. illustrated, training has rapidly
incrcased from 222 in 1979 to 3689 in 1982-83.
The training plan for 1983-84 projects a further
increase, to 4034.

-~ ORDEV has made remarkable progress in developing
a capability to organize and administer training
programs. However, this capacity is limited to
administering training courses and does not include
the capability to assess training needs, develop
new courses and training materials, or monitor
and evaluate the quality of training. To establish
this capacity, ORDEV will need to significantly
upgrade the skills of its training staff.

10. Impact of Training

Training in Egypt

- Training programs conducted in Egypt have served
primariiy to promote the LDF program and provide
a means for exchanging information on LDF activi-
ties. In this respect, training has directly
contributed to the expansion of ORDEV/LDF activities.
The number of loan applications, for example, in-
creased significsntly during 1982-83 when the
.number of.participants. .attending training also rose
sharply. Several examples have also been cited
where projects have been extended to other areas
as a result of exchanging information and experi-
ences in training programs.

- The impact on skills development is more difficult
to determine. 1In part, this is because ORDEV/LDF
has not attempted to carefully monitor the impact
of training on project performance. Examples have
been cited, however, .that suggest training has
helped to improve the information provided on loan
applications.
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-~ It should be noted that local government officials,
including Head Executive Officers and those selec-
ted as project managers, often have university
degrees, particularly in agriculture, and that
considerable practical experience exists in LDF
project areas. Thus, the need for developing
skills in project technologies (e.g. poultry
procduction) may be less important than providing
the opportunity to exchange practical experience
or to update local officials in new technologies.
Programs presently conducted for these purposes
are widely supported among participants.

- There continues to be the need, however, for
improved management skills, particularly in project
preparation, financial analysis, and project moni-
toring.

1l. Training Abroad

- Bluegrass graduates occup; wositions within ORDEV/
LDF at all levels of local government. It is
estimated that 90 per cent are still involved in
some way with ORDEV activities. Twenty-two of
these graduates have helped in conducting ORDEV/LDF
training. Although a comprehensive follow-up of
these graduates has not been carried out, indivi-
dual examples have been cited that suggest the
training has produced changes in planning and
management activities.

- The appointment of a Bluegrass graduate as director
of the newly established branzh of LDF in Minia is
an important example of how the project may directly
benefit from this mid-level training as it begins
the process of decentralization.

12, Progress and Potential of Sakkara Training Center

- The Sakkara Training Center represents a major
effort by ORDEV to establish a recognized institu-
tion for local government training and research.
Construction of the facilities began in 1979 and
.although substantial progress has been made, par-
ticularly in the last year, considerable work
remains to be completed before the facility can be
used. It is anticipated that the first phase of
the facility will be completed in the second quarter
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"nf 1984. This will include the classroom buil-
ding and residential facilities for 25 partici-
pants. ORDEV hopes that the entire facility

will be completed a year later. Original con-
struction costs were set at LE 3 million and
approximately LE 2 million have been spent to date.

Located approximately 20 kms from downtown Cairo,
the center will include:

a main administration and classroom building
with six lecture rooms, offices for teaching
staff, an auditorium (capacity 500), a library,
and a documentation/computer center:;

- three dormitories with facilities for 100 men
and 20 women;

- apartments for 12 faculty members and their
families:

- a cafeteria;

- garage and workshop to be also used for small-
industry training.

The ORDEV Chairman has recently organized two
advisory committees to assist in preparing plans

for the training/research and administration/
finance activities and operations. These committees
have met only 2-3 times and are operating thus far
without budget.

The training/research committee has begun to estab-
lish an agenda reflecting the need to proceed
systematically through a process of defining local
government training needs, identification of target
groups, preparation of training materials, and
selection of training staff. As a group, they have
extensive experience in local government and are
committed to a training and research program that
will avoid mary of the shortcomings of other "cen-
tral" training institutes.

Insuring that the programs of central trainin~
institutions remain relevant to the needs of decen-
tralized government units is a difficult task. [For

a discussion of problems and alternative ways to
address these problems, see John P. .Hannah and

George H. Honadle, "Management performance for rural
development: packaged training or capacity building",
Public Administration and Development II:295-307,
1982).
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- A dynamic center of training and research in
local government would be an important new re-
source to support Egypt's policy of local,
decentralized development. Given the importance
USAID gives to supporting this GOE pclicy and
action, USAID assistance to the Sakkara Training
Center is warranted and recommended.

- Specifically, USAID should consider:

- Making short term technical assistance
available to ORDEV and its advisory com-
mittees, as requested, during the initial
planning stage. Such assistance should
include provision for consultants in plant
management, training administration, and
curriculum development who would develop
issues papers and make recommendations for
consideration by ORDEV and its advisory
committees.

- Encouraging ORDEV to proceed as quickly as
possible in the selection of a director and
2-3 members of the teaching staff. These
personnel should become directly involved in
planning for the center's operation.

-~ Providing funds and assistance to organize
and conduct a study tour for selected ORDEV,
advisory committee members and teaching staff
to similar institutions outside Egypt. Such
institutions include the Rural Development
Academy, Peshawar, Pakistan; the Local Govern-
ment Training Project in Indonesia; the Asian
Institute of Management.

- The Sakkara Training Center will not have developed
the capacity to assume responsibility for ORDEV/LDF
(or ORDEV/BVS) training activities by the time
technical assistance is concluded next year. USAID
should continue training advisory assistance to
ORDEV for both of these projects but should also
consider assigning the advisors to the Sakkara Center.
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Recommendations: Training in Egypt

1.

"In 1982-83, 3494 participants attended ORDEV/LDF
training and the projected level for 1983-84 is
478 training days/year for 4034 participants. The
ORDEV/LDF training office and ORDEV Training De-
partment do not have the capacity to maintain this
level of activity and still monitor the quality of
the training or the impact on LDF activities."

Thus, the level of training activity should be
reduced and emphas;s given to those courses that
have the most direct impact on LDF objectives.

Based on LDF cobjectives, comments by village ccuncil
memkbers, and recent assessments, priority should be
given to the Introductory Programs for Flanning,
Management and Evaluation, Exchange of Development
Experience, and technical training in project-
specific areas.

In order to maintain activities important to the
LDF program while reducing the training demands
on the ORDEV/LDF office:

- Responsibility for providing village councils
with up-to-date information on LDF loan policies
and procedures should be assumed by Village
Development Representatives ("ORDEV representa-
tive") in the governorates, rather than relying
upon training programs to convey this information.

- Responsibilities for on-going project-specific
technical training should be shifted from the
ORDEV/LDF training office to the governorates
who have the resources for this training through

" local universities, technical staff within the
governorates, village executive heads and project
maragers experienced in currently-funded project
areas. ORDEV/LDF should begin to concentrate
instead on supporting training by designirng and
developing materials and identifying training
resources.

- The orientation for village couancils program should
be coordinated with BVS, and the staff of the ORDEV
Training Department should assume primary respon-
sibility for this training.

- Theme Symposia should be limited to one per year
and the programs should focus on specific lessons
learned from LDF experiences.
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6.

An objective of LDF is to increase revenues
available to Local Units. The capabilities

of Local Units to prepare feasibility studies
and to maintain and manage project accounts are
essential. Thus, training in project prepara-
tion and financial management should be given
highest priority. The present training in book-
keeping and financial reporting has adequately
prepared Local Units to record basic expenses
and income data. However, the training has not
prepared participants in the analysis and appli-

cation of this data. Thus, Local Unit councils

are not always sure if projects are returnin’
profits.

Training courses in Bookkeeping and Financial

-Reporting should be revised to include basic

skills in financial analysis as well as record
keeping, and worksheets should be prepared to

guide village council members and project managers
ir the analysis of this data. This training should
be provided in the governorates.

Training courses in bookkeeping, financial repor-
ting and accounting, and orientation to local
government regulations are currently beirng offered
through the LDF and BVS projects to similar target
groups at the village and markaz levels., While a
certain amount of duplication might be desirable,
greater attention should be given by the ORDEV
Training Director to coordinating the planning ang
delivery of these courses and to the use of a common
set of materials for the local government orienta-
tion program.

ORDEV/LDF training is currently financed entirely
by USAID and USAID is contributing more to the
total costs of ORDEV training than is the GOE.
There will be a continuous need for financial sup-
port, hut consideration should be given to planning
for clternative sources of funding, including using
administrative fees attached to LDF loans to par-
tially support training.

ORDEV/LDF training is bheing conducted by a limited
number of consultant/lecturers who are paid only
for the time they lecture in the training courses.
ORDEV/LDF should expand the roster of training in-
structors, giving particular attention to the
increased use of local university instructors, gov-
ernorate technical staff, and "successful" head
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executive officers within the governorates.

Compensation should be paid for instructors to
participate in planning training programs and
developing training materials from funds obli-
gated for this purpose in the training budget.

ORDEV/LDF has in the past year developed the DDI
Training Manual. This manual describes the basic
steps necessary to develop quality training pro-
grams. ORDEV/LDF should now apply this guide by
defining the specific tasks and assigning indi-
vidual responsibilities necessary to apply the
guidelines.

7. Trainees selected by the governorates to attend
ORDEV/LDF training are not always those who can
most benefit. ORDEV/LDF should establish clecarly
defined criteria for each of the training courses
and encourage the governorates to apply these
criteria in selecting participants.

Recommendations: Foreign Training

1. Although Bluegrass training has contributed to
the establishment of the LDF within ORDEV and
the governorates, and an estimated 90 per cent
of those trained continue to be associated with
ORDEV activities, this training has not produced
the core group of "intermediate expertise" within
ORDEV/LDF as originally intended. Furthermore,
the needs of an expanding LDF program are greater
than the resources available through any single
program.

Therefore, it is recommended that funds for foreign
training be continued for ORDEV/LDF staff, but

that such tralning allow for a broad range of ,
short” courses in such areas as training adminis-
tration and design, management information systems,
etc.

Recommendations: ORDEV Training Center at Sakkara

1. ORDEV has made considerable progress toward com-
pleting the physical facilities of the training
center at Sakkara, and the first phase is now
scheduled to open in April-May 1984. If the expec-
tations for this center are realized, it will make
an important contribution to local government
training and research in Egypt. ORDLV has started
to plan for the operation and training/research
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program of the center.

USAID should support “his planning work by
providing short term assistance to ORDEV and

its advisory committees to develop issues

papers in such arcas as plant operation, manage-
ment and administration of training centers,
curricula development, and applied research.

When plans for the programs of the c¢enter are
developed, *USAID should also assist in equipping
the library and documentation departmetns, in-
cluding technical assistance for training of
staff of these departments.

Impact of ORDEV/IDF Training

- Training courses have been held in the twenty

rural governorates to promote LDF activities,
orient officials to local government laws, ard
strengthen the technical skills of vilalge

council and markaz officials. These training
programs appear to have contributed to an increase
in the number of LDF loan applications, more com-
plete information provided in the applications,

an increase in the numoer of "non-typical" projects
submitted for financing, extension/adaptation of
*successful" projects among different governorates,
increased awareness of alternative opportunities
for generatiny local revenues, increased popular
participation in developnient, and improved
relations among levels of local government,

Conclusions

- While ORDEV/LDF training is and should continue

to be directed toward village executives and popular
council members, the application of training must

fit within bureaucratic structures and ncrms in the
governorates. Thus, it is important that governorate
level officials, particularly Secretsry-Generals, be
kept well informed of ORDEV/LDF obiectives and ac-
tivities and that training prograins in local govern-
ment participation and exchange of development
experience seek the participation/involvement of
these officials.
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V  FINANCIAL ANALYSIS

Financial Analysis of Sampled LDF Projects

1. Methodology

This section is based upon financial data drawn
from a sample of LDF village projects. It
analyzes their:

- financial performance and viability;
- use of profits;

- effect on the private sector, and

- managemnent.

- Data on the fianncial performance of 28 LDF-
assisted projects was collected from three 1/
sources: ' -

- financial statements examined during field
visits (10 projects):

- quarterly reports found in LDF files
(12 projects);

- financial information found in the case
studies commissioned by USAID/Cairo
(6 projects).

- The projects included within this sample have been
operating for several years, are geographically dis-
persed and represent the main activities funded by
the LDF. The age of the enterprise was an important
selection criteria since it was necessary to obtain
the results of at least one operating period. It
was also important to judge the financial perfor-
mance of the enterprise after the initial "birth
pangs" had been overcome. Since the cash flow
position of most projects was significantly affected
by whether they were repaying the principal on their
loans, we attempted to concentrate upon those that
were no longer in their grace periods.

