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are to science: they bring it within people's reach,

they teach men how to use it and enjoy it." 
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LOCAL DEVELOP4ENT I1
 

PROPOSED CPs AND COVENANTS
 

I. Requirements Precedent
 

l' Prior to first disbursement of LD II Block Grant funds, the GOE

will, except as AID may otherwise agree, furnish:
 

a. a statement of the names 
and titles of the persons authorized
to act as the representatives of the Grantee, together with a specimen

signature of each person specified in such statement;
 

b. evidence that the Grantee has issued the necessary policy
determinations establishing an 
Interministerial Local Development

Comnrittee (ILDC) responsible for program policy and coordination. 

members of the .ILDC will be designated by the Ministries of Local 

The
 

Covrnment, Planning and International Cooperation, and Finance. 
The

members will be drawn from appropriate Ministries concerned with local 
development activities; 

c. -evidence that the Grantee has issued'thr- necessary policydeterminations to create, under the ILDC, two conmittees, one for urban
governorates and one for provincial governorates, aed has defined theirrespective roles in terns of fiunctions, staff, resources, and related
 
matters;
 

d. evidence that the Grantee has issued the necessary policy
determinations to create a Technical Secretariat (AlANA) for the life of

the program and defined its role in terms of polic- ana-n-Tysis, technical
coordination, monitoring of implementation, evaluation, and related 
matters, and authorized it to 
acquire and retain necessary professionaland administrative staff and provided it with 
an adequate annual budget
 
over the life of program;
 

e. evidence that an appropriate mechanism has been established

and agreed to by AID and the GOE, to account for GOE maintenance fund
 
contri butions.
 

Notwithstanding the foregoing, upon the agreement of the Parties,
funds may be committed and dis'-ursed to finance technical assistance
 
contracts prior to the satisfaction of the above-listed requirements
 
precedent to first disbursement.
 

2. Prior to each discrete disbursement of Block Grant funds forlocal government units under the Basic Services Delivery Systems (BSDS)
component, the GOE will furnish: 



a. evidence that a special Block Grant account hasestablished at the Ministry of Local 
been 

Government (MLG) for deposit ofA.I.D. and Grantee Block Grant funds; 

b. evidence that a Basic Services Capital Investment Account hasbeen established in each participating local unit, under the regulationsof the local councils' Local Services and Development Account and thatamount equal anto at least 5% of the A.I.D. grant to that local unit hasbeen deposited by the local government unit; 

c. evidence that the Ministry of Planning and InternationalCooperation (MPIC) has deposited, in the MLG Block Grant account, an
amount equal to the local contribution or equal to 5% of the AID Block

Grant;
 

d. evidence that amounts, equal to 5%of the accumulated capitalcosts of the Basic Village Services ktivity (BVS), the NeighborhoodUrban Services.Activity (NUS) and this Program and 10% of Development
Support Fund and this Program's equipment investments in that
governorate, have been allocated and. disbursed by the Ministry ofFinance, through an allocation and disbursement from the nationalrecurrent cost budget (BAB II). The above percentages and the total
maintenance -cost figures in the Grant Agreement Annex 1 budget are basedon estimates of average annual maintenance costs. AID and the GOE agree
that these estimates will be refined to obtain more exact maintenance 
cost figures;
 

e. evidence that plans for Block Grant funded projects have beenapproved by ILDC sub-com-nittees and Governorate Local Dvelopment

Committees.
 

3. Prior to disbursement of PVO funds to the governorates; 

a. Plans for PVO projects must be approved by the cooperatinglocal units and the Governorate LDCs and submitted for review to the
Provincial and Urban subcomiittees of the ILDC; and,
 

b. Governorates must show evidence that 5 percent of their
request has been 
 deposited in a specially designated PVO account, under
the regulations of the governorate's Local Services and Developitent

Account.
 

II. Covenants
 

1. Program Evaluation.
 

The Parties agree to establish an evaluation program as part ofthe Program. Except as the Parties otherwise agree in writing, the 
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program will 
include, during the implementation of the Program and at one
 
or more points thereafter:
 

(a) evaluation of progress toward attainment of the objectives of

the Program;
 

(b) identification and evaluation of problem areas or constraints
which may inhibit such attainment;
 

(c) assessment of how such infornation may be used to help 
overcome

such problems; dnd 

(a) evaluation, to 	the degree feasible, of 	 the overall development
impact of the Program. 

2. Ratification. 

The Grantee will take all necessary action to complete allprocedures necessary to ratify this agreement and will notify A.I.D. 
legal 

promptly as possible of the fact of such 
as 

ratification. 

3. 	Progress Reports. 

The Grantee will maintain a quarterly financial and physicalprogress report on each individual subproject and will maintain aquarterly cash management report showing the dates of transfers of Block
Grant and MaintenanceFunds to each implementing entity. 
These reports
will be made available co A.I.D. 
on a quarterly basi , within 60 days
after the end of the quarter.
 

4. Funds for 
Basic Services Operation and Maintenance.
 

ihe funds inthe Basic Services Operation and Maintenance in each
governorate will 
be 	disbursed completely each fiscal year to appropriate
institutions at the village, markaz and governorate levels to implement
the operatiois and maintenance program for the governorate as a whole. 
A
bi-annual 
review of progress on maintenance cost financing will be held
between AID and the GOE.
 

5. Village UnitAccountants.
 

The Grantee shall place at the lowest level 
of 	local
administration, where appropriate, a qualified accountant approved by theMinistry of Finance who will be authorized by the MOF and the
governorate, to sign financial 
documents.
 

.,
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6. Funds for Design and Construction Supervision. 

Th. Grantee covenants that plans and budgets for water,
wastewater, road and other infrastructure projects, as appropriate, shall 
include adequate funds to 
finance detailed design and construction
 
supervision costs following appropriate technical criteria approved by
ILDC sub-committees and the Amana.
 

7. Establishment of Governorate Local Development Conmittees. 

The Grantee covenants that each governorate will establish
Governorate Local Develc',nent Committees (GLDC) comprising both elected 
and executive council members. The GLDCs will coordinate the
 
governorate's own program under the LD II program.
 

8.' Incentive Pay Plans. 

The Grantee covenants that Four Million Egyptian pounds

(LE 4,000,000) will be allocated, from the national 
 budget for wages
(Bab I), to governorates in the amount of approximately 2.5% of the BSDS 
grant for each sub-project. This will be used for an incentive pay plan
and to cover wages for GOE personnel working on subproject activities. 

9. Retention of Penalty Fees and Interest. 

Contractor penalty fees, interest, and all other revenues
generated from the use of Block Grant funds will belong to the Grantee 
and will be retained for program use including settlement of banking
charges and other administrative expenses, in the Local Basic Capital
Investment Accounts from which such revenues were generated. 

10. Increased Mobilization of Local Resources to Finance Recurrent 
Costs. 

The Grantee will use its best efforts to increase the share of 
recurrent costs that are financed locally by locally-applied cost 
recovery measures. 
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LOCAL DEVELOPM1ENT II 

EXECUTIVE SUMMARY 

I. FINANCIAL SUIVARY 

-Grantee: Arab Republic of Egypt 

-Financing: AID: $155.0 million grant 

GOE: 572.2 million (inLE equivalent)
 

-Estimated Cost:
 

USAID GOE TOTAL % of Total 
(&Million) 

A. Block Grant Fund 122.7 12.3 135.0 59% 
B. PVO Fund 15.6 0.8 16.4 7% 
C. Maintenance Fund 0.0 53.2 53.2 23% 
D. Staff Support 0.0 5.6 5.6 2% 
E. Technical Assistance 9.9 0.0 9.9 4% 
F. Training 3.1 0.3 3.4 2% 

G. Evaluation/Research 1.6 0.0 1.6 1% 
H. Contingency 3.1 0.0 3.1 1% 

Total 156.0 72.2 228.2 100% 

II. INTRODUCTION 

The Local Development IIProgram would be the second phase of an
Egyptian-US partnership begun in 1978. This cooperative program wouldsupport the Government of Egypt's objective of establishing adecentralized system of local government which is founded on theprinciples of popular participation and democratic decision-making, 

(2955D/0OlID: 8/15/85)
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The second phase is' being launched on the 25th anniversary ofEgypt's present system of local government. Over the past twenty-fiveyears the government has moved steadily from a system of centralizedcontrol to a system founded on the twin princ-iples of decentralizedauthority and democratic decision-making. The GOE's program, ovar thisperiod, has been consistently positive, so that by 1985 a decentralizedand democratically responsive system of local government is in place inevery village, markaz and governorate. This system places substantialdecision-making power in the hands of popular councils whose mandate isto establish local development priorities and provide oversight of the
executive branch of local govarnment. 

USAID support for the GOE's local development programs began as aseries of discrete projects which were combined in 1982 into theDecentralization Sector Program (DSS I). The DSS I portfolio wasexplicitly tailored to reinforce Egypt's policy commitment todecentralization and popular participation. 
 Successive evaluations have
documented the substantial economic and institutional inpact that hasresulted from this fusion of sound GOE policy with substantial capital
and technology transfers from USAID. Under the DSS I program USAID hascommitted 525 million of which 
 4O7 million had been disbursed by

June 30, 1985. 

Th2 proposed LD II Program has been formulated as a "bridge" betweerthe DSS I Program and a proposed LD III- Program. LD III would be a partof the GOE's next Five Year National Development Plan, which begins in
July, 1987 (GOE FY 1987/88). LD III's financing would be subject to
further pQlicy determinations 
 by both governments and to the availability
of funds.
 

III. LD II PROGRAM GOAL, PURPOSE AND CONSTRAINTS 

The goal would be:
 

--to improve 
the quality of life of low income residents inruraland urban Egypt through the provi sion of essential basic services. 

The purposes would be:
 

-- to improve and expand the capacity of local governments to plan,finance, implement and maintain localychosen basic services projects;
an.d , 

-- to improve the capacity of local government to mobilize localresources n rder to sustain the provision of basic services. 



- Xv -

The LD II Program would be organized to address several constraints 
which presently impede 	the full realization of the GOE's local

development objectives. Key constraints which have been jointly
identified during DSS I and the design of LO II include:
 

POLICY FORMULATION: 	 The absence of a policy forum with qualified staff 
to 	analyze policies and programs which affect 
local development; 

PLANNING PROCESSES: 	 The local development planning and budgeting
 
process, which encourages popular participation,

is not working fully in all governorates;


PROJECT DESIGN 
CACIT 	 The technical capacity at the local level to 

design and construct basic service projects is 
limited and not adequate for more complex service 
systems, particularly in water and sanitation; 

OPERATI9S ANT.* 
MAI HTENANCE: Constraints to improved O&M of basic services by

local government are: 

-- The great imbalance 	between investment 
financing and recurrent cost financing of local 
services and equipment; 

--	 The absence of an effective link between the 
capital planning and budgeting system and the 
comparable O&M system; 

--	 The limited institational capacity of local 
government to effectively service and maintain
the growing stock of basic services and 
infrastructure;

FISCAL 
UE=TRALIZATION: 	 Very limited financial resources for basic service 

delivery and maintenance are gen.rated and 
controlled locally; 

HUMAN RESOURCES: 	 The number of institutions, with appropriate
curricula needed to upgrade professional and
 
technical skills throughout the local government 
system, are not adequate to meet the need.
 

IV. THE LD II PROGRAM 

The LD II Program has been formulated around two systems: 

-	 The Basic Services Delivery System. 

- The Local Resources 	Mobilization System. 
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IV. A. The Basic Services Delivery System (BSDS)
 

The BSDS would
that it 

strengthen local government, at all
can 
 levels, so
constituents.
provide and sustain the delivery of basic services to its
Tlia 


associated with the capital planning process, project design, 0M of
 

BSDS has been designed to address constraints
 
basic 
services and equipment, and associated skills training.
 
IV. A. 1. The Components of the BSDS
 

a. 
Th2 Process of Delivering Basic Services
 

would complete 
Under LD II, each participating governorate andtwo planning, budgeting local unitand implementation cycles coverinifive essential 
steps as 
follows:
 

(1) assessment of needs and evaluation(2) allocation of of past performance;resources to each participating unit oflocal government;(3) preparation of detailed investment and 0&M plans;(4) implementation (i.e. construction and maintenar,e);
(5) evaluation of results;
 

local A new cycle would start each year, as
government laws. 
 Based on specified in the
prior experience with the NUS and BVS
activities, each cycle would require approximatelyall five stages. I.n order to 30 months to complete

complete the 

qualify for LD II funds local units must
first three steps and have
governorate and Interministerial their plans approved by the
Local Development Cormittees.
 

b. The BSDS atching.Grant
 

Each participating governorate would receive an annual
 
matching "blocI" 
 grant to 
finance basic services which would be dispersed
against approved Project plans.
USAID and the IMIPIC. 

The block grants would be financed by
Each participating governorate would recelve an
 
annual 
grant of approximately &2.62 million ($2.5 from USAID funds, B0.l2
 
from IPIC). Each participating gomernorate would be required to match
the 5% annual contribution provided by MPIC (i.e. &0.12
million/governorate) 


with funds drawn from their respective Local
Services and Development Funds or other local 
sources.
 

by LO II, 
Over the two annual planning and budgeting cycles financed
USAID would provide approximately $l23 million in capital
financing while the MPIC and participating local governments would each
respectively contribute approximately $6.15 million equivalent in
Egyptian pounds.
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In addition, the Kiinistry of Finance (MOF) would provideincremental financing to cover the estimated O&M94 requirements associatedwith completed DSS I projects. On average, the MOF annual contributionper governorate per annum would total approximately US$1.16 million in
equivalent Egyptian pounds for provincial governorates and US$0.58 forurban governorates. 
 As with the LD IIcapital project financing, MOF
disbursements would be made from approved O&M plans submitted by eachparticipating governorate. The estimated financing from the MOF would beapproximately US$53 million equivalent in Egyptian pounds.
 

c. BSDS Planning Guidelines 

(1) Annual Maintenance Plans 

To address the substantial maintenance requirements forDSS I investments, as well as for new LD II investments, governorates andparticipating local 
units would prepare an annual maintenance plan and
budget. Financing for approved maintenance plans woulId be made availableby the Ministry of Finance through the Bab II recurrent cost account. 

(2)Annual Capital Investment Plans
 

Plans for new capitdl investments proposed for LD II
Block Grant funding would be developed in accordance with the following

guidelines:
 

(a) Investment Priorities: 

-- First: upgrading or new construction of
maintenance facilities; 

-- Second: upgrading existing infrastructure; 
-- Third: new infrastructjre or equipment. 

Governorates must demonstrate that nLteds under the
first and second priorities have been satisfied before programing BSDS
grants for new projects. 

(b) O&, Planning for New Investments: 

Proposals submitted for new projects must includeplans and budgets for O&M in the post construction, service delivery

period.
 

(c) Allocations of Funds Among Different Levels of Local 
Government: 

No less than seventy-five percent of eachgovernorate's block grant would be allocated to village councils in
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In addition, the Ministry of Finance would(MOF) provide
incremental financing to cover the estimated W&Mrequirements associated 
with completed DSS projects. average, the MOFI On 	 annual contribution 
per governorate per annum would total approximately US$1.16 million in

equivalent Egyptian pounds for provincia.l governorates and US$0.58 for

urban governorates. 
 As with the LD II capital project financing, 40Fdisbursements would be made from approved O&M plans submitted by each
participating governorate. The 	 estimated financing from the MOF would be 
approximately US353 million equivalent in Egyptian pounds.
 

c, BSDS Planning Guidelines
 

(1) Annual M4aintenance Plans 

To address the substantial maintenance requirements for
DSS 	 I investments, as well as for new LD II investments, governorates and
participating local units would prepare an annual maintenance plan andbudget. Financing for approved maintenance plans would be made availableby the Ministry of Finance through the Bab II recurrent cost account. 

(2) 	 Annual Capital Investment Plans 

Plans for new capital investments proposed for LD II

Block Grant funding would be developed in accordance with the following
 
guidelines:
 

(a) Investment Priorities:
 

-- First: upgrading or new construction of 
maintenance facilities; 

-- Second: upgrading existing infrastructure; 
-- Third: new infrastructure or equipment. 

Governorates must demonstrate that needs under the
first and second priorities have been satisfied before programing BSDS 
grants for new projects. 

(b) O&i Planning for New Investments: 

Proposals submitted for new projects must include
plans and budgets for O&M in the post construction, service delivery 
period. 

(c) 	 Allocations of Funds Anong Different Levels of Local 
Gove rnment: 

No less than seventy-five percent of each
governorate's block grant would be allocated to village councils in 
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provincial governorates and to district councils in urban governorates.Up 	 to twenty five percent may be reserved for governorate and markazprojects which supporL village/district projects. This includes,particular, markaz and 	 ingovernorate maintenance facilities and associated 
equipment.
 

(d) Option to Use Block Grant Funds as Foreign Exchange: 

Governorates have the option to use upwouldof the USAID portion 	 to 25%of their annual block grant asmaintenance equipment 	 foreign exchange forand basic services rolling stock or fixed plant. 

(e) Types of Subprojects and Equipment
 

In the provincial governorates,infrastructure including 	 basic servicesmali water and waste water projects, secondaryand tertiary roads, and maintenance facilities and equipment.
 

In the urban governorates,infrastructure including 	 basic serviceschools,
paving, health clinics, street lighting and
small water and waste water projects, solid waste projects,
maintenance facilities and equipment.	 

and 

(f) Size of Projects: 

Tte average project size would be 	 approximatelyLE 	55,000 to LE 60,000. Exceptions are expected in the case of village
water/waste water projects and solid waste activities and governoratemaintenance facilities. 
 These projects would fall 
between LE 100,000 and
LE 	400,000.
 

IV. A. 2. 	 The_ BSDS End of Project Status (EOPS)
 

By 1989 the following 
would be in place: 
a. A decentralized planning and budgeting system, as outlined
in 	Egyptian law, would be 	 working better in all governorates; • 
b. 	 A GOE funded matching block grantas 	 one element of GOE's 

system would be operatingthe program to decentralize fiscal authority
local government;	 

to 

c. 	 Improved project planning and implementation staff at alllevels of local government; 

d. 	 Appropriate maintenance facilities in place and functioningat 	all levels of local government; 

e. 	 Improved operation and maintenance of 	basic public services; 
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f. Approximately 550 urban and 1900 provincial projects
completed and approximately 500 pieces of rolling stock or fixed plant in 
place; and
 

g. Approximately 43,000 council members given orientationtraining. Eleven thousand (1,000) local unit staff given skills 
training.
 

IV. B. Local Resource Mobilization (LRM) System 

The LD II Local Resources Mobilization (LRM) System has beendesigned to enable local institutions, both public and private, to play agreater role in promoting local economic development. Tha LRM effort hasbeen organized into two separate subsystems. 

A public sector component to improve the capacity of localgovernments of mobilize resources locplly to finance an increasing shareof local capital and recu:rent development costs. Possible changes incentral-local government financial arrangements would also be explored.They would have the objective of improving local development planning andmanagement by regularizing and making more predictable the flow offinancial resources from the center to local government. 

A private sector component to expand basic services, normially
provided by local government, by encouraging local governments tap
toutilize Private Voluntary Organizations (PVOs) for service delivery. 
and 

Pilot tests of new approaches to the delivery of un-subsidized credit to
small rural and urban enterprises would be, undertaken.
 

IV.B. 1. Public Local Resource Mobilization System (LRM) 

The following constraints would be addressed by the public
 
sector LR4 system:
 

-- the limited staff focused on policy analysis of local
 
resource mobilization;
 

-- the limited control exercised by local government over 
local finances; 

inadequate local contributions to capital and recurrent 
cost financing for basic services; 

-- the imbalance between investment budgets recurrentand cost 
budgets for local basic services; and, 

-- the limited number of trained finance officers at the local
level. 
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f. Approximately 550 urban and 1900 provincial projects
completed and approximately 500 pieces of rolling stock or fixed plant in 
place; and
 

g. Approximately 43,000 ccuncil members given orien'tationtraining. Eleven thousand (11,000) local unit staff given skills
 
traini ng.
 

IV. B. Local Resource Mobilization (LRM) System
 

The LD II Local Resources 14obilization (LRM-1) System has beendesigned to enable local institutions, both public and private, to play agreater role in promoting local economic development. TI LRM effort has
been organized into two separate subsystems. 

A public sector component to improve the capacity of localgovernments of mobilize resources locally to finance 
an increasing share
of local capital 'and recurrent development costs. Possible changes in
central-local government financial arrangements would also be explored.They would have the objective of improving local development planning andmanagement by regularizing and making more predictable the flow of
financial resources from the center to 
 local government. 

A private sector component to expand basic services, normally
provided by local government, by encouraging local. governments tap
to andutilize Private Voluntary Organizations (PVOs) for service delivery.Pilot tests of new approaches to the delivery of un-subsidized credit to
small rural and urban enterprises would be undertaken.
 

IV.B. 1. Public Local Resource Mobilization System (LRM) 

The following constraints would be addressed by the public

sector LRM system:
 

the limited staff focused on policy analysis of local
 
resource mobilization; 

-- the limited control exercised by local government over
local finances; 

-- inadequate local contributions to capital and recurrentcost financing for basic sarvices; 

-- the imbalance between investment budgets and recurrent costbudgets for local basic services; and, 

-- the limited number of trained finance officers at the local
level. 
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a. Implementation Strategy
 

LRM would be directed by a subcommittee of the GOE Amana
(see LD II Organization and Management, page xxiii) chaired by the
Ministry of Finance. 
 Tile agenda of the sub-committee would focus 
on the
following priority issues:
 

(1)Grants from the central government presently account
for approximately 85% 
of local government revenues.
governments, over the medium tern, 
If local
 

are 
to cover local operating and
maintenance costs of basic services, the legal authority and management
systems, for local governments to generate additional local revenue needto be put in place. Initial priority wouldapplication of 
be focused on increaseduser fees consistent with recent determinations by theHigh Comnittee for 
Economic Policies;
 

(2) Most local fees and 
taxes collected by local
are government
passed on to the central treasury and returned in the form of general
subsidies. Thjs, the 
link between setting higher- user fees and the
ability to 
improve service delivery is tenuous. 
The subccmiittee would
examine the possibilities for modifying the present system to enable
local jurisdictions to 
retain 
user fees at the local level and dedicate
them to recurrent costs of systeras for which they were collected. 

