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"Town meetings are to Tiberty what primary schools
are to science: they bring it within people's reach,
they teach men how to use it and enjoy it."

De Tocqueville, 1840,

"... the important fact remains that Egypt is on
the path of decentralization which is one of the
pillars of democracy and antithesis of
authoritarianism. This is the path of freedom."

Egyptian Gazette, Cairo, June 28, 1985,
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CURRENCY EQUIVALENTS
One Egyptian Pound (LE T.00J = 83 US cents (US$0.83)

ABBREVIATIONS, ACRONYMS AND FORE IGN TERMS

AEE - Architecture and Engineering.

AID - Agency for International Davelopment.

AID/d - Agercy for International Development/Washington.

Anana (2mana Fanniya) - Technical Secretariat for LD 11, Ministry of
Local Government.

A.R.E. - Arab Republic of Egypt.

Bab - Chapter of the Egyptian National Budget.

BSDS - Basic Services Delivery System.

CCBA - Cairo Cleaning and Beautification Authori ty.

BYS - Basic Village Sarvices Activity (part of DSS I).

CDSS - Country Development Strategy Statement.

CN - Congressional Notification.

COP - Chief of 'Party.

CP - Conditions Precedent.

OD I - Development Decentralization I Activity (part of DSS I).

DLPC - District Local Popular Council.

DS - Decantralization Support Fund Activity (part of DSS I),

DSS 1 - Decentralization Sector Support I Program.

EPA - Environmental Protection Agerncy.

FRA - Foreign Assistance At, °

FAO - Food and Agriculture Organization,

FM - Financial Management.

FR - Financial Request.

FX - Foreign Exchange (Currency).

FY - Fiscal Year.

GLDC - Governorate Local Development Committee,

GO - Government of Egypt.

IAC - Inter-Agency Committee.

IFB - Invitation for Bids.

ILDC - Interministerial Local Development Committee.

IRR - Intarnal Rate of Return

ISTI - International Science and Technology Institute,

JICA - Japan International Cooperation Agency.

LAD - Office of Local Administraticn and Devalopment (USAID/Cairo).

LC - Local Currency

L/COMM - Letter of Commitment.

LDC - Local Davelopment Comnittee.

LD IT - Local Developmant II Program,

LDF - Local Davelopment Fund.

LE - Egyptian Pound. LE 1.00 = US$0.83; US$1.00 = LE 3. 20

LPC - Local Popular Council

LPCPD -Liters Per Capita Per Day.

LRM -~ Local Resource Mobilization.

~
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Markaz (p1. Marakez) - District in a governorate.

MHPU - Ministry of Housing and Public Utilities.

MIS - Management Information System.

MLG - Ministry of Local Government.

MOF - Ministry of Finance.

MIH - Ministry of Health.

MOP - Management and Operations Program.

MPIC - Ministry of Planning and International Cooperation.

MSA - Ministry of Social Affairs.

NOPYASD - National Organization for Potable Water and Sanitary Drainage.

NUS -~ Neighborhood Urban Services Activity (part of DSS I).

0&M - Operations and Maintenance.

ORDEV - Organization for the Development and Reconstruction of the
Egyptian Village.

PACD - Project or Program Assistance Completion Date.

PADCO - Planning and Development Collabarative International.

PASA - Participating Agency Services Agreement.

PDI - Pre-delivery Inspection.

PID - Project Identification Document.

PIL - Project or Program Implementation Letter.

PP - Project or Program Paper.

PSC - Provincial Subcormmittee of the ILDC.

PYO - Private Yoluntary Organization.

RFB - Request for Bids.

RFQ - Request for Quotations.

RiM - Resource Mobilization.

DS - Sector Development and Support Activity (part of DSS I).

SER/TM - Service and Commodity Management (AID/W).

SSC - Sector Steering Committee for DSS 1.

TA - Technical Assistance.

TLG - Technical Liaison Group in LAD, USAID/Cairo.

TOR - Terms of Reference.

UNDP - United Nations Development Programme.

UNICEF - United Nations International Children's Emergency Fund.

USAID - United States Agency for International Development.

USC - Urban Subcommittee, of the ILDC.

USG - United States Government.

WHO - World Health Organization.
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LOCAL DEVELOPAENT 11

PROPOSED CPs AND COVENANTS

I. Requi rements Precedent

1. Prior to first disbursement of LD II Block Grant funds, the GOE
will, except as AID may otharwise agree, furnish:

a. a statement of the names and titles of the persons authorized
to act ac the representatives of the Grantee, togethar with a spacimen
signature of each person specified in such statement;

b. evidence that the Grantee has issued the necessary policy
determinations establishing an Interministerial Local Development
Comnittee (ILDC) responsible for program policy and coordination. The
members of the .ILDC will be designated by the Ministries of Local
Govarnment, Planning and Intarnational Cooperation, and Finance. The
members will be drawn from appropriate Ministries concerned with local
development activities;

c. -evidence that the Grantee has issued th necessary policy
detarminations to create, undar the ILDC, two committees, one for urban
governorates and one for provincial governorates, ¢.d has defined their
respective roles in terms of functions, staff, resources, and related
matters; -

d. evidernce that the Grantee has issued the necessary pnlicy
detzrminations to create a Technical Secretariat (AIANA) for the 1ife of
the program and defined its role in terms of policy analysis, technical
coordination, monitoring of implementation, evaluation, and related
matters, and authorized it to acquire and retain necessary professional
and 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
contributions.