- The results of the following analysis must be in-
terpreted with caution because the sample is
extremely small and the data were sometimes incon-
sistent. The extent to which the financial results
drawn from the sample is representative of all LDF
projects is unknown.

1/See Introduction of this report for more information on
the methodology of this evaluation.
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- Financial statements examined during field visits
often were fragmented and had to be reconstructed
to yield meaningful results. The financial data
derived from LDF Quarterly Reports and the Case
Studies have not received the same scrutiny as
that gathered during field visits and thercefore
may be less reliable. Field visits revealed that
some financial statements, for example, did not
include depreciation as a cost, some subtracted
both principal and interest payments and others
included lahbor costs that they actually did not pay.
The evaluation team reconstructed the income state-
ments. of visilted projects to include actual costs,
depreciation and interest only so that results would
be comparable.

- Since only two projects had balance sheets, accurate
information on the debt position of most projects
could not be calculated. And because financial
statements in most cases could only be found for the
last year of operations it was impossible to analyze
the growth of the enterprises over time.

- Nevertheless, the analysis of the sampled projects
is believed to provide a reasonable general assess-
ment of their financial health. Some of the more
interesting and unexpected results indicate that
certain projects require a more in-depth financial
analysis and technical assistance to improve their
performance, while others should be studied as
perspective models.

2. Profitability »f Sampled Projects

Objectives of LDF Projects

- According to the Project Paper and related LDF
materials, the purpose of LDF projects is to stimu-
late income producing activities whose profits may
be either reinvested or disbursed to the village
Special Account for income-generating or social 2/
welfare activities. =

2/"Profits from village projects are deposited in each
village Service and Develcpment Account, which can be
used to finance needed services and improvements in the
village. The overriding objective is to strengthen the
village units by increasing the funds available for dis-
cretionary spending on such local development projects".
Local. Development Factbook, ORDEV, November 1983, p. 1.
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" However, discussions with village project staff
reveal that they have ,a different perspective on
their projects' purpose. Almost all Head Execu-
tive Officers (HEO) said that their LDF project
was intended to increase the supply of basic goods
and services (especially food) at lower than
market cost. Because LDF projects receive subsi-
dized financial and personnel resources, HEO's
stated that they are not allowed to charge market
prices.

- Thus, the LDF projects are not intended to operate
purely to maximize profits. Their main objective
is to provide a low cost product or service to the
public. If profit maximation is not their objec-
tive, then these projects should not be judged by
"the same profitability criteria normally used for
private sector projects. However, it is necessary
to determine their viability since they are intended
to become self-sustaining rather than a drain on
village resources. Projects should meet certain
minimum standards of financial viability in order
to contineu to provide services to the public and
serve as a model to stimulate replication within
the private sector. Thus, the financial viability
of sampled LDF projects is examined from different
perspectives in the following section.

Return on Initial Project Investment

- On average, sampled projects yielded a 19 per cent
on their initial project investment during their
latest fiscal year of operations for which data 3/
was available. This average return is higher than =
the 15 per cent projected in the Project Paper,
assuming that this is the definition for return on 4/
investment used by project planners. -

é/Financial information was usually obtained for the
fiscal year July 1, 1982 - June 30, 1983.

i/The return on assets as defined in this section refers
to the net profits earned during the latest year of
operations divided by the sum of the total LDF loan
amount and the village contribution as found in the LDF
files. This investment,K thus is equivalent to the total
assets the firm had upon loan receipt. A more correct
method of calculating this ratio would be to compare
the net profits with the assets held in a comparable
period. However, since balance sheet information was



38

- The range of return on investment was broad,
from a negative to a 62 per cent return, as
shown in Table V-1. Egg production, broiler
production and cattle fattening, on average,
had a relatively high 21 to 24 per cent return
on investment while olive pickling, tile and
brick production, agricultural machinery and
transportation projects had lower returns
ranging from 7 to 14 per cent.

- Great variations existed within each subgroup.
Differencez among the returns on pouliry projects
was often due teo differences in animal mortality
rates, technclngy or utilization of production
capacity. The unprofitability of a tile and a
microbus project caused the average for each
small subgroup to be lowered. The highest return
was earned by an unusual calf rearing project
that performed extremely well during its first
vyear of operations, primarily due to the capa-
bility of its experienced manager. The return
on this project was an exceptional 62 per cent.

Return on Village Investmant

- The average return on the investment provided by
villages towards their LDF project was a high 81
per cent. The range of the return on villages'
investment varied greatly from a negative return
to 175 per cent. The return on the village invest-
ment is even greater if calculated solely oa the
basis of their cash contributicn.

- Village investment includes fixed assets, includ-
ing those existing prior to the LDF project, as

not available for most projects, the initial investment
and loan amount was used as the best approximation that
could be found. When calculating the return on assets
interest payments are sonietimes added to prefits to

form the numerator of the ratios, to measure the truz
productivity of assets. This was not done in this case.
It also should be noted that village contributions to
the project often varied significantly from that projec-
ted in the feasibility study and found on the LDF's com-
puter print-out. Also, some visited projects borrowed
from other sources besides the LDF (i.e., from other
village projects), thereby raising their total 'invest-
ment in the project. These ratios, thus, may overstate
the true return on some of these projects.
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well as new cash contributions to the project.
Unlike most Egyptian financial institutions,

the LDF does not have minimum investmeant or
collateral requirements for loans. Nevertheless,
on average, villages contributed a surprisingly
high percentage of the total investment. Villages
visited by the study team, on average, furnished

42 per cent of their project's total investment
(see Table V-2). They contributed a substantial

25 per cent of the total cash requirements of their
project: this level of contribution compares favor-
ably to the requirements of financial institutions
in developed countries.

- Village funds for this investmant usually stemmed
from the governorate and/or the village special
account; in one case an international Jevelopnent
agency (CARITAS) provided the village contribution.
During field visits, a discrepancy between the
amount of village investment projected in the feasi-
bility study and the actual village contribution was
found. LDF considers the level of village contri-
bution to be an important indicator since its com-
puter printout contains this data, drawn from the
feasibility studies, on each loan. These discrepan-
cies suggest that such information should be updated.

Return on LDF Loan

- The return on the average LDF loan was 26 per cent.
This represents a good return on LDF financial
resources.

Return on Sales

--The return on sales varies greatly within subsector
industry groups, as indicated in Table V-3. The net
return on sales for egg production ranged from 10 to
37 per cent while that for brooder and broiler pro-
duction ranged from a negative return to 51 per cent.
The highest gross margins and the lowest net margins
were found among the four brick and tile projects.
This is explained by the relatively large salary
expenses paid to workers of these moderately labor-
intensive enterprises. Variations in profit margins
among firms of the same subsector industry visited
by the study team was usually due to differences in
the management capability and technical expertise
of project managers.
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- It is not meaningful to compare the return on
sales of different types of subsector groups
because of the varying structure of those in-
dustries. For example, industries with low net
returns on sales (i.e., brick and tile production)
must compensate for these low margins through
high sales volume. Enterprises that sell few
units (i.<., cattle fattening) must generate high
margins to earn an adequate return.

- The return on sales for each cnterprise should be
compared with its industry's average to determine
its performance. Unfortunately, comparable data
could only be found for egg production. The
average 22 per cent return on egq production is
slightly lower than that projected in studies of 5

" inuividual projects without financing.

Profitability of Sampled Projects Under
Varying Assumptions

Actuval Versus Expected Financial Performance

- The LDF prepares feasibility studies for cach loan
application that it receives. An important functi

5/

on

of these feasibility studies is to weed out projects
that have a high probability for failure and to de-
termine what minimum scale of precduction must be
attained for the project to be profitable. Since
the results of these studies are used as a basis for
loan approval, it is necessary that they provide a
reaclistic projection of the loan applicant's future

performance.

- The actual performance of the ten projects visited
by the team from which financial data could be
obtained was compared with these projections to
determine their accuracy. The results show that,
average, sales and net income were projected to be
42 and 144 percent higher, respectively, than
actually received (see Table V-4). Iu all but one

5/

Financial projections found in the Small Farmer
Production Project Paper, Amendment 0079, Financial

and Economic Analysis, Annex 1 (drzft), were recal-
culated to serve as a basis of comparison with
LDF projects.

on
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case sales were lower than expected; but in half
the visited projects net profits were actually
higher than originally projected. The gross and
net returns on sales were, on average, on target
with a much wider range around actual net profit
margins than projected.

These discrepancies are usually explained by the
fact that expenses were higher than expected while
sales were lower., Fecsibility studies usually
adopted a "best case" hypothesis that firms will

be selling all they can produce at maximum produc-
tion levels. The studies did not assume a gradual
increase in production over the first few years of
the project. Most visited firms, on the other hand,
vwere not operating at capacity levels due to higher
than expected mortality rates, insufficient raw
materials and lack of working capital. The finan-
cial projections found in the feasibility studies
that were examined did not provide enough leeway
for such contingencies.

Market studies were also lacking in most of the
examined feasibility studies on the assumption that
almost unlimited demand exists for most LDF pro-
jects' goods and services. However, in one case,
olive pickling, the project manager said that the
market would not support an expansion of this
project due to lack of deamnd. The demand for mini-
bus services has, in effect, been restricted due to
government regulations which limit the number of
roundtrips that can be made. These two examples
indicate that a market demand analysis may be
warranted in some cases.

The depth of analysis presented in the feasibility
studies was appropriate £~ . the small loans that

the LDF initially disbur 1. However, as loan size
grows and the LDF begins .o fund new types of ac-
tivities, greater attention should be paid to the
feasibility studies. For example, a simple sensi-
tivity analysis might be performed to analyze the
potential performance of the project under varying
assumptions (e.g., if the project is operating at

80 per cent of capacity. instead of 100 per cent,

or including inflationary cost increases). A break-
even analysis should be included especially for
projects with low operating margins to determine the
minimum quantity that must be sold, assuming a given
price, to cover expenses.
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- Since the repayment rate on loans is excellent,
this may be interpreted to mean that projects
are profitable and thus do not require more in-
depth project appraisal. However, loan repayment
may not be a good proxy for successful projects
since a few visited projects who could not meet
their loan obligations cut of operating profits
still repaid their LDF loans on time.

Financial Performance of Visited Projects
When Salary Expenses are Included

- None of the visited projects paid for their admin-
Aistrative staff;.some of them covered the expenses
of their workers. About 38 per cent of visited LDF
project emplovees were paid by the government (see
Table V-5)., Since one of the objectives c¢f these
projects is to provide an example to the private
sector, their financial performance was recalculated
based upon their true staff expenses to determine
their actual profitability. The Head Executive
Officer was asnined how many people it would be neces-
sary to retain to maintain operations and how much
the village would have to pay these individuals.
These expenses were then subtracted from the net
profits shown in Table V-1,

- The profitability of these projects is significantly
affected when the actual salary expenses are in-
cluded (see Table V-5A). Their return on sales,
assetes, capital and cquity drops dramatically in 6/
many cases.* Many projects would not be yielding =
an adequate return and would have to raise their
prices, Some project managers commented that they
would not be able to pay for their staff unless the
price of the LDF product were raised.

Debt Service Ability of Visited Projects With
and Vithout Salary Expenses

- About 40 per cent of the sampled firms (9 out of
22 that are no longer in their grace periods) could
not meet their total debt obligation (loan principal

é/Unlike Table V-1, assets, capital and equity figures
are drawn from the balance sheets of the projects
visited.



43

and interest) from end-of-yecar profits (see
Table V-6). Four of the six firms that were
still in their grace pcriods would not have been
able to support the repayment of loan principal.
If the true salary expenses were included then
the debt burden would become even greater, as
evidenced by the few cases for which such informa-
tion is available.

Some visited firms met their loan repayments from
retained earnings while others had borrowed from
the village service account or other vilalge pro-
jects to repay their LDF loan. TFew had considered
the possibility of being delinquent on loan repay-
ment; only one of the visited firms was delingquent.

Those that are borrowing from the village service
account or other village projects (with no i-*:erest
charges) are using the funds derived from the gover-
norate to repay the LDF. 1In essence, funds are
being transferred from one branch of the government
to another. This raises the policy issue: Should
the governorate serve this function or should the
LDF bear the responsibility for delinquent loans?
This issue merits further discussion and analysis.

Although most village projects are expected to repay
these loans, this situation is a cause for concern.

It indicates that even projects with goocd repayment

rates should be visited to determine their financial
viability and, if necessary, be provided assistance

and the rescheduling of their loan repayments.