To support the work of the LPJ1 subcornnittee and develop thefinancial management capacity of local 
governments, technical assistance
and training programs would be financed under the SDS activity of DSS I. 

b. End of Project Status for Public LRM:
 

By 1989, tile following would be in place:
 

(1) Ir reased authorities for local councils to collect,
retain and expend additional revenues, user fees, etc;
 

(2) Improvements in the present system of intergovernmental
grants for Bab II recurrent costs, from an ad hoc system to a formula
based system, so that local 
governments can 
 - O&M requiremets with
 
greater certainty;
 

(3) Increased revenues and 
user fees collected and spent
locally, with an increased proportion of recurrent costs for basicservices infrastructure and equipment being assumed by 
local units;
 

(4) Financial, management and administrative capacity of
local governments strengthened in the field of resource 
generation and
 
administration;
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(5) Local accountants, certified by the MOF and the

governorates, would established
be and operating in local units; 

(6) Ministries of Finance and Local Government would beproviding technical assistance to local units in revenue generation and 
recurrent cost financing;
 

(7) A local university would be offering a Master's degree
in public finance; and,
 

(8) A training program for local government and MOF staff

would be established and operating.
 

IV. B. 2. Private Local Resources Mobilization: 

The private sector LRM system would have two components: anactivity to strengthen the linkages between local governments and PVOs inthe provision and operation of basic -;rrvices; and, an un subsidized
credit program directed to small scale rural and urban enterprise. Thelatter component requires additional analysis and policy discussion. Ifboth governments agree to proceed with the credit activity, it w:ould be
incorporated into the FY 1986 amendment to the LD II Grant Agreement.
This section of the executive summary, therefore, describes only the
 
proposed PVO component.
 

Egyptian PVOs have a solid record of promoting local economicdevelopment. There are over 10,000 registered PVOs serving i-ral and '
 
urban communi ties. PVOs are venturing into new sectors with particular
emphasis on the provision of services for fees. These self-sustaining
activities include the collection of garbage wastewaterand in unserviced 
areas, basic health services and loan programs at near-market interest
 
rates. Based on the positive experien:e with PVOs under the NUS and

Helwan Upgrading Projects, the LD II 
 Program would encourage PVO
 
activi ties.
 

a. Implementation Strategy 

The LD II PVO activity would be directed by a subcommittee
of the Amana chaired by the Ministry of Social Affairs. The LD II
Program would establish PVO Grant Funds in each participating 
governorate. Grants would be made to specific PVOs after project
proposals had been reviewed and approved by each Governorate LocalDevelopment Committee. The Grant Fund would be capitalized by USAID
(95%) and the participating governorates (5%). PVOs receiving grants
would be required to contribute at least 25% of the cost of their
proposed projects. Grants would average about LE 20,000. 
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b. End of Project Status for Private LRM: 

By 1989 the following would be in place: 

(1) A system that has the financial, managerial, andadministrative capacity to integrate PVOs 
into the local development
 
process;
 

(2)Ministry of Social Affairs and Governorate Socil
Affairs di rectorates would be managing funds and providing technical
 
assistance to local government units and PVOs.
 

(3) A PVO training program for local government staff and
PVO staff routinely operating and financed through local government

training grants; and,
 

(4) One thousand seven hundred (1,700) PVO subprojects,financed by the GOvernorate PVC Grant Funds, providing services to low
 
income residents.
 

IV. C.LD II Scope and Phasing
 

The LD II Program would be national in scope covering 20
provincial governorates, the four governorates comprising the
metropolitan Cairo and Alexandria ar-as, and the one-city governorates of
Suez and Port Said. The governorates of lbrth and South S4 nai would not
receive LD Ii financing for sub-projects since they still 
hiave
substantial ur.disbursed funds under tb-e BVS ktivity. 
They would
participate fully 
in training programs and receive 
technical assistance.
 

Under LD II each participating governorate would receive two
annual investment and recurrent cost grants from USAID and tile 
central
government. Disbursement of the grants would be timed to coincide withthe beginning of the GOE fiscal year, as much as possible. 

The entry of both urban and provincial governorates into theprogram would be phased. The four governorates comprising themetropolitan areas of Cairo and Alexandria would join the program duringthe first year of implementation. Port Said and Suez would join theprogram in the second year. 
 Hine provincial governorates would join the
program in the first year follo*.;ed by the remaining eleven in the secondyear. Disbursements u'nder the project, therefore, would be phased over athree year persid. 
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V. LD II ORGANIZATION AND MANAGEMENT 

Based on the experience of the Decentralization Sector Support
Program (DSS I), the GOE and USAID have agreed on several changes in the
organizational structure to govern implementation of the LD II Program.
The proposed changes would address three deficiencies noted in the
implementation of the DSS I Program. First, under DSS I, there were no 
GOE staff to analyze and propose solutions to policy and legal 
issues
 
that constrained program implementation. Second, horizontal
 
communication on policy and program issues among ministries at all 
levels
 
remained weak. Finally, technical concerns and issues raised by local

gove2rnments to the Ministry of Local Government were addressed in an ad
hoc manner. This further illustrated the less than perfect coordinatTn
 
F -tween local government organizations and central line ministries.
 

The first structural improvement would be the reformulation of the
DSS I Sector Steering Committee (SSC), created in 1982, to enable it to 
become a more effective policy-making body. Membership of the SSC would
be expanded to include several .key line ministries whose programs have a 
major role in local development programs. 

Reflecting the incorporation of several line ministries, the SSC

would be reconstituted and named the Interministerial Local Development

Committee (ILDC). 
 Given this broader ministerial representation, the
 
ILDC would function in effect, as a subcommittee of the Cabinet for local
 
development policy.
 

A sec.nd improvement, already partially put in place by 
the GOE, is
 
the creation of a full-time, Technical Secretariat (Amana) to the ILDC

which would be responsible for: 

1) the analysis of policy and program issues, and the formulation 
of'alternatives for ILDC consideration; and,
 

2) the coordination of technical assistance from all 
sources

(i.e., 
domestic, public and private, and foreign) to local government. 

Finally, to improve coordination and horizontal linkages in local 
government, joint executive and popular council Local Development
Committees (LDCs) would be formed at the governorate level to oversee LD 
II program formulation and implementation. The organizational structure 
for the LDII Program is shown on Chart A, page xxiv. 
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CHART A
 

LD 1IIMANAGEMENT STRUCTURE 

INTERHIINISTERIAL LOCAL DEVELOPMENT COMMITTEE, (ILDC)
 

Chaired by Min. of Local Government
 
(policy formulation)
 

S AMANA 

---- (policy analysis, 

technical studies and 

POSSIBLE AMANA STAFF T.A coordination) 
SUBCOMMI TTEES I 

STAFF SUB- AM;.,. A1. O&M 4. eal/ "-COMMITTEE STA-F2. RM~ Researc 

3. PVOs IOf
 

URBAN SUBCOMMITTEE, (USC) 
 PROVINCIAL SUBCOMMITTEE,
 

(policy and programpr
implementation) (polidy and program 

implementation)
 

URBAN GOVERNORATE LDCs -PROVINCIAL 
 GOVERNORATE LDCs
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VI. TECHNICAL ASSISTANCE AND TRAINING 

A. Technical Assistance 

Technical Assistance, financed by USAID, would be provided in 
sewral areas to support the attainment of LD II Program purposes. The
projected level of effort would involve approximately 123 person years of 
Egyptian and U.S. professional services over a two year period.
Approximately 77 percent would be provided by Egyptian advisors and 
23 percent by expatriate advisors. This level of effort constitutes the 
minimum level required to achieve the program purposes. To insure 
flexibility to respond to unforseen requirements that may emarge during 
LD II implementation as well as to ensure continuity of effort if the
proposed LD III Program is authorized by both governments, the various 
RFPs for services would state that the GOE/USAID hold the option to 
increase the level of effort during LD I! as well as extend services,
subject to performance, to cover technical assistance requirements of the 
LD III Program. 

Five technical assistance contracts would be financed under the LD 
II Program. In all cases joint venture or subcontracting arrangements
between eligible United States firms and qualified Egyptian institutinns 
would be strongly encouraged. The five contracts would cover the 
following areas: 

-Basic Services Delivery Syste. (Provincial);
-Basic Services Delivery System (Urban); 
-Basic Services Delivdry.System (Operations and ilaintanance);
-Local Resources Mobilization System (PVO); and 
-Technical and Logistic support for the ILDC Amana. 

B. Training 

As with the DSS I Program, training would comprise a large and 
important component of the LD II Program. The projected training effort 
would reach approximately 60,000 local and central government, elected 
and executive officials, and members and staff of PVOs. Three types of 
training would be provided under the LD II Program: 

1. Orientation workshops for elected and executive local 
government officials and PVOs (40,000 persons); 

2. Technical skills training for local government and PVO staff 
(20,000 persons); and 

3. Overseas training in U.S. and third countries in skills areas 
associated with the LD II Program (200 persons). 

/ 
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All training would be coordinated through the Technical Amana and 
with the Sakara Training Center. Some of the training would be managed 
on a "pass through" basis under the various technical assistance 
contracts. 

VII. Monitoring & Evaluation 

Monitoring would focus on the delivery of inputs, implementation of 
the strategy to produce outputs and progress towards the program 
purpose. 1lonitoring information would be compared with original work 
plans and schedules in order to quickly identify implementation 
problems. The responsibility for monitoring the program rests with the 
Amana, appropriate officials in the participating governorates, and 
D I=A. Together -they would develop a monitoring plan during the first 
six months of the project and build it into the project's Management 
Information System (MIS). 

Each stage of the local development process would be monitored 
closely, using an integrated MIlS. Plans and financial records would be 
kept manually in villages and districts and reported quarterly to the 
governorate planning and development offices. Completion and acceptance 
reports would also be included in the information system of the local 
unit. In gov.rnorate centers, the records would be placed on the 
computer for checking, analysis, and reporting - both to governorate 
LDCs, and also both to the districts and villages. The governorates 
wOuld then report to the Amana every quarter. The Amana would analyze 
and review the data. 

Periodic evaluations would assess whether the desired results are 
being achieved, and whether the program purposes continue to be
 
appropriate to the country needs. The basic framework for the evaluation
 
would be provided by the logical framework of this project paper. 
Baseline information is found in working papers and background materials 
for LD II (Annex 8, and Annex 9). 

External evaluations, independent of program authorities, would be 
carried out regularly. The 
sector assessment would take 

first would be in February 
place in November 1986. 

1986. A full 

VIII. Financial Plan 

Tables A and B (pages xxvii, xxviii) present the overall LD II 
financial plan by component, source of financing, and projected
 
disbursements by fiscal year. 
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Table 1: SUMMARY OF DECENTRALIZATION SECTOR SUPPORT (DSS I) ACTIVITIES (1978-85)
 

Activity Grant No. of No. of No. of No. of 
 Principal
 
Gover- Districts Subacti- Trainees Activities
 
noratesi/ vities 2/
 

DDI $ 26.20 20 560 775 10,000 	 Loans for income producing projects for 
local councils. Training ORDEV/village 
staff. 

BVS $300.00 22 860 4200 60,000 	 Grants to villages for basic services
 
infrastructure. Training governorate and
 
village staff.
 

DSF $100.00 21 ---- 2000 500 	 Grants to governorates for heavy equipment 
for basic services. 

NUS $ 89.00 4 23 1200 3,868 	 Grants to districts and PVOs for
 
education, health, youth,
 
etc. infrastructure upgrading and
 
expansion.
 

SDS $ 10.00 -------- 2,000 Evaluation/research for the technical
 
(Projected) secretariat. Training and technical
 

assistance for the Sakkara Institute and
 
the LD II Technical secretariat (Amana
 
Fanniya)
 

1V Suez and Port Said governorates were not involved in any DSS I activities 

2/ Sub activities were: in DDI, loans; in BVS and NUS, infrastructure sub-projects in districts and villages;
in DSF items of heavy equipment. 
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LOCAL DEVELORENT II
 

I. THE DEVELOPMENT CHALLENGE 

I. A. Providing Basic Services in Villages and Urban Neighborhoods
 

Local Development II is about building the capacity oF local 
institutions, both public and private, to meet the basic needs of Egypt's 
rural and urban poor. Equally important, LD II is about building 
institutions that encourage popular participation in development and 
democratic decision-making. Finally, LD II is about local projects to 
provide essential services, such as water, sanitation and farrm-to-market 
roads.
 

In 1980, the World Bank estimated that one out of three
 
Egyptians, about 12 million people, had no access to safe water (World
 
Bank, 1984). In Sharkia, one of Egypt's more developed governorates, one
 
quarter of the residents do not have access to clean water (JICA, 1984). 
Water netorks in most areas are far more widespread than sewer systems. 
This contributes to the serious health problem caused by stagnant water 
near residences (orking paper 15 - see Annex 8). 

The quality of life in much of rural and u'ban Egypt leaves much 
to be desired. Infant mortality is very sensitive to changes in basic 
living conditions. Recent demographic analyses indicate that the rate is 
about 100-120 infant deaths per 1000 births per annum l/. This is high 
and, though it appears to be dropping, it reflects the poor sanitary
 
conditions in much of Egypt (Prosterman and Reidings, 1985, p.8). 

In 1930, USAID surveyed the infrastructure requirements for
 
adequate systems of water, sanitation, drainage, roads, and canal;lining
 
in nine governorates. It estimated, using World Bank cost data, that
 
USS727 million in 1980 prices would be needed in these nine governorates
 
alone. Expanding this estimate to the entire country (excluding
 
metropolitan Cairo, the Canal Cities and Alexandria) 2/, indicates that 
US3I.5 - $2.0 billion would be needed to meet investment requirements.
Existing USAID projects and GOE investments, though sizeable, have only
partially met the need. 

1) Official estimates suggest a decline in the rate from 128 infant 
deaths per 1000 births per annum in 1960, to 110 in 1983 (World Bank, 
1980, and 1984). A recent demographic analysis of the Egyptian 
population indicates that the rates were possibly higher at 175 in 1960 
and 114 in 1981 (Bucht and El Badry, 1984, p.30). 

2) Water and sanitation systems in Greater Cairo, Alexandria, and Canal
 

Cities, are being provided through other GOE/USAID projects.
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During the last decade another equally serious problem has become
 
evident. "It is no 3ecret that maintenance is poorly performed on public

facilities in much of Egypt" (ISTI, 1985, p 6 ). Every evaluation, audit,

and study of the Decentralization Sector (DSS I) activities since 1982
 
has made the same point. Not only is there a dire need for basic
 
infrastructure, but an equally pressing need to 
improve 	its operation and
 
maintenance. A recent report clearly indicates that operation and
 
maintenance is grossly underfunded and poorly organized in the six
 
governorates studied (Transcentury, 1985, p.9).
 

The lack of basic services is compounded, in the urban 
neighborhoods of Cairo, Alexandria, and the provincial cities by the 
large influx of people from the villages to the urban areas. It has been 
estimated that the urban population of Egypt will increase by about 20 
million between 1976 and 2000, while the rural population will increase 
by 10 million. In 1976 the urban population was 44U of Egypt's 37 
million people. By 2000 it is estimated that it will be 54% of 68 
million (PADCO, 1985, p.34). There are some irldications chat Cairo is 
not increasing in size as rapidly as in the past, but immigration into
 
the provincial cities will continue. Unfortunately living conditions in
 
parts of these smaller cities are as bad as those in the poorest Cairo
 
districts and many rural villages. 

The absence of clean water, waste disposal and gooCe roads, which 
provide access to raw materials and markets, restricts the growth of 
rural and small ucban industry. The evaluation of Basic Village Services
(BVS) noted tl;at some 20 different types of local private Lisinesses were 
benefiting from BVS-funded subprojects, and also that expa,;ded econamic 
activity quickly followed the provision of services (Chetwynd, E. and 
others, 1984). 

The Government of Egypt has recognized for some time that the 
tasks of local economic development and meeting basic needs are too large

and locally varied to be achieved through central administration. The
 
GOE has 	 also recognized that overly central ized direction inhibits local 
efforts to find and implement effective solutions to local problems.

This has been a major item on the GOE's develcpment agenda for the past

decade. Initial successes have encouraged a more concerted effort for
 
the eighties, particularly within the framework of the next Five-Year
 
National Development Plan, to start in 1987.
 

I. 	B. GOE Policy: The evolution of local government from centralism to 
local development, 1960 - 1990 

Twenty-five years ago, in 1960, the GOE replaced its system of 
central administration with local government which has subsequently been 
steadily decentralized (Working Paper 18). The "Silver Jubilee" year of 
Egypt's contemporary system of local government system is 1985. Since 
1960. there have been consistent efforts by the People's Assembly to 
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decentralize authority and responsibility for many government functions.
The laws have established a system of parallel executive and electedcouncils and require each of them 	 to play an active role in local
•development and the provision of basic services.
 

The direction of local 
government legislation is clear from
Chart 1 (page 4). Several steps still remain to be taken. 
 Governors are
still appointed by the President, rather than elected, and local

elections are based upon party lists, rather than individual candidates.
 
Also, local governments have yet to acquire any significant authority to
generate resources lccally to finance local development priorities. For
example, Prime Ministerial Decree 140/1982 requires any 
increase in local
fees to 	be approved by the Prime Minister and Cabinet. Also centralministries continue to sectoraldominate development programs and have
not fully aligned their work with local governments in a mutually

reinforcing manner. Nlevertheless, 
 from an 	 historical perspective, theevolutionary process focused on 
both decentralization and democratic
 
participation has been most impressive.
 

I. 	C. Relationships to US Policy, theM-1ission strategy and Other USAID 
Pr-jec t s 

USAID returned to Egypt in the mid 
'70s and noted the close

coincidence between AID's development strategies 
- focused on basic human
needs and popular participation - and thcse of the GOE. 
 The governments
jointly 	planned a series of projects which souGht to increase the 
provision of basic services through a decentralized planning process

within 	local government.
 

USAID's 	lcal development policy and strategy is derived from
U.S. Law. The Foreign Assistance Act (1981) 
cites among the preferred
 
means of local development:
 

- The creation and strengthening of local institutions linked to
 
regional and national levels;


organization a - the of system of financial institutions thatprovide both savings and credit facilities for the poor; 
- the stimulation of small, labor-intensive private sector
 

enterprises in rural towns;
 
- the expansion of rural infrastructure and utilities such 
as


farm-to-market roads, water management systems, sanitary drainage

systems, land improvement, energy and storage facilities.
 

AID/W's 	guidance on AID Support for Local 
Government Programs
(State 199220/1982) states that the Administration's "primary concern is
that AID assistance strengthen, not weaken, the independent capacity of

local government at the local 
level, and that our assistance positively

encourage, not discourage, greater comiunity participation and
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Chart I:
 

THE EVOLUTIO!N OF DECENTRALIZATIO;1 IN EGYPT: 

A SUMK1ARY OF THE LOCAL GOVERNIENT LAWS 

Law 124 of 1960: 
- Local councils formed at governorate, village and town levels. A 

majority of their members are elected. 
- Responsibilities of councils established. 
 Village councils
 

provide heal'th, education, labor, agriculture, culture, social, 
and basic services.
 

- Sources of revenues established.
 
- Governors appointed at the rank of deputy minister.
 

Law 57 of 1971
 
- Local councils at all 
levels split into elected and executive 

councils. The latter formed of heads of government departments 
at that level of government. 

- Planning and monitoring functions of local councils expanded. 
- The right to question members of the executive councils and 

governors given to the elected councils. 

Law 52 of 1975
 
- Councils established at district level in both urban and rural
 

governorates. 
- Responsibility for providing further services, including public

utilities, accorded to the councils.. 
- Governor appointed as, and accorded the authority of, a minister 

over all employees in the governorate. 
- Local Services and Developnient Funds established for all local 

units. This provides the local units with their own 
discretionary funds \,hich do not revert to the Treasury at the 
end of the fiscal year. 

- Rights of questioning and interrogation of the executive by the 
elected members of the councils are expanded. 

Law 43 of 1979 
- Lvery council must have at least one female member. 
- Responsibilities of local councils further clarified and 

increased.
 
- Governor appointed as a full minister.
 
- Local revenue sources increased.
 

Law 50 of 1981 
- Hi gner Council for Local Government comprising both governors and

elected council chairmen established under chairmanship of Prime 
Minister. 

- Responsibilities of local councils further expanded.
 
- Some local revenues increased.
 

013 
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self-reliance, incluJing -the growth of private, non-governmental
organizations at the local level ... When local units of government are
found desirable for assistance...support should be viewed as a long-term
institution t.uilding process which requires an AID commitment to a long
time frame in order that sufficient opportunity is allowed for developing
sustainable self-help capacity." 

The FY 1986 CDSS views the Local Development Program as the 
primary thrust of AID ass-istnce for institutional capacity-building and 
economic infrastructure. 

There are a number of projects in the Mission, outside the
decentralization sector, that relate directly to local develop-::ent. The
Basic Education Project provides funds to nine governorates to build 
locally planned schools. The Small Farmer Production Credit Program has
developed, in three governoratos, a very effective agricultural
development and credit program for small farmers working through the
village branc!.es of the Principal Bank for Development and Agricultural
Credit. These projects will be expanded during the coming year, but it
will be several years before they become nation-wide activities. On the
urban side, the lelwan Housing project has effectively demonstrated how'a
fund for small loans to upgrade low-income housing can be established. 
This project has 'so shown how local PVOs can cooperate with local 
authorities to pr,'vide public sanitary services. The Institutional
 
Support Project dc igned by the USAID Office of Urban /'.dinistration and

Devei,~:,,ePt UAD)l-11l provide.technical assistance, training, equipment,m terials, publiccicns and res arch grants to assist the Ministry of
Housing and Priblic Utilities ,.HPU), the fational Organization of Potable 
W.ater and Sanitary Drainage (,OP',.!ASD) and local governmental agencies is 
neet ng municipal ..;ater and wastew;ater throughout Egypt. 

1. D. , elation to Activities of Other Donors 

There is close correspondence between USAID's local development
activities and those of several other donors. The W.orld Bank is
assisting Beheira Governorate to establish a local company whichwater 
will provide better water service in return for increased water rates. 
The increased revenues iill be retained by the governorate and used to 
operate and miaintain the system. The Bank is also studying the
possibility of providing assistance to secondary cities to enable them to
 
provide their citizens with better basic services and raise local
 
resources to fund their recurrent costs. Vinaily, the Bank *- assisting
the city of Cairo to improve its capacity to manage the complex problems
of urban growth through its Management and Operations Project. 

Sharkia governorate, with Japanese assistance, has developed a
detailed plan for a governorate water company (JICA, 1984). UNICEF has

assisted the Ministry of Local Governiert and several governorates in
Upper Egypt with a village development program, which supplements USAID's
BVS Activities in those governorates. 

\
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The Ministry of Planning has conducted a five-year program, withUNDP assistance, to produce an economic development plan for Region 8comprising Aswan, Qena, Red Sea, and Sohag governorates. The findings
which support decentralization, were published in 1984 (UNDP, 1934).
 