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 raquirements
precedent to first disbursement.

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



a. evidence that a special Block Grant account has been
established at the Ministry of Local Government (MLG) for deposit of
A. 1.D. and Grantee Block Grant funds;

b. evidence that a Basic Services Cxital Investment Account has
been established in each participating local unit, undar the regulations
of the Tocal councils' Local Services and Davelopment Account and that an
amount equal to at least 5% of the A.I.D. grant to that local unit has
been deposited by the local government unit;

C. evidence that the Ministry of Planning and Intarnational
Cooperation {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 capital
costs of the Basic Village Sarvices Activity (BVS), the Neighborhood
Urban 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 of
Finance, through an allocation and disbursement from the national
recurrent cost budget (BAB II). The above percentages and the total
maintenance .cost figures in the Grant Agreement Annex 1 budget are based
on 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. e§iden:e that plans for Block Granf fumded projects have been
approved by ILDC sub-committees and Gowernorate Local Da2velopment
Commi ttees.

3. Prior to disbursement of PVQ funds to the govarnorates;

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

b. Governorates must show evidence that 5 percent of their
request has been deposited in a specially designated PY0 account, under
the regulations of the governorate's Local Services and Developtent
Account.

II. Covenants

1. Program Evaluation.

The Parties agree to establish an evaluation program as part of
the Program. Except as the Parties otharwise 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 information may be used to help overcome
such problems; and

(d) evaluation, to the degree feasible, of the overall development
imact of the Program.

2. Ratification.
The Grantee will take all necessary action to complete all legal
procedures necessary to ratify this agreement and will notify A.I,D. as
promptly as possible of the fact of such ratification.

3. Progress Reports.

The Grantee will maintain a quarterly financial and physical
progress report on each individual subproject and will maintain a
quarierly cash management report showing the dates of transfers of Block
Grant and Maintenance Funds to each implementing entity. These reports
will be made available co A.1.D. on a quarterly basis, within 60 days
after the end of the quarter.

4. Funds for Basic Services Operation and Maintenance.

ihe funds in the Basic Services Operation and Maintenance in each
governorate will be disbursed completely each fiscal year to appropriate
institutions at the village, markaz and govarnorate levels to imlement
the operations 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 Unit Accountants.

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



- Xii -

6. Funds for Design'and Construction Supervision.

The 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. Estéb]ishment of Governorate Local Development Committees.

The Grantee covenants that each governorate will establish
Govarnorate Local Davelcrment Committees (GLDC) comprising both elected
and executive council members. The GLDCs will coordinate the
governorate's own program undar 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 covar 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 othzr 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 Tocally-applied cost
recovery measures,



- x{ii -

LOCAL DEVELOPMENT II

EXECUTIVE SUMMARY

I.  FINANCIAL SUMMARY

-Grantee: Arab Republic of Egypt
~Financing: AID: $156.0 million grant
GOE: B72.2 million (in LE equivalent)

~-Estimated Cost:

USAID GOE TOTAL % of Total
EAD)

A. Block Grant Fund 122.7 12.3 135.0 59%
B. PYD 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 12
H. Contingency 3.1 0.0 3.1 1%

Total 156 .0 72,2 228.2 100%

IT. INTRODUCTION

Tha Local Development II Program would be the second phase of an
Egyptian-US partnership begun in 1978. This cooperative program would
support the Government of Egypt's objective of establishing a
decentralized system of local govarnment which is founded on the
principles of popular participation and democratic decision-making.

(2955D/0011D: 8/15/85)
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The second phase is'being launched on the 25th anni varsary of
Egypt's present system of local government. Over the past twenty-five
years the government has moved steadily from a system of centralized
control to a system founded on the twin principles of decentralized
authority and democratic decision-making. Tha GOE's program, ovar this
period, has been consistently positive, so that by 1985 a decentralized
and democratically responsive system of local government is in place in
every village, markaz and governorate. This system places substantial
decision-making power in the hands of popular councils whose mandate is
to establish local development priorities and provide oversight of the
executive branch of local government.