Firms-were easily able to meet their short term loan
obligations in the few cases that such information
could be gathered (see Table V-6). The high current
ratios are primarily the result of large stock inven-
tories maintained by livestock projects.

Interest payments, on average, comprised a high 40
per cent of net profits (before interest). However,
this ranged from some firms for whom interest com-
prised a small 5 per cent of net income to others
that were unable to meet their interest payments
from profits. The LDF .loans' 6 per cent interest
charges were easily supported by most firms. LDF
averages the total amount of interest that is to be
repaid over the total number of payments to equalize
payments. Interest charges, thus, are lower during
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the early repayments (and higher during the

latter years) than they would be were a declin-
ing balance method of calculating interest
payments used. Vhile the firm's cash flow remainus
unaffected, its profits appear greater during its
early years.

- These findings indicate that a significant propor-
tion of LDF firms would not be able to support
higher interest rate charges, a shorter repyament
period or the elimination of a grace period. Prices
and/or sales would have to be increased before such
charges could be contemplated.

Breakeven Price Analysis under Varving Assumptions

~ The breakeven price required for visited LDF
projects to cover their cash expenses was, with
the e:ception of one brooder project, still below
the market price charged for their products (see
Table V-7). Thus, the LDF projects could charge
higher prices that would improve their financial
position and still be below the market price.

- Table V-7 also shows that the differcence between
the market price and that required for the LDF
project to attain its cash breakeven point is
rather high for egg production, cattle raising and
mi.crobus transportation. This provides some indi-
cation that these should be profitable activities
for the private sector.

4., Use of Profits of Visited LDF Projects

- According to LDF promotional materials, profits
generated by the village projects are intended to
either be reinvested or flow into the wvillage ser-
vice account to be used for social projects. All
visited projects for which a financial analysis was
conducted reinvested their profits in the firm.
None distributed profits to the village service
account.

- Since many LDF projects are having difficulty
meeting their loan repayments and are relatively
high risk operatiorns where sudden disease can
quickly mean financial ruin, it is recommended that
enterprises continue their practice of capitalizing
profits. Retained earnings are saved within the
village service account since otherwise, profits of
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government projects are returned to the gover-
norate. However, these funds should be maintained
as a reserve for the exclusive use of the LDF
project rather than used for other activities.
Profits should only be dishursed to the village
service account for other activities after the

LDF loan is fully repaid and the enterprise is

on a sound financial footing.

- Most enterprises distributed some profits to their
administrative staff and labor as bonuses. Some
included these bonuses as an expense on their fi-
nancial statements, most distributed bonuses out
.0f profits, while others did both. Thirty per
cent of profits, on average, were distributed as
bonuses to project supervisors and staff (sce
- Table V-8). Although the bonuses sometimes repre-
sent a high pzzcentage of net profit, this is
because wz2ucs are usually terribly iow. These
bonuses, thus, are a necessary supplement to
employees' income. :

- In many cases. the bonus is an automatic percentage
of gross profits while in others it was calculated
on the basis of net profits and the overall financial
soundness ¢f the enterprise. One enterprise, for
example, did not distribute bonuses because of its
precarious financial position; another paid bonuses
even though the enterprise was unprofitable and
delinquent on its loan payinent.

5. Capacity Utilization of LDF Projects

-~ Most LDF projects were operating significantly
below capacity (see Table V-9). Poultry projects
were operating fewer cycles than possible and in
some cases mortality rates were high. Lack of raw
materials was cited as an important limitation on
increasing cement tile production and on poultry
projects.

- Insufficient quantities of cement and poultry feed
are national problems that LDF assistance would not
solve. However, the high mortality rates and lack
of working capital are constraints that could be
alleviated through technical assistance and further
capital infusions. In some cases, projects had re-
cently received additional LDF loans so that working
capital was no longer a constraint on their operations.



46

- Village microbuses are subject to the same
government regulations governing their private
sector counterparts. Microbuses must waint in
line at the first stop unti] all their seats are
occupied before they can leave on their routes.
This recently enacted restriction has caused
some villages to reconsider their loan applica-
tion for & microbus project and cancel their LDF
loan. As shown in Table V-7, the village micro-
bus maximum fare was half that charged by the
private sector. Since the grace and loan repay-
ment period for microbus projects are shorter
than animal raising projects (6 months grace
with three years to repay) this put a strain on
the microbus project visited.

6. LDF Effect on the Private Sector

- In almost all cases visited by the evaluation
team, the LDF project was replicated by private
entrepreneurs in the area. Due to severe time
constraints, it was impessible to quantify the
amount of this replication, its contribution to
total production or its effect on local prices.
However, the amount of replication activities
appears to be quite substantial. Unsuccessful
LDF projects (e.g., queen bee raising) also may
serve to steer private sector entrepreneurs away
from these activities and into more productive
investments.

- Only three LDF projects were joint ventures, that

is, the project's investment was financed by both
the village and private individuals. It may be

supposed that privatz sector entrepreneurs' desire

for a quick high return on investment, with the
distribution of profits to owners, may not match

well with the intent of the village project. Visi-
ted village projects often sought to maximize sales,

not profits.

- The village councils should have a comparative
advantage over formal institutions to lend to
extremely small-scale entrepreneurs. Peer group
pressure has usually been found to be the most
effective way to ensure high repayment rates of
microenterprise development projects. However,
LDF villages have intermediated funds for local
entrepreneurs replicating the village prcject.



47

- An almost unlimited market exists for many LDF
food products, especially for those projects
located near large urban centers, as shown in
Table V- Purchasing power of consumers has
been raised through a healthy economic growth
rate and remittances from family members working
abroad. Thus, althocugh the LDF price is lower
than the private sector, the large demand for
these commodities suggests that the private
sactor has not been restricted by its price dis-
advantage. However, in small rural areas wnerec
the LDF project has a large market share, its
introduction may lower market prices from pre-
vious levels. For example, one cattle fattening
project was said to have lowered the price of
beef in the local area.

7. Management of LDF Projects at the Village Level

~ Perhaps one of the most important effects of the
LDF village projects is to train public sector
officials to think in terms of productive invest-
ments that yield a return rather than in terms of
resource distribution. The LDF projects have
helped to reduce the underemployment or govern- 7/
ment civil servants employed by these projects.*

- However, additional training is needed at the
village level to enable accountants and project
managers to be able to interpret existing financial
statements and use them as planning tools. This
training should include enabling staff to extract
periodic profit and loss statements and balance
sheets from existing records and to prepare simple
cash flow statements. Financial statements were
prepared because tliey were required by the govern-
ment:; in few cases were they used to help manage
projects. Staff of some visited projects, for
example, did not know whether their project was
earning a profit.

Z/In the mid-1970's, Egypt had 3.2 million civil servants
of which one-third were thought to be redundsant. See
Saad Eldin Ibrahim, "Egypt in the Eighties: A Socio-
logical Profile", The International Spectator (Rome)
XvIIr:1l..2, 1983, p. 13.
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- Financial records were in satisfactory condition

with the exception of projects visted in Ismailia
and Qecna. The data provided by the current accoun-
ting system appears adequate for most projects'
needs; thus, no major changes are recommended.
Since this system is used for all government
project, it would not be efficient to attempt any
major changes for just one, relatively small
project. In addition, a more sophisticated system
would not be appropriate for the existing accoun-
ting staff.

Conclusions and Recommendations

The main findings of the financial analysis based
upon an examination of 28 cases are:

1.

The principal objective of visited village projects,
as perceived by the Head Executive Officers, was

to increase the supply of basic goods and ser-
vices at lower than market prices rather than to
maximize profits.

On average, sampled projects were profitable and
generating a 19 per cent return on their original
investment, exceeding expectations.

This average camouflages a large variance in the
performance of sampled projects; a few were per-
forming exceptionally well, most were providing
a good return, while a few were yielding low
returns or. were unprofitable.

The key factors affecting projects' financial
performance were the management capability of
staff, including their ability to analyze the
enterprise's financial performance and knowledge
of its technical aspects, sufficiency of working
capital, differences in technology, and varylng
mortality rates.

Village projects' performance was significantly
below projections made in LDI' feasibility studies.
Sales and projects were projected to be 42 and 44
per cent higher, respectively, than that actually
attained, primarily due to the assumption that
enterprises would be operating at full capacity.

Foerty percent (9 out of 22) of sampled projects
cannot afford to cover their debt repayment from
cash earned during the year. Visited projects used
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retaincd earnings, or borrowed interest-free
funds from the governorate, the village service
account or other village projects to cover their
debt repayment. Only one visited project was
delinquent on loan repayment.

The breakeven price required to enable projects

to cover their cash expenses (including currently
subsidized salary expenses) was significantly
lower than the market price. Raising pirices of
LDF goods and services would improve the financial
viability of many visited projects and still allow
them to meet their objective of charging less than
market prices. -

Profits were distributed to employees and prudently
reinvested in the enterprise caiiler than disbursed
to village service accounts.

LDF village projects have significantly stimulated
replication efforts by local private sector entre-
preneurs. Since the demand for most village-
produced goods fzr exceeds the current local supply,
the lower prices of village products have not con-
strained the growth of private sector activities.

LDP is providing an extremely useful training
experience for public sector employees to think
in terms of private sector investments that yield
a return rather than resource distribution.

The recommendations that are based upon these
conclusions include:

1.

2.

Increasing the amount and depth of follow-up of
projects by LDF staff;

Improving the quality of feasibility studies per-
formed on prospective LDF borrowers' lcan appli-
cations to include simple sensitivity and break-
even analyses:;

Maintaining current LDF loan terms and conditions
(interest rate, repayment period and grace period
policies) since a high proportion of sampled
projects could not support higher charges. Prices
and/or sales would have to be increased before they
could bear higher costs;
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Conducting a comprehensive analysis of the
ability of LDF projects to cover their debt
repaynent followed by a GOE. policy dialogue
if this is an extensive problem;

Conducting an in-depth analysis of the breakeven
price required by LDF projects with a subsequent
discussion on how prices can be set that improve
the financial viability of LDF projects while
still achieving their social objectives:

Continuing the current LDF village practice of
reinvesting their profits in the enterprise
rather than using them for other income-producing
or social activities until loan repayment is
coupleted and projects are financially viable:

Developing a standard simplified format for a
profit and loss account and balance sheet that
can be prepared from existing financial reccrds;

Training local accountants to prepare these
standard financial statements and managers how
to interpret them so that they may be used as a
management tool.
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VI INST!iUTIONAL AND
RURAL COMMUNITY DEVELOPMENT

l. Scope of Work and Approach

- This section of the report will focus on tha
development of the institutional capacity within
ORDEV and the LDF to fulfill their responsibili-
ties toward attaining the goals of the DDI project
and the broader goals of decentralization of
government in Egypt. It will also assess the impact
of the DDI project upon the villages in which loans
have been disbursed from the LDF. The specific
objectives of this section are as follows:

- To evaluate the institutional development
and management capability of ORDEV, LDF and
the Local Units, with particular emphasis
upon local participation in development
projects;

- To assess the social, economic, political
and institutional impacts of LDF projects
upon the villages where loans have been dis-
bursed; :

- To assess the overall viability of specific
village enterprises;

- To determine the effect of DDI in reinfor-
cing and strengthening decentralizea local
government through the experience of planning
and managing LDF projects:

- To provide recommendations regarding the
above.

- The approach taken to accomplish the above objec-
tives was as follows:

~ Analysis of the decision-making process for
planning, accepting applications, approving
and administering LDF loans, to find the pre-
dominantly influencing organization at each
step of the process;
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- Analysis of the relationships among ORDEV,
LDF and the Local Units--legal, political,
and informal;

- Assessment of the sharing of authority be-
tween LDF Central and local ORDEV/LDF
representatives;

- Assessment of the sharing of authority in
the villages among the Popular Council, the
Head Executive Officer, the Executive Com-
mittees, and where applicable, the managers
of popular participation (private sector)
projects;

- Analysis of the improvement of the quality of
life in the villages as a result of LDF-
funded projects and the types of projects
which had the greater impact on the villages;

- Analysis of the use of the Village Special

Account for Services and Development by the
Local Units to serve the needs of villagers.

2. A Briecf History of CRDEV and LDF*

-~ ORDEV had its origins in a committce formed in late
1972 by the People's National Assembly to explore
ney ways to develop rural Egyptian villages. The
committee was composed of 22 ministers concerned
with rural government. Two principal decisions
emanated from the committee. The first was a demon-
stration program to provide comprehensive services
to one village in each governorate at a total cost
of LE 1,000,000, The second decision was to form a
permanent organization within the Ministry of Local
Government to administer a long-range plan for
rural development. This organization was named the
Organization for Reconstruction and Development of
the Egyptian Village (ORDEV). ORDEV was thus formed
in 1973.