I. 
 E. USAID's Role and Accomilishments: Decentralization Sector Support
1, 1978-85
 

Five joint activities, developed between 1978 and 1981, 
were
grouped into tile Decentralization Sector Support Program (DSS 1) in
1982. 
 The activities; Development Decentralization I (DD I), Basic
Village Services (BVS), Decentralization Support Fund (DSF), Ieighborhood
Urban Services (NUS), and Sector Development and Support (SDS),
provided sizeable financial resources have
 
(S600 million) to .lmost every unit
of local government to enabhle them to provide improved basic services,
increase their own discretionary funds throuah investment, and purchase
heavy equipment. 
 More than 6000 subprojects have been implemented, 775
small 
loans made, and over 1,200 items of equipment delivered, w.'ith 
800
more on order. Funds were 
also provided for large training programs
(over 60,000 participants), and technical assistance 
(Table 1, page 7).
 

During DSS I, local 
units of government convincingly demonstrated
that, given adequate funds, they can 
effectively plan and implement basic
services -nd small income-producing projects. 
 The nu:-,ber of sub-projects
and speed of imple.,entation have
planni's., 

fa'r exceeded the expectations of projectThe ccination of financial
technical resources, local initiativ, andassistance has increased the capacity of local units assessprobleIs, to propose solutions, secure 
external resources, and plan and
 
imrl e:.L;t projects.
 

As 
investment increased during DSS I, weaknesses in the local
government system began to act as 
impediments to long-term economic
growth and local 
developmerint. 
 The major constraints were 
identified in
evaluation and audit reports 
(listed in bibliography, Annex 9).
 

I. F. Present Constraints to 
Local Development
 

Key constraints remain in the 
areas of policy fonnulation, the
planning process, fiscal 
decentralization, coordination of investment
with recurrent costs, subproject design, operation and maintenance of
infrastructure and human resources development. 

1. F. 1. Policy Fornulation: At present there is 
no policy group that
seeks torational ze 
and advance local deve!opment policy

within thedveilomint planning process.
 

The DSS I program agreement signed in August, 1982 proposed the
creation of a Sector Steering Committee (SSC), "charged with theassessments and direction of this program (DSS I) and to be served by 
a
technical secretariat charged with the collection and analysis of'
baseline data against which budget and implementation decisions may be
detennined by the SSC for the total 
program," (USAID, 1982 b, p. 8).
 



Table 1: SUMMARY OF DECENTRALIZATION SECTOR SUPPORT (DSS I) ACTIVITIES (1978-85) 

Activity Grant No. of No. of No. of No. of Principal
Gover- Districts Subacti - Trainees Acti vities 
noratesi / 	 vi ti es 2/ 

DDI $ 26.20 20 560 775 10,000 	 Loans for income producing projects for 
local councils. Training ORDEV/village 
staff. 

BVS 1300.00 22 860 4200 60,000 	 Grants to villages for basic services 
infrastructure. Training governorate and 
village staff. 

DSF $100.00 21 2000 500 	 Grants to governorates for heavy equipment 
for basic services. 

NUS $ 89.00 4 23 1200 3,868 	 Grants to districts and PVOs for 
education, health, youth, 
etc. infrastructure upgrading and 
expansion. 

SDS 10.00 ---- ---- 2,000 Evaluation/research for the technical 
(Projected) secretariat. Training and technical 

assistance for the Sakkara Institute and 
the LD II Technical secretariat (Amana 
Fanniya) 

/ Suez and Port Said governorates were not involved in any DSS I activities 

2/ Sub activities were: in DDI, loans; in BVS and NUS, infrastructure sub-projects in districts and villages;
in DSF, items of heavy equipment. 
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InJanuary, 1983, the sector assessment team wrote: "...there has been
relatively little discussion of the achievement of sector goals...those
(otficials) who were involved in the development of (DSS I) have eitherretired from goverment or have moved to other positions." (Kerr and
others, 1983, p. 23)
 

InMarch, 1983, the Prime Minister issued Decrees 249 - 252.These established the Sector Steering Committee (SSC) and Inter-Agency
Committees (IACs) for each of the DSS I activities. The IACs meetregularly and have managed project implementation well. The SSC,however, only met twice between its formation and October 1984. This may
have been due, inpart, to a lack.of major impediment to theimplementation of the activities, but also largely because its technical
staff and secretariat were never appointed and operational. This meansthat there has been little discussion of policy issues prior to the
design of the current program. 

During the past six months the SSC has met frequently to considermajor issues associated with the LD II program design. The technical
secretariat, Amana, has been formally constituted with a broadinteragency inemoDeFship. It has been meeting weekly to discuss the designof the LD II program. The institutions required for policy developmentand dialogue are in place and would be further developed during LD II. 

The LD II policy dialogue is important since it is the only USAIDprogram that pro-motes development through democratic institutions at the
local level. 
 The delivery of basic services requires joint decisions and
actions by the executive and elected councils. 
The DSS I portfol'io and
the proposed LD II program provide substance and purpose to local
 

were very encouraging, but further work 

democracy in Egypt. 

I. F. 2. The Planning Process: The local development planning
Which encourages full, po--ar participation, is not
institutionalized in ai governorazes. 

system, 

those 
The planning processes used 

legislated by Law 43/1979 and 
under DSS I,
Law 50/1981. 

were 
The 

patterned
initial results 

after 

is required. 

"The NIUS process has helped local government firm up itsobjectives of providing services to people in the form of increasedpublic facilities and increased responsiveness to local needs. There is a long way to go before there is agreement on the practical objectives ofdistrict level government versus governorate and national ministerial 
levels.. .(Our recent interviews) in the districts exhibit a strikingimprovement in the practical attitudes of district staff regarding theiroverall task and what they need to accomplish it." (ISTI 1985, p.10) 

The BVS evaluation team reported very mixed results based upon asurvey in 10 governorates. They found some evidence to suggest thatlength of participation in BVS was clearly related to building local
planning and management capacity(Chetwyhd E, and others, 1984, pp.11-14). 
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Results of DSS I show that the comple'ion of three planning

cycles, as each governorate and most local units have done, does make a
 
difference to popular participation, the expression of local needs and
 
the type of projects undertaken by the local units. Three planning and 
implementation cycles are insufficient, however, to fully
institutionalize the major changes sought by the program. Additional 
cycles, with improvements in the processes involved, are required. LD II
would provide funds for two additional annual cycles, and after careful 
evaluation, LD III may continue to fund cycles within the context of the 
next Five-Year National Development Plan. 

I. F. 3. Design of Basic Services Infrastructure: The technical design
capacizu.y ac the iocal level is limited and not adequate tot' 
more complex service systems. 

The BVS evaluation team concluded, "Subproject engineering has 
been generally appropriate to the needs and condition of Egyptian
 
villages. ... Wit'h few exceptions, local personnel are sufficiently
 
competent to design and construct the types of vater, roads, sewerage and 
other subprojects found in the BVS program." (Chetwynd, E., and others, 
1984, p.18) 

More recently, however, AID consultants working on more complex
 
rural water and sanitation projects - the kind that will form a larger

proportion of the subproject portfolio in the futu;e - have noted a licl
 
of design capacity at both village and governorate levels, (torking
 
paper 17).
 

In Cairo and Alexandria. the picture is less sanguine. The
 
(ISTI) evaluation team observed several projects. "designed in ways that
 
are inefficient, inappropriate, or inadequate.., the design work for IUS
 
projects is rarely satisfactory. It often consists of very rough

sketches with few dimensions." (ISTI, 1985, p.2)
 

Obviously, if LD II is to better prepare the local units for
 
providing basic services using more complex technologies, then additional
 
training and technical assistance to improve designs and design 
capabilities is essential.
 

I. F. 4. Operation and Maintenance of Basic Services: 

There are three major constraints to improved operations and 
maintenance of basic services by local government: 

a. The imbalance in local and national budgets between investment 
financing (Bab III) and recurrent cost financing (Bab II) of local
 
services, infrastructure and equipment;
 

b. The absence of an effective link between the O&M planning and
 
budgeting system and the capital planning and budgeting system; and,
 

,/
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c. The limited institutional capacity of local government, in terms
of management systems, physical plant and equipment, and technical skillsrequired to systematically operate and maintain public services. 

I. F. 4. a.
The Imbalance Between Investment and Recurrent Cost
 
Fi nanci ng 

In 1976, the combined investment budget for local
government was only LE 16.0 million. 
By GOE FY 1984/85 the local
government annual investment budget had expanded to approximately LE 298
million, which is 
a 1,774 percent increase(19 times), (Table 2).
 

TABLE 2 : COMPARISON OF LOCAL DEVELOPMENT INVESTMENT (BAB 1i1) AND RECURRENT
 
COST (BAB 11)IKTWEEN 1976 AND 1984/85 (GOE AND USAID)
 

ALLOCATIONS (LE MILLIONS):: PERCENTAGE INCREASE
TYPE OF FINANCING :-....- ::.
1976 1984/85 :: 1976 TO 1984/85 

BOE : 15.90: 298.00:: 14774Z 
-

INVESTMENI : USAID: (BAB I) : : 73.00 ::I ---. .. ,--_-,---


TOTAL : 15.90 : 371.00 :: 2,2331 

RECURRENT COST : GOE : 47.00, 166.00 :, 2531 
(BAD 11) : : 

Beginning in 1980 substantial additional capital for
investment was made available annually to local government by USAID

through the DSS I Program (Table 3, page 11).
 

If this additional 
LE 370 million is factored into the
annual growth in local 
government capital investment, the local
government investment budget expanded approximately 2,233 percent (23times) between 1976 and GOE FY 1984/85 (Table 2).
presents a grave for local 
This very rapid growthproblem governments which are required by law(Article 121, Law 50/1981) to include in the IR budgets "all 
operation
and maintenance costs for the proper management of utilities, etc.. 
not
budgeted elsewhere". Investments accumulate rapidly into a growingcapital stock (decreased only by depreciation) which require a dramaticincrease in O&M expenditures. The local government O&M budgets (for 
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TABLE 4 : C(1PARISON OF DSS I CAPITAL INVESTMENT AND
 
0 & M REQUIREMENTS WITH GOE FY 84/85
 

BAB II MAINTENANCE BUDGET
 

(ALL COST FIGURES IN LE MILLION)
 

: UNIT : UNIT : AVE. : TOTAL : ANNUAL :
 
: TYPE NO. : UNIT : COST :O&M COST :
 

: COST
 

:A. DSF EQUIPMENT (ANNUAL O&M = 10Y% OF UNIT COST)
 

: -- ---- -------------------------------------
:EARTH MOVING 576 : ().07 : 40.09 : 4.01
 
:TRUCK 985 : 0.05 : 48.73 : 4.87
 
:STATIONARY 157 : 0.10 : Ib.47 : 1.55
 

:----- ----------

:SUBTOTAL 
 17 18 0.06 104.29 10.43: 

:B. NUS URBAN PROJECTS (ANNUAL O&M = 5% OF UNIT COST)
 
: ------------------------------------------
:MAINTENANCE 8 : 0.07 : 0.56 : 0. 03
 
:ROADS 150 : 0.07 : 10.52 :
 
:OTHERS 731 : 0.07 : 51.26 : 2.56 

-.-------------
---------------.-----

:SUBTOTAL : 889 0.07 3.
62.34 Z. 1 

"C.BYS FROVINCIAL PROJECTS(ANNUAL O&'M=SZ OF UNIT COST): 

WATER . 1933 : 0.05 : 102.84 : 5. 14 
:ROADS : 1286 : 0.05 : 64.15 : 3.21 
:OTHERS 1375 : 0.03 : 40.01 : 2.0o 

-.--------------.
---------------.-----

:SUBTOTAL : 4594 0.05 : 207.00' 10.35
 

:T 0 T A L : 373.63 : 23.90
 

:GOE FY 84 - O&M BUDGET (*) 8.71 :
 

:PERCENT OF ACTUAL TO REQUIRED O&M BUDGET 36%:
 

• THESE FIGURES REFLECT CURRENT BAB II EXPENDITURE
 
ALLOCATIONS IN THE HOUSING AND TRANSPORT SECTORS AS
 
A WHOLE, EXCLUSIVE OF TRANSFER PAYMENTS.
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maintenance of roads, water and sanitation systems from relevant Bab II
 
recurrent cost.accounts at the governorate level was only LE 9 million, 
or 36% of the actual requirement. Further, the LE 9 million was not
 
dedicated solely to DSS I investments but had to be streched to meet all
 
governorate level recurrent costs associated with water, sanitation, and 
road investments. 

In the short run, the situation with respect to O&M
financing for DSS I investments is not as serious as the above analysis
would suggest. This is due to special provisions contained in the
 
respective project protocols wherein the GOE agreed to make a one-time 
transfer of funds from its investment budget to the governorates to meet
 
initial DSS I O&M requirements. Over the projected economic life of DSS 
I investments, however, serious shortfalls in O&M financing can be 
anticipated unless the method of allocating recurrent cost budgets to
 
governorates is modified or additional revenue generating authority is
granted to local government to reflect actual O&M requirements. 

During the design of LD II the GOE, particularly the 
Ministry of Finance (MOF), addressed the O&M finance issue. Their 
concern is indicated by: (1) the MOF's concurrence to substantially
increase the level of Bab II funding for governorates to meet current and 
projected O&M requirements as reflected in the proposed MOF LD II 
counterpart contribution; (2) an expressed interest in examining the
options for switching from an ad hoc to a formula-based syste, for 
calculating Bab II recurrent cost-'E-dgets for governorates; and (3) an
interest in focusing, over the medium term, on the possibilities for 
modifying the legal and regulatory framework to allow local units, at all

levels, to assess and retain user fees, etc. to cover at least the 
recurrent cost of public infrastructure investments. The Local Resource 
Mobilization component of LD II would focus specifically on this latter 

governments throughout Egypt is relatively well 

concern. 

I. F. 4. b. The Absence of 
Directly Linked 

an O&M Planning and Budgeting 
to tile Invest7,entFPTannlng and 

System 
uoge

That is 
ting 

System. 

The investment planning and budgeting system used by local 
developed. The same 

observation, however, cannot be made with respect to the system and 
process employed by local governments in the planning and budgeting of 
annual operation and maintenance of basic services and associated 
equipment. As a consequence, decisions on capital investment projects
 
are frequently made witho-it considering the long-tern recurrent costs to
local government for the operation and maintenance of these investments. 
The absence of this linkage introduces a systemic bias into investment 
decisions in favor of capital-intensive technologies with high recurrent 
costs. In a country where the current norm is the existence of great
deficiencies in the operation of water and wastewater plants and other 

'infrastructure, prudence would dictate the choice of the technology
choice to be that with the lowest requirement for operations and 
maintenance. 
Without an explicit linkage between investment and O&M
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planning and budgeting it is not possible to consider the total financialburden to be assumed by local government as a consequence of the choice
of particular capital technology.
 

The coordinated planning of investment in infrastructureand ONM is made more difficult by the need for coordination and forwardplanning by all levels of government. At present, most of the recurrent
cost financing required by local governments is provided as a subsidyfrom the central government. This means that every year Lhe national
requirements for O&M, based upon the accumulated capital stock in the
local 
units, must be determined. Also annual decirions regarding
national investments in infrastructure must be made after an accurateassessment of ability of nationalthe the and local budgets to support
O&M costs it: the future. Similarly annual O&M allocations in the
national 

upon 

budget must be closely linked to O&M requirements and not bdsed a running two to three year average of past allocations in the
 
national budget.
 

Finally, the situation is further complicated by a
dichotomy in ministerial responsibility for the investment budget and therecurrent cost budget. The MPIC supervises investment financing while
the OF allocates recurrent 
cost funding. This administrativefragmentation greatly restricts the ability of local governmentproduce balanced capital and recurrent cost plans and budgets. 
to 

Under LD II these deficiencies in the existing planning and.budgeting process would be addressed. As an integral part of the annual
LD II planning and budgeting prmces's each participating governoratevillage/district council andwould prepare an operations and maintenance planand budget covering the annual requirements to operate and maintainexisting facilities and equipment financed under the DSS I Program.
Likewise, each governorate and local unit would prepare an operations andmaintenance plan for each new capital project it proposes to financethrough the Basic Services Matching Fund. By encouraging localgovernments to consider both the capital and recurrent cost implicationswith respect to their proposed capital investments it ,, expected thatgreater attention would be given to the choice of technology. Likewise,
by introducing 
an O&M planning and budgeting process parallel 
to the
investment planning process O&M considerations would be accorded a
position in the decision-making process equal to that presently accorded
capital projects. 

I. F. 4. c. The Limited Institutional Caacity of Local Government to

Operate andM'aintainPuojic Services. 

At all levels of local government, both urban and rural,there is limited institutional capacity to systematically operatemaintain public services. Several reports 
and 

(Working Papers 7, 16, 22)have highlighted deficiencies in the areas of organization and
management, physical plant, and technical skills training.
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In March, 1984, the BVS evaluation team noted, "Maintenance 
is the BVS time bomb". (Chetwynd, E., and others, 1984, p.4).
"Maintenance is the weak link in the technical chain,...local officials 
generally do not understand the need for routine preventive maintenance 
and few villages have spent any money on maintaining BVS subprojects.

The problem is compounded by a great shortage of maintenance workshops in
 
both the villages and the marakez". (Ibid, 1984, p.18)
 

Regarding NUS subprojects, ISTI wrote, inJanuary, 1985,

"Itis no secret that maintenance ispoorly performed on public

facilities inmuch of Egypt... All services directorates and districts 
have small maintenance budgets and some have specialized units
 
responsible for such work, but generally the budge1s have long been fully
inadequate and the maintenance units understaffed. The habit of
 
deferring maintenance until the point of crisis isnow ingrained." 
(ISTI, 1985, p.6)
 

In June, 1985, Transcentury, reported the following
regarding the DSF equipment program. "Maintenance capabilities in the 
(six) governorates we visited ranged from deficient to almost 
non-existent.... In governorates there were buildings available but they
needed improvement. In many marakez there were no buildings. The 
facilities at most governorates were inadequate in size, poorly laid-out 
and did not provide sufficient security for the equipment... Training was 
needed in most locations we visited. Existing skills were not adequate 
to do the job"... (Transcentury, 1985, pp.27-29) 

During DSS I there have been numerous initiatives to 
address selected O&M institutional constraints.
 

On the urban side, NUS has financed the physical upgrading
of 12 district maintenance centers. Recently 50 participants have beeg
sent to the U.S. for short-term training in O&M management. On the rural 
side, both the BVS and DSF have made selective interventions. These 
focused on strengthening local governments' capacity to more effectively
address the operation and maintenance of public infrastructure, services 
and equipment. BVS has established unit O& costs for the major classes 
of rural infrastructure (Working Paper 7) and a pilot program has been 
initiated by ORDEV and the T.A. contractor in three governorates to 
strengthen the O&M institutional capacity at the markaz and village level 
(Working Papers 8, 9, 10). 

DSF has made funds available to establish or upgrade

maintenance centers at the governorate level as well as provide limited 
training in equipment operation and maintenance. 

In summary, several useful, but uncoordinated, efforts 
focused on strengthening O&M were started under the DSS I Program.
Further, these initiatives were alway3 accorded a secondary position in 
the program with priority attention focused on planning and constructing 
new capital projects..
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I. 	 F. 5. Fiscal decentralization: Few resources for basic services 
delivery and maintenance are generated and controlled locally. 

This is the local resource mobilization issue. Local
 
resources, 	 in the context of this project, are defined as financial 
resources, 	 invested by local people in basic services and the local 
economy, which are developed and used at their discretion. These have
been categorized into public and private resources. The public resources 
include local taxes on land, buildings and economic activities, tariffs 
collected for basic services (user fees), as well as central government 
subsidies which can be spent at the local units' discretion. The private 
resources include the provision of equity for local businesses, 
participation in private voluntary organizations, and voluntary

contributions for basic services. 

Local governments face constraints in both the public and
 
private areas. They are principally interested in mobilizing the
 
resources which they control in order to establish a more predictable
 
base for planning and budgeting. If they succeed in this,

decentralization of the fiscal aspects of local government can proceed,
and full decentralization of authority will result. Over the long run, 
the central government is also interested in mobilizing more local 
resources in order to reduce the central subsidy, thus cutting the
 
deficit in the central budget.
 

As already discussed, on 'the public side, financing of local 
investment 	and recurrent costs is inadequate. Equally constraining is
 
the unpredictable nature of such funding since in any year 80 to 90 
percent is a central subsidy which appears to be allocated in an ad hoc
 
way. During LD II, central subsidies need to be made more predict-ab--,
which would require a restructuring of the local/central financial 
relationship, a change from ad hoc to formula-based allocations, and the 
development of an O,M plannii and budgeting system similar to that 
currently used for capital investments. 

To further enhance the predictability of local finances, and 
ultimately to reduce the dependence of local governments on central 
subsidies, local governments need to be able to assess and retain user 
fees for public utilities, particularly water and sanitation systems. At 
present, fees are applied to some public services but cover only a small 
percentage of actual costs. Perhaps more importantly, these fees are not 
retained by the local units, but are sent to the central government. 
There, they are pooled and returned as a general subsidy to local 
government. Thus, there is only a very tenuous link between the fees 
charged in the localities and the 0 & M budgets for maintaining the same 
services. An increase in fee collection will not necessarily lead to a 
corresponding increase in the 0 & M budget. This financial structure is 
a clear constraint to the efficient operation of essential public 
servi ces. 
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With regard to private resources in both rural and urban
 
areas, there are thousands of very small private enterprises which
provide essential productive and commercial services to local economies(Davis and 	others, 1983). These enterprises have not received 
substantial support to expand their operations. 
 This is due, in part, to
the absence of effective financial intermediation below the governorate
level, since most banks focus on larger clients (Working Paper No. 19).The e pansion of local economic activity is essential to the broad-based
growth of the Egyptian economy. LD II would continue to explore ways of
promoting and assisting the local private sector. 

A further local resource which can be tapped with relative ease is the indigenous Private Voluntary Organizations (PVOs). PVOs in

Egypt have a long history and solid record in local development.

Locally-organized and community-based, these non-profit institutions

mobilize 
 local manpower and capital, sponsor small-scale, private-sector
activities, provide basic services, produce basic commodities, undertake 
community clean-up and more. 

There are approximately 10,500 PVOs registered with theMinistry of Social Affairs (MSA). The NUS Project has sponsored the

expansion of activities of 1,200 PVOs in Greater Cairo and Alexandria.

This program has shown that limited support for these community grouos(averaging 	 LE 8,000 each) has provided the capital necessary to multiply
their services in a self-sustaining way. Preliminary studies in the
other governorates indicate that PVOs provide similar services
nation-wide in the same abundance. 
 LD II would continue this program inthe urban areas and expand it .into the provincial governorates. 