USAID support for the GOE's local development programs began as a
series of discrete projects which ware combined in 1982 into the
Decentralization Sector Program (DSS I). Th2 DSS I portfolio was
explicitly tailored to reinforce Egypt's policy comnitment to
.decentralization and popular participation. Successive evaluations have
documented the substantial economic and institutional inpact that has
resulted from this fusion of sound GOE policy with substantial capital
and technology transfers from USAID. Undar the DSS I program USAID has
committed 5525 million of which 5407 million had been disbursed by
June 30, 1985,

The proposed LD II Program has been formulated as a “bridge" betweer
the DSS I Program and a proposed LD IIT Program. LD III would be a part
of the GOE's next Five Year National Development Plan, which begins 1in
July, 1987 (GOE FY 1987/88). LD III's financing would be subject to
further policy determinations by both governments and to the availability
of funds.

ITI. LD II PROGRAM GOAL, PURPOSE AND CONSTRAINTS

The goal would be:

--to_improve the quality of 1ife of low income residents in rural
and urban Egypt through the provision of essential basic services.

The purposes would be:

--to improve and pxpand the capacity of local governments to plan,
finance, imp [ement and maintain locally chosen basic services projects;
and,

——

--to improve the capacity of local government to mobilize local
resources in Jrder to sustain the provision of basic services.




The LD II Program
which presently impede
development objectives.
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would be organized to address several constraints
the full realization of the GOE's local
Key constraints which have been jointly

identified during DSS I and the design of LD II include:

POLICY FORMULATION:

PLANNING PROCESSES:

PROJECT DESIGN
CAPACITY:

OPERATIOIS AMD
RATNTENARCE:

FISCAL
DECENTRAL IZATION:

HUMAN RE SOURGES:

IV, THE LD IT PROGRAM

The LD II Program

- The Basic Servi

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

The Tocal development planning and budgeting
process, which encourages popular participation,
is not working fully in all governorates;

The technical capacity at the local level to
design and construct basic service projects is
Timited and not adequate for more complex service
systems, particularly in water and sanitation;

Constraints to improved 0&M of basic services by
local govarnment are:

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

-- Tha ebsence of an effective link betwean the
capital planning and budgeting system and the
comparable 0&M system;

-- The limited institutional capacity of local
govarnment to effectively sa2rvice and maintain
the growing stock of basic services and
infrastructure;

Yery limited financial resources for basic service
delivery and maintenance are genarated and
controlled locally;

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.

has been formulated around two systems:

ces Dalivery System.

-~ Tha Local Resou

rces Mobilization System,




- XVi =

I¥. A, The Basic Services Deli very System (BSDS)

The BSDS would strengthen local government, at al] levels, so
that it can provide and sustain the delivery of basic services to its
constituents. Tha BSpS has been designed to addyess constraints
associated with the capital planning process, project design, 0aM of
tasic services and equipment, and associated skills training.

V. AL 1. The Components of the BSDS

a. Tha Process of Delivering Basic Services

Under LD II, each participating governorate and local unit
would comlete two planning, budgeting and itplementation cycles coverin
five essentjal steps as follows:

{1) assessment of needs and evaluation of past performance;

(2) allocation of resources to each participating unit of
Tocal government ;

(3) Préparation of detajled investment ang 0&M nlans;

(4) implementation (i.e. construction and maintenanze);

(5) evaluation of resuits;

A new cyzle would start each year, as specified in the
local govarnment laws. Based on prior experience with the NUS and BVS
activities, each cycle would raquire approximately 30 months to complete
all five stages. In order to qualify for Lp IT furds Tocal units must
complete the first three steps and have thejr plans approved by the

b. The BSDS Matching-Gran

Each participating governorate would receive an annual
matching "block" grant to finance basic services which would pe dispersed
against approvad project plans, Tha block grants would be financed by
USAID and the MPIC, Each participating governorate would recejye an
annual grant of approximately p2.62 million ($2.5 from USAID funds, 50.72
from MPIC). FEach participating governorate would be required to match

i 0.12

mi]]ion/governorate) Wwith funds drawn from their respective local
Sarvices and Development Funds or other local sources,

Ovar the two annual planning and budgeting cycles financed
by LD II, USAID would provide approximately F123 million in Capital
financing while the MPIC and participating local govarnments would each
respectively contribute approximately B6.15 million equivalent in
Egyptian pounds.
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In addition, the Ministry of Finanze (MOF) would provide
incremental financing to covar the estimated O&M requi rements associated
with completed DSS I projects. On average, the MOF annual contribution
per govaernorate par annum would total approximately US$1.16 million in
equivalent Egyptian pounds for provincial governorates and US$0.58 for
urban governorates. As with the LD II capital project financing, MOF
disbursements would be made from approved 0&M plans submitted by each
participating governorate. The estimated financing from the MOF would be
approximately US$53 million equivalent in Egyptian pounds,

c. BSDS Planning Guidelires

(1) Annual Maintenance Plans

To address the substantial maintenance requirements for
DSS I investments, as well as for new LD Il investments, governorates and
participating local units would préepara an annual maintenance plan and
budget. Financing for approved maintenance plans would be made available

by the Ministry of Finance through the Bab II recurrant cost account,

(2) Annual Capital Investment Plans

. Plans for new capital investments proposed for LD II
Block Grant funding would be daveloped 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 nieds under the
first and second priorities have been satisfied before programing BSDS
grants for new projects.