~ The committee had recommended that ORDEV receive an
annual budget allocation from the central govern-
ment of LE S0 million. However, the actual alloca-
tion for 1973 was LE 3.2 million. In 1974, the
allocation was increased but only to LE 4.2 million.

*This section was taken largely from an interview with
Mr. Ahmed El Diffrawy, former Undersecretary of 'State
and Genera. Director of ORDEV.



53

It became obvious that the central government

could not afford to develop all the rural

villages of Egypt in a comprehensive fashion,

and in 1975 ORDEV changed its strategy toward
utilizing its organization to develop the villages
through increased local participation. To accom-
plish this, a 5-year plan was established which
would give one grant to each village unit in

Egypt during that period. At the same time ORDEV
began providing training to Head Executive Offi-
cers of the village units on now to choose projects,
public relations, dealings with the Popular Council
and local government laws.

In 1975 Law 52 was passed which provided the basis
for the decentralization of government in Egypt.

Two aspects of the law which had particular sig-
nificance for ORDEV was the.provision of a Special
Discretionary Account (SDA) for each Village Popular
Council (VPC) and the appointment of representatives
at the governorate level who were charged with

rural village development. In 1978, rural village
development representatives were appointed at the
markaz (district) level as well.

In 1978, a Grant Agreement was signed between the
Arab Republic of Egypt and the United States of
America creating the Local Development Fund (LDF)
under the Development Decentralization Project.

The LDF was created to make income-producing pro-
ject loans to Village Popular Councils in Egypt.

The overriding purpose of these loans was to give
leaders of village units experience in managing
income-producing projects on a sound financial basis,
and, ipso facto, increase their overall management
and decision-making capacity. The LDF was to be
administered by a special agency set up under ORDEV.

At the time of the present evaluation, five years
later, the LDF is a functioning agency with a per-
manent full-time staff of 25 assisted by both
Egyptian and American consultants. Over the past
four years, a total of 491 loans have been inade to
390 village units (cut of a total of 835) for a
total amount of LE 9,892,250. The first phase of
the decentralization of the LDF will begin in Janu-
ary 1984 when the governorate of Minia will open an
LDF branch office to approve loans to Local Units
for up to LE 25,000.
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Current Orqanizational Structure of ORDEV, LDF
and the Villaae Development Departments in the
Governorate and Markaz

- ORDEV is a Cairo-based agency which, under the .
Ministry of Local Government, is mandated to
assist in the development of rural Egyptian
villages. It does this primarily through the
funding of village unit project initiatives in
three areas: a) economic (income-gencrating
projects; b)social projects, and ¢) physical
infrastructure and housing projects. These funds
are issued as grants to the-'village units with no
recovery mechanism. Any monetary returns gener-
ated by the economic projects are to be put into
the SDA of the village unit. Social and physical

- projects are not expected to result in any mone-
tary returns. ORDEV's second main activity is in
the area of training. It provides training
programs for all of the major participants in
rural village development, e.g., Head Executive
Officers (HEO's), Executive Committee members,
Popular Council members and ‘..e Village Develop-
ment Department Representuvives (VDR's) at the
governorate and markaz levels.

- ORDEV accumplishes the above activities with a
staff of 225 persons based in Cairc and with the
assistance of the VDR's in the field. The ORDEV
staff in Cairo is divided into three major depart-
ments as follows (sce Organizational Chart, Appen-
dix VI-1l): ‘

Department Functions
Planning Project Planning & Evaluation
Research & Finance Research, Data Management,

Finance/Administiation

International Agree~ Foreign Cooperation & Training
nents

- LDF is a semi-autonomous agency set up under ORDEV
to administer the Local Development Fund and provide
loans to rural village units for income-producing
projects (referred to as "economic projects" in
ORDEV terminology). The fund has been capitalized
by a grant from USAID. It is govered by a Board of
Directors which is composed of representatives of
governorates, district (markaz), and villagz govern-
ments as well as a reprecsentative from the Ministry
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of Finance. It is chaired by the Chairman of
ORDEV who is a Deputy Minister for Local Govern-
ment. The general function of the Board is to
establish and periodically review the general
policies governing the operations of the LDF,
including lending policy and operation and finan-
cial procedures.

The Loan Committce is composed of thrce General
Directors of ORDEV appointed by the Board. The
LDF Office Manager serves as its chairman. The
.Committee approves or rejects loan applications
based on the project appraisal of each applica-
tion. It also periodically evaluates LDF-funded
projects and prepares quarterly financial reports
based on these evaluations.

The LDF agency is headed by an Office Manager
who supervises a staff of 25 permanent, full-time
.employees and is assisted by Egyptian and American
consultants. The permanent staff falls within the
following categories: Project Review and Analysis:
Follow-up; Training; Statistics and Computer;
Finance and Administration; Secretarial, and Library.
(see LDF Organization Chart, Appendix VI-2). Other
than the internal administrative .sections, the main
functions of the staff are to revicew project loan
applications for the Loan Committee, to follow up
loan administration and monitor LDF-funded projects,
and to provide training to the various parties
involved in the LDF loan process.

The Village Development Representatives (VDR's) are
employees of the covernorates and are assigned to
both the governorate and markaz levels. The number
of VDR's varies according to the size of each gover-
norate and markaz, but the average number was found
to be approximately 20-30 at the governorate level
and approximately 4-7 at the markaz level. They

are commonly referred to as "ORDEV representatives"
although they have no direct line authority rela-
tionship to ORDEV. However, the work they do is
similar to ORDEV's and, in many cases, their work
products are funded by ORDEV grants or LDF loans.
Their main functions are to assist the village units
in the development of economic, social and physical
projects and to provide training and technical
assistance to the village units. Funding for their
efforts is provided by the governorate or by ORDEV
or LDF. Because of their proximity to the village
units, they frequently assist the HEO's and Popular
Council members in preparing feasibility studies
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for various projects. They also are charged
with monitoring projects within their juris-
diction. Their backgrouncds are usually in
rural development and agriculture. Specialists
in different types of rural activities are
usually found at the governorate level. They
report to the hecad of the village development
department at their level of government. How-
ever, all of them are ultimately responsible
to the Secretary-General of the governorate.
Many of these VDR's have been trained by ORDEV.

4., Budget/Project Planning Process for ORDEV Activities

- The Budget/Project Planning Process for ORDEV
activities follows a typical hierarchial pattern.
The process starts at the lowest level and moves
up the ladder to the highest point. Then the
decision is promulgated and moves back down the
ladder to the lowest level. This type of system
allows for the maximum amount of modification,
both upwards and downwards. The process if des-
cribed below:

REQUEST ALLOCATION
Ministry of Planning/Finance

7 Y

ORDEV ORDEV
71 Y
Governorate Governorate
Markaz Markaz
Village J!llage

= :
As described during interviews with H.E. Mohamed Ahmed

Labib, Chairman of ORDEV, and Mr. Ahmed El Diffrawy.
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The steps in the process are as follows:

- The Village Unit agrees on the projects it wants
to request funding for, prepares feasibility
studies for the projects, and submits these
to the Markaz.

- The Markaz reviews the funding request and
modifies it, if it deems necessary, and submits
it to the Governorate.

- The Governorate review the funding request and
modifies it, if it deems necessary, and submits
it to ORDEV.

- ORDEV reviews the funding rcquest and the feasi-
bility ctudies and decides if the projects should
be financaed. Funding is dependent upon the availa-
bility of ORDEV funds for that activity and upon
an equitable distribution of funds to the various
governorates. ORDEV transmits its request to
the Ministry of Planning.

-~ The Ministry of Planning reviews ORDEV's request,
and modifies it if it deems necessary, and sub-
mits it to the Ministry of Finance.

- The Ministry of Finance allocates funds for ORDEV
projects and notifies ORDEV.

- ORDEV prepares the allocation with its redquest
and modifies its portfolio of approved procjects,
if necessary. ORDEV transmits the list of approved
projects and amounts allocated for each project to
the Governorate.

- The Governcrate notifies the Markaz of the projects
approved by ORDEV and the amounts allocated for
each project.

- The Markaz notifies the Village Unit of the projects
approved by ORDEV and the amounts allocated for
each project.

- The Villaée Unit receives a grant from ORDEV via
the Governorate and Markaz for the projects which
were approved.
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5. LDF Loan Application, Approval and Disbursement
Process*

The LDF loan application, approval and disbursement
process is much more simplified than the above
ORDEV grant process. The key difference, however,
is that the Village Unit is the key political
entity, beside the LDF, in the process. The
Governorate and Markaz act only in a coordinating
capacity and do not exercise any control over the
amounts disbursed for approved projects. This
process is described below:

REQUEST DISBURSEMENT
LDF

7\
Governorate
q
/
Markaz

Village Unit PC Village Unit BC
- The steps in the process are as follows:
~ The HEO and Popular Council agree on a project;

- The Village Unit Popular-Council approves the
project and prepares a feasibility analysis
for the project, usually with the assistance
of a VDR. A loan application is filled out
and submitted to the Markaz VDR.

- The Markaz Popular Council evaluates the project
in terms of its overall planning and coordina-
ting function within the Markaz. If the Markaz
finds the project is consistent with its over-
all plan, it gives its approval to the project
and informs the Governorate Popular Council.

- The Governorate Popular Ccuncil evaluates the
project in terms of its overall planning and
coordinating function within the Governorate.

If the Governorate finds the project is consis-
tent with its overall plan, it gives its approval

*
As described in the LDF Operations Manual and from.
discussions with Magd Abdel Gawad, USAID/Cairo.
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to the project and informs the Village
Unit Popular Council. The Governorate VDR
transmits the application to LDF in Cairo.

- LDF staff rcview the loan application. 1If
it is found unacceptable, more information is
requested from the Village Unit. When the
application is found acceptable, it is for-
warded to the Loan Committee.

- The Loan Committee reviews the application
and approves or rejects or modifies the loan
amount. The Village Unit is notified of the
Committee's decision. If the loan is approved,
the Village Popular Council signs a loan agree-
ment and the loan-amount is disbursed in one
lump sum.

6. Impact of the DDI Project upon ORDEV

- The most important impact upon ORDEV policy and
operations is a result of utilizing loans rather
than grants to fund economic (income-generating)
projects. This has brought about a fundamental
change in the way ORDEV views the developmental
process in the villages. H.E. Mohamed Ahmed Labib,
Chairman of ORDEV, stated that he considers DDI
to be the most important project of all USAID
activities in Egypt because it is employing a new
concept in government development efforts, i.e.,
that certain types of projects should pay for
themselves. He said that government employees and
villagers are now developing the capacity to operate
economic projects on a commercial basis, rather than
as in the past, when money was received from the
central government *‘and there was no real concern
as to whether any of the money was returned for
reuse by the' government.

- It appeared to be a common opinion amongst persons
associated with the project that the Village Units
took their financial responsibilities more seriously
with economic projects that were funded by LDF loans.
. The former Undersecretary of? State and General
Director of ORDEV Mr. Ahmed El Diffrawy, said that
he argued against using loans rather than grants
when DDI was first being implemented, but he now
believes that the LDF-funded projects are the most
successful of the village unit projects.
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- Clearly, the excellent payback rate on tne LDF
loans shows that the village units are, at a
minimum, making enough returns tc cover their
loan costs. Whether the projects are making
sufficient returns to be economically viable
over the long run is subject 4o question, how-
ever.

-~ Of the three types of projects for village de-
velopment funded by ORDEV (economic, social and
physical), both Chairman Labib and LDF Office
Manager Mr. Ahmed Riad El Ghoneimy stated that
ORDLV plans to reduce its annual budget alloca-
tion from the central governmernt for aconomic
projects and will fund most of these projects,
particularly in the Nile Valley governorates,
with loars from the LDF ratiier than grencs from
ORDEV,

- Another impact upon ORDEV operations is the use
of LDF loans to experiment with various new types
popular participation (private sector involvement)
in projects and witli new technolo¢y. In this
respect, the availability of more funds for eco-
nomic projects has helped to brosden ORDEV's
activities and provide opportunit.ies for greater
experimentation than in the past.

- One project that exemplifies the use of new tech-
nology is the Seila gravel quarry psoject in Fayoum
Governorate. Prior to the receipt of &an LDF loan
for LE 210,000, this desert quarry was being mined
using a manual labor process which produced approxi-
mately 20 tons/day. No other quarry existed in
Fayoum so building contractoss had to send trucks
to Giza or Beni Suef to obtain tliese materials.