I. 	 F. 6. Human Resources: The number of institutions, with appropriate
curricula required to improve professional and technical
skiIls thoughout the local government system, are not adequate
to meet the need. 

Throughout the earlier discussions of other constraints, oneunderlying generic constraint is the lack of staff with appropriate
skills. There no of staff. Theis shortage 	 GOE's employment policy,with the government as the employer of last resort, ensures that most
offices are overstaffed, unfortunately by staff with few job-related
skills. The comments of a governor from Upper Egypt are germaine andtypical. "In the future, we are hoping to be able to depend on localgovernment 	 personnel. They need training to acquire skills. This shouldbe done in the governorates, not in Cairo. The inistry of Manpower
distributes personnel lacking expertise and are unresponsive to needs.
We need on-the-job training and in-service training rather than academic
exercises." (Kerr and others, 1983, p. E-3). 

The DSS I evaluations point frequently to the need for furthertraining, for example, "...there is a chain 	of inadequate supervision (oflocal construction) that begins relatively low ofwith the 	 level 
training..." (ISTI, 1985, p. 4). 

LD II would address this constraint by including a trainingcomponent in both local government system developed by the program. 



Motivating staff, once trained, is also a problem since GOE
 
salaries are so low that many employees with families have serious
 
trouble making ends meet. Moonlighting is common among civil 
servants.
 
Several evaluators have pointed out the need for small incentives, like

those provided in other development programs. LD IIwould address this

issue working within the current GOE guidelines regarding salary

incentives.
 

II. THE LOCAL DEVELORENT II PROGRAM (LD II)
 

II. A. Proqram Goal
 

The goal of Local Development II is to improve the quality of
 
lite of low-income residents in rural and urban Egypt by

providing greater access to essential basic service.
 

LD IIwould provide local government decision-makers with
 
experience inthe allocation and use of resources and in developing the
 
planning and budgeting and management processes required to carry out and

sustain delivery of basic services in the local units. The LD II 
subproject investments would concentrate on the provision of essential 
basic services (i.e. potable water, sanitation, roads and other municipal
and village services, etc.) 

Th- development hypothesis being tested by this program is:
 

If greater discretionary author-ity is granted to local
 
governments, as well as additional financial 
resources, then local
 
councils will effectively discharge their increased responsibility to:
 

- develop cost effective programs to meet local needs;
 
- increase popular participation in both decision-making and 

financing of local development initiatives; and
 
- ensure that essential basic services are delivered to low

income residents. 

The evidence collected during the implementation of DSS I 
supports this hypothesis (See Working Papers 16, 21, and Ierr, G.B. and
 
others, 1983).
 

II. B. Progam Purpose and Strategy
 

1. Program Purposes
 

The purposes of LD I are to improve and expand the capacity

of local governm.nts to plan, finance, implement and maintain locally

chosen basic service projects, and to improve their capacity to mobilize
 
local resources to sustain provision of services. 

While these purposes are limited to institution-building with
products characterized by physical improvements--roads, water systems,
drainage structures--the building of capacity within the system becomes a 



stepping-off point from which other problems can be tackled and othersolutions developed. The mobilization of local resources, to be used at
the discretion of the locally elected councils, would enable local units 
to increasingly implement their own solutions without excessive

dependence on higher levels of local and national 
 government. 

II. B. 2. Program Strategy 

The implementation strategy for LD IIwould stress the
 
following thmes:
 

a. Decentralization of Authority and Responsibility for Local 
Devel opment: 

To the greatest extent possible, the program would
 
encourage local decision-making. On the public side, this means
 
continued support for tile GOE's administrative and fiscal

decentralization process. On private side,the this involves promotion
of locally-based programs and policies to support development of the
 
local private sector.
 

b. Building Democratic/Popular Participation: 

LD IIwould continue to emphasize the GOE/USAID commitment
 
to popular participation and democratic decision-making inall aspects of
 
local development. 

c. Developing the Capacity of Local Institutions: 

LD IIwould continue to place primary emphasis on tiledevelopment of local institutional capacity by directing technical and

managerial assistance to the process of develogment planning and finance

carried out at the local level, with specific project outputs serving as
 
one measure of evolving institutional capacity,
 

d.Operation and Maintenance of Basic Services:
 

LD IIwould accord the development and finance of

institutional capacity for operations and maintenance of basic services 
at the local level an importance equal to that placed on development of
capacity to plan and implement capital infrastructure projects. 

e. Local Resources Mobilization: 

A major concern of LD II would center on the issue of local 
resource mobilization consisting of two components. 

(1)Public Resource Mobilization.
 

Activities would support the further development of
the GOE's legal/policy framework and local governments' capacity to 
mobilize a greater share of investment and recurrent costs for basic
services through the application of user fees and other local revenues. 
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(2)Private Resource Mobilization.
 

This area would develop the climate and programs
(e.g. credit) to promote greater local private investment and to
 
encourage, over time, a greater mobilization of savings by local 
residents and institutions. In addition, funds would be provided to
 
support the efforts of private voluntary organizations (PVOs) to expand

and deepen their role in mobilizing local resources and promoting local
 
economic development. 

II. C. End of Program Status 

Tha LD II Program AMsistance Completion Date (PACD) would be 
Septembar 30, 1989. At that time it is anticipated that the following
institutional improvements, systems and processes, and subprojects would 
have been institutionalized or completed: 

1. Th_ Ihterministerial Local Development Ccimittee (ILDC) and 
its Technical Secretariat (Amana) would be fully established and 
providing: 

- central fora for discussing national policies for localde vel opment; 
- policies and guidelines for the design and implementation 

df local development programs; 
- analysis, with key ministries, of policy issues coupled

with subsequent legislative action or regulatory changes to 
put policy into effect;
 

- central capacity for technical assessment and evaluation of 
local development programs; 

- o\ersight for the implementation of GOE local development 
programs.
 

2. An integrated planning and budgeting system for local 
government which balances investment witn adequate allocations for 
associated annual recurrent costs. Locally developed long-term plans for
 
basic services would be reflected in, and partially funded through, the 
next Five-Year National Development Plan.
 

3. Restructured central/local financial relationships and the
 
adoption of a matching block grant system for basic service delivery.
Local matching funds would be increasingly derived from user-fees which 
would be raised, in real terms, during LD II. 

4. A maintenance system in each unit of local government with thecapacity to operat-e an maintain both fixed plant, such as water systems, 
and rolling stock. 

5. A system of grants to PVOs to stimulate local, private

provision and maintenance of basic services,
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6. 	Greater access, for the rural and urban poor, to basicservices through the completion by the local governmentapproximately 3,150 local projects, 	
units and PVOs of

and the provision of 500 piecesheavy equipment and 	 offixed plant for O&M and other project-related
purposes.
 

Il. D. The Scope and Phasing of LD II
 

1. 	Relationship to DSS I
 
The LD II 
 program would maintain the nation-wide scopeestablished under the DSS I project portfolio. Over three years,would finance two complete annual planning and budgeting cycles in 

LD. 
20

II 
provincial govrnorates and 23 urban distr-icts. Urban districts inGreater Cairo and Alexandria would all participate in the first year.Provincial governorates would be 	 phased in during the first two years,with nine governorates participating in 	 the first year and elevenadded in the second year. The Sinai Covernorates 	

more 
would not be includedfor LD Ii funding because they would still be receiving BVS funds for twomore years. The Sinais would, however, continue to participate in LD IItechnical assistance and training efforts. 

GOE's 
If 'the Local Development program is incorporated into thesecond Five-Year Plan, as anticipated, and if USAID financing isavailable, an LD III program would be authorized to start in 1987.
II summarizes the overall 	 Chartphasing of DSS I, LD II and the proposed LD IIIprogram. Governorates are"not identified in this chart since thedecision on governorate entry into the program would be left to therespective Interministerial Local Development Connittee (ILDC)
subcommittees 
 and the ILDC itself. The discussion bel'ow outlines thehistorical DSS I program phasing and the rationale for LD II phasing. 

The DSS I program began as a series ofdecentralization projects which were 	
discrete

grouped into on overall sectorprogram in 1982. This first sectoral grouping was known as theDecentralization Sector Support Program or DSS. LD II would focus oncontinuing the activities of three of the original USS projects, namely
BVS, NUS and DSF.
 

BVS started in 1980 as a 	PL 480 Title III-funded activity inthree governorates. As USAID grant funds became available in threesuccessive increments, additional governorates were added until theprogram became nationwide 
governorates. Three 

in scope, covering all 22 provincialgrants were tomade local units for basic serviceprojects. Each unit built up its capacity by completing three projectsplanning and implementation cycles. 

The DSF project provided two successive grants to 21
provincial governorates in FY82 and FY84 (Ismailia governorate was 
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excluded with the other canal zone governorates of Port Said and Suez).
All Governorates received a DSF allocation in each of the two years. The
intent of this project was to provide equipment neccessary to maintain 
public infrastructure at governorate, markaz and village levels. 

NUS paralleled the BVS effort in urban areas. NUS funds first
became available in 1981 for Cairo and Alexandria urban districts. In 
the second year the urban districts located in Giza and Qalubia
Governorates were added. In the 1985/86 GOE Fiscal Year, all districts 
would receive funds from both the DSS I/NUS activity and from the new LD
II program, This overlap is indicated in Chart I (page 22). The total
allocation to each district from both sources would remain about the same 
as previous nominal amounts. 

II. D. 2. Rationale for LD II Scope and Phasing. 

There are two major reasons for keeping the USAID/GOE Local 
Development/Decentralization efforts national in scope. First, the 
nature of policy and institutional changes which are needed can be more
effectively addressed in the context of a nationwide program. Second,
GOE concern for equity in the distribution of program benefits, coupled
with an almost unifon deficiency in basic services across governorates,
calls for a national program which continues to provide resources to all 
local governnment units that "participated in the DSS r Program. 

LD II would seek to obtain qualitative improvements in-key 
areas of local government planning and budgeting. In particular, the
issues of maintenance and of local resource generation and retention 
would be addressed during LD II. These changes can best be engendered
through an active exchange between key central ministries, such as the
Ministries of Finance, PlannIng, Housing, and governorates. 'With all 
governorates participating, this dialogue would be national in scope and, 
as such, be more likely of receiving sustained attention at the policy
level. 

Tha rationale for phasing of governorate participation in LD
II is based mainly on implementation considerations. In urban 
governorates, the districts are close together. It is easier to deliver 
the necessary introductory orientations to alT districts. Provincial 
governorates, on the other hand, are dispersed. Orientation must be
 
given to 868 village councils located in 22 provincial governorates. This 
can be done effectively only if it is spread over two years. 

AK
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II. E. DETAILED PROGRR" DESCRIPTION 

II. E. 1. The Basic Services Delivery System (BSDS) 

a. Description of Basic Services Delivery System 

(1)Introduction 

The LD II Basic Services Delivery System would develop
the institutional capacity of local governmen units to meet basicservice needs of their local constituents and to sustain these services 
over time. 

It is specifically targeted to address the followingmajor constraints to local development described in Section I above. 
These include: 

(a) The lac- of complete institutionalization in all 
governorates of a local development planning system, which encourages
full, popular participation.

(b) The limited scope of technical design and managerial
capacity at the local level which is not adequate for more complex basic 
service systems. 

(c) The imbalance between investment financing and 
recurrent cost financing.

(d) The absence of an effective link between the O&Mplanning system and the capital planning system. 
(e) The inadequate technical and institutional capacity,in most areas, for maintaining basi6 services infrastructure and 

associated equipment.
(f) The fact that few resources for basic service

delivery are controlled locally. 

(2) The BSDS strategy: 

The BSDS would engage every local unit of government inEgypt in two major annual planning and budgeting exercises. These
planning exercises would involve popularly elected local councils
selecting projects which address specific community needs. They wouldfocus on maintenance planning and other generic weaknesses mentioned 
above. This would be done through coordinated application of projectplanning and selection criteria, provision of technical assistance and 
training programs. The structure and components of the BSDS are aimed at
institutionalizing improvements in the planning and budgeting process at.

all levels of local government, in both provincial and urban areas. 

ilatching block grants, financed by USAID and the GOE,would be provided to local units who complete the planning and budgeting
process, and who contribute their own funds. The block grants would
finance the capital costs of approved projects and thareby provide the
experience needed to institutionalize a basic services delivery system.
IWring and after implementation, a major effort would be made to improve 
the ability of local government units to maintain completed projects and
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thereby sustain the provision of services. The experience gained in
planning, implementing and maintaining each project would be used to
further improve the overall service-delivery system in successive planning 
years. 

It is hypothesized that repeated participation by every
local unit in the BSDS planning-iplementation-maintenance cycle would
lead to the institutionalization of the process in the local government
system. Establishment of a GOE matching grant system would provide the
framework for continued central government support of decentralized basic
service planning and delivery after completion of USAID activities. 

(3) Key Characteristics of BSDS. 

(a) National Scope and Coverage. 

As discussed above, BSDS would involve the 
participation of elected and executive councils at all levels of local

government in every governorate of Egypt, both provincial and urban. 

(b) Link to the GOE INational Planning Process. 

The BSDS planning and budgeting cycle would be synchronized
with the annual GOE planning/budgeting exercise for both investment and
 
recurrent cost financing. This integration is intended to:
 

-- perit effective coordination between LD II

subproject planning and other investment .planning efforts conducted by
local governments, and, 

-- facilitate the acceptance and institutionalization
of BSDS planning, budgeting, and maintenance processes into the standard

GOE mode of operation. 

LD II would include a specific training component todevelop a five-year plan for each governorate. Individual governorate
plans could be integrated with the next national five-year plan and
 
establish the empirical base for LD Il financing.
 

(c)Establishment of GOE Matching Block Grant System.
 

To address the need for greater local fiscal
 
decentralization, LD IIwould establish a central/local government

matching block grant system. The USAID contribution to the BSDS for 
capital block grants would be augmented by a GOE central/local matching
grant. Local units of government would be required to finance at least 
5% of the total investment cost of subprojects. Tis would be a cash
contribution over and above any in-kind contributions. In-kind 
contributions would continue to be encouraged as has been the case in the
BVS and NUS projects. The Ministry of Planning (MPIC) would match the
local contribution with GOE funds from the investment chapter (Bab III)of the national budget. With this local and central contribution, USAID
would finance up to 90% of the total investment in each subproject. 



-26

(d) Hlaintenance Upgrading Effort. 

As a significant change of emphasis from the DSS program, the BSDS would include a major effort to develop the capacity 
I 

oflocal government units, in conjunction with the private sector, to

maintain basic infrastructure and equipment. In addition to 
improving
maintenance facilities and the skill level of government personnel, this
effort would attempt to create a permanent link between planning andbudgeting for new infrastructure and equipment, and planning for required
recurrent costs which are necessary to maintain new as well as oldinvestments. The local resource mobilization system described below wouldsupport this effort by developing means to finance recurrent operationsand 	 maintenance costs basicof service infrastructure. 

(e) 	Mlinistry of Finance Funding for Recurrent Cost of
DSS I and LD 11 Investments. 

A final and important dcparture in operatingprocedure that would distinguish the LD II program from DSS I has to do
with how maintenance financing is made avaiiable to 
local government.

Under DSS I, maintenance funds were allocated to 
local governments by the
central goverr.ent. However, the of funds requiredlevel 	 was arbitrarilydetermined and provided in the fon of a one-time payment equal to 10
percent of capital cost for infrastructure investments and 20 percent 
ofcapital cost 	 Thefor 	equipment. allocation was made to local governments
from the central government Bab III capital budget. This system offinancing recurrent costs is seriousy flawed on tVo grounds. First, the
estimates for annual recurrent costs were arbitrary, rathar than based onan analysis of actual 
needs. Second, the source of financing was the
GOE's capital investment budget rather than the 3ab II recurrent cost 
budget.
 

Under LD II, a new system would be instituted whichcorrects the above deficiencies. First, recurrent costs for operating
and 	maintaining both DSS I and LD II investments would be budgeted on
"actual needs" basis. 	 an


This calculation has been carried out as part of
the design process 
 for 	LD II and has led to the general "rule of thumb" 
that annual 
recurrent costs are on the order of 5 percent of investment
cost for infrastructure and 10 percent of investment cost for equipment.Through attention to cost accounting during LD II, these averages would
ba continually refined. Second, recurrent costs for DSS I and LD II
investments would be financed on an 
annual basis, based on O1 budgets
submitted by participating governorates. Third, annual recurrent cost
would be financed by the MOF from the central Bab I! recurrent cost
budget rather than from the Bab III investment budget. 

Over the medium term (through the life of theproposed LD II program), it is expected that the burden of financing
recurrent O&M would becosts shifted from the central government budgetto local governments. This would be accomplished by introducing newfiscal instruments and delegations of authority to give local governments 
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the means to generate and retain local revenues. The establishment andinstitutionalization of the necessary legal, organizational and financial
systems would enable local authorities to assume a greater share of
recurrent cost financing. These would be the emphasis 
 of the local 
resource mobilization compcnent of LD 11. 

II. E. I. b. End of Project Status for Basic Services Deli very System 

The following representitems the major results of the LD
 
II Basic Services Delivery System which would be in place by 1989.
 

(1)AGC)E funded matching block grant system would be fullyinstitutionalized and accepted y GU policy makers as one element o1 its
erfort to decentralize fiscal authority and responsibility. This block
grant program would provide central government financial support to local
governments and enable them to better fulfill their function ofresponding to the perceived needs of their cont
tituenc-ies in a moredemocratic, participatory mani,_r. Through this matching block grant
system, local communities would be encouraged to generate their own
matching financial contributions for local development projects.
 
*(2) A e-,ccntralized'planninq and budgeting process, as
 

called for in local government laws, wouldTe more tully

institutionalized. Tlis would 
 result in greater enfranchise-ent ofEgypt's pi,-ulation in the development process and greater local
contribution to development at all levels of government.
 

(3) Improvement in the ulity of planninq and roiect
 
implementation capi3Tlhty at a 
 Ievesof loca goverment. better
technical design, linkage of W&14 and investment plannin-T-and use ofimproved computer-based infonnation systems would result in moreefficient allocation of resources and investments with longer service
 
life.
 

(4) Appropriate maintenance facilities in place to serveall levels of local government according to standards cstablished tor
governorate, miarkaz, district and village maintenance facilities. 

(5) Improved oeration and maintenance of basic serviceinfrastructure thr-ugestructured local government organization and 
management. 

(6) Approximately 550 u'rban and 1900 provincial projectswould be completed and aproximately 500 pieces of inrastructute 
equipment would in all basicbe place, servinq service needs throughoutEgyT. Through thie experience of implementing and maintaining theseprojects, all local units would have gained valuable practical experiencewhich would carry over in planning other local development efforts. 

(7) Approx.imately 55,000 participantswould be trained inplanning, project design, accounting procedures, infoniiation systems,data analysis, operation and maintenance, and project management. This 
figure includes 43,000 local council members who would attend orientation 
and local development workshops. 

/ 
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II. E.1. c. Components of the System
 

(1)The Process of Delivering Basic Services.
 

LD II seeks to institutionalize a self-sustaining,

decentralized, fiscal and administrative process for the delivery of
 
basic services. The major steps describing this process are summarizpd

below. These steps would take place in an annual planning and
 
impleqentation cycle which coincides with the GOE national planning and

budgeting cycle. Each cycle comprises six functions: 

- assessment of present needs and past performance;
 
- allocation of resources to meet identified needs;
 
- planning of projects; 
- impleientation of projects;
 
- maintenance;
 
- evaluation of results, and back to the beginning.
 

The main actors in the process are the Intrrninisterial 
Local Development Cnmmittee and its subcommittees, governorate executive 
and popular councils, markaz or district executive and popular councils,

and, in provincial governorates, village executive-and popular councils. 
The process is described in more detail in the imlementation plan

(Section VI, page 70).
 

(2) The BSDS Matching Block Grants For Local Development. 

Each participating governorate would receive arf annual
block grant, which %.,ouldbe disbursed against approved project plans. The 
block grant w'ould be financed by USAID and the I4PIC. Over the two annual 
cycles per governorate funded under LD II,the MPIC's contribution would 
be the equivalent of at least 36.13 million, and USAID's would be
 
$ 129.7 million. In addition, each governorate would be required to 
match the MPIC's contribution to the total block grant. Each governorate
would participate for tw.'o complete annual planning cycles (See Scope and 
Phasing, Section II.D., page 21). The actual amount of each
governorate's annual block grant may vary according to the determination
 
of the ILDC. On average, the size of each annual block grant would be as
 
shown inTable 5,(page 29).
 

The BSDS matching block grant approach would require a

contribution, by local go ernment units, of at least 5% of the total 
subproject investment cost. The 5% contribution would be allocated from 
the Local Services arid Development Fund (LSD-) accounts, traditionally a 
source of local government financing for subproject investment (e.g. the
 
paving of USAID-funded dirt and gravel roads). The BSDS would continue
 
and institutionalize this practice.
 

Analysis of LSDFs shows that this level of contribution

is within the means of the governorates. In 1983/84, the provincial
governorates had an average of LE 671,750 in their LSDF accounts; the 
range was from LE 125,000, in the desert governorates, to LE 2,000,000,
in the Delta (Working Paper No.7). BSDS would require that the 
governorates contribute an average of LE 120,000. The local government
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Table 5
 

AVERAGE SIZE OF LD II INVESTMENT AND MAINTENANCE FUNDS 

PER GOVEPNORATE PER PLANNING 	 CYCLE BY SOURCE.!/ 
(US4 millions) 

ProvincialInvestment Funds by Source 	 Urban
Governorates 
 Governorates 

Block Grants: 
USAID 
 2.40 
 2.22
1IPIC 0.12 0.11 
Subtotal 2.52 2.33 

Governorate Matching Funds: 0.12 0.11 
Total Investment Funds 2.64 2.44 

Maintenance 	 Funds by Source
 
JF[3b 11
t. 	 1.16M 0.58M 

1.The actui amounts tor each 	 governorate may vary considerably fromthese averages, especially for urban governorates. 

units have expressed w'1illingness, 
to continue allocating their funds to
 
local service and infrastructure projects. 

(3)Planning ouidelines
 

Each governorate ard participating local units would
prepare two different plans as follows: 

(a)Annual Maintenance Plan.
 

Inorder to address the problem of maintenance for
DSS I-funded investments, as well as new LD II investments, governoratesWould be 	 required to prepare an annual maintenance plan and budgetcovering 	 the pastneeds of infrastructure and equipment investments.This maintenance planning effort would be done in conjunction withefforts undertaken in the Local Resource Mobilization component of LD IIto address the problems of recurrent cost financing. Cost ofimplementing these maintenance plans would be funded from the MOF Bab II
allocation for maintenance.
 