(b) 054 Planning for New Investments:

Proposals submitted for new pr5jects must include
plans and budgets for O&M in the post construction, service delivary
period.

(c) Allocations of Funds Among Differant Levels of Local

Govarnment:

No less than seventy-five percent of each
governorate's block grant would be allocated to village councils in
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In addition, the Ministry of Finance (MOF) would provi de
incremental financing to cover the estimated C&M requirements associated
with completed DSS I projects. On average, the MOF annual contribution
per governorate per annum would total approximately US$1.16 million in
equivalent Egyptian pounds for provincial governorates and US$0.58 for
urban governorates. As with the LD II capital project financing, MOF
disbursements would be made from approved O&M plans submitted by each
participating govarnorate. The estimated financing from the MOF would be
approximately US§53 million equivalent in Egyptian pounds.

c. BSDS Planning Guidelines

(1) Annual Maintenance 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 prepara an annual maintenance plan and
budget. Financing for approved maintenance plans would be made available
by the Ministry of Finance through the Bab II recurrent cost account,

(2) Annual Capital Investment Plans

Plans for new capital investments proposed for LD I1I
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.

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

(b) 0&M Planning for New Invastments:

Proposals submitted for new projects must include
plans and budgets for O0&M in the post construction, service delivary
period.

(c) Allocations of Funds Anong Different Levels of Local

Government:

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

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

Governorates would have tha option to use up to 25%
of the USAID portion of their annual block grant as foreign exchange for
maintenance equipment and basic services rolling stock or fixed plant.

(e) Types of Subprojects and Equipment

In the provincial governorates, basic service
infrastructure including smali water and waste water projects, secondary
and tertiary mads, and maintenance facilities and equipment,

In the urban governorates, basic ssrvice
infrastructure including schools, haalth clinics, street lighting and
paving, small water and waste water projects, solid waste projects, and
maintenance facilities and equipment,

(f) Size of Projects:

The average project size would be approximately
LE 55,000 to LE 60,009. Exceptions are expected in the case of village
water/vaste water projects and solid waste activities and govarnorate
maintenance facilities. These projects would fall between LE 109,000 and
LE 400,000, '

IV. A, 2. The BSDS End of Project Status (EQOPS)

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 grant system would be operating
as one element of the GOE's program to decentralize fiscal authority to
local government;

c. Improvad project planning and implementation staff at all
levels of local govarnment;

d. Appropriate maintenance facilities in place and functioning
at all levels of local govarnment;

e. Improved operation and maintenance of basic public services;

WY
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f. Aoproximately 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 orientation
training. Eleven thousand (11,000) local unit staff given skills
training.

IV. B. Local Resource Mobilization (LRM) System

Th2 LD IT Local Resources Mobilization (LRM) System has been
designed to enable local institutions, both public and private, to play a
greater role in promoting local economic development., Tha LPM effort has
been organized into two separate subsystems.

A public sector component to improve the capacity of local
govarnments of mobilize resources locelly to finance an increasing share
of local canital and recu:rent development costs. Possible changes in
central-local govarnment financial arrangements would also be explored.
They would have the objective of improving local development planning and
management 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 lecal governments to tap and
utilize Private Voluntary Organizations [PV0s) 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)

Th2 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
Tocal finances;

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

-- the imbalance between investment budgets and recurrent cost
budgets for local basic services; and, ‘ Co

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

g. Approximately 43,000 ceuncil members given orientation
training. Eleven thousand (11,000) local unit staff given skills
training.

IV. B. Local Resource Mobilizaticn (LRM) System

Tha LD IT Local Resources tiobilization (LRM) System has been
designed to enable local institutions, both public and private, to play a
greater role in promoting local economic development. The LRM effort has
been organized into two separate subsystems,

A public sector component to improve the capacity of local
governments of mobilize resources locally to finance an increasing share
of local capital and recurrent devalopment costs. Possible changes in
central-local govarnment financial arrangements would also be explored.
Thay would have the objective of improving local developmant planning and
management 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 govsrnments to tap and
utilize Private Voluntary Organizations {PV0s) for service delivery,
Pilot tests of new approaches to the delivary of un-subsidized cradit to
small rural and urban enterprises would be undartaken.

IV.B. 1. Public Local Resource lobilization 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 Timited control exercised by local government over
local finances; .