Now the quarry is a totally mechanizad operation

with a production of 150 tens/day. Eighty per cent

of the preduction is sold in Faycum and 20 per cent

in Beni Suef. ' The manager of the project stated that
they expect the operation to gross LE 120,000 this year.
This project has receivecd the largest LDF lcan to

date. It is very doubtful that ORDEV would have
provided a grant of this magnitude to ¥Yinance this
project, since it would have represen’ed about 10-20
smallzer traditional village projects. A caveat

" should be mentioned here, that loans of this size
could quickly deplete the LDF if they become typical.
The LDF should exercise caution in ‘cthese types of
projects.
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- The village of Soal in Giza Governorate exem-
plifies an expcriment in popular participation
in an egg layer project. This village unit
applied for an LDF loan of LE 30,000 in December
1980 to fund an egg layer project using new
technology, i.e., batteries. Their first project
was so0 successful that they 2pplied for a second
loan £ LE 40,000 in February 1982 to increase
their production. After this, many of the villagers
expressed an interest in starting private egg
layer projects of their own in their homes. This
led to another LDF loan in June 1982 for LE 45,000
to fund this popular participation project. The
success of this new project led to yet another
.loan of LE 78,000 in June 1983 for another popular
participation project for poultry raising. As of
today, the village unit produces about 5700 eggs/
day on its two projects and approximately 50 vil-
lagers produce an additional 8500 eggs/day in the
popular participation project. The eggs produced
by the village unit are .sold mainly to government-
sponsored consumer cooperatives at lower-than-
market prices and the privately-produced eggs are
sold at market prices on the private (open) market.

- A third village, Itmidah in Dakahliya Governorate,
demonstrates an innovative approach to popular
participation. Village lecaders told us that in
192), some of the young pcople of the village
suggested an investment project to the Popular
Council to utilize some of the private savings in
“he community. The Popular Council agreed with the
idea and together with the Head Executive Officer
investigated various types of investment projects.
Because of the large number of private poultry
raisers in the area, they decided to build and equip
a poultry feed mill. A private company was formed
and shares were sold to villagers for LE 5.00 per
share with a minimum purchase of 10 chares. One
hundred and fifty persons purchased shares in the
company. The village unit purchased 10 per cent
of the shares and the shareholders elected:the HEOD
as Chairman of the Board of Directors. A decision
was taken to give the Popular Ccuncil 7 per cent
of the total profits of the feed mill to use for
social projects.

The building to house the mill and grain was con-
structed and some mixing and grinding equipment was
purchased. Then the village unit decided to apply
for a loan from LDF to purchase more equipment to
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increase production. They received a loan of
LE 56,000 in July 1982 and purchased the addi-
tional equipment.

The first audit of the company was performed in
December 1982 and the company declared a net
profit of LE 135,000 for the first 20 months.
The village unit put the money that they received
from dividends on their shares in the SDA. The
Popular Council used the LE 9000 that they re-
ceived from the profits towards the funding of

" four social projects: a kindergarten, a fire
department building, a sewerage project and a
secondary school for commercial studies.

The company currently is operating two other

- projects as well: 3 microbuses which run between
the village and Mansura, and a semi-automatic
bakery that produces bread for the village. They
have purchased land in Ismailia (where land is
considerably cheaper than in Dakahliya) and have
applied for another LDF loan to finance an egg
layer project on that site.

7. Impact -ipon the Villages

Political and Institutional

LDF loans do appear to be providing impetus to
decentralization of authority from the governorates
to the villages in two respects:

- LDF lecans are available only to village units.
Consequently, the village units are able to
exercise much greater influence than the markaz
or the governorate over the loan process and the
selection of projects to be funded by the loans.

LOF loans tend to be larger than ORDEV grants
(average now about LE 15-20,000 aind LE 8-10,000,
respectively;. This allows some projects to reach
sufficient size to have an economic impact upon

the markaz or governorate. As a result, the gover-
norates and munarkaz's are taking a greater interest
in these loans than they had in ORDEV grants and
are beginninj to view the loans as a substantial
resource for the development of their overall
economies.
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On the other hand, the greater interest being

shown by the governeorates and markaz's in these
loans can create pressures to put undue influence

on the village units with regard to selection and
and administration of projects. This appearcd to

be the case in two villages visited by the team,

one in Qena and cne in Beni Suef. When this
happens, the village unit may agree to a "suggestion"
from a governorate or markaz representative in order
to receive some other political benefit as a quid
pro quo. However, in these cases the projects are
frequently unsuccessful since the villagers might
not have been particularly interested in the type

of project selected and thus put less effort into
the project.

A second impact of the LDF loans upon the village
units involves the relationship between the HEO's
and the Popular Council. From interviews with
persons who had experienced the tensiong between
these two parties after the first decentralization
law was passed in 1975, it is apparent that the two
were trying to establish their parameters of poli-
tical authority vis-a-vis the other. The HEO has
traditionally been the preeminent authority in the
villages. This is due to a number of factors, not
least of which were educational status and access

to political authorities at higher levels of govern-
ment. However, it appears that the jostling for
position has resulted in certain areas of authority
being carved out for each party. In essence, the
Popular Council is now looked upon as the legis-
lative authority and the HEO as the executive branch
of the wvillage unit. This impacts upon the LDF

loan process in that the two must work together if
the loan-funded project is to be successful. It
appears that the LDF program has helped to create a
positive working relationship between the two parties
in that the Popular Council must approve the project
and the HEO must be interested in operating the
project. -

A third area in which it was hoped that the DDI
would provide assistance in the decentralization
effort was that of developing greater managerial
and decision-making capacity within the village
units. It was believed that the experience of
selecting a project through a £feasibility a2nalysis
and making day-to-day decisions about the operation
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of a project would assist in achieving this goal.
This was basically the same goal of the ORDLV
grants, i.e.. education of village managers through
implementation of projects.

One element was different with the LDF program,
however, and that was the fact that a loan was

being made rather than a grant. Clearly, the

HEO's and project managers who already possessed

a good deal of managerial talent and entreprenecurial
spirit were able to take good advantage of the

LDF loans to enhance their previous efforts and
achieve greater results.

An interesting and significant development has
occurred in the LDF-funded projects as opposed to
the ORDEV and governorate graant-funded projects,
however. The team found that the village units
were treating t~e returns from the LDF-funded
projects in a a.fferent manner. These returns are,
in general, being either plowed back into the pro-
jects to increase productivity, or being kept in
the Special Discretionary Account as a hedge against
project problems in order to insure that the loan
payments will be made. 1In some cases where the
loans have been paid off or the returns were sub-
stantial, money has been used for social service
projects. The usable money is being used in A few
cases, such as Itmidah and Demou (Fayoum,

project), to support "spin-off" income-producing
projects by the village unit themselves.

This evolution of 3 more prudent attitude regarding
the returns from theso projects is a positive result
of the LDI loan-funded projects and is an indicator
of increased financial management capability within
the village units.

Economical

As this report has stated before, it appears to many
of the parties involved in the project that the
village units are more concerned with the success of
the LDF-funded projects than the ORDEV grant-funded
projects. The HEO's and the Popular Councils realize
that the money received for project implementation
must be paid back to the government and they tend to
take a careful approach to the projects. This is a
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significant change in attitude and it should not
be underestimated.

Whether or not the LDF-financed projects will prove
to be more economically viable and sustainable than
ORDEV grant-funded projects is still open to ques-

tion, however. This question should be raised and

investigated at an end-of-projcct evaluation.

Another economic impact of the project relates to

the greater average size and availability of LDF
loans. These factors have permitted village units

to reach a more economical scale of operations in

a shorter period of time than has been the case with
previous ORDEV grants (although improvement is neceded
in processing loan applications in a more timely
manner) .

A third and significant effect of ‘the LDF program

is the "spin-off" projeccts resulting from LDF-

funded village unit projects. These spin-off
projects have been both private and public. The
LDF-funded village unit projects are often what

might be called "risk venture" or demonstration
projects. The product being produced by the project
is typically something that no one else in the village
is producing. The village unit takes the risk and,
if the project is successful, other village units

and private individuals copy their efforts. In one
village visited, Demou in Fayoum, we were told by the
HEO that nine private broiler projects were started
in the village after the village unit received their
LDF loan to expand their broiler project.

-~ In addition, the Demou village unit used some of
the returns from their broiler project to start
an experimental rabbit project.

- If the rabbit project goes well, they plan to apply
for another loan to expand that project.

The Soal egg alyer project is another good example of

a project where individuals became interested in

producing something after observing the village unit's

project.

This type of multiplier effect was fairly typical of
most of the village units visited by the team.
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In addition, in some cases, private projects were
begun even after the village unit project had
failed, because the private entrepreneur learncd
what went wrong in the village unit project and
corrected it in their project, or they were not
subject to the same market constraints on the
village unit.

- For example, in Fanara village in Ismailia gover-
norate, the village unit started a queen bee
rearing project in February 1981 after receiving
an LDF lcan for LE 6000. The village unit project
had trouble isolating the queen bees and finally
abandoned the project as designed. However, they
began selling beehive starter units to private
citizens in the areca and now many of these private
entreprencurs are producing honey that they sell
for profit.

Finally, in many cases the village unit purchases
feed and supplies for its projects from private
suppliers when government subsidized materials are
either not available or the quality is too low.
This can scrve to enhance the local economy and
provide income-generating activities.

Social

The socia) benefits from the LDF-funded projects

to villagers are, with some notable exceptions,
mainly a result of direct impacts from the projects
themselves, It should be pointed out that these
bencefits are not necessarily limited to LDF-~funded
projects--i.e., they are also present in projects
funded by CRDEV or governorate grants as well. The
benefits are of three types:

- Increased job productivitv has been a by-product
of the projects in that most of the projects employ
government workers who tend to be uaderemployed
and who are paid incentives to increase their pro-
ductivity. In some cases new jobs have been created
within the village and therefore some increase in
local employment has resulted.

- Lower consumer prices for products and services are
" provided by the projects administered by the village
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- Consequently (third), those projects which re-
ceived quality assistance from the markaz or
governorate VDR's in preparing the feasibility
study or in the implementation of the projcct,
showved marked improvement over those which did
not have that assistance. This factor has
important consequences for the current dccen-
tralization of the LDF.

- Fourth, those projects which had genuine local
monetary investment tended to be more successful
than those without. The team found that in many
cases the local participation in the project con-
sisted of pre-existing land and buildings. 1In
other cases, the local participation was an
outright grant of money from the governorate.

(In fact, the team was told in Qena that some

of the transportation projects we wanted to visit
were not yet in operation because the governorate
had not yet contributed the local participation
share.

LDF may find it useful to reevaluate its criteria
for local participation.

- Finally, those village units which had the maximum
political flexibility in pursuing their own eco-
nomic inititatives and in controlling the SDA
seemed to have better success with their projects.
This factor seemed to be a variable controlled by
the governorates and is, ot a large extent, the
stuff of what the DDI project is all about.

- The team was told by a village unit in Qena
that they had to receive approval from the
governorate in order to spend any money from
the SDA. Similarly, in Ismailia, the team was
told that the control over the SDA was exer-
cised by a board of diretors composed of three -
village unit representatives and two markaz
representatives. These two governorates had
the least viable projects of the seven gover-
norates visited by the team.

- In contrast, the most viable projects visited
by the team were in Giza, Dakahliya and Fayoum
governorates, where the village units appeared
to have a great degree of latitude in making
decisions about village projects.
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Recemnmendations

l. The LDF needs to provide more on-going monitoring

and cvaluaticn of the loan projects.

Staff in the LDF office were unaware of many of
the operational problems of various village unit
projects visited by the team. We were informed
that LDI' had four staff persons assigned to
evaluation and follow-up in the past, but that
no onc is doing this work now.

With the greater number of loans being administered
by LDF now, staffing of this activity is more
important than ever. 7If the LDF is nto providing
sufficient technical assistance to the village units,
this would reduce its effectiveness as a development
vehicle.

The LDF cannot provide proper technical assistance
if it is not aware of problems with the loan
projects.

The decentralization of the LDF should hclp to
resolve some of the logistical support problems
associated with this activity, but staff are needed
in this function now, while the decentralization

is proceeding.

We were told that ORDEV recognizes this problem
and is taking steps to resolve it.

The LDr' needs to reanalyze the roles and respon-
sibilities of the LDF representatives vis-a-vis
the Village Development Representatives in the
decentralization of LDIF operations. We understand
that the VDR's are expected to look after LDF's
day-to-day interests in the governorates when de-
centralization of LDF occurs.