If LD II 	 efforts at restructuring recurrent costfinancing are successful, it is anticipated that an increasing share of
recurr nt cost financing would be born by local units. Progress inimplementing maintenance plans would factor in the ILDC's assessment ofabsorptive capacity used to determine each governorate's total block 
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grant allocation. Technical. assistance and training programs would, in
 
part, be directed at improving the quality of maintenance planning.

Thaese efforts would evolve from current BVS, DSF and NUS work on 
maintenance.
 

(b) Annual C4)ital Investment Plans. 

Planning of new capital investmnents to be funded
 
with LD II block grant funds would be made according to the following
 
guidelines:
 

i. Investment priorities; 

- upgrading of old and construction of new 
maintenance facilities;
 

- upgrading of existing infrastructure to make it 
more easily operated and maintained; 

- new infrastructure projects and equipment. 

Governorates would have to demonstrate that needs
 
in the first and second priorit) items have been addressed at all
 
administrative levels before new projects would be approved;
 

ii. 0 & Iiplanning for new investments;
 

Proposals submitted for new subprojects would

have to include detailed personnel, organizational and budget plans for 
operation and maintenance of new infrastructure, as well as a detailed 
description of the prcposed project itself; 

iii. Feasibility studies for larger projects;
 

A technical review would be required for any
project costing more than LE 100,O00. As discussed belo'.d, it is Lxpected
that these larger projects would constitute no more than 3o of the total 
number of LD II projects, and be limited to village .astewater and 
groundwater disposal efforts in rural areas and the maintenance facility
and solid w'aste programs in both rural and urban governorates.
Governorates would be able to allocate a portion of their blo k grant to 
finance feasibility studies necessary for larger projects. Tese 
disbursements may occur at any time during the normal planning cycle.
The ILDC and USAID would establish limits on the amount of funds that may
be used for feasibility studies by a governorate in any given year; 

iv. Allocation of funds between different levels of 
local goe rnment ; 

N' less than seventy-five percent of each
governorate's block grant funds would be allocated to village councils 
and urban districts for provincial and urban governorates respectively.
 
Up to 25% of block grant funds may be reserved for governorate and markaz
 
level 
projects which support village and urban district projects. This
 



-31

includes, in particular, markaz or go\ rnorate level maintenance 
facilities and equipment, and improvements in provinsial water systems
that benefit several village councils; 

v. 	 Option to use USAID block grant funds as foreign 
currency ; 

Governorates would have the option of using up to 25%
of the USAID portion of their annual 
 block grant funds allocation as

foreign exchange for importing capital equipment which is unavailable on
 
the local market. Such funds would be counted against a governorate's

annual allocation but disbursed directly to U.S. suppliers through a
 
letter of credit (se'd financial plan).
 

(4) Ty.pes of SUbprojects and Ecpioment. 

The guidelines for determining project eligibility
would be similar to those currently used in the NUS, BVS and DSF. 
projects. All projects must be public in nature and benefit as many
people as possible. Based on the experience of DSS I, it is expected
that the majority of projects would be of the Following types: 

In provincial governorates; expansion and upgrading

of potable water net;,rks; construction of small potable water systems;

rehabilitation of village feed:- roads;' construction of small bridges,

lining and c-leaning of irrigation canals, construction of- villaqe

waste,'ater disposal and treatment systems, construction of small
 
groundwater drainage systems, construction of bus stop shelters,

construction of new and upgrading of existing solid waste and maintenance
 
facilities. Imported equipment would include road maintenance equipment,

garbage and sewerage removal trucks, small compact water treatment 
systems (for desalination and deinralization), water pumps, generators, 
w;ater transport trucks, and emergep-y equipment. 

In urban govarnorates; expansion and upgrading of 
schools, clinics, youth centers, street lighting, small water and 
wastewater systems solid waste management, and street paving. Imported
equipment would be less important than in provincial qovernorates, but
would probably include items such as garbage removal and cesspit emptying
trucks, and some emergency equipment such as fire fighting equipment. 

Historically, the average project size for both
 
urban and provi rpial areas has been approximately LE 45,000 and the time 
required for irplcmentation ranged from three to ten months. It is 
expected that these averages, adjusted for inflation, would continue 
unde r LD II. An exception is expected in the case of village wlastewater 
and ground-,,:ater disp-osal projects and governorate maintenance and solid 
waste facilities. These projects would be larger in size, ranging from 
approximately LE 100,000 to LE 400,000, and may require up to one and a
 
half years for implementation. These larger projects currently'
constitute less than 1%of all BVS projects. Due to increasing demand
for these type of services, it is anticipated that an increasing number 

(A 
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of wastewater projects would be requested under LD II.probably range from 50 This number would 
approximately 2,450. 

to 100 projects out of an anticipated total ofTechnical assistance would provide support andmonitoring of all projects, with special attention to the largerwastewater projects. 

(5) O&Hi Maintenance Facilities and Management 

The LD II Program, throughbeen specifically tailored to 
the design of the BSDS, hasgive emphasis to the operation andmaintenance of basic services and associated equipment.
historically low Given the 

local governme 
priority accorded to O&M, the institutional capacity oft to routinely manage

equipment has not kept pace 
basic services, infrastructure, andwith the rapidly growing capitalhas been put stock thatin place. The project selection criteria for BSDSas described above, projects,have been designed toLikewise, correct this past deficiency.the 1,inistry of Finance,allocation of the 

which is responsible for therecurrent cost budgetby the inistry of Local 
to local government was invitedGovernment to be a peianent memberLr. of both theI1 policy comnittee and the TechnicalCJE Amana. These initiatives by theprbvi do assurance that

Jnd2r LD II, equal 
0&1".. issues wouai-bje accorded an importance,to that accorded to the planning and develcpment ofnew capital projects. 

To reinforce this emphasis on O&IM, the GOEthrough both th'e ongoing 1:US and USAID,and BVS projects and theconmissioned design i,,orkby the Aomna, have established severalorganizational models pilot projects andror maintenance of both fixed plant andsto The rollingk. various models that have been proposed are outlined inWorkiny Papers 5, 7, and 22. 

For the maintenare of rolling stock, fourorganizational models have been proposed. Basedgovernorates, the a sarple of sixpreferred modei would involve the 
on 

creation of a public
sector m3intenance corrany, which 
 Law 43 of 1979 allows.authorities, through competitive bidding, would 
Cvernorate 

contract with thesector for management privateof the company
under contract, who would in turn be respensible,for the maintenance of all DSFrolling stock o;,rned equipment and otherby the governorate. The contract would be funded bythe increased B;3 II (recurrent cost) allocations made availablegovernments to localby the 140F under the teris of the LDnecessary physical and 

II Grant Agreement. Thpplant maintenance equipme2nt,place, would be if.not already ineligible for priority financing from the DSDS MatchingGrant. 

The development and implementation ofprogram would the this specialbe responsibility of an M M SubconitteeThis subcormittee would of the Aana.;ork closely with theConinittee ECJipment Supplier'sof the Ar, rican Chamber of Co,-mr.rce (Egypt), which hasorganized advise beento the GOE on the operation and maintenance of Americansource and origin equipment supplied under the DSF and CIP programs.
While negotiations have not been concluded, it is anticipated that 
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suppliers would periodically loan staff to the Amana O&M Subcommittee to

assist in the development of this important initiative. Additionally,

the LD II Program would finance technical assistance, as discussed below,
to assist the Amiana and participating governorates in the impleiMentation
of the program. 

For maintenance of fixed plant, particularly water and
sanitation systcms and other local infrastructure, several alternatives
would be tes.ed under LD II. Thi alternatives range from upgrading the
capacity of goverrorate, markaz and village maintenance organizations to
the contracting of indigenous PVOs to manage operation and maintenance of 
specific systems.
 

Under BVS, a three-governorate pilot maintenance project
is now undc~niay, which aims to upgrade the capacity of markaz and village

institutions to oDerate and service water, sanitation, drainage and other

projects financed under DSS I. If proven effective, this model would be 
replicated during LD 11. 

Under the llelwan Upgrading Project, financed by USAID,
 
an attractive and potentially replicable organizational model has been

tested which could be widely replicated under the LD II Program. In the
Helwan are3, a community association was organized ard incorporated as a
 
PVO. Sewage trucks procured under the project were entrusted to the
 
managccrit of the PVO, which in turn worked with the concerned
communities to establish the service schedule for ro utinely pumping
cesspits. The PVC assesses user fees sufficicnt to cover the operational
costs of the program as ,;ell as to maintain the fleet of trucks entrusted 
to their management. This model could be applied to O&M of either
rolling stock, as in the above case, or to O&M of fixed plant. 

A final model for operation and maintenance of fixed 
plant that would be enouraged under the LD II involves assistance to 
water authrities that have been established at the governorate level in
three governorates. While these neq authorities are presently
preoccupied with the maintenance of major urban systems, BSDS matching
grants would be used to facilitate the creation of an O&M outreach 
capacity to service small rural systems within their jurisdiction. 

To facilitate O&Ml initiatives, such as the illustrative 
exarples cited in the preceding paragraphs, up to 25% of the annual BSDS
matching grant would be available to governorate or markaz authorities to 
finance equipment or contract for services focused on upgrading local 
operations and maintenance capacity. 

The preceding discussion has focused on alternative
models which local governments would be enzouraged to pursue under the 
LD II program. Of parallel in.ortance for the effective operation and
maintenance of basic services, is the need for broader discretionary
authority to be granted to governorates and ot[rr units of local 
government to assess, retain and apply user fees to cover operation and 
maintenance of basic public services. The Local Resources Mobilization 
component of the LD II Program would address this important concern. 
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(6) The BSDS Training Program 

Training would be provided for the provincial, urban and 
O&11 components of the BSDS both locally and overseas. 

Under the provincial program, orientation and local 
development technical workshops for elected council officers would train 
approximately 39,200 participants. Technical training courses for GOE 
staff would include gov2rnment planning/management, information 
managc)ment, maintenance, sanitation engineering, technical design and 
accounting. These courses would train approximately 3,050 participants 
over a three year perioe 

TIe urban training program would continu2 the NUS funded 
core courses during the first year of LD II. Wring the second and third 
years, LD ii would train approximately 4,200 additional participants in a 
series of three engineering courses and four planning and management 
courses, and other specialized training. District and popular council 
workshops would train over 300 participants.' There would also be aji 
overseas training component for approximately 100 participants. 

The C&M training component would run a series of courses 
on O&.M mnagement, fiscal planning, cost accounting for maintenance 
centers, rolling stock and fixed plant maintenance, and cperator training 
over a two year cycle involving 3,600 persons. 

All BSDS training activities would be closely 
coordinated with the Ministry of Local Government's Local Development
Training Center at Sakkara, as it develops and iriplements its program. 

The number of courses planned and budgeted are specified 
in Annex 3. 
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II. E. 2. The Local Resource Mobilization System (LRM) 

a. Introduction: 

The development of this system is essential because withoutlocal control over revenues, and without increasing the proportion oflocal finance which is raised locally, full decentralization of local
go\rn7hent cannot take place. Further, without additional contributionsof local resources to basic services, these services cannot be operated 
or maintained adequately.
 

The Local Resource Mobilization (LRM) system wouid address
the following policy and financial constraints to local development: 

-- limited po'licy analysis focusing on local 
resource mobilization; 

-- rela"tively little local control of local finances, 
--inadequate local contributions to the capital and
 

recurrent cost financing of basic services; 
--the imbalance between investment budgets and recurrent
 

cost budgets for local basic services. 
The LRM system has been divided into a public and a private

-subsystem. 

The public subsystem would focus on generating local resources thrcugh appropriate user fees and benefit 6har.ges. The feeswould b.! retained in the jurisdictions where they are paid in order toprovide for the operation and maintenance of the basic service projects
developed during DSS I, through the LD II Basic Services Delivery System,
and othe-r local government programs. 

The private subsystem would inlude two componentactivities. The first would coordinate the resources of PVOs with thoseof local government to extend their limited resources by encouraging
volunteer organizations, which can be mobilized for service delivery.Tfe second activity \,ould be explored in greater detail, during LD II. If a project can be designed it would make credit available to small privateenterprises in local areas. A preliminary proposal (Working Paper 19)has been sub;.2itted to the Aonaa for consideration. Ifa consensus isreachr-e.d between the Amana,- -banking authorities and USAID, a creditcomponent would be incorporated into the LD II program during U.S. FY1986. 

These public and private (PVO) subsystems are discussed 
separately below. 

(0082A/1066D) 8/15/85
 

0 
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II E. 2. b. The Public Resource Subsystem 

(1)Description of the Public Resource Subsystem. 
This activity would be directed and coordinated by asubcommittee of the Anana. The subcommittee would be responsible forpolicy formation, deve-lopment of a constituency knowledgeable about localresource mobil ization, initiation and support of legislative changes andcoordinaton of the implementation of additional components of the
subsystem. Tir- subcommittee:s agenda would 
 focus on the followinglimitations of the existing local resource mobilization system: 

(a) Grants from central government represent overlocal revenues 87% of(Working Paper No. 13). Covering O,&M expenses by thismethod, as outlined in Section I.F.4.a. (page would10), obviously resultin large increases in transfers. The Ministry of Finance has indicatedit wishes to reduce these transfers in order to reduce overall budgetdeficits. Other revenue sources need to be identified. In the interestof fiscal decentralization, and constraining central government deficits,these additional resources should be generated locally. 

(b) Tha total level of central grants and theirallocation are both based substantially on an ad hoc system (WorkingPcer No. 13). Thus the cerntra- government decides each year thelevel of ontransfers aithout explicit objective formulae. This introducesan element of uncertainty in th_ financing of local activities. 

Thq ad hoc grant system also inhibits development oflocal government revenue sources. Some local officials have suggestedthat if more revenues are raised locally, then the ad hoc central subsidywould be correspondingly reduced. Analysis of the b'ud-- shows thatthere is a positive correlation between per capita revenues, gereratedlocally, and per capita local expenditures. (Th:! analysis doescausality, Working Paper not proveto. 13). The perception, however, that thecentral subsidy would be reduced is sufficient to discourage local
 resource mobilization.
 

Thus, the ILDC should consider carefully howlocal/central fiscal relationships could be 
the GOE

changed from ad hocarrangements to more predictable fornula-based arrangemen§.

(c) Local governmentand taxes. Local revenue has limited control over local feesgeneration is constrained because the rates formost usar fees, miscellaneous fees, and taxes are established at thenational level. Local government sovereignty taxes, for example,imposed areat a constant rate and collected by the Ministry of Finance "for 
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the use of local government". No local control exists over the base to
be taxed or the rate set. 
 Decree 239/1971 permitted a set of small
miscellanecus fees (not classified as 
sovereignty taxes or user fees) to
be doubled without returning to the Parliament for new auth)rity, butPrime Ministerial Decree 14/1982 requires the Prime Minister's permission
to increase these fees.
 

Further, in keeping wit' the traditional Egyptianbudget process, most local taxes and fees a,.
passed to the central
treasury, rather than remaining at the local 
level. The Local Service
and Davelopment Funds, created by Law 52/1975 inorder to retain someresources at local level, art the exception. Since riost revenues revertto the national treasury, the link betw-een setting highr fees and theability to improve service delivery is very tenuous. For the link to
become strongar, fees collected for specific purposes at the local levelshould be kept in the jurisdictions wiere they ane collected, anddedicated to pay recurrent costs of the services from which they are
collected.
 

Initially LD II would focus upon the retention of user fees at the local level. 

(d) User fees imposed on water and waste;ater servicesare too low to achieve eit.1er goal for which they are intended. Thesegoals are to finance service del ivery and to ensure efficient consumptionof the se_rvice (Working Paper t.o. 14). The Minister of Housing andPublic Utilities has raquested authority from the High Camittee forPolicies for a water and sanitary drainaqe rate increase for allgovernorates. The wasrequest approved by r.he High Policy Committee ofthe Cabinet and the new rates have been passed to the governorscommunique from the Ministry. Some governors may 
in a 

adopt the higher tariffonly after consulting the local1 popular councils. Fees are intended tocover 35 percent of 0.&11 costs initially (rising to 100 percent by 1991)and would vary pt. 3.0 for thefrom first 30 cubic meters for householdconsumption to pt. 10 for tourism and productive enterprises. A chargefor sanitary services equai 10to percent of the water fees would be 
imposed.
 

LD IIwould focus upon raising user fees'to achieve
the basic goals noted above.
 

(e)Local collection practices are 
still rudimentary.
Most local taxes and fees are collected by Ministry of Finance TaxDepartment employees at t;ie local level. Village, markaz, and
gov3rn3rate officials collect a relatively small amount of revenues 
from
an assortment of more 
than 40 small fees and 
taxes. Little expertise has
been developed because there is little actual experience in local
resource collection. Further, of taxesmany these and fees are "nuisancetaxes", as the cost of collection exceeds the revenue generated.Enforcement is probably very lax. 

The implementation of the public resource subsystemwould also require a cadre of trained staff in the Ministry of Finance,
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in 	its governorate departiRents, and in the finance directorates of eachgovarnorate, district, markaz and village I. The capacity of the MOF,and local universities, and institutes to train local unit staff inpublic finance and local resource development would be increased by theLD II program. A continuing supply of.well-trained staff would be
required to sustain the system. 

(2)Strategy for Implamenting the Subsystem 

Tk LD II strategy for implementing the LRM subsystem
would be as follows: 

(a) Strengthen the capacity of central government to: 

-- identify major local financial resources; 
-- conduct research to assess how resources can be 

mobilized; 
--	 develop policy changes to enable local units to 

mobilize additional resources; 
-- build a knowledgeable constitureny to support 

policy change; and 
-- draft legislation to enac: policy changes. 

(b) At the same time, the capacIty of local governmentto 	implement the policy change: and assume the ni,_'.responsibilities given
to them-by the changes in the legislation would be increased. 

(c) Technical assistance and training would be providedto both central and local government units to enable them to implement

the L'i strategy.
 

(3) End of Project Status of the Public LRM Subsystem 

By 	 1989, the follo,'ing would be in place: 

(a) Increased authority for local councils to collect,
retain and expend additional revenues, user fees, etc; 

(b) Studies completed concerning modification of thepresent system of intergovernmental grants for Bab II recurrent costs,
froni an ad hoc svstem to a formula-bascd system, to enable local 
govern,.2nts to plan with greater ce-rtainty; 

(c) Increased revenues and user fees collected and spentlocally, with an increased praportion of recurrent costs for basicservices infrastructure, equipment and maintenance assumed by local units; 
1. Mia flini stry of Finance has direct employees stationed in localgovernment units, down to the district and markaz level. Eachgovernorate also has Directorateits own 	 of "Fname with staff at eachlevel of government, down to the village units. 
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(d)Financial, managerial and administrative capacity of
local govarnments strengthened in the field of resource generation and
 
admi ni stra ti on;
 

(e)Local accqunting units, certified by the MOF,
operational in 50 percent of the local units;

(f) Ministries of Finance and Local Government providingtechnical assistance to local units in revenue generation and recurrent
 

cost financing;
 
(g) A local university offering a Master's degree inpublic finance; and,

(hi) A training program for local government and inistryof Finance staff estdblished and routinely operating. 

II. E. 2 c. Subsystem Cr,iponents 

(1) A Policy Forum: the ILDC, iana and its subCommittee 
f'Or LocaTiesource ixrilzation 

Tr ILDC and the An.ana, which are described inSection III (pace 47), constitute t -entral policy forum in which allaspects of local development would be discussed. 
Local resource
mobilization policy alternatives 
,ould be d.veloped by a technical
subco.littee of the % aa. using local research institutes and 
consul tants. 

Th2 subcr.m:ritte, chaired by undersecretaryan of the1OF, wa3jld comprise representctives from the ILDC, the Aaa, and thegovOrnorate finan-e di r, ctorttes. Th subconittee ,;ou--Tso organizeworkshc\)s 3nd study tours concerning local resource ,nobilization in tie
U. S. and third counitries for senior policy makers and I4inistrygov.rnorate staff. Tlese 'wrkshops 

and 
for senior staff would take placesemi--nnually (i;i d-vny bcti'een r:eeti ,..s of seniorthe seminar described
below,) . The vorkslo)s wo'jld focus on the philosophy of local resource
mobilization, and specific examyples of ways in which local resources havebeen mobilized effectively in other- counCries. The LRM subcomiIttee wouldbecome a key organization for implementing the LR,. strategy outlined 

above. 

(2) Senior Seaminar on Local Resource Mobilization 

A small group of senior pcolicy-makers and researchers'O.ould form the IPM Senior Seminar and meet, in 
retreat in Egypt, every

six months to consider local resource mobil izati on 
policy strategy and
program initiati ves. This group of 10 to 12 persons would be joined byinternationally recognized local finance specialists. It would developpolicy options to be considered, and commission studies to explore the consequences of implementing different options. 
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(3) Cadre of Local Finance Specialists 

The LD II program would develop a cadre of GOE central and 
local government specialists in local resource mobilization. The

subcommittee of the Amana and the governorate LDC's would identify staff
w.;hich, after appropriate training, would become the c. e staff of the
 
program to develop and implement the LD II local resorrce 
mobilization 
strategy. It is estimated that abouc thirty senior and mid-level stafffrom the Ministries of Finance and Local Government (Dept. of Local

Government Finance, and the Budget Department) would be given

post-gradu .'te training in public finance. Approximately ten university

faculty meir,',_rs would be offered post-doc'toral fello;'ships to study local
finance in U.S. universities. Similarly, tw.:enty finance staff in each

qov2rnorat;e (50 in all) .,would 
 receive training related to local resourcemobilization. This latter group may contain finance staff from utility

companies established by governorates.
 

(4) Trainin.i P)grams for Local Finance Staff 

LD II WD.ld provide thee levels of local finance training: 

(a) Long-t2rmi U.S. craduate fello;.ships in public 
ftinace. 

Five mid-level P'31F officials aLd univ,-sity faculty(,ith'Ph.D.s in econrics) w,,-ould be selected and sent each year, for pour

years, for grad.'te training in. public finance. The 110F 
 staff ',;ould go
to selected niversities forl.I.A. degrees. Upon their ret'urn to Egypt,

they the cc staff to manage 4he central governmient's

strategy for mobilizing local resources during the 1990s, and also to
 
institutionalie the training program 
 described in (4c) bcloyi. The

university stnff Would receivye post-doctoral fello'wshirs to L.S.

uni versi ti es. Af6-e reZurnirn3 to Egypt, they would form the faclt' for

aster's of Public Finance program(s) which would be offered by one or
 

core Egyptian uni versiti es by 1988/89.
 