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

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

-- the Timited number of trained fimanze of ficers at the local
Tevel.
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a. Implementation Strategy

LRM would be directed by a subcommittee of the GOF Amana
(see LD II Organization and Management, page xxiii) chaired by the
Ainistry of Finance. Tha 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, If local
governments, over the medium term, are to cover local operating and
maintenance costs of basic services, the legal authority and management
sy stems- for local governments to generate additicnal local revenue need
to be put in place. Initial priority would be focused on increased
application of user fees consistent with recent determinations by the
High Committee for Economic Pelicies;

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

To support the work of the LPM subcommittee and develop the
financial management capacity of local govaraments, technical assistance
and training programs wou]d be financed undar the SpS activity of DSS I.

b. End of Praject Status for Public LRM:

By 1989, the following would be in place:

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

(2) Improvements in the present system of intergovarnmental
grants for Bab II recurrent costs, from an ad hoc system to a formula
based system, so that local governments can plan 0&M requirements with
greater certainty;

(3) Imreased revenues and user fees collected angd spent
locally, with an increased proportion of recurrent costs for basic
services infrastructure and equipment being assumed by Tocal units;

(4) Financial, management and administrative capacity of
Tocal 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 be established and operating in local units;
(6) Ministries of Finance and Local Government would be
providing technical assistance to local units in revenue generation and

recurrent cost financing;

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

(8) A training program for local govarnment and MOF staff
would be established and oparating.

IV. B. 2. Private Local Resources Mobilization:

The private sector LRM system would have two components: an
activity to strengthen the linkages between local govarnments and PV0s in
the provision and oparation of basic sarvices; and, an un subsidized
credit crogram directed to small scale rural and urban enterprise. The
latter component requires additioral analysis and policy discussion. If
both govarnments agree to proceed with the credit activity, it would be
incorporatad into the FY 1986 amendment to the LD I Grant Agreement.
This section of the executive sumnary, therafors, describes only the
proposed PY) component. :

Egyptian PYOs hava a solid record of promoting local econcmic
development.” Thare are over 10,000 registered PV0s sarving rural and
urban communities. PV0s are venturing into new sectors with particular
emphasis cn the provision of services for fees. These self-sustaining
activities include the collection of garbage and wastewater in unserviced
areas, basic health services and loan programs at near-market interest
rates. Based on the positive experienze with PY0s under the NUS and
Helwan Upgrading Projects, the LD II Program would encourage PV)
activities,

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 PYO Grant Funds in each participating
govarnorate. Grants would be made to specific PVOs after project
proposals had been reviewed and approved by each Governorate Local
Development 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,



- XXii -

b. End of Project Status for Private LRM:

By 1989 the following would be in place:

(1) A system that has the financial, managerial, and
administrative capacity to jntegrate PYOs into the local development
process;

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

(3) A PYD training program for local government staff and
PYO staff routinely operating and financed through local government
training grants; and,

(4) Cne thousand seven hundred (1,700) PVO subprojects,
financed by the Gevernorate PVC Grant Funds, providing sarvices to low
income residents.

IV. C. LD II Scope and Phasing

The LD II Program would be netional in scope covering 20
provincial governorates, the four governorates comprising the
matropalitan Cairo and Alexandria areas, and the one-city governorates of
Suez and Port Said. The govarnorates of torth and South S¥nai would not
receive LD II firancing fcr sub-projects since they still have
'substantial urdisbursed funds undar the BVS KCtivity. They would
participate fully in training programs and receive technical assistance.

- Undar LD II each participating governorate would receive two
annual invastment and recurrent cost grants fiom USAID and the central
government. Disbursement of the grants would be timed to coincide with
the beginning of the GOE fiscal year, as much as possible,

The entry of both urban and provincial governorates into the
program would be phased. The four govarnorates comprising the
metropolitan areas of Cairo and Alexandria would join the program during
the first year of implementation. Port Said and Suez would join the
program in the second year. Mine provincial governorates would join the
program in the first year followed by the remaining eleven in the second
year. Disbursements under the project, tharefore, would be phased cver a
three year per;®sd, :
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V. LD IT ORGANIZATICN 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
comnunication on policy and program issues among ministries at all levels
remained weak. Finally, technical concerns and issues raised by local
govarnments to the Ministry of Local Government were addressed in an ad
hoc manner. This further illuscrated the less than perfect coordination
between local government organizations and central 1ine ministries.

The first structural improvement would be the reformulation of the
DSS I Sector Stearing 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 1ine ministries whose programs have a
major role in local development programs.

Reflecting the incorporation of several 1ine ministries, the SSC
would be reconstituted and named the Interministerial Local Development
Comnittee (ILDC). Given this bioadar ministerial representation, the
ILGC would function in effect, as a subcommittee of the Cabinet for local
development policy. :

A seEbnd\improvement, already partially put in place by the GOE, is
the creation of a full-time, Technical Secretariat (Avana) to the ILDC
which would be responsible for:

1) the analysis of policy and program issues, and the formulation
of ‘altarnatives for ILDC considaration; and,

2) the coordination of technical assistance from all sources
(i.e., domestic, public and private, and foreign) to local govarnment.