The fact that the VDR's are paid by the governor-

ate and are not under any line authority relationship
with either LDF or ORDEV could cause problems in
assuring that the LDF work gets done in the field.

" Serious thought should be given to developing the

means to establish a line authority relationsip

in the governorates. This could take the form of
having one representative of LDF in the governorate-
who is paid by LDF or ORDEV, or the form of incen-
tive payments to VDR's for LDF work.
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In any event, LDF should be attentive to any
problems which might show up in this area
during the first months of the trial demonstra-
tion period in Minia Governorate.

3. The LDF should be encouraged to 4o more experi-
mentation with private sector involvement in
village projects., The Scal and Itmidah projects
have demonstrated that innovative approaches
can be taken and can be successful.

However, before proceeding is this direction,
several critical questions need to be addressed

by LDF and USAID in order to clarify exactly what
types of private sector involvement are appropriate
for LDF loan activities and what potential problems
may arise using this approach.

Issues for Further Studv

1. To dcvelop and collect the baseline data neecded
now to do an in-depth evaluation at the end of
the DDI project (phase I) on

- the success of the project in increasing the
managerial and financial capability of the
village units to plan and implement village
development activities, and

- the social impacts of the project;

2. To analyze LDF loan activities in order to assess
what level of capitalization of the LDF is
necessary to carry out a desired level of loan
activity and to cover operational expenses.
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VII TECHNICAL ASSISTANCE IMPACT

The Technical Assistance Contractor's team has had
and continues to have a high degree of effectiveness
on the deveclopment of LDF as a viable institution
that is successfully launching the program towards
goal and purpose attainment.

Achievements have in many instances exceed projected
indicators of mesuring outputs towards project goal
and purpose.

The main tasks of the technical assistance team have
been:

- Developing LDF into a viable institution. 1In this
arca of effort the team was nighly successful in
institutional development and creating a viable
lending institution, effectively extending credit
fcr income-producing projects in rural Egypt.
Although the institution is a Government agency,
it gives an image of a commercial busincss enter-
prise. It thus sets the climate of a husiness
atmosphere in the implementation of projects at
the village level, rather than of a government,
community-spending prograin of allocated funds.

- In training local participants from ORDEV, LDF and
the governorates, though the tcam's effort exceeded
output indicators with respesct to numbers trained,
the training effort requires additional inputs to
improve the quality, selectivity and management of
training activities.

- Forward planning and strategv have received major
efofrts, but additicnal effort is required in
developing a statistical research unit capable of
producing forecasts, projected credit supply/demand,
short and long range planning in volume and magni-
tude of loans, and in identified areas of activity
development.

The Checchi technical assistance team has assisted
ORDEV in developing a number of systems, manuals,

and guidelines for accounting, feasibility studies,
project external evaluation, management, and trainiag.
Following are examples of this activity:
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LDF Operations Manual: including operational stra-
tegies; lending policy guidelines and procedures;
operations and financial guidelines; processing loan
applications:; loan approval; disbursement; monitoring;
repayment; eriteria for evaluating small enterprise
LDF loan applications.

Managerment Information System: periodic quarterly
reports include revenues, expenses, inventories,
progrcss to date, problems, product markets, etc.

LDF Small Scale Enterprise Manual: guide to good
development ideas, deciding on what is feasible,
application process, project start-up, evaluation

of progress, etc. (written for local level officials);

LDF Finance Manual: small scale enterprise organiza-
tion, financial planning, types and sources of capital,’
use of cash flow and conservation of capital, LDF
financial follow up

Fishfarming Manual (an example of technical manuals
prepared): description of a fish farm, planning of
site, various types of farms, selection of fish,
pond construction, management, harvesting, record
keeping, testing, etc.

The technical assistance team is inu the process of
assisting ORDEV in improvement of its computer data
retrieval and analysis capacity.

Case studies have been developed to be used as "story
tellers" in stimulating loan activities.

Work in Progress

To promote a wider range of communication between
governorates in respect to the DDI project, DDI is
developing a quarterly nowsleiter for wide distribution.
It will contain highlights of successful projects, new
areas of development and experimental technology,
changes in loan procedures, etc.

The DDI Training Manual includes guidelines for
planning, monitoring and evaluation of training
activities. The main topics are: training needs
identification based on stages of project maturity:;
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curricula requirements and training plan:
implementation of training; monitoring and
follow-up; evaluation.

Training methodology and transfer of technology
have been tested over the past two years, ithen re-
fined and developed into the Training Manual with
the exception of the evaluation phase, which is
still undergoing testing.

Most of the manuals are translated into Arabie, cr
originated in Arabic and are ready for wide
distribution to govenorate, markaz and village
local governiment units.



APP. A  SUMMARY OF INFORMATION ON SITE VISITS

Soctal/ “vaining/
LDF Check LIDF Check Financial Econcaic Social
Covernorate Markaz Village Type of Projcct  Amount Date Review Peview Review Comments
Giza Saff Soal Egg production 30,060 12/80 X X X Village project
" " " Egg production 40,000 2/62 b ¢ X Loans to 52 private epg producers,
populayr participacion project
" " " Egg production 45,000 §/82 X b 4 Village projccts
" " " Chicken rearing 78,000 6/83 Net yet aperating
Qena Kous Khozam Bricks produc. 30,000 r/80 X To introduce anew technology; finam—
cfal records in poowr condition
" " Hegaza Cement tiles 15,000 2789 X To “egin new sctivity; financlal
Kibli production records in t«alr condicdon
" Armant Daba'la Sheep rearing 11,000 7/€1 x X New activity; seen: ta lack good
management
" Kife Shiekha Broilersa 15,600 . 11/81 X X Hanageneat weak; governorate controls
Special Account
" Qena Abnoud Broilers 17.000 8/81 X To begin unew project; finaacial
records An poor condiclon
" Kous Harageya Broilers 12,000 11/81 X " "
" Dakhalisa Mit Itmidah Poultry £eed 56,000 7782 b ¢ Tmprescive popular paxticipstion
Ghanmr wnill project
" " Kom El Microbus 6,900 6/80 X Sold bus to.duy larger bun; applying
Nour for ancther LDF loan
Beni Suef Beni Ibshana Cazrle 15,000 7/80 X Expansion of ongoing village project
Suef fattening ’
" » " Calf rearing 90,000 2/83 Not yet operating
" " " Cattle 60,000 11783 xpansion of existing project
fattening
" Ehnasia Kaie Hatchery 40,000 7780 X
" Same:ta Bedehla Garlic produc. 23,642 2/€3 X Projecc fatled
" Beba  Kombesh  Cattle 15,000 7/80 x Expansion of existing project
faczening

\P\/



Social/ Training/
LOF Check 1OF Check Financial Economic Social
Covernorate Markaz Village Type of Project Amount Date Review Review . Revicw . Comments
Fayoum Fayoum Demou - Brollers 15,000 2/86 X X Expansion oi cxisting project
" o Seila Gravel quarry 210,000 6/83 b:4 X New, large project
" Senuris Fidimin Olive pickling 30,000 2/80 X LDF provided working capital to
ongoing project
" Fayoum Zawyet Egg production 40,000 2/80 X Expansion of ongolng'iéojeec
Keradsa
Ismailia Tel E1 Kassasin Cattle 24,000 12/80 X* 4 x Establishment of new project; no
Kebir el Kadima fattening financial statements ovailable
" Fayed Fanara Honey production 6,000 2/81 Xar, X X Queen bee project replaced by honey
project; no financial statements
available
Kalyubeya Toukh Ekyad Calf rcaring 30,000 6/82 X LDF loan used to begin very
Degwel successful project
" . " Cattle fattening 15,000 5/83 ¢ Not yet operating
" " Mit Microbus 6,000 11/861 X Unprofitable project due to accidents;
Kenana

delinquent loan repayments; fragmentery
financial statements
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Development Decentraiization I

Honthly Statement of Project Finances

Summary as of October 30, 1983

Appendix I-2

(us $000s)
1 2 3 4 3 ] A 8
CATEGORY Budget Unliquidated Total Unexpended
(Axcended) Oblipated Unoblicated Disbursed Obligations Accrued  Expend. Obligations
(1-2) (2-4) (4+46) (z-7)
1. Local Developaent Fund 18,600 14,016 4,584 14,016 0 0 14,016 0
2. Technical Assistance 3.30C 3,272 28 2,479 793 100 2,579 €93
3. Training 3,000 2,051 949 1,652 399 103 1,755 296
4. Coamodities 800 7162 38 356 406 126 482 280
S. Evaluation/Research 350 11). 239 13 98 14 27 85
6. Contingency/Inflation/Misc. 150 21 129 17 4 o 17 L}
TOTAL O3LIGATIONS 26,200 20,233 18,533 1,700 343 18,876 1,357
7. Uncblizated 5,967 5,967
GRsND TOTAL 26,209 20,221 5,987 18,533 1,700 343 18,876 7,324

Source: i'oathly ctatements from USAID. Controller's Office

R
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REPAYMENT STATUS OF LDF PROJECTS (as of Oct. 31, 1983)

APPENDIX ITI-2

Projects with Delayed Repaymeats
Projects
LDF LDF Up to 1 2 3 4 3 Total loans
Governorate t:z?; ?:§?s :;;:e::s Qu:;ter Qu:;ters Qu:;ters Qu:;ters Qu:;ters in a{;ears
Ismailia 8 178,00 5 2 1 - - - 3
(2835) _(6656)_ (9491)
Kalyoubeya 10 181,750 7 3 - - - 3
' (2763) {2763)
Sharkeya 37 843,150 33 2 2 - - - 4
(1228) | (5093) (6321)
Damietta 8 164,375 6 2 - - - - 2
(3172) (3172)
Dakahlia 46 778,875 43 2 - 1 - - 3
(530) (6945) ’ (7475)
Charbia 33 708,125 31 2 - - - - 1
(3992) (3991)
Kafr El Sheikh} 54 1,073,125 43 7 4 - - - 11
(2442) (9490) (119232)
HMenufia 24 570,000 18 4 1 - 1 - 6
(5556) (2663) (5093) (13312;
Beheira 35 720,375 30 3 1 - - 1 S
(4340) (9296) (8681) (22281)
Giza 51 1,133,000 40 S 1 ' - - - 11
i (17693) (660) (18353)




Fayoun 15 516,500 14 - 1 - - - 1
' (4372) (4372)
Beni Sweif 22 448,676 18 4 - - - - 4
(74046) (74046)
Minia 21 426,000 21 - - - - - -
Assiut so | 634,350 40 6 3 - 1 - 10
(3334) (5287) (3472 (12093)
Sohag 10 150,750 8 -2 - - - - 2
(1397) (1397)
Kena 34 474,375 30 - 2 - 2 - 4
‘ (1436) (4309) (5745
{
Aswan 2 135,500 - - - - 2 - 2
(8415) {(8415)
New Valley 6 115,000 5 - - - - 1 1
(5787; (5787)
HMatruh 6 130,000 3 1 2 - - - 3
(250) (4272) (4522)
Noxth Sinai 2 38,500 - 1 1 - - - 2
;ig;gg‘t’; :eing (933) | (1244) (2227)
liquidated
Total 476 |8,428,426 395 50 20 1 6 2 79
L || (124,461) (50,433) | (6,945) |(21,289)  (14,468) (217,696)
Source: ORDZV/LDF records

<2




A.

C.

LDF TRAINING PLAN FOR 19813-84

Avpendix Iv-1

No.

of

Sessions No. of

Planned Trainees

Introductory Programs for
Planning, Management and
Evaluation

l. Feasibility studies &
prcject preparation

2. Bookkeeping and finan-
cial accounting

3. Project follow-up and
evaluation

Introductory Programs for
Local Government and De-
velopment Decentralization

4. Orientation for local
government and development
decentralization

5. Exchange of development
experience

6. Theme symposia for de-

velopment decentraliza-
tion

Technical Training
7. Poultry production
8. Animal production

9. Beekeeping and/or £ish
production

10. Agricultural mechanization
l1l. Training administration

12. English language

Expected Estimated
Budget in

10

10

10

44

10

N

anh v NN

350
250

350

1760

420
420

162
54

54
54
160
150

35,000
10,000

13,500

35,200

25,000
15,000
15,000

5,000

5,000
5,000
9,250
9,000

G/



APPENDIX IV-2c

- Exchange of Development Experiences

Scope:

To provide visits to LDF and other related
development projects in various governorastec,
This visiting program should be airmed at cx-
changing development experiences among
governorate officials, village heads and mcmbers
and LDF/ORDEV of{iicials. Discucssiong will
include the.relevance and potentizl applica-
bility c¢f various development approaches and
efforts in various governorates,

Sessjons: B8 sessiong, each for 4 days; priority will

be given to governorates where thic vprogram
has not yet been ::conducted. Efforts will be
made to prepare in advance background infor-
mation and naterials on the projects and
governorates to be visited.