(b) Long-teri gr,,iate training in public finance in 

By the third year of LD II, the university faculty whohave received advanced trainirg in the U.S. would establish one or moreMiaster Programs in Public Finance in Egyptian Universities. LD II would
offer ten scholarships each yeAr to ;,'OF and governorate staff to obtain
graduate degrees in public finance. It is anticipated that these
scholarships would conzinue to bc funded under LD III.
 

(c) Short-tern technical training in Egypt 

IOF and governorate staff responsible for collecting
 
fees and other local resources would be
user given one month courses to 

/4 
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improve their understanding and skills. TI technical contents of the 
courses would be developed by QC; staff with technical assistance
provdded by LR,' consultants to the -mana. The courses would be built
 
upon experience gained during the ii1,h-TeFentation of BVS, when ORDEV,

Cihenmonics, and the VCF organized training for local unit finance staff 
(W.orking paper lb. 4). The courses would be implemented in part by the 

- and governorate training departments, with assistance from local 
cU:,sultant trainers. 

Ii. E. 2. d. Description of Private Resource Subsystem 

This LD II activity would have t,;o co!:ponents: a program
for private voluntary oranizations, and a program for increasing access 
to credit fundJs in rural ar-eas. This project paper addrsses only the
PVO activity. The credit cr, ponetnt \;ill be studied and considered for
 
inclusion in the FY 86 PP amendment.
 

(1)Description of th2 PVO subsystem 

PVOs WOuld be in.luded in LD II beca,'se they brin
considerable local en_2rgy, s'ils, End frnds to the d.vlopmient process.
Th2y are a c.ulturally sensitive arid aopropriate nech-nis'o for Fc,bilizing
local resources for -cservices. In existing M.inistry of Socil 
Affairs (SA) progra,.-.7, P','Os con-..i bute half o0, tile project costs. Under
IJS, v.'hici, ':iuch sums for each. PVO zi-aninvol ved larqer provided by the

14S , P~'. contri .uted percc: t cf project costs. In rny cases II
"3 

which neilr the I.ISA r r AID h .e provi J'd. financial st;p];ort, P\'OS haveraised all funds within the co:2.m;i ty or fron fees .hsrgd for ser,'ices. 

indigenous PV;)s Egypt a long and inin have solid record
local development. Locally orgS.nized and co,-nuni ty-based, these 
non-profit institutions spenser some of the smallest privat: sector
acti vi ties, pro vi de )anc servi ces, produce, basic c..odi 1iI e rtae 
community clean-up and care. There are 10,500 PVO registered witn the
.,SA. They are widely disperst J throughout the country (Tables 6, 7, 
pares ,2,43) . PV ; are venturing into ne;" sectors with the provision of 
services for fees. T"2se self-sustainin- activities inulude the
collcction of garbage and was~ev.,ter in uns-erviced areas, loin programs
using near-.i/L-rket interest rates, day-care centers, and healthbasic 
se rvi ces. 

The se PVOs octivi ties would be encouraged, and supportedunder LD ii, by providing grants which the PVOs would use to expand their
servi ces. Durin. DSS I, the HUS project provided grants to 1,200 PVOs in
Greater Ca&ro and Alex-andria. The results of this program indic,.Ge that 
support for thes_ comiunity groups, averaging LE 8,000 each, has provided
the capital necessary 'o expand their services in a self-sustaining way
(Wor'kinr peper Io. 24). Fees for services and localadditional voluntary
contribuLions of res.ources ensure that the programs established by the 
grants at-,a. maintained. 

http:indic,.Ge
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TABLE: 6
 

LID IT GR NTS FOR
 
PVOs IN UF2AN j,!EF OZgTES
 

PVOs PVOs Fundcd P'vOs to beUrban Registered eligible for 
Total Grants
 

during funded during 
 during .LD II i
Governorates 
 in 1985 funding (estimate) DSSI LD II 
 (LE000s)
 

Cairo 
 3005 
 1500 
 600 200
Alexandria 1,600
710 
 600 
 350 140
Giza (urban) 350 1,120

200 140 40
Qalubia (urban) 320
288 
 140 
 30 40
Port Said 320
166 
 60 
 --- 50
Suez 400
142 50 --- 40 320
 

T 0 T A L 
 4511 
 2550 1120 510 
 4,080
 

1. Average grant is LE 8,000 per PVO.
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TABLE: 7
 

LD II GRAIT FUNDS FOR
 
PVOs IN PROVINCIAL GOVERPNORAUES /
 

GOVERNORATE PVOs Number Total Grants 
Registered Eligible PVOs During LD II 2/ 
in 1985 (estimate) (LE. 000s) 

Ismailia 117 25 200 
Damietta 108 20 160 
Dakahlia 462 95 760 
Sharkia 526 107 856 
Qalubia (rural only) 124 25 .200 
Kafr El Sheikh 226 45 360 
Gharbia 425 85 680 
M4enoafia 558 115 920 
Beheira 395 80 640 
Giza (rural only) 319 65 520 
Fayoum 229 45 360 
Beni Suef 240 50 400 
Minia 727 140 1,120 
Assiut 374 75 600 
Sohag 275 55 440 
Qena 258 55 440 
Aswan 308 60 480 
Red Sea 51 10 80 
New Valley 63 12 96 
Marsa Matrouh 63 12 96 
North Sinai 44 10 80 
South Sinai 20 4 32 

T 0 T A L 5,912 1,190 9,520 

1. Only the urban areas of Qalubia and Giza were included in DSS I.
 
2. Average grant is LE 8,000 per PVO.
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The LD 11 program would establish PVO Grant Funds in 
each governorate. Grants would be made to the PVOs in the governorates 
after project proposals had been reviewed by a subcommittee of the 
governorate's Local Development Committee. Staff at the govarnorate 
level would be supervised by the Social Affairs Directorate of the 
governorate. The Grant Fund would be financed by USAID (90 percent) and 
the governorate (at least 10 percent). PVOs receiving grants would be 
required to contribute 25 percent of the cost of their proposed projects. 

The program, as a whole, would be directed and 
coordinated by the provincial and urban subcomnnittees of the ILDC. The 
subcommittee would be supported by a full-time PVO coordinator and small 
staff in the Amana.
 

(2)Strategy for Implementing the PVO subystem 

The strategy is as follows: 

(a) Strengthen the capacity of local governments to 
coordinate and stimulate the development potential of local indigenous 
PVOs. Expand the existing NUS/PVO program to covar provincial 
governorates,. making the program national in scope. It would be manag 'd 
by the PVO subconnittee of the ILDC, thus improving coordination betw,.en 
ministries at the central level and involving the MSA in the local 
develoxment process; 

(b) establish small PVO Grants Funds to encourage e:ch 
governorate to contribute some of its own discretionary funds to the 
support of the PVOs, and thus mobilize local resources f.or local 
development; 

(c) establish the governorate PVO Grant Funds, managed
by the Governorate Local Development Committee, thus improving horizontal 
coordination among governorate directorates concerned with local 
development; 

(d)provide technical assistance and training to build
 
the capacity of the system to implement the project and undertake similar 
activities in the future. 

(3) End of Project Status of the PVO Subsystem 

By 1990, when LD II activities /ould be completed the 
following would be in place:
 

(a) A system that has the financial, managerial, and 
administrative capacity to integrate PVOs into the local development 
process; 

http:betw,.en
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(b) Tha Ministry of Socialsocial Affairs and governorateaffairs directorates managing Grant Funds and providing technicalassistance to local government units and PVOs. 

(c) A PVO training program for local government staffand PVO staff established and financed through local government training
grants.
 

(d) One thousand seven hundred (1,700) PVO subprojects,financed by the Governorate PVO Grant Funds, providing services to low
income residents.
 

(4) PV0 Sybsystem Camponents 

(a)The ILDC and its Provincial and Urban Subcommittees. 

The subcommittees of the ILDC would provide theoverall coordination and oversight for the PVO activity.
.eview and They would
approve the guidelines for the program and annual allocationsto each governorate, after receiving policy directions from the ILDCdetails of proposed plans for PVO and
activifies in each governorate. 

The work of the subcommittees would be supported byPVO coordinator and aa small staff in the Amana. They would beresponsible for preparing program documentauon and monitoring theprogress of the program. 

(b) Th Governorate Local Development Committees 

These committees would performthe functions carried for each governorateout by the ILDC for the national program. Theywould apply the guidelines to their programs andeligible PVOs make allocations to theafter full project plans have been produced. The comitteewould administer the governorate PVO Grant Fund, with assitance from thestaff of the Social Services Directorate, in close coordination with thePlanning Directo te. This staff would also produce quartely progressreports for the iLDC and the Anana. 

(c) Governorate PVO Grant Funds 

These individual governoratetheir financing from the USAID 
funds would draw 95% ofgrant through the ILDC,governorate's funds. and 5% from theThis latter contribution may be increased if theprogram is continued in LD III. The approximate size of the totalallocations to each governorate is presented42,43). The total 

in Tables 6 and 7 ,(pagesallocation for provincial governorates would be LE 9.5million (US$11.4 million) and is based upon an average grant of LE 8,000to approximately 1,200 PVOs. The urban allocation would be LE 4.0million (US$4.8 million) funding 500 activities averaging LE 8,000 each.
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(d) Eligible PVO Aztivities 

Selection of PVOs for funding under LD I would be 
based on criteria established by the ILDC. Only PVOs registered with the 
[,SA and having already established services would be eligible for 
funding. PVO subprojects Should not exceed LE 20,000 for individual 
activities and LE 50,000 for multi-purpose center projects as pilot
funded under NUS. 

Discussions in the Amana, during LD II design, have 
indicated a consensus on project priorii---as follows:
 

- income generating and productive activities;
 
- provision of basic services;
 
- social' welfare programs.
 

(5)PVO training programs 

Training would be provided locally for PVO members, MISA 
staff, Local Davelopment Committee members, governorate Social Affairs 
staff, and members of local councils. Topics to be covered include
 
planning, manage-ment, income generation and community development, basic 
services operation and management, health, nursery and day-care 
management. WIorkshops would last one week and be given by the PVO 
Federatio6s, the MISA or other appropriate institutes, building on those 
currently offered by these organizations under WUS. 

Approximately 1,700 grants would be made over three 
years during LD II. Training would be given to two staff in each PVO and 
an additional 200 Social Affairs and council staff. Thus 3,600 person 
weeks of training would be offered. This is equivalent to 180 courses 
with 20 participants each. Approximately sixty courses would be offered 
edch year. Candidates for the courses would be nominated by the C#DCs, 
with the assistance of the PVO training consultants. 
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III. LD II Organization and Management 

A. Organizational Improvements Derived from DSS I
 

Based on the experience of Decentralization Sector Support-
Program (DSSI), the GOE and USAID have agreed on the need for severalchanges in the organizationalstructure of the LD IIProgram.proposed changes would address 
The

three deficiencies notedimplementation of the DSS I Program. 
in the 

First, under DSS I, no staff
capacity was in place to analyze and propose solutions to policy andlegal 
issues that constrained program implementation. Second, horizontal
ccmmunication among ministries at all 
program levels on policy and
program issues remained weak. 
 Finally, technical concerns 
and issues
raised by local governments to the Ministry of Local Government were
addressed in
an ad hoc manner, again reflecting the less than perfect
coordination bet-Tee--Tocal government organizations and central 
line
ministries. 
 For each of these problem areas, the GOE and Mission have
agreed to appropriate changes in the LD IIProgram organizational
structure and management process. 
 The GOE, prior to concluding formal
agreement with USAID 
on the LD IIProgram, has already begun the
organizational changes to 
correct for these deficiencies.
 

Fho first of these structural improvements would be the
reformulation of the Sector Steering Committee (SSC), created in 1982, to
enable it to become a wore effective policy-making body. Membership of
the SSC -ould be expanded to include several key line ministries whoseprograms have a direct and major impact on a range of local 
development
issues. Reflecting the incorporation of several line ministries, the SSC
would be i'econstitutcd end named the Interministerial Local DevelopmentOomnmitte (ILDC). Given this broader miristerial representation, the
ILi.C v:culd function, in effect, as an interministerial subcommittee forGOE local development policy. 

A second improvement, already partially implemented by the GOE,
is the creation of a full-time, Technical Secretariat (Amana) to the ILDCwhich would be responsible for:
 

1) the analysis of policy and program issues, and the
formulation of alternatives for ILDC consideration; and,
 

2) the coordination of technical assistance from all
(domestic and foreign, public and private) to 
sources
 

local government.
 

Finally, to improve coordination and horizontal linkage problems
at the local government level, joint executive and popular council 
Local
Development Committees (LDCs) would be formed at the governorate level 
to
oversee LD II program formulation and implementation.
 

(0096A/1069D' 8/15/85
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III. B. LD IIProgram Orgqanization and Management
 

1. Introduction
 

The following discussion of the roles and functions of the
various decision-making units of the LD II management organization
follows from the proposed LD II organization structure presented in Chart 
III, page 49. 

III. B. 2. The Interninisterial Local Development Committee (ILDC) 

(a)Purpose and Background
 

The GOE and USAID recognize the need for a high-level,

coordinating body which would set policy and program guidelines for LD II
 
and modifications inregulations or laws, which have been-determined to
 
impede effective local decision-making. Projects and programs

implemented under DSSI often dealt with difficult technical and policy

issues without the participation of the concerned line ministries.
 
Furthermore, important policy issues had no forum for debate above the
 
level of the concerned governorates and the ORDEV officials responsible

for the management of Interagency Project Committees (IACs) for the BVS,

NUS, and DSF Projects.
 

While the ILDC w:uld be responsible fcr establishing broad
policy and program guidelines .nd would approve blcck grant allocations 
to governorats, the participating governorates and local units would
control the project selection, planning, budgeting and implementation 
process within guidelines estat-lished by the ILDC. 

(b)Role of the ILDC. 

The ILDC w,,uld:
 
(1)set policy and assure the appropriate legislative and
 

executive approvals required to implement policy decisions;

(2)approve long-tenn local development plans as
 

recommended by ILDC subcommittees, the Amana and the governorates;

(3)review annual evaluations of the program and set policy


guidelines for the following year;

(4)approve the annual budget allocations for each
 

governorate. 

(c)ILDC Membership
 

The ILDC vould be chaired by the Minister of Local

Government, with ministerial representation from Planning and
International Cooperation, Finance , Health, Housing, Social Affairs 
Administrative Development, and Agriculture. 
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CHART III
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In addition to the above ministerial representation, the 
governors designated as the chairmen of the Provincial and Urban 
Subcommittees and the Chairman of ORDEV would sit as members of the 
ILDC. The Chairman of the Technical Amana would serve as the ILDC 
rapporteur. 

Il. B. 3. The Technical Secretariat - The Amana 

(a) Purpose and Background 

At the start of the GOE/USAID LD II desipn process, the GOE
 
created a Technical Secretariat (Amana) (MLG Decree #30/1985), chaired by 
the Chairman of ORDEV. The Amana was created to serve as the principal 
GOE counterpart agency for the design and implementation of the LD II 
Program. Ithas assembled, for the first time in the design of an
 
AID/GOE program, representatives from several line agencies and the 
governorates to discuss the large number of issues involved in promoting 
local development. Based on the positive experience in managing the 
joint design of the LD II Program, the Amana has been mandated to serve 
as the principal counterpart instituti on -r the implementation of LD 
II. In this capacity the Amana would serve as the central institution 
for policy analysis and research on behalf of the ILDC, and for 
coordination of technical assistance support to the governorates. 
Accordingly, the Amana would fill the role of a clearing house for all 
policy analysis and technical concerns generated by the program. 

(b) The Role and Function of the Amana and its Relationship 
to the ILDC and the ,'rovinciai,Urban and 0 & R subcommittees. 

The Amana would be responsible for the direction of policy
 
analysis, research-and technical assistance to the governorates. 

With respect to technical assistance and support the Amana 
woul d: 

(1)receive and process technical requests from the
 
governorates, the respective sector subcommittees, or the ILDC; 

(2)conduct or contract for technical studies and analyses.
 
(3) recommend technical solutions to governorates in 

response to governorate requests; 
(4)review, for technical adequacy, the annual programs
 

submitted by the governorates for central government and AID funding; 
(5)contract, with USAID support, technical assistance for
 

the LD I1 program; 
(6)coordinate all requests from the gcvernorates for 

training. When applicable, the Saqqara Training Center would be used for 
such training. 
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With respect to policy analysis, the Arana would:
 

(1) conduct or contract for the analysis/study of
policy-related issues raised by the ILDC, the Urban, and Rural or O&M 
subcommittees. 

(2) Assist the LDC in carrying out modifications in laws or 
regulations, as approved by the ILDC or other appropriate authorities, 
and ensure that policies are translated into program implementation. 

(c) Composition of the Amana 

The Amana would be chaired by the Chairman of ORDEV, or 
other senior government representatives as determined by the Minister of 
Local Government. The Anana would be composed of governorate
representatives and representatives of the concerned ministri, s, i.e.
 
Housing, Health, Agriculture, Social Affairs, Education, Administrative
 
Dvelopment, and a representative respectively from the 14PIC and the
 
MOF. The Amana would be supported by a full-time professional staff
 
seconded on one or two-year rotations from participating ministries. A
 
full-time Executive Director, responsible for the operational management

of the ATana staff, would be appointed by the Chairman of the Anana with
 
the approval of the Minister of Local Government. The Amdna wo-u-Tdalso 
employ a full-time administrative staff as shown in the Amana's 
organizational chart below (Chart IV). 

Finally, the Pmana would organize working sukcon;nittees, as 
appropriate, to focus on seTected issues. (e.g. local resource 
mobilization, PVOs, local development.policy, etc..). 

(d)The Arana Organizational Structure, Staff, and Budget
 

The Amiana has a board co,posed of representatives of the
 
concerned line' service ministries. The Board would be supported by a 
full-time professional staff 'seconded from the line ministries 
represented in the Amana board(Chart IV, page 52). This staff would work 
with local and expatriate consultants in order to upgrade and 
institutionalize the capacity of local government to better plan,
impl,ment and monitor local development efforts. The Amana would be 
supported by a full-time administrative staff, which wou-d-include an 
administrative assistant, secretaries, an accountant, a translator, a 
computer specialist and operator. As the Amana's activities expand, the 
support staff would be expanded and more staf-ftould be added. USAID 
would provide funding to cover the cost of the administrative support
staff during the initial period of operations, after which the GOE would
 
provide the necessary funds.
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-- Incentive Fund: 

The ;CE would establish an incentive fund to pay bonuses 
to local government empiloyees at the various levels of local units.
 
Bonuses would be paid to employees who work directly on the different 
aspects of 	the LD II program, in order to ensure and maintain a high
level of motivation. The fund would also be used to pay incentives to
the GOE full-time seconded technical staff and honorarium to the Amana 
board members. 

-- Technical Assistance: 

The Amana will be supported by a management consultant.
This consultant would ccoordinate the various functions of the Amana and 
act as a liaison between the Technical staff, the Board members and
between the Amana and USAID. An expert on Management Information System
(MIS) would aso assist -the Amana in creating and maintaining management
infor nation system of a capac-Ttyadequate to meet Amana expected
activities. Both consultants would be funded by UTT ." 

-- Research and Evaluation 

The faana would conduct studies relevant to local
government 	and local deveiopment. An annual evaluation will be conducted 
at the end 	of the first year, and a sector assessment would be conducted
by the end 	 of the second year to assist in the development of the project
paper for LD III. Both activi.ties will be funded by USAID. 

III. 	B. 4. The Urban and Provincial Subcommittees (USC and PSC)

and the &I. 'ubcommittee
 

(a) Purpose and Background: 

Under DSS I, both the rural and urban sectors had separate
projects (BVS and NUS), and separate IACs to manage those projects.
These committees are functioning under the existing program. The GOE and
USAID have agreed to incorporate these urban and rural program management
groups into the LD II organization and management structure. The purpose
of these subcommittees would be to develop and execute the rural
(provincial) and urban programs within ti, policy guidelines of tile
ILDC. An additional subcommittee for O&M would also be formed, as a 
component element of the LD II organizational structure. Th2 O&M
Committee would assume many of the functions of the DSS I - DSF steering
committee and could be responsible for the O&M activities under the LD II 
program as well as for maintaining a close working relationship with the
Equipment Supplier subcommittee of the American Chamber of Commerce 
(Egypt). Each subcommittee would be chaired by an appointee of the 
Minister of Local Government. 
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(b) Role and Function of the ILDC and Subcommittees 

The Rural, Urban, and O&M subcommittees would be 
responsible for: 

(1) Determining development strategies, in conjunction with 
participating governorates, with respect to urban and rural development
policies and O&M policies and programs. The committees may either 
request that the Arana conduct studies on their behalf, or conduct 
studies/research 7is-ing governorate resources. These strategies, upon
ILDC approval, would serve tile function of establishing broad parameters
and criteria for the use of LD II funds by local governments. Parameters
and criteria would be reviewed periodically to ensure in their continual 
appropriateness to local development.
 

(2) Revicwing and monitoring LD II programs in th ,
concerned governorates, particularly with respect to implementaLion
performance, which would govern subsequent-year allocations. They would
also make recommendations to the ILDC on the adequacy of each 
governorate's plans andmake recommendations for each governorate's
annual block grant allocation. 

(3)Recommending technical studies, technical assistance
and training to the Amana, as requested by participating goernorate:. 

(c) Composition of the Subconmnittees: 

Each of the three subcommittees would be chaired by an
appointee of the Minister of Local Government. The urban and rural 
subcommittees would be composed of representatives of the con,.ned
governorates (governors and undersecretaries) and line inistries as 
as representatives from the MPIC and the OF. A representative from 
Anana would sit on each of the subcommittees. 

well 
the 

III. B. 5. The Governorate Local Development Committee (GLDC): 

(a)Purpose and Background 

While many governorates under DSS I activated the executive
branch of local government in their planning and implementation process, 
no formal system for so doing was mandated by the program. Again, based 
on previous experience, LD II w'ould plan for the establishment of a 
coordinating committee in each governorate. 

(b) The GLDCs' Role and Functions: 

The governorate LDCs would: 

(1) determine initial allocations of LD II funds to the 
various levels of local government below and at the governorate level; 
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(2) review and approve programs and projects developed bythe markaz/districts and local units before submission to the sectorsubcommittees and the Arnana for final review;
(3) supervse the preparation of plans and programs,particularly for O&,i activities, that would be managed at the markaz or 

governorate level;
(4) coordinate and supervise the governorate PVO Program;(5) supervise the preparation of the annual OM plan andbudget at all levels of local government;
(6) determine the technical requirements (both fortechnical assistance and training) for the governorate, and submit
 

requests to the Amana;
(TT supervise preparation of the governorates' medium-termcapital and O&M plans fot inclusion in the next Five-Year NationalDevelopment Plan, and for possible financing under the proposed LD III
 

program;
 
(8) work with the Amana and TA contractors in theimplementation and evaluation of the program. 