Finally, to improve coordination and horizontal Tinkages in local
government, joint executive and popular council Local Devel opment
Committees (LDCs) would be formed at the governorate level to oversee LD
IT program formulation and implementation. The organizational structure
for the LDII Program is shown on Chart A, page xxiv.
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YI. TECHNICAL ASSISTANCE AND TRAINING

A. Technical Assistance

Technical Assistance, financed by USAID, would be provided in
several areas to support the attainment of LD II Program purposes. The
projected leval of effort would involve epproximately 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 leval 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 II 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
IT Program. In all cases joint venture or subcontracting arrangements
between eligible United States fimms and qualified Egyptian institutions
would be strongly encouraged. The five contracts would cover the
following areas:

-Basic Services Delivery System (Provincial);

-Basic Services Delivery System (Urban);

-Basic Services Delivéry System (Operations and itaintenance);
-Local Resources Mobilization System (PVWO); 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 1l Program. The projected training effort
would reach epproximately 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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A1l training would be coordinated through the Techmical 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, lonitoring information would be compared with original work
plans and schedules in order to quickly identify imlementation
problems., The responsibility for monitoring the program rests with the
Anana, appropriate officials in the participating governorates, and
USAID. 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 stege of the local development process would be monitored
closely, using an integrated MIS. Plans and financial records would be
kept manually in villages and districts and reported quarterly to the
governorate planning and development offices. Comletion and acceptance
reports would also be included in the information system of the local
unit. In governorate centers, the records would be placed on the
computer for chacking, analysis, and reporting - both to govarnorate
LOCs, apd 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 wheth21 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 first would be in February 1986, A full
sector assessment would take place in November 1986.

VIII. Financial Plan

Tables A and B (pages xxvii, xxviii) present the ovarall 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 Subaecti- Trainees Activities
noratesl/ vities 2/

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

BYS $300.00 22 860 4200 60,000 Grants to villages for basic services
infrastructure. Training governorvate 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 PY0s for
education, health, youth,
etc. infrastructure upgrading and
expansion.

SDS $ 10.00 ——— ———— m=ee- 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) :

1/ 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 DEVELOPMENT 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 pudblic and private, to meet the basic needs of Egypt's
rural and urban poor. Equally important, LD II is about building
institutions that encourage populer participation in development and
democratic decision-making. Finally, LD II is abcut local projects to
provicge essential services, such as water, sanitation and farm-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), 1In Sharkia, one of Egypt's more developad governorates, one
quarter of the residents do not have access to clean water (JICA, 1984).
Nater networks in most areas are far more widespread than sewer systems,
This contributes to the serious health problem caused by stagnant water
near residences (Working paper 15 - see Annex 8).

The quality of 1ife in wuch of rural and uirban 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 1/, This is high
and, tnough it appears to be dropping, it reflects the poor sanitary
conditions in much of Egypt (Prosterman and Reidings, 1985, p.8).

In 1980, USAID surveyed the infrastructure requirements for
adequate systems of water, sanitation, drainage, roads, and canal=lining
in ninc governorates. It estimated, using World Bank cost data, that
US§727 wmillion in 1980 prices would be needed in these nine governorates
alone. Expanding this estimate to the entire country (excluding
metrepolitan Cairo, the Canal Cities and Alexandria) E/, indicates that
USS1.5 - £2.0 billion would be reeded 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 (Vorld 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 E1 Badry, 1984, p.30).

2) MWater and sanitation systems in Greater Cairo, Alexandria, and Canal
Cities, are being provided through other GOE/USAID projects.

(0044A4/1066D) - 8/15/85
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During the last decade another equally serious problem has become
evident. "It is no secret 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 mace the same point. lot 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 ths urban areas. It has been
estimated that the urban population of Egypt will increase by about 20
million betwzen 1976 and 2000, while the rural population will increase
by 10 million. 1In 1976 the urban population was 44% of Egypt's 37
million people. By 2000 it is estimated that it will be 54% of 68
millicn (PADCO, 1985, p.34). There are some indications chat Cairo is
not increasing in size as rapidly as in the past, but immigration into
the provincial cities will continue. Unfortunately 1iving conditions in
parts of thase smaller cities are as bad as those in the poorest Cairo
districts and many rural villages.

The absence of clean water, waste disposal and goo¢ roads, which
provide access to raw materials and markets, restricts the growth of
rural and small ucban industry. The evaluation of Basic Village Services
(BYS) noted tuat scme 20 different types of local privete Lusinesses were
benefiting from BYS-funded subprojects, and also that expanded economic
activity quickly followaed the provision of services (Chetw'nd, E. and
others, 1984). '

The Government of Egypt has recognized for some time that the
tasks of locul economic development and meeting basic needs are too large
and locally varied to be achieved through central administration. The
GOE has also reccgnized that overly ceniralized direction inhibits local
efferts 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
tocal 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 Jubilse" 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 elected
councils and require each of them to play an active role in local
-development and the provision of basic services.