Trainees: Heads and members of village councils, as well

Budget:

as development officials at the markaz,
governorate and LDF/ORDEV levelsg; about 40
per session, total 320.

Approx. LE 20,000

~ Theme Symposia

Scope:

To provide a forum for exchange of views and
opinions of local development officials ané
priority themes related to LDF projects. At

least one session will be devoted to a natiocnal
review of progress ané achievements of LDF, and
suggestions for future directions. Other sessions
will focus on timely issues. . The forum should
provide an opportunity £6r leading officiels,

e.g. the ORDEV Chairman, secretary generals,
selected governors, heads of develcpment orcaniza-
tions, and possibl y the titnister of Local Govern-
ment, to address local development officials’
concerns related to LDF and development dehentrall—
zation- efforts in general.

Sessions: 4 sessions, each 4.days, offered approximately ez

three month. Special attention would be given
to the preparation and dissemination of infor-
mation, especially for the "annual symposium"”.
Also, attention would be given to encouraging
returned trainees of DDI foreign training “o
participate in the sessions:

¢ Development officials at the governorate, markaz
and village heads and membdrs level, as well as
LDF/ORDEV and other officials; about 40 per
session. A larget numbez may be accomodated Eﬁ\

for the annuai session. The total would be
240 or more.




- Proiject

APPENDIX 1IV-2b

Follow-up &nd Evaluation

Scope:

To provide guidelines and procedures for the
follow-vp and evaluation of LDF projects.
Various forms and data items used in follow-up
will be explained and discussed. An intro-
ductory component will- be provided for data
inforration {lows, management and jintroduction
to computers. Rlso, guidelines with case
studies or examples may be provided for LDF
project evaluation.

Sessions: B sessions, to be offered by techniczl and

LDF advisors, each session 6 days,

Trainees: Development officials at the LDF/ORDEV level,

and governorate, markaz and village levels
responsible for follow-up and e¢valuation of
LDF projects; about 25 participants per
session, total 200.

B, INTRODUCTORY PROGRAMS FOR LOCAL GOVERRMENT XND
DEVELOPMENT DECENTRALIZATION

Purpose: To update information on local government laws and
responsibilities for development decentralization, as well
as to exchange ideas and views on development experiences,
leading projects and special development issues of concern
to the various governorates.

Three programs will be provided for about 2160 trainees:

- Locral- Government: and Develoopment Decentralization

Scope:

Sessions:

To .provide orientation training for executive
and popular village councils; update their
information on changes in local covernment laws

and LDF loan policies and ptocedure to encourage

effective interpersonal comnunlcatlon between
popular and executive council members, encourage
cooperation-and cocrdination between village,
markaz and governorate officials, and discuss

responslb111t1es anc! avthority of village councils

for promoting local development

emphaszis on village councils without LDF
projects, each for 3 days, to be conducted
locally at the village level. *

Trainees: Members and heads .cf popular 3and executive

‘Budget:

village councils, and development officials
at their markaz and governorate; approx. 40
each session, total 1600,

Approx, LE 32,000,

40 sassions in various governoraztes with.special



APPENDIX LV-2e

- Beekecenino

Scope: Latest technigues in beekeeping.

Secsions: 2 sessions of 6 days, offered according to
raquests by governoraztes.

Trainees: About 25 per session, 50 total; technical
specialists responsible for LDF projects.

Budget: Approx. 4,000.

- Agricultural Mechanization

Scope: - To provide up-to-date information about possikili-
ties of agricultural mechanization projects
vrelated to LDF activities. Emphasis will be
given to discussion of benefits of such projects
as potential investment oppor tunities.

Sessjons: 2 sessions, 6 davs each, offered locally
- according to regquests, and possibly field
: visits,
Trainegs: About 25 per session, 50 total, Gevelopment
officials at the governorate, markaz or
village level.

Budget: Approx. LE 4,000,

Training Administration

Scope: To provide technical skills at the goversorate
level to assist in the administration and
mechanics of implémenting LDF training programs.
Special attention will be given to assisting it
administrative processing and documentation of
financial expenses to speed the financial and
administrative reporting on these programs.

Sessions: 2 sessions to be offered by LDF/ORDEV training
officials, each session 6 days, offered
regionally.

Trainees: Two appropriate officials from each gover-
norate; about 25 per session, total 50.

Budget: Approx. LE 4,000,

--0ther- Programs

Scope: Might include training for computer and data
managenent, or special requests from governorates
{e.g., r2bbit production, olive pickling, etc.). fép



APPENDIX IV-24

Budget: Approx., LE 20,000, including special expenses
of &sbout LE 10,000 for the annual sescsion.

C. TECBN1CAL TRAINING

Purpose: To update and strengthen the knowledge of
adevelopment officials and particulerly technical specialists
at the governorate, markaz, villace and LDF/ORDEV levels
about latest technical &and managerjal techniques in special
fields (poultry, animal production, fish farming, etc.)

Seven programs will be offered for about 600 trainces,

- Poultry Production

Score: Latest technigues and concerns in poultry
production, feeding, disezses, etc.

Sessions: 8 sessions offered locally or regionally by
techinical and LDF advisors assisted by LDF
specialists, each 6 days.

Trainees: About 25 per secsion, technical specialists
responsible for operation of LDF proje cteg,
total 200.

Budget: Approx. LE 16,000

- Animal Production

Scope: Latest techniques and issues in animal production,
particularly new and innovative ideas.

Sessions: 4 sessions offered by technical and LDF advisor
each session 6 days, conducted locally or
regionally depending upon governorate reguests.

Trainees: About 25 per session, total 100; technical
specialists responsible for LDF projects.

Budget: — Approx. LE 8,000.

- ?ish_?:gductibn
Scope: Follow-up and discussion of LDF projects in the
field to upgrade technical performance and
operation.

Sessions: 1 session, 6 days, to be offered at a central
location for participants from all governorates

N

Trainees: About 25, from various governorates,

o Budget: Approx. LE 2,000,



APPENDIX IV-2f

Scecsions: 4 sessions, 6 daye rach, located according
to the subject.

Trainces: About 25 per session, 100 total, for traince
selected according to the type of subject.

Budget: Approx. LE 8,000,

111. INFORMATION DISSEMINATION, REPORTS, DOCUMENTARIES,
AND OTHER EDUCATIORAL AND RESEARCH MATERIAL

- To provide general information (newsletters, puvlletine
about LDF/ORDEV activities and development achievenent
for the public, concerned agencies and individueals in
Egypt and ebroad.

- To provide educational material for LDF training
programec serving to lupgrade the standard and gquality
of professional knowledge.

- To provide background résearch material and prepzre
case studies that will enrich DDI training activities
offered in Egypt.

- To provide written and audio-visual documentation of
LDF/ORDEV activities and development achievements.

Buget: Approx. LE 50,000,






SOURCES

APPENDIX V-2

OF INVESTMENT FOR VISITED LDF PROJECTS

Village Contribution Total Invesment

Type of Project location I.oan In Cash In kind (100%)
Egg production Soal 30,000 10,000 7,000 47,000
642 az 152
Egg production Zawyet 40,000 10,000 - 50,000
Keradsa 802 202
Brooders Haragcya 12,000 2,000 1,500 15,500
771 137 102
Brooders Abnoud 17,000 .1,000 2,500 2Q,500
831 st 122
Cattle fattening Ibshana 15,000 5,000 55,000 75,000
202 i3 32
Cattle fattening Kassassin 24,000 26,000 - 50,000
41 s
Calf rearing Ekyad 30,000 - 10,543 40,543
Deguel 72 262
Olive pickling Fidimeen 30,000 15,500 - 45,500
662 362
Honey production Fanara 6,000 2,250 8,250
132 m
Brick production Khozam 30,000 30,000 - 60,000
50z 502
Tiles production Hegaza 15,000 - 7,000 22,000
KibiL 88z 2
Microbus Mit Kenana 6,000 1,200 7,200 |
832 iz
Total: 255,000 102,950 83,543 441,493
. (58%) (237%) (197%)
Source: Information gathered during field visits.
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PROTITABILITY OF SAMPLED PRGJECTS

APPENDIX V-3

Type of Project

Gross Profits

Net Profits

Village (Governorate) Sales Sales
Egs Preduction
Soal (Giza) .23 .10
Zawyet El Keradsa (Fayoum) .35 .18
Kofour Negm (Sharkeya) <49 37
Average: .36 .22
(5.D.=,13) (S.D.=» .14
Brooder/Broiler Production
Harageya (Kena) 49 «30
Abnoud (Kena) .60 «S1
Abul Ez (Gharbia) .26 .02
Al Balamun (Dakahleya) .36 .16
Tembady (Menya) .27 -.01
El Dezeen (Sharkeva) .28 .11
Tamalai (Menufeya) 42 .27
Menyet Morshed (Kafr Sheikh) .59 bz
Kom a2l Hagar (Xafr Sheikh) .24 .04
Tah Shoubra (Menufeya) =20 06
Average: .35 .19
(S.D.=,16) (5.D.=.18)
Livestock Production
Ibshana (Beny Sweif) .13 .06
Ekyad Degweif (Kalyoubeya) .63 .58
Mit E1 Dicbah (Kafr Sheikh) A1 .06
Abou Ghoneimah (Kafr Sheikh) .19 .13
Sanhout (Sharkeya) .22 .02
Arab E1 Raml (Menufeya) =59 2h2
Average: 31 «21
(S.D.=,23) (S.D.=,23)
Food Processing
Fidizeen (Fayoum)
(olive pickling) .20 .10
Brick & Tile Production
Khozam (Kena) .74 Al
Hegaza Kibli (Kena) 57 A7
Abu Gerg (Menya) .63 -.04
Shalakaa (Menya) 254 204
Average: .62 .07
(S.D.=.0%) (s.D.=.09
Transportation § Ag. Mach.
Hawaret El Maktaa (Fayoum) .85 »10
Mit Kenana (Kalyouheya) .60 -.01
Manial Sheiha (Giza) .40 29
Kafr Ibrash (Sharkeya) 64 +33

La

11

a\

C



ACTUAL AND PROJECTED FINANCTAL PERFORMANCE OF LDF PROJECTS VISITED

Cross Profits/Sales

Net Income/Sales Projccted Sales Projected Net Income

APPENDIX V.-4

Yillage Production Reasons for discrepancies ia
(Caovernorate) Period Actual Projected Actual Projected  Actual Sales Actual Net Income actual & projected perform
Isg Soal Firse 18 Actual sales higher, and couts
production (Ciza) moaths .23 .13 .10 .07 1.13 0.83 lover, than expected
Egg Zavyet Ker- Sccond Actual depreciation zhaigee
productica adsa(Fayoum) ycar .35 .22 .18 .17 1.85 5.61 higher, labor costs higher and
sales volume lower than planned
Brooder Abnoud Second Actual sales higher tham pro-
production (Qena) year .60 .54 .51 .35 '1.38 0.96 Jected while costs lower, as
GUOE covers all labor :osts
Brooder Haragyea Second Sales lower thzn projccted due
production (Qena) year 49 47 .30 .28 1.43 1.31 to high mortality rate
Cactle Ibshana Third Sales much higher than projected
fattening (Beal Suef) year .13 .20 .06 .12 0.29 0.63 Village purchased more calves
than anticipated, perhaps with
second LDF loan
Calf Ekyad Degwel First Expenses much lower than anti-
rearing (Xalyubiya) year .63 .34 .58 26 1.09 0.45 cipated due to introduction of
cheaper milk formula and reduc-
tion of milk feeding period from
45 to 15 days
Olive Fidimeen Third Actual sales lover than projec~
pickling (Fayounm) year .20 .31 .10 .20 1.3 2.60 ted, costs as projected
Brick Khozam Third : Actual sales lower and costs
production (Qena) year J4 .38 .11 34 2.04 6.96 much higher than projected
:::en:ca::x. Hegaza Third Actual sales lover and expenses
am Kibli year .57 .50 .17 .32 2.39 2.58 much higher than projected
production
(Qena)
Microbus Mit Kenana First Actual revenues lover and ex-
(11 seats) (kalyubiya) year .60 .74 -.01 .33 1.22 -30.38 penses much higher than projec-
(2552) ted due to 2 accidents; loan
(-84) repayments in arrears
»
Average: .45 .39 .21 .24 1.42 2.44
(s.D. (S.D. (s.D0. (5.D. (s.D. (s.p.
-, 21) =,13) =,20 =.10) =.58) =2.343

*Not including microbus example.