(c) Composition of the LDCs 

The LDC would be chaired by the governor orsecretary-general of the governorate. The LDCs would compriseundersecretaries or directors of the relevant governorate directoratesand chairmen of ap-propriate governorate popular council committees. 

(d) Th3 Annual Planning and Decision-Making Process under LD II 

All programs and projects prepared annually by'local unitswould be submitted to the popular councils at each level for approval.When the popular council approves the plans at the local unit level,these plans would be submitted to the markaz level for rationalization.When the combined local unit plans are coordinated at the markaz level,they would, in turn, be submitted to the markaz popular council forapproval. All plans and budgets would be consolidated at the governoratelevel by the LDC, and submitted to the governorate popular council forapproval before submission to the 
sector subcommittees and Amana for
review and ILDC approval. 

IV. TECHNICAL ASSISTANICE REQUIREMiENTS 

A. Introduction 

Technical assistance (TA) would be provided to support the ILDC,its Amana, the Basic Services Delivery System, and Localthe ResourceMobilization system. TA would also develop managerical and technical
skills in the governorates, districts, and villages.
 

The TA contracts would be managed jointly by USAID and theprincipal subcommittees of the ILDC. A detailed TA plan, showingestimated levels of effort and budgets is presented in Annex 3. Thetotal level of effort is 123 person years, of which 77 .would be provided
by Egyptian advisors and 237, by expatriate advinors. 
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The principal function of the consultants would be to build 
within all units of local government participating in the BSDS the 
capacity to continue the local development process. Contractors 
providing TA and training to local government would be required to work 
closely with the staff of those GOE institutions which would perform 
similar functions in the future. 

Terms of reference for TA would be drawn up and competitively bid 
to cover the full five years of LD II implcentation. Initially, 
howevar, it would only be funded for t\.;o years. Renewal would be 
dependent upon demonstrated need, satisfactory performance, and the 
availability of funds. TA \;ould be procured through USAID direct 
contracts with eligible U.S. or Egyptian firms, joint ventures.or 
subcontracting arrangements. Special considerations will be given to the 
development of TORs which meet P- requirements. The GOE would assign 
named counterparts, from appropriate institutions to work with the 
consu1ltants, and would allocate adequate office space for the consultant 
teams, prior to the award of any TA contract. All TA contractors would 
work jointly ,'ith local institutions and share office space with their 
counterparts, in order to ensure that maximum capacity-building, and 
transfer of skills and work procedures take place. 

IV. B. The ILDC and the mana. 

Technical assistance would be provided to the ILDC and its Amana 
to assist in the development of their management information systemsT_-nd 
to conduct evaluations of the program. An Egyptian management consultant 
(three person-years) would be contracted to assist the Ainana organize and 
implement its program. A U.S. management infonTation speclalist, (on a 
direct USAID personal services contract) would spend half of his time 
with the knana and half on the urban data management system. The total 
requiremei---s one-person year of effort. Two evaluation contracts, of 
10 person-months each (5 U.S. and 5 Egyptian), would'be competitively bid 
among eligible U.S., joint venture, and Egyptian companies. 

IV. C. Th_! Basic Services Delivery System 

1. Th2 Provincial Subcommittee 

Technical Assistance would be providad in the areas of 
planning and management, inform.ation systems, finance and accounting, 
civil and maintenance engineering, sanitation and training. Sixty-one 
persons-years (46 Egyptian and 15 U.S. person-years) of service are 
required, T[4 work during the first year would be added to the current 
Chemonics contract in order to allow timely completion of orientation and 

http:ventures.or
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training sessions needed at the beginning 
cycle. Tha two years, funded under LD II, 
among all eligible contractors. 

of the FY 
would be 

85/86 planning 
competitively bid 

2. Th Urban Subcommittee 

TA requirements for this subcommittee would cover the same 
areas as those of the provincial contractor. The work during the first 
year \.ould be added to the current ilbur Smith contract in order to 
allow timely completion of the wort during FY 85/86 planning cycle. 
Twenty-seven person-years (18 Egyptian and 9 U.S.) would be required over 
three years, starting inmid-1936.
 

3. O&M1 Assistance:Technical 

TA would be provided to the technical Amana, its O&M 
subcommittee, and participating governorates to a sist in improving the 
O&MI finance and processes, which directly link O&Mplanning, management 
considerations to the investment planning. 0i TA wouls also assist the 
development of maintenance programs, and associated physical facilities 
and equipment at all levels of local government. 

Th-Ilevel of effort would be 20 person-years (12 Egyptian and 

8 U.S.) of consulting services. 

IV. C. Rural Resource Mo ilization System 

1. Public Resource System 

Technical Assistance would be provided to the ILDC and its LRI 
subcontittee. The consultants would work closely with the LRM coordinator 
in the Amana, and the iOF and governorate finance staff, to develop a 
policy aged-a and investigate policy options. A training consultant 
would also be included to develop curricula and coordinate LRM training 
activities. Eleven person-years (7 Egyptian, 4 U.S.) would be required
during the first two years of LD II. This would be funded from the SDS 
activity of DSS I. 

2. PVO's 

Th governorate Social Affairs Directorates have increasingly 
assumed responsibility for all aspects of the NUS PVO program. They
select PVOs for grants, and provide training and program support. This 
experience would be transferred to the provincial governorates by a team 
of Egyptian consultants. Assistance would be given in the areas of 
planning, manzgement, incoYoe generation, community development, basic 
service delivery and managcment, health care and management, and 
training. This TA would continue to monitor and assist th3 LD II urban 
PVO program. It is anticipated that 18 person-years of services would be 
required. This assistance would be competitively bid among Egyptian 
consulting companies. 
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V. LD II FINANCIAL PLAN 

A. Cost Estimates 

The LD II project is the second phase of a long term USAiD/GOE

effort in decentralized local development. The DSS I program was the

first phase, and a third phase "LD III" program is expected to follow,

Table 8 summarizes the actual, planned and indicative USAID and GOE
 
contributionz to each phase. These three phases would span a 15-year

period starting in 1979. If the LD III program is developed at the
 
anticipated levels, the total USAID and GOE coni.ribuLions to
 
dece! tralied local development would total approximately $1.28 billion
 
and $408 million ( in LE equivalent) respectively.
 

LD II would provide a total of $228.2 million of which $156 
million would be fir nced by USAID, and $72.2 million by the GCC (Table
9, page 60). Tables 10 through 12(pages 61-63) provide a summary of 
planned USAID and GOE expenditures by fiscal year. Annex 3 provides more 
detailed cost figures for GOE central and local expenditures, technical 
assistance, training and the Amana. 

As described below, the GOE contribution would be provided
through the Bab I, II and III budget channels and through the autonomous 
local services and devolopment funds of each participating local 
government unit. Through these sources, the GOE would provide 112.3 
million for lucal subproject financing, $53.2 million for maintenance of 
equipment and infrastructure, W0.8 million for PVO subprojects, ,5.7
million for Armana staff support and sal'ary incentives for local 
qovernment officials \wIorking on LD II, and $0.3 million for training of 
local government staff. Of the total GOE contribution, S6.9 million 
would be provided through governorate, markaz and villge district local 
d&velopment funds. In addition, participating local PVOs would provide
additional cash and "in kind" contributions which are not reflected in 
Table 9, page 60. 

B. Estimated Obligation and Expenditure Schedule 

-USAID expenditures under the LD i1 Program .,ould be financed by 
two obligations of $61 million in FY 85, and $95 million in FY 86. 
Within one year of initial obligation, it is anticipated that 
approxirm.-tely $32 million would be comnitted or expended. In the second. 
and third years, an additional £82 million and $40 million -would be 
expend2d resp2ctively. This shows a relatively high expenditure rate 
compa-ad to other USAID programs. This expenditure rate is relatively
insensitive to the amounts of funds obligated, as the planned Block Grant 
expenditure levels are only a fraction of the absorptive capacity
previously demonstrated by local units under DSS I. This means that 
funding could be greatly increased during or after LD II with a direct 
rapid impact on expenditure rates. 
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FPEXP-2E 
LAST .REVISED On 7/27185 TALLE 12 : LD 11 SUtI!;MAY FINAiCIAL FLAn 

EslI."TED UAiD AID ECE EXFENDIIURES EY FISCAL YEAR 

S- - -- - - -- - - ---------------------------- ----------

( IN USS IILLON ) ( IN LE ;IILLON I 
----------------------------------------------------- -----------------. ---------------------------------------

INPUTS : 1 2 : 3 4 .: 5 : 2 8 1 : 2 3 : 5 B 
BGE FY : 8512b S6187 : P71.3 : 23/69 9c97/70 : IAL :: 85/S& 6/27 : :8/9 :71/8 TOTAL89!90 : 

:USG FY : FY 6: FY 67 : FY 8 : FY 2: FY90: :: FY E5 : FY 67: FY8: 9: FY 90 : 

:A - BLOCK GRANT FUlD : :
 
* - URPAN : 5.34: 20.45: .3.03: : : 29.32:: 4.0: 17.0: 2.5: : : 24.34:
 
: - F'OV-iNCIAL 23.79 : 52.87 : 28.9: : 105.64 :: 19.7 : 43.9 : 24.1 : : 87.69
 

: SUB TOTAL : 29.63 : 73.32 : 32.01 : : : 134.96 :: 24.6 : 60.? : 26.6 : : 112.01 •
 
-------------------------------------------- --------- --------- --------- ---------------.----- --------- --- --- --

:B - 11AINTEMANICE FUND : 17.73 17.73 : 17.73 : : 3.20 :: 14.7 : 14.7 : 14.7 0.0 : 0.0 44.16 

:C - PVO ER4,'IT FUND : : : : : : :: : 
UJR'AN I:°. 4.91 1.7 : : 4.08:: - ; 1 : 2.00 : 0.?2 : : : : 1.7 : 0.8 


: - PROVIHCIAL : 2.10 6.29 : 3.02 : : : 11.47 :: 1.7 : 5. 2 2.6: : :. 9.52:
 

-------------------------------------I------------------- ------
SUB TOTAL 4.0 6.29 4.00: 16.3:: 1.7: 5.2: 2.6 : 9.2: 

:0- STAFF S!JFGR' : : : : :: : : 
- TECHNICAL A..ANA : 0.22 : 0.05 : 0.3 0.21 : 0.15 : 0.84 :: 0.18 : 0.04 : 0.19 : 0.17 : 0.12 : 0.71 
- INCENTIVE FUND : 0.00 : 1.20 : 2.41 : 1.20 : 0.00 : 4.82 :: : 1.00 : 2.00 : 1.00 4.00 

SUB TOTAL : 0.22 : 1.25 : 2.64 : 1.41 : 0.15 : 5.67 :: 0.12 : 1.04 : 2.19 : 1.17 : 0.12 : 4.71 

:E- TEEHI7CAL ASSISTANCE : 0.35 : 4.78 : 4.77 : .00 : 0.?0 : ?.2 :: 0.3 : 4.0 : 4.0 : 0.0 : 0.0 : 8.23 

:F - TRAINING : 0.15 : 1.23 : 1.11 0.69 : 0.25 : 3.43 :: 0.1 : 1.0 : 0.9 : 0.6 : 0.2 : 2.85 

:G - EVALUATIGNIRESEARCH : 0.00 : 0.40 : 0.70 : 0.1,) : 0.55 : 1.55 :: 0., : 0.3 : 0.6 : 0.1 : 0.3 : 1.29 
----------------------------------- :------- ------------ ----

:H - C1TI IVIECY : 0.23 : 0.4 : 1.00 : 1.00 : 0.-4 : 3.11 :: 0.2 : 0.4 : 0.8 : 0.8 : 0Ma: 2.5: 

. :i - T 0 T AIIL : 52.40 : 107.44 : 0 : 3.20 : 1.19 : 228.22 :: 41.84 : 87.52 : 52.34 : 2.66 : 0.99 : .185.34 
.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ..---------------------------------------------------------------------------------------------------------------------
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C. Methods of Financing 

I. Introduction 

Two distinctive features of the LD II financial plan are theuse of a local currency PIL disbursement mechanism to disburse USAIDlocal currency Block Grant contributions, and the significant amount andvaried sources of GOE cash contributions. This section describes in moredetail the mechanism used to provide funds by both the USAID and GOE. 

2. USAID Financing 

a. Matchind Block Grant Fund 

Approximately 25', or t39.7 i"llion, of the USAID BlockGrant contribution is expected to be disbursed in U.S. dollars, and 75%,or about f92.0 million, would be disbursed in local currency. TIl
following procedures would be 
 used in each case: 

(1) U.S. dollar disbursements would be used to financeimportation oF equipment otVO.S. source and origin, using USAIDRegulation I procedures. Disbursements would be made directly tosuppliers through direct AID L/Coms when procurements occur. As
described in thi !3SDS cot1ponent description (Section II E. 1. c,
page 28), each governorate would deternine the -actual portion of its
annual Elock Grant it plans to as
bse foreign exchange. This amountw-ould be subject to approval by the ILDC subcomimittees. . N3 more than 25%of each governc.rate's annual allocation could be used as foreigncur,'ency. The balance would be applied in local currency uses. 

(a) Equipment procurement plan 

To justify its foreign exchange funding levol, eachgovernorate would prepare a detailed equipment requirements analysis.Procurement would begin after approval of each analysis by "the ILDC
subcommittee. 
 The existing procurement unit at the ILG would procure allequipmant on behalf of governorates as it is now doing under the DSFactivity. The procurement unit would issue tenders, open and evaluatebids and select bids for award. USAID will review and award bids asrecomdmended by the unit and-the ILDC. Once approved, USAID would issuedirect L/Comms to the selected bidder. Th MILG unit %.ouldhire a customsclearance and delivery agent who would be responsible for dLelivery of all
equipment to the governorates. 

(2) Local Currency disbursements would be used to financelocal costs of subprojects. These local currency disbursements would bemade using a Project Implementation Letter mechanism similar to thecurrently used one on the Basic Village Services and Neighborhood Urban
Services Project. 

(a) Rationale for use of PIL disbursement mechanism.primary purpose of LD Ii is to promote The a decentralized planning and 
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budgeting process and to develop the capacity of governorates, villagecouncils, and districts to participate fully in every aspect of planning,managing, and financing local development projects. It is necessary that
disbursements occur in a way that supports the project purpose. Thisrequires that local governmient units (governorates, village councils anddistricts) be afforded full control o%;er, and responsibility for, localcurrency Block Grant funds. Any effort to limit the control of localunits over these funds would result in a diminishing of the prjectpurpose. Furthermore, the nationvwide scope of the project involving 860village councils and 26 urban districts, means that project sites andaccounting stations are so .numerous and so widespread that it would bevirtually impossible to implement the program if funds were subject to aconventional 
and 

USAID cash advance mechanism. Experien-e on the BVS, NIUSDD I projects, as reported in sev.ral evaluations and t.:o audits,have dcmonstrated that local (lovern-,.ent units and the MLG (through ORDEV)have adequate accounting capability to control and report on use of localcurrency funds. The U.S. Coiiptroller General's ruling of N'ovember 28,1984, concurred in use of this disbursement mechanism when the projectpurp,)se requires it(Working Paper 27, Annex 8). 

(b) Practical implications of using the PIL disbursementniecc iiism: 

USAID would disburse local currency funds against a setof approved proiect plans prepared according to the decentralized
planning process descrteci in Section II ('iSDS component description) andSection VI (Imdlementatio; Plan). After disbursement occurs, local
currency funds would be GC:-cwned curreny. 
 This has the following
practical implications: 

- Local currency Block Grant funds provided by USAIDcould be com.-in-led with contributions from the GOE and each local unit; 

- Funds in all special accounts from MLG togovernorates, villages and districts would be allowed to collect interest

(Working Paper ,o. 27, Annex 
 8); 

- Any fees or revenues generated in the course ofproject implementation (for example, penalty fees for contractornon-perfor-mance) [-ay be retained in local accounts for project use. 

These practical implications are essential to furtherthe project purpose for tk., following reasons: 1) local units would notbe burdened w"ith the impossibly large number of extra accounts whichwould be needed -if commingling of funds were not possible; 2) thecollection of interest would someprovide hedge against inflation incases of slow contractor perfornance or occasional procedural delays incontracting or implementation; 3) ability to rctain penalty fees wouldgive local units greater incentive to monitor contractor performance anddeinand timely project completion. Currently, any penalty fee or otherrevenue generated in the course of implementation must transferedbe to 
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the inistry of Finance. The last two points are particularly impoi'tantas slow contractor performance is a major cause of delays in subproject
imple-mentation (Working Papers 26 and 29).. 

(c) Methods of Disbursement 

Each participating governorate would prepare an annualimplementation plan and budget. These plans would be approved by theILDC. Th_ ILDC would submit to USAID a summary of approved plans showingamounts provided for each governorate and separating smaller (less thanLE 100,000 each) and larger (more than LE 100,000) projects within each 
governo rate. 

Before disbursing any funds, USAID would verify that CPshave been met. If the CPs are met, USAID would commence local currencydisbursement of the Block Grant funds. The rate of disbursement of the
block grants would be tied to the rate of approval of the project plans.
The total amount provided to each governorate would no't exceed the valueof its approved plans. In case of larger projects,(over LE 100,000 each)funds would be disbursed in two or more increments based on an agreedtimetable. The local currency funds provided by USAID would be depositein a special account at the Ministry of Local Government (MLG). The MLGwould expeditiously disburse the funds to the local services and

development accounts in each governorate. Governorates in turn would
disb'urse funds to the appropriate markaz district or village council
responsible for implementing specific projects. All disbursements wouldbe held in separate local services and development accounts in each local
unit. In all cases, the transfer of funds from USAID to the specialaccount at the I4LG would be considered a disbursement, not an advance.
Section D below further discusses funds control and management.
 

b. Financing of Technical Assistance 

All Technical Assistance would be procured following theappropriate USAID Handbook procedures. All expatriate TA contracts wouldbe USAID direct contracts. Major Host Country Contracts with foreignfirms are not anticipated. Use of PASAs is not anticipated, but may bepossible in the case of training programs. Appropriate justification andapproval would be obtained on a case by case basis. Special efforts willbe made to make maximum use of 8-A qualified firlis where feasible. 

c. Financing of Training 

Local training would be financed in the following ways:1) on a pass-through basis as part of expatriate
technical assistance contracts; 

2)on a cost-reimbursement basis with Egyptian
goverument institutions such as theORDEV, Saqqara Training Center and
individual governorates; and, 

3) on a revolving-advance basis with GOE traininginstitutions. Pvol ving advances would not be used unless a clear need
is present and other alternatives are not feasible. 
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Overseas training would be procured through PASA's or
USAID direct contracts. 

d. 	 Financing of Evaluation 

Part of the LD II purpose is to create a 	 new organizationalstructure for revie;.,ing and coordinating GOE local development policies.As part of this effort, a technical body,(the kmana) would be formed (seeSection III Organization and Management, page TFTT-A key role for the.maina would be 	 to conduct research and evaluations of 	 LD II and otherUTocal development activities, using local expertise. In supportingthe Amana's development, USAID may contribute local currency to fund atech-nical assistance budget for the Anana. Use 	of such contributions
would depend on prior AID review and approval of individual contracts.Prior to any such contribution, a special assessment would be made of theAmana's ability to control and report on use of funds. 

3. 	 GOE Financing 

a. 	 Block Grant Fund 

The GOE contribution to the LD IIBlock Grant Fund wouldoccur through a central local matching grant program as described earlier(see the BSDS description in Section II). Contributions by the Ministryof 	Planning %ould 'e made through the standard GCE Bab III budget. TheLD 	II planning cycle isphased to coincide %with the annual budget"
preparation and approval process, starting with the second year offunding (see Section VI). For the first year, a 	special mid-yearsupplemental appropriation would be required in order for bab III fundsto 	be made available. Local contributions by governorates, districts, orvillage councils, would be made from each unit's autonomously-controlledlocal services and development fund. These contributions can be made at
any time, as they are not tied to a national planning process. They
would be timed, however, to 	meet the CPs for disbursement. 

b. Maintenance Fund
 

The GOE Maintenance Fund contribution would be provided
from central sources. The Mlinistry of Finance would make 
 a 	 directallocation to each governorate to cover maintenance requirements. Thisallocation would be made through the 
Over 	

GOE Bab II recurrent cost budget.time, it is hoped that local units would have the authority toassume responsibility for financing a greater portion of 	 recurrent costsin 	 their jurisdiction. 

c. 	 PVO Contributions
 

Local units would contribute 
 5% of the USAID allocation toPVO subprojects. This contribution would be 	 made from the local servicesand development accounts. In 	addition, PVOs would make significant
in-kind contributions. 
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d. Technical Amana 

The Mana budget (see Annex 3) includes staff support andsalary incentive cos-T. This contribution would be made by the Ministry
of Finance through the Bab I budget. Th incentive fund would be used
for salary incentives to officials working on LD II activities. These
incentives would be distributed according to standard GOE personnel
regulations covering payment of incentive fundE. Special guidelines

would be issued by the ILDC to supplement these standard regulations, and
to ensure that these funds are linked to LD II project activities (see

the discussion of incentive funds in the Organization and Management

Section, page 53).
 

e. Training 

Following the practice established under the NUS proJect,

the GOE would provide funds to finance training activities through a

Ministry of Finance Bab II allocation.
 

D. Funds Control and Management 

All GOE and USAID funds would be controlled and managed according
to the established respective standards and practices of each 
government. USAID funds control and management are deterimined by themethod of financing used for disbursement. These practices are described
in the USAID Hendbook series and supporting USG rules and regulations. 

In order to initiate disbursement of local currency Block
Grant funds, the OE would submit a letter of request indicating the
number and type of projects which have been reviewed and approved for
each governorate. Th-. letter of request would also state if conditionsprecedent to disbursement have been met and whetlrr performance in use of
previously disbursed funds is satisfactory. Supporting documentation
would be attached. !hile USAID would not formally approve individual
subprojects, it reserves the right to review, at any time, subproject
plans wihich have been proposed for LD II funding. As in the past DSS I
Program, USAID and contractor staff would be closely involved at various
steps of the project preparation, review and approval process. In 
response to the GOE letter of request, USAID would disburse funds using a
Project Implementation Letter. As with all USAID disbursements, a"
Project Officer A~ninistraiive Approval Statement would be required. 