The direction of local government Tegislation is clear from
Chart 1 (page 4}. Several steps still remain to be taken. Covernors are
still appointed by the President, rather than elected, and local
elections are based upon party 1ists, rather than individual candidates.
Also, Tocal 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 central
ministries continue to dominate sectoral development programs and have
not fully aligned their work with lozal governments in a mutually
reinforcing manner, Hevartheless, from an historical perspective, the
evoluticnary process focused on both decentralization and democratic
participation has been most impressive.

I. C. Relationships to US Policy, the Mission strategy and Other USAID
Projects ’

USAID returned to Egypt in the mid '70s and noted the close
coincidence between AID's davelopment strategies - focused on basic human
needs and popular participation - and thcse of the GCE. The governments
Jointly planned a series of projects which sought to increase the
provision of basic services through a decentraiized planriing process
within local government.

USAID's 1-cal development policy and strategy is derived from
U.S. Law. The Foreign Assistance Act (1981) cites ameng the preferred
means of local development:

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

- the orgenization of a system of financial institutions that
provide both savings and credit facilities for the poor;

- the stimulation of small, labor-intensive privaté 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/M'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
Tocal government at the local Tevel, and that our assistance positively
encourage, not discourage, greater community participation and
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Chart I:
THE EVOLUTION OF DECENTRALIZATIOMN IN EGYPT:

A SUMMARY OF THE LOCAL GOVERHIENT LAWS

Law 124 of 1960:

Law 57

Local councils formed at governorate, village and town levels. A
majority of their members are elected.

Responsibilities of councils established. Village councils
provide health, education, labor, agriculture, culture, social,
and basic services,

Sources of revenues established.

Governors appointed at the rank of deputy minister.

of 1971

Law 52

Local councils at all levels split into elected and executive
councils. The latter formed of heads of governmant departments
2t that level of government.

Planning and monitoring functions of local councils expanded.
The rignt to question members of the executive councils and
governcrs given to the elected councils.

ot 1975

Lavw 43

Councils cstablished at district level in both urtan 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 emplcyees in the governorate.

Local Services and Developmient Funds established for all local
units. This provides the local units with their own
discretionary funds which 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.

of 1679

Lvery council must have at least one femele member.
Responsibilities of local councils further clarified and
increased.

Governor appointed as a full minister.

Local revenue sources increased.

of 1981

Law 50

Higner 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.
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self-reliance, including the growth of private, non-governmental
organizations at the Tocal level ... Khen local units of government are
found desirable for assistance...support should be viewed as a long-term
institution Puilding process which requires an AID commitment to a Tong
time frame in order that sufficient opportunity is allowed for developing
sustainable self-help caparnity."

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

There are a number of projects in the Mission, vutside the
dgecentralization sector, that relate directly to local developrment. The
Basic Education Project provides funds to nine govarnorates to build
Tocally planned schools. The Small Farmer Production Credit Program has
developed, in three governorates, @ very effective agricultural
development and credit program for sm21l farmers working thrcugh the
village branches 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 naticn-wide activities. On the
urban side, the Helwan 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 cocperate with local
authorities to previde public sanitary services. The Institutional
Suppart Project designed by the USAID Office of Urban Administration and
Develormert (UAD) 4311 provide technical assistance, training, equipment,
materials, publicaticns and rescarch grants to assist the Ministry of
Housing and Public Utilities (}HPU), the National Organization of Potable
Water and Sanitary Drainage (4OPWASD) and local governmental agencies s
meeting municipal .sater and wastewater throughout Egypt.

1. D. Relation to Activities of Other Donors

There is close correspondence between USAID's local development
activities and those of several other donors. The World Bank is
assisting Beheira Governorate to establish a local water company which
Wwill provide better water service in return for increased water rates.

he increased revenues will be retained by the governorate and used to
operate and maintain 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 Jocal
resources to fund their recurrent costs. ®inaily, the Bank 5 assisting
the city of Cairo to improve its capacity to manage the complex problems
of urban growth through its lManagement and Operations Project.

Sharkia governorate, with Japanese assistance, has develoned a
detailed plan for a governorate water company (JICA, 1984). UNICEF has
“assisted the Ministry of Local Covernment and several governorates in
Upper Egypt with a village development program, which supplements USAID's
BYS Activities in those governorates.
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The Hinistry of Planning has conducted a five-year program, with
UND? assiztance, to produce an economic development plan for Region 8
compirising Aswan, Qena, Red Sea, and Sohag governorates. The findings
which support decentralization, were published in 1984 (UNDP, 1984).

I. L. USAID's Role and Accomplishments: Decentralization Sector Support

I, 1978-6h

Five joint activities, developed between 1978 and 1981, were
grouped into the Decentralization Sector Support Program (DSS I) in
1982, Tha activities; Development Decentralizatioen 1 (DD I), Basic
Village Services (BVS), Cecentralization support Fund (DSF), Heighborhood
Urban Services (KUS), and Sector Development and Supnort (SDS), have
provided sizezble financial vesources (8600 million) to almost every unit
of local government to enahle them to provide improvad basic services,
increcse their own giscretionary funds throuah investmant, and puUrchase
heavy equigment. More than 6000 subprojects have been implemented, 775
small loars made, and over 1,200 items of equipment delivered, with 800
more on order. Funds were also provided for large training programs
{over 60,000 participants), and technical assistance (Tatle 1, page 7).