Scurce: LDF files and field visits



APPENDIX V-5

EMPLOYMENT PATTERN O SAMPLED PROJECTS: WORK YEARS

Management Labor Total

Type of Project |p .4 by | Paid by |Patd by | Paid by |Paid by| Paid by

location Cov't Project |Gov't Project {Gov't Project |Total

Egg production 2.5 ' 5 7.5 - 7.5

Soal

Cattle fattening

Ibshana 3 8 3 8 11

Egg production

Zawyet Keradsa 2 5 7 7

Olive pickling

Fidimeen 1 2 1 2 3

Tile production 2 6 2 6 8

Hepaza Xibli

Brick production 7

Khozam 16 50 1.6 S0 51.6

Brooders 5 2 .- 2 2.5

Abnoud

Brooders

Harageya .25 2 2.25 2.25

Calf rearing

Ekvad Degweil 1.1 4 5.1 5.1

Microbus

Mit Kenana 2 1 1 1.2 1l 2.2

Honey production

Fanara 1. 2 3 3

Cattle fattening

Kassassin Kadima 3 5 8 8

TOTAL 18.15 24 69 42.15 69 111.15
(38%) 522 o0%)




. APPENDIX V-
COMPARISON OF FINANCIAL PERFORMANCE OF VISITED PROJECTS: WITH AND WITHCUT AVLL SALARY EXPENSES APPENDIX V-5 A

Net Profits / Sales Return cn Assets Return on Capital by Return on Equity

. Including Including Including Including
_Type of Project Period At present salary expenses At prcseut salary expenses At present salary expenses At present salary expeases
Egg 7/1/82-
production 12/31/82 .10 .04 .20 .08 J31 .09 3.6 43
Soal
Egg 7/1/82- equity 1is equity ie
production 6/30/83 .18 .13 .18 .13 .25 .15 negative negative
Zawvyet Keradsa
Brooder 1/1/82-
production 6/30/83 .30 .05 n/a n/a n/a n/a n/a n/a
Harageya
Brooder 10/1/82-
production 6/30/83 .51 .35 nla n/s a/a a/a a/a a/a
Abnoud (1 cycle)
Cattle 1/1/82-
fattening 6/30/83 .06 -.003 .09 -.005 .12 -.01 .35 -.02
Ibst.ana
Calf 7/1/82-
rearing 6/30/82 .58 .51 n/a n/a n/a n/a o/a n/a
Eivad Degwel
Olive 7/1/82-
pickling 6/30/83 <10 .06 .06 .03 .06 .04 .12 07
Fidiccen
Brick 7/1/82- 2/ 2/
prcduction 6/30/83 .11 .08 .09+ .07 n/a n/a n/a w/a
Khozan
Tile 1/1/82- 2/
production 6/30/83 .17 .06 n/a n/a 17 .06 n/a .19
Hegaza Kibli
Microbus 7/1/82- 2/ af
Mit Kenana 6/30/83 -.01 -.16 -.02 .02 nle o/a a/a n/s

l-’Net profits / long term lisbilities + equity y Reconstructed inforwation based on site visit

-—SEB Source: Village projcct financial ststements and conversations with village project mansgers sud accountants



1

DEBT SERVICE BUORDEN OF SAMPLED PROJECTS

long term debt

AR

Defined as ‘ong term debt : equity
long ters debt

+ equity + equity
Interest 2

Current payments 2 Debt sarvice

Assets 1 net profits Debt servize” coverage if all

Cucrreat Debt & interest coverage at salary expanses
ivpe of project  Covernorate Village Liabilicies _Equity psvments current_costs _are fncluded
Egs produstion’  Giza Soal 5.02 s1:19 .18 7.007 s.08’
Fsg production’  Fayous Zavyet Keradsa 1.98 82:12 .16 1.38 1.14
Egg productiou‘ Sharkeya Xofour Negm n/a o/s 16 15.%27 i(i
Brooders’ Kena Harageya n/s n/a 12 .02 1.5
Brooders’ Kena Abnoud n/s o/a 09 2.08 A3
Brooders® Charbta ibul 2z a/s ‘als .78 «S4 n/a
Broilgr“ Dakahlis Balazun a/s n/a .28 +69 n/a
Sroilers' Menya Tembady a/a n/a 2.1% 3.667 o/a
droilers’ Sharkia Deneen o/a n/a b 1.2 u/a
Sroilers® Menufia Tanmalat n/a a/a .08 3.16 nfa
Broilers’ Kafr Sheikh Menyet Morshed /s o/s 04 4.04 o/a
Broilers® Xafr Sheikh Kom El Hsgar a/a o/a 53 7.137 n/s
Broilers’ Menufia Tah Shubra a/a a/a .23 .85 u/a
Cattle ta::ening’ Leny Sweif Ibshana 5.5 58:42 06 2.27 17
Cattle ta::entng‘ Kafr Sheikh Mit Diedah n/s ola .16 93 o/a
Cattle fattentn;‘ Kafr Shzikh  Abou Choneimah o/a n/a .08 2.8 a/a
Cattle !lttcnin56 s:urkcyas Sanhout n/s ala 77 1.291 a/s
Cattle !at:enlngs Menufia Arab E1 Raml n/a n/s .15 1.77 a/a
Calf rearinga ‘alyoubeya Ekyad Degweti n/s o/a <05 21.907 19.37
Oiive ptckung3 Fayous Fidineen 6.91 46:54% .23 .52 .38
Brick producuonJ Kena hozam n/s n/s 12 1.3 1.08
Ceraric tiles’ Kena Hegaza Fibli n/s n/a 11 1.43 .76
Cetaric ttlcs‘ Menyas Abu Gerg n/a a/s 1.34 41 a/a
Ccramic'tiles‘ ienya Shalakan n/a n/a 51 62 o/a
Agric. ::achi.ncrys Fayoum Havaret El Maktaa n/a n/s 46 .83 a/a
Microbus® Kalyoubeya Mit Kenana o/s n/s 1.56 83 ] .20
Htcrobul’ Sharkia Kafr Ibrash a/a n/s .11 1.19 n/s
Microbus® Ciza Maniel Shicha ala o/a _.08 1.61 n/s

Average: 39 1.63.
$.D.¢ 31 .93
lpatined as: long term dobe | equity zoofincd as: Net incometdepreciationtinterest+payments

long term debt * long ters debt

+ equity

JSIte visics

.No: including projects still in their grace period
LDF files and field visits

Source:
20urce.

‘F!lel iafornmation

+ cquicy

SCIII Studies

Lloan principal and interest paynents

7sun in grace period

6Project operated Jan.-Sept, then was suspended



BREAKEVEN PRICE ANALYSIS FOR VISITED PROJECTS APPENDIX V-7

Activity Current Price Current Breakeven lrice Cash Breakeven price (including
Governorate) Project BY At current Including sub- subsidized labor and loan 2
village) Unit LDF Project Market Prcduction costs sicdized labor principal, minus depreciation

2gg production per PT 7.5 PT 10 1,125,700 pT 6.9 pT 7.3 PT 7.7
(Giza) eqg
Soai
Egg production per pPT 7.5~ PT 11- 600,645 PT 6.4 pT 6.8 pT 7.3
(Fayoum) egg 8.0 12
2awyet El Keradsa
Brcoder production 35-45 p? 70 pT 75~ 10,950 pPT 48.7 pT €66.2 PT 6.8
(Kena) day 80
Harageya birad
Brooder production 30-45 PpT 70- pT AO- 15,510 PT 36 PT 47 PT 50
{Kena) ay 75 90
Abnoud birad
Cattle fattening " kg LE 1.6 LE 2.0 74,206 LE 1.51 LE 1,61 LE 1.65
(Beny Sweif) on
Ibshana hoot
Calf production kg LE 2.1 LE 2.4 20,430 Le .87 LE .97 LE 1.12
{Xalyoubeya) on
Ekyad Degwei hoof
Olive pickling kg PT 70 LE 1.0 43,315 PT 63 pT 66 PT 79
(Fayoum)
Fidimeen
Brick production per LE 36 LE 36~ 1.6 mill., LE 130 LE 33.6 LE 36.4
(Kena) 1000 40 bricks
Khozam bricks
Tiles production per pT 8 PT 10 130,000
(Kena) tile
Hegaza Kibli {cement)

(ceramic) BT 13 pT 15 86,000 pT 8.7 pT 9.9 pT 10.9

average: pT 10.5 205,000 -
Microbus av,
{Kalyoubeya) scat . pT 15 PT 30 42,140 pT 16.1 pT 8.5 pT 21.4
Mit Kcnana

calculated from sales figures 2Assuning principal repayment
’J:D Sourwe: Village project financial statements and conversations with village project managers and accountants

-



APPENDIX V-8

DISTRIBUTION OF BONUSES IN LDF PROJECTS VISITED

Type of Project

Bonus Exrenses + Bonuses from Distributed Profits

Egg production
Egg production
Brooders
Brooders

Cattle fattening
Calf rearing
Olive pickling
Brick production
Tile production

Microbus

Location Net Income + Bonus Expenses
Soal «26
Zawyet Keradsa 27
Harageya .07
Abnoud «20
Ibshana .45
Ekyad Degwei .02
Fidimeen .30
Khozam «26
Hegaza Kibli 0
Mit Kenana 1.08

Average: «29

(s.D. = ,31)
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UTILIZATION OF CAPACITY AND DEMAND FOR PRODUCTS SOLD BY LDF PROJECTS VISITED

APPENDIX V-9

‘.’-'4- Avr s

P

Current Curent
production Potential production
Type of Project Curreat Production productlon sales In vi- potential
Location Production _ Capacity capacity ciuity/period sales Conments
Egg production Opziating below capacity due to high mortality
Soal 1,125,700 1,300,000 .87 Unlimtted of chickens (202)
Egg production local market is saturaced but eggs could be
Zavyet Keradsa 600,645 1,000,000 .60 Unlimited svld in Cairo
drooders Have received second LDF loan to expand productioa;
Harageya 10,950 24,000 .46 72,009 .15 now operating at 2/3 capacity
Brooders Have begun project that doubles current village:
Abnoud ye/15,510 20,000 .78 80,000 .19 production of brooders
Cattle fattening 714,206 360 tons . Unlimited Lack of working capital has prevented project from
Ibshana kg on hoof +61 demand operating at full capacity; an LDF loan of
! LE 60,000 was disbursed late Nov. 8) for purchase of
calves; while respondents ciaimcd thecy were produc=
iug only 220 tors/yr, they sold 300 tons iz 82/8)
Calf rearing 99 calves 150 .66 Unlimited Lack of working capital constrained expansion of
Ekyad Degwel (20,430kg) operatfon; LE 15,000 LDF loan disbursed May '83 will
be used to purchasc more calves and diversify inte
cattle fattening operation
Respondents belleve project operates at Full capacity
2}::‘ p:ckllnj 43.315 P 48 H‘:k.t ed 1.00 but sales flgures indicate othervise (discrepascy mot
Yidimcern . ta tons -8 sat.rac - accounted for by inventory); 90X of sales outside locsl
area, managers believe sales cannot. be increased
Brick production Though respundents clatm>d production vas 3 millios,
Khczam 1.6 aill. 6 mill. .27 12 million «25 sales lcvel indicates only 1.6 million produced;
local residents have switched from unfired to fired
bricks since flocds in the late 1970's; local desand
strong due to increased family tncome coming from
relatives worklng outeide Epypt
Tlles production 120,000 Cannot expand current production due to cemeat
Hcgaza Kibli cement, 300,000 shortages and delivery dclays, as well se break-
86,000 tiles .69 646,000 <33 douns of machinecy
mosaic;
wed av:
205,500
Microbus 42,190 The LDF microbus {s subject to the governorate reguls~
Mit Rahina rides 58,000 .73 58,000 13 tion that mizrobusea oust wait in line st the first
boarding station until each bus is fuli; this limits
the number of trips that can be made
Cattie fattening area could Lack of wotking capital has prevented expansioa of
Kassassin el absorb 2-~3 the enterprise, according to respondents; [imamcial
Kadina 28 head 55 head <51 times chis statements were not available to verify this probles
lioney production
Fanara 320 kg 1000 kg .52 Unlimited The project initially iatended to produce queen bees

for vhich there was unlimited dexand in the local
markct; this was unsuccessful and the project
changc& to honey production; full capacity will be
reached next year
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