After disbursement by USAID, LD II local currency Block Grantfunds would be GO--owned currency, controlled, managed and audited 
according to standard GOE procedures and regulations. 
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The GOE would maintain two separate reports on the use of

local currency Block Grant funds. 
 The first would be a "Quarterly BlockGrant Cash Management Report" showing the dates of each successive
transfer of funds from the MLG special account to individual 
governorates, districts, markaz and village councils. The second report
would be a "Quarterly Progress Report" showing the financial progress andcompletion status of each individual LD II and DSS I subproject. In
addition, a quarterly report on PVO grant funds and LD II local O&M funds 
would be prepared. 

E. Audit 

All USAID funds would be subject to U.S. Government auditrights. In addition, local currency Block Grant funds would also be
subject to GCE audit. Each local government unit would be responsible
for maintaining a complete set of records on every LD II local services
and development account for all LD Il-related activities (e.g. capitalgrants, as well as OuI financing), for up to three years after the LD II
project activity completion date. These records would be made available 
to USAID and GOE auditors upon request. 
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V1. PROGRAM IMPL OlEfJTATION PLAN 

A. Schedule of Early and Key Events 

The more important early, key events required to implement the
project are summarized in Chart V and discussed below. 

1. Policy Fornulation 

The GOE would implement several important policy changes

before the LD II disbursements begin. These changes, including

contributions t(, capital and maintenence 
 from local and central budgets
are specified in the CPs listed at the beginning of this PP (page ix). 

2. Management/Planning Systems
 

A prompt beginning to the project would depend on GOE action
 
to organize and staff the technical secretariat (Amana) and the 
subcommittees of the ILDC.
 

Workshops on new planning, management, budgeting and.
accounting systems would.be introduced in order to assist with the
preparation of the FY 86/87 annual plans and budgets. 

The ILDC subcommittees would plan allocations to be made fromthe USAID FY85 obligation, in Oct/Nov. 1985. Governorate (GLDCs) would
plan allocations to local units %bv/Dec. 1935. Local units would then
plan and budget for projects to be funded from the FY1955 obligation made 
by USAID in early 1986. 

When these plans are approved by the GLDCs and ILDC, the
planning process is complete and USAID would disburse funds to the 
governorates as soon as all CPs hive been met.
 

3. Technical Assistance 

Tenns of Reference(TOR) and Requests for Bids (RFB) would bedrafted for TA contracts to assist the tnana; the BSDS(urban and 
provincial); local resource mobilization; and PVOs. Five will be 
completed by Dec. 1985. 

USAID would aimend existing BVS TA contracts, by October 1985,to provide necessary additional staff to start the LD II planning cycle
through orientation workshops and planning seminars. USAID wouldadvertise, select and contractnegotiate TA for evaluations prior to
March 1986. 

(0003D/1069D) 8/15/85
 

http:would.be
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CHART V: Schedule of Early, Key Events 

vent 	 Primary Target Date 
Responsibility
 

1. 	USAID approval of Project Paper USAID 
 AUG. $5

and 	 Authorization 

2. 	 GOE & USAID sign Project Agreement GOE/USAID SEPT. 85
 

3. 	GOE organizes ILDC and Amana MLG 
 OCT. 85
 

4. 	USAID amends existing BYS 
 USAID 
 OCT. 85
 
contract to provide necessary staff 
to start Ist LD II planning cycle
 

5. 	 GOE provides budget supplemental
for 	Block'Grant and Maintenance Funds MPIC/MOF OCT. /JOV. 85 

6. 	 USAID and Armana prepart and 
issue .FP' fo-T A USAID/Amana OCT./DEC. 85 

7. 	Steering Conmittees plan ILDC OCT./NOV. 85
allocations to Governorates 

8. 	 Orientation workshops for partici- Existing
pating local units'of government TA Consultants. NOV. 85/FEB. 85 

9. 	Governorates plan allocations
 
to local units 
 Governorates 
 INOV. 	 /DEC. 85 

10. 	 Local units plan/budget Villages/Districts JAN./IAY 86 
projects.
 

11. 	 Governorates and ILDC approve local 
units project plans/budgets 
 Governorates/ILDC APRILAIAY 86 

12. 	MPIC and local units deposit FY86
Block Grant contributions 111PIC JUNE 86
 

13. 	 Conditions Precedent for 	initial
disbursement satisfied GOE JULY 85 

14. 	AID fuuids requested & disbursed ILDC/USAID JULY/AUG. 86
 

15. 	 Sub-project implementation begins Governorates SEPT. 86 
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Event Primary Target Date 
Responsi bil i ty 

16. Evaluation Consultants/Amana FEB. 86 

17. Review I of Program ILDC MARCH, 86 

18. LD II Assessment Consultants OCT. 86 

B. The Planning and Budgeting Process
 

LD II would institutionalize a self-sustaining, decentralized,
system for delivering basic services. The major 
 steps in the process aresummarized below. Thse steps would take place in overlapping, annualplarmning and implementation cycles which -oincide with the GOE national
 
plannin§ and budgeting cycle.
 

Each cycle involves: 

1- assessment of needs and past program performance;
2- allocation of resources to meet identified needs;
3- planning of projects;
4- implementation of projects;
 
5- niaintenance;
 
6- and evaluation of results, (return to 1).
 

The main actors in the process are the ILDC and itssubcommittees, governorate executive and popular councils through theirGLDCs, markaz or district executive and popular councils, and, inprovincial governorates, village executive and popular councils. 

The BSDS process in LD II as follows: 

1. Allocation of Block Grant funds and MOF Maintenance fundsto governorates by ILDC and subcomm ittees, based on assessment of needs,
prior implementation perfornance in DSS I, and absorptive capacity. 

2. Allocation oF Block Grant funds and maintenance funds bygovernorate executive and popular councils to individual districts in
urban areas and to Marakez and village councils in provincial 
gove rnorates. 

3. Assessment of specific capital investment and mai ntenance
needs by popular and executive councils at all levels (governorate,
district, markaz and village council). 
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4. Selection, planning, and budgeting of specific projects andmaintenance by governorates, districts, marakez and village councilswithin the limits of available resources. Individual projects at all
levels are integrated in LD II annual plans prepared by each governorate,
and would be coordinated with other governorate investment and 
maintenance efforts.
 

5. Approval of specific project plans, by village, district and
 
governorate popular councils. 

6. Presentation of plans by governorate executive and popular
councils to ILDC subcommittees. 

7. Approval of governorate plans and budgets by the ILDC 
subcommittees. 

8. r,PIC, -MOF and governorates deposit matching contributionsin governorate Basic Services D.livery Accounts and matching maintenance 
contributions in governorate Basic Service Haintenance Accounts. 

9. Disbursement of Block Grant, by USAID and HPIC, and
maintenance funds by 10F, .to governorates which in turn disburse grants 
to local units.
 

10. Implementation of specific projects by governorates,districts, marakez and village councils with technical assistance form 
governorate level staff, line ministries and consultants, as needed. 

11. Maintenance of completed subprojects by responsible local 
units. 

12. Mionitoring of progress and results on periodic basis atlocal levels, and aggregation of results in semi-annual program i-uview by
Governorates ,.nd -nana. Findings used for assessment of relative needsand absorptive ca-Eity. and determination of governorate funding
allocating levels in the first step of the next planning cycle. 

The timing of the LD II Planning and implementation Cycles is shown 
on Chart VI, page 74. 
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VII. MONITORING AND EVALUATION PLAN 

A. Introduction. 

Monitoring and evaluating the program are 
essential processes

that must be undertaken by all 
local units, (village to governorate), and

the LDCS, if the the basic strategy of the program is to be realized.

The underlying strategy of LD II would be 
"learning by doing." The

"doing" is the subprojects and the "learning" is the monitoring and

evaluating that can 
improve the process in the future. The "learning" is
central to buildinq local institutions that can continue similar

development activities in the future. "Learning" would be accomplishedalso when the councils' local development plans are evaluated by thegovernorates, the Amana, and the ILDC, prior to funding the subprojects.
It wo Ild also be accomplished when the local 
units report on project

progress each quarter, act to solve problems, and engage in formal
 
evaluations of the entire program.
 

The "learning" system of the 
program would be institutionalized

in a management information system (MIS) and would be the continuation of
the independent evaluations and assessments that have characterized

DSS I. The LD II MIS system would be built on 
the existing MIS'systems

developed during DSS I in the BVS, NUS and DD I activi ties. The

evaluations and assessments would e conducted jointly by 
 the Anana and 
USAID.
 

B. LD II's lMonitoring System
 

Monitoring would focus 
on 
the delivery of inputs, implementation
of the strategy to produce outputs and progress towards the program

purpose. Monitoring information would be compared 
with original work

plans and schedules in order to quickly identify implementation

problems. Solutions to 
problems would also be clearly identified and
 
carefully monitored.
 

Th responsibility for monitoring the 
program rests with the

1fnana, 
appropriate officials in the participating governorates, and
IW-D. 
Together, they would develop a monitoring plan during the first

six months of the project and build it into the project's management
information system (!,IS). 
 The development and implementation of this
 
system would build upon, and be closely coordinated with, the monitoring

systems previously established for all DSS I projects.
 

Each stage of the local development process would be monitored
closely, using an integrated HIIS. The IlHS would use appropriate
technology in each unit of local government. Plans, implementation, and

financial records would be kept manually in the villages and districts
 
and reported quarterly to the governorate planning and development

offices. Completion and acceptance reports would also be included in the
 
information system of the local 
unit.
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In governorate centers, the records would be placed on the 
computer for checking, analysis and reporting - both to the governorate 
LDCs, and also back to the districts and villages. The governorates, in 
turn, would report to the ILDC and to the Anana every quarter. The Anana 
would analyze the data and use it for overaTTprogram review. As LD-rIT
progresses, additional information would be added to reflect the new 
emphases of the second phase. Data concerning the operation and 
maintenance of infrastructure and equipment would be included as well as 
information regarding local resource mobilization. 

The sources of information for monitoring would include: 

a. 	Project agreement and PILs. 
b. 	 Implementation and workplans. 
c. 	The kinana's management information system.
d. 	ConsuTtations by LAD staff with GOE, contractor and other 

participants. 
e. 	Financia.l reports.
f. 	 Contractors' quarterly and annual reports. 
g. 	Audits. 
h. 	Site visits. 
j. 	 Special studies, such as technical reports, research, 

sector assessments, and evaluations. 

The ILDC and USAID would conduct joint semi.-annual program

reviews as part. of the monitoring activity.
 

C. 	LD II's Evaluation System 

Evaluations assess vwhether the desired results are being
achieved, and whether the program purposes continue to be appropriate to 
the country's development needs. They take a broad look at the fit 
between inouts, outputs, purposes and goals, and review the assumptions
underlying the links between them. The_ LD II program provides a unique
opportunity to test the hypotheses that decentralizing the planning and 
management of development, improving access to development resources, and 
increasing participation by local people in their own development will 
improve the quality of life of those same people. 

The basic framework tu-' the evaluation is provided by the logical
framework (Annex 1). Specific baseline information has been provided by
the working papers for LD II (Annex 8), the evaluations of DSS I 
activities (Annex 9), and the information system developed by BVS, NUS 
and DD I. Baseline data and performance indicators, which can be 
measured periodically, would be included in the Aana's computerized
information system. Throughout the evaluations, special attention 
would be paid to assumptions affecting the project strategy and also to
 
the intended and unintended impact that the project would have upon the 
participants and their environment. 
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External evaluations, independent of project authorities, wouldbe carried out regularly. The first would take place in February, 1986,preceding the writing of the PP amendments for the FY 87 obligations. Asecond evaluation, which would be a longer effort assessing the entirelocal development sector, would take place in November, 1986, just priorto the writing of the proposed LD III project paper. 

VII. SUI ,1.ARY OF PROGRA!M AINALYSES. (ANNEX 2) 

A. Summary of Economic Analysis (Annex 2A)
 

LD II project would spend the equivalent of approximately LE 400million (in constant 1986 LE) over a period of three years. These
expenditures would for operations and
provide maintenance for subprojectsfrom DSS I and for new subprojects for water/wastewater system, roads,canal maintenance and similar activity. Assuming the funds are spent inroughly the magnitude and timing outlined in the PP, and operation andmaintenance fun:tions carried asare out planned and continued into thefuture, the projection can be expected to show a real economic rate of
 
return of 9.5 percent (Annex 2-A).
 

B. Summary of Institutional Analysis (Annex 23) 

The design of LD II is both structurally and institutionallysound. The major institutional problems, which exist under the currentdecentralization program have been addressed in he Organization and
Management Section(page 47). Those problems are: 

1. the lack of an appropriate level policy-making body; 

2. weak horizontal linkages between technical departments andbetween executive and elected councils, at all levels of government; and, 
3. a multiple command structure within local government. 

The cocern for policy determination has arisen from theexperience of DSS I in which program responsibility was i vided betweenfour separate project committees. Although a Sector Steering Conmittee was formed, it never became functional. Under the current design effort,concerned ministries and governors have met frequently in the Amana todiscuss program issues and have recommended the formation of a policy
based ILDC.
 

Th issue of weak horizontal linkages and poor coordination ofprograms has been addressed through the establisknent of coordinatingbodies at each level. The ministries and governorates will coordinate programs through the ILDC and ,ts subcommittees, the Amana, and throughthe governorate LDCs. Required submission of meeting minutes and
attendance records to the subcommittees will solidify the..process. 
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While a multiple command structure within the governorate
directorates is a somewhat unavoidable stage in the evolution from
central ministry control to governorate control of local development, the 
establishment of these coordinating bodies should contribute
 
substantially to the facilitate of transition.
 

Finally, the joint participation of popular and executive council
 
members in the govenorate level IACs should strengthen the ties between
 
these two branches of local government. Under the joint LDCs, technical

expertise located in the executive branch would be combined with a
popular voice to provide a stronger base for project selection and 
implementation. Maintaining the system of popular council approval for
all LD II plans would ensure that the local communities have the final 
say in the program.
 

C. Summary of Technical & Enviornmental Analyses (Annex 2C)
 

1.Technical Analysis
 

a. Introduction
 

The implementation of LD II subprojects will be the
 
responsibility of locil government. There is,nevertheless, considerable
 
concern with the technical issues involved with subproject implementation

because, technically sound, high quality subprojects are a primary

indicator of an increased institutional capacity of the local
 
government's planning process to induce development.
 

The anticipated LD II subactivities which involve major

technical issues are rural water supply, wastewater/sanitation, rural
 
roads, solid waste management, and local urban upgrading activities.
 

b. A Brief Description of Each ktivity
 

(1)Rural Water Supply
 

More than 1,600 rural water supply projects were
 
implemented under the DSS I/BVS Project, comprising 60% of BVS
 
activities. Projected demand remains high for an additional 1,000
 
projects for LD IIand beyond.
 

Technical issues encountered with DSS I water supply
projects that will be addressed under LD IIare as follows: 

The design and construction of many DSS I water projects
were sub-standard. Tke 'village units have not received adequate
technical assistance from the engineering offices of their marakez and 
governorates, nor the private ,ins who have constructed many of their 
projects. Also, preventive maintenance is rare. As a result, water 
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system leakage is between 25 and 70 percent. Water storage tanks often
leak or are off-line, forcing villages to rely on pumping, which is 
expensive and inefficient. These problems sometimes cause
 
back-siphonage, which contaminates village water supplies. 

LD II would stress the upgrading, and operations and
maintenance of existing DSS I water systems. An appreciation for quality
in design, craftmanship in construction, and a philosophy of preventive
maintenance showed be developed by local project implementers. This
would be accomplished through technical assistance and training stressing
craftsmanship and considers operations and maintenance from the design 
stage onwards.
 

During DSS I choice of the appropriate technology has
been a problem with water purification systems. The compact water
purification plants now being supplied by USAID and private-sector firms 
are complicated and, in.many cases, over-designed. Operations and
maintenance costs are high, and qualified operators are few. Compact
water demineralization plants re.quire the importation of expensfve 
chemicals.
 

LD II will emphasize technology appropriate to local 
needs and local water conditions.
 

(2) asteater/Sani tati on 

TIere are no wastewater systems with effective treatment

in Egyptian villages. The demand for wastewater systems is extremely

high, but the per-unit cost, compared with the per-unit cost for potable

water systems, is two to four times higher. LD II would focus on this
 
area, but would not be able to satisfy all the demand. 

DSS I is now exploring low-cost appropriate technology
wastewater systems through pilot activities. LD II would continue the
search for appropriate systems that are affordable, and can be operated
and maintained by local units. 

(3) lRural Roads 

DSS I financed over 4,000 km of rural roads to connect
villages and hamlets to main roads. For LD II, the demand for rural 
roads remains high. 

DSS I roads, while generally well constructed, have some
problems with alignment, elevation, and operations and maintenance. 
LD II would focus on upgrading existing roads and improving maintenance.
Equipment service centers, with a dual function of servicing equipment,
and providing hands-on training for mechanics, would be developed in each 
go ve rno rate. 
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(4) Solid Waste Management 

Over 4,000 tons of solid waste are generated per day in 
Cairo. Only half of the solid waste generated in Alexandria is 
col lected.
 

DSS I has provided LE 80,000 per urban district for 
solid waste management. While the activities have been successful, the 
solid waste problem is so enonmous that more will be required. Also, DSS 
I has focused only on the collection side of the problem; disposal
requires attention under LD II. 

(5) Local Urban Upgrading Activities 

Urban upgrading activities have occurred in six areas:
infrastructure, education, health, social services, markets, and 
training. These activities have achieved some success, but three problem 
areas stand out that would receive nre attention under LD II. 

Often the designs used on subprojects are inefficient,
inappropriate, and inadequate. A lack of qualified supervision is 
responsible for much of the poor quality construction work, which then 
becomes an operations and maintenance problem. Maintenance of public
facilities is usually poorly perfonned. 

LD II would provide intensive training for district 
engineers. Engineers and supervisors would be encouraged to visit their 
field sites. The GOE would contribute LE 5.0 million to LD II for 
incentive pay. Mlaintenance training at the district and governorate
level would be intensified. 

2. Environmental Considerations (Annex 2C) 

The program area can be divided into three environmental regions:
1) the NIle Valley, 2) the low-income urban areas of Cairo, Alexandria,
Port Said, Suez, and 3) the desert. The Nile Valley and the urban areas, 
are of paramount importance, as more than 90% of the beneficiaries of LD 
II live there. 

The dominating physical feature of the project area, the Nile 
River, is the source of life for Egypt and is also a source environmental 
concerns for LD 11 due to the negative environmental impacts of resulting
from the necessity to exploit the iver to support explosive population
growth in the Nile Valley. 

a. The Provincial Areas.in the Nile Valley 

In the valley hamlets, villages, and towns, are grouped in
860 administrative areas, officially called "village units". The village
units have high population/arable land ratios, and lack adequate
infrastructure. The major environmental concern, is the inefficient 

http:Areas.in
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over-use of domestic and agricultrual water that'has resulted in high
groundwater under villages. This causes the weakening and collapse of 
structures, the flooding of latrines, and the emergence of pools of 
stagnant water.
 

OSS I has attempted to meet the high local demand for potable
water, by funding 1,600 rural water-suppiy projects. Since the GOE,
USAID and local governments have all recognized the environmental 
consequences of the delivery of potable water without accompanying
wastewater systems, the final phase of BVS focused on the development of
appropriate wastewater systems. LD II would, through the local 
government planning process, continue to devalop and implement wastewater
solultions and re-emphasize the up-grading and the operations &
maintenance of existing DSS I infrastructure. This approach would 
continue in LD II and, if successful, should help mitigate existing
environmental problems in villages. 

b. The Urban Areas 

The major environmental problems in the urban areas are the
result of a combination of explnsive pop'ulation grcwth, insufficient and
inadequate infrastructure, and lack of maintenance of existing

infrastructure. These combined factors have caused enormous

environmental problems, characterized by high levels of air polluti6n,

overloaded sewerage systems, pools of septic water in crowded
 
neighborhoods, and mountains of uncollected solid waste.
 

The DSS I/NUS Project has attempted to mitigate several
specific urban environmental coacerns through interventions in solid 
waste management, the up-grading of district equipment maintenance 
facilitates, the installtion of water and sewer household connections,
the construction of lavatories in schools, and street paving and
lighting. While the above projects have had some success, the enormous

environmental problems of the urban areas have not 
 been solved, mainly
due to the enormous stress placed on the service systems by rapid
population growth. 

The LD II Project would continue the environmental
conservation efforts begun during DSS I and focus on problem areas that
have hindered NUS activities, namely the ccmpletion and up-grading of
existing DSS I activities and the improvement fo the operations and 
maint-nance systems. 

c. The Desert Areas 

The desert areas cannot support the high population densities
characterisitc of the rural/urban settlements of the Nile Valley.
Hcfwever, overcrowding in the val.ley has stimulated attempts at land 

/' 
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reclamation and resettlement in desert areas.
stress on 
by 

the already fragile desert environment.
This has placed greatmore people, and More waterits cost continues is requiredto rise asfinite amounts of fossil 

deep wells removewater reserves. 
The environmental situation in the desert coastalas critical in the inland areas.catchnent and storage Here, villages exist through 

is not 
brackish water 

of seascnal rainfall and the 
aquifer. Coastal by wells that tap thetowns import waterrailway, truck and from the lle bypipeline.
 

The DSS I/DSF/BVS Projects have
exploiting the desert areas. aided local governmentsDeep well pump inbeen supplied to 
 sets and generatorssupplied to coastal 
inland aesert areas and desalination units have 

have
settlements. LD II beenwould reevaluateinterventions its desert-areacapita costs to consider theof those fragile desert environment, theinterventions,technology to be employed. and the appropriateness high per

of theunder DSS I would 
Existing equipment and practices, suppliedbe evaluated ovr time, and improved or displacednecessary. if 

D. Summary f the Social Soundness Analysis (Annex2)The sociocultural andprogram would he carried political en.iron:.entout is in which the LDoneiimi'ted, of increasing local 11but increasing, autonomy anddemocratization ofprovision of basic decision-makingservices for theProgram objectives to urban and ruralare consistent with the 
citizens. The LD IGOE philosophicalto decentralizaton. commitment 

By law, local governmentand management units haveresponsibilities substantial administrativedelivery of basic to carry out a wide rancelocal services. of task:s in theThey lack sufficient'resources,

activit 

experience and technical assistance to effectively plan and implement
ies Durin a the DSSit can assess I Program, local governmentlocal needs and plan projects. has proven thatadequate technical Howevr, it did not receivedistricts and 

assistance from the directorate offices located in thethe governorates,implemented. so thatfIeasures to correct 
high quality projects could bethese problems would be included in LD 

LD ii is a continuation ofthe GOE the DSSestabl ish the capacity to plan and 
I and is designed to assistplans. The continuation of implement local developmentcompatible wIth 

the process set in motion bythe Sociocultural DSS I islocal autonumy for the provision 
and political environment of increasingof basic services

Citizens. to urban and rural 