During DSS I, Tocal units of government convincingly demonstrated
that, given adequate funds, they can effectively pian and irplement basic
services and smali income-producing projects. The nuzver of sub-projects
and speed of implexrentation have far excecded the expectations of project
plannevs, Th2 ceabination of financial resources, locail initiativa, and
technical assistance has increased the cepacity of local units to assess
problens, propose colutions, secure external resources, and plan and
implement projects.

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

I. F. Present Constraints to Local Davelopment

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

1. F. 1. Policy Formulation: At present there is no policy group that
seeks To rationaiize and advinca tocal development policy
vithin the development planaing process,

The DSS I program agreement signed in August, 1982 proposed the
creaticn of a Sector Steering Committee (SSC), "charged with the
assessmants and direction of this program (DSS I) and to be served by a
technical secretariat charged with the coliection and analysis of"
baseline data against which budget and implementation decisions may be

deternined by the SSC for the total program," (USAID, 1982 b, p. 8).
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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
noratesl/ vities &

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

BVS 4300.00 22 860 4200 60,000 Grants to villages for basic services

: infrastructure. Training governorate and
village staff.

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

NUS § 89.00 4 23 1200 3,868 Grants to districts and PVY0s for
education, health, youth,
etc. infrastructure upgrading and
expansion.

SDS $ 10.00 —— B 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)

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

2/ 3ub activities were: in DDI. Toans; in BVS and NUS,
in OSF, items of heavy equipment.

infrastructure sub-projects in districts and villages;
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In January, 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 either
retired from goverment or have moved to other positions.” (Kerr and
others, 1983, p. 23)

In March, 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 meet
regularly and have managed projact implementation well, The SSC,
however, only met twice between its formation and October 1984. This may
have been due, in part, to a lack of major impediment to the
implementation of the activities, but also Targely because its technical
staff and secretariat were never appointed and operational. This means
that there has beén iittle discussion of policy issues prior to the
design of the currcnt progran.

During the past six months the SSC has met frequently to consider
major issues asscciated with the LD II program design. The technical
secretariat, Amana, has been fommally constituted with a broad
interagency wembarship. It has been meeting weekly to discuss the design
of the LD II program. The institutions required for policy development
and dialogue are in place and would be further daveloped during LD II,

The LD II policy dialogue is important since it is the ocnly USAID
program that promotes 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 portfolio and
the proposed LD II program provide substance and puirpose to local
democracy in Egypt.

I. F. 2. The Planning Process: The Jocal development planning system,
wmch encourayes Tull, pooular participation, 1S not
institutionalized in all governorates.

The planning processes used under DSS I, were patterned after
those legislated by Law 43/1979 and Law 50/1981. The initial results
were very encouraging, but further work is required.

“The NUS process has helped local government firm up its
objectives of providing services to pcople in the form of increased
public facilities and increased responsiveness to local needs. There is
a long way to go before there is agreement on the practical objectives of
district level government versus governorate and national ministerial
levels...(Qur recent interviews) in the districts exhibit a striking
improvement in the practical attitudes of district staff regarding their
overall task and what they need to accomplish it." (ISTI 1985, p.10)

The BVS evaluation team reported very mixed results based upon a
survey in 10 governorates. They found some evidence to suggest that
length of participation in BVS was clearly related to building local"

planning and management capacity(Chetwynd 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 undaitaken 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 1II may continue to fund cycles within the context of the
next Five-Year lational Development Plan.

I, F. 3. Desian of Basic Services Infrastructure: The technical design
Cépacity at the iocal Teval is Timited end not adaquaie ftor
more complex Service systems.

The BVS evaluation team concluded, "Subproject engineering has
been generally appropriate to the needs and condition of tgyptian
villages. ... With few exceptions, local perscnnel are sufficiently
competent to design and construct the types of water, roads, sewarage and
other subprojects found in the BVS program. " (Chetwynd, E., and others,
1984, p.18)

More recently, however, AID consultants woriking on more complex
rural water and sanitation projects - the kind that wiil form a largar
proportion of the subproject portfolio in the future - have noted a lack
of design capacity at botn village and governorate levels, {Working
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 RUS
projects is rarely satisfactory. It often consists of very rough
sketches with few dimensions." (1STI, 19285, 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, Operatiocn and Maintenance of Rasic Services:

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

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

b. The absence of an effective link between the 04l 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 skills
required to systematically operate and maintain public services.

I. F. 4. a. The Imbalance Between Investment and Recurrent Cost
Financing ‘

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
willion, which is a 1,774 percent increase (19 times), (Table 2).

TAELE 2 : COMPARISON OF LOCAL DEVELOPMENT INVESTMENT (Eap 111} AXD RECURRENT
COST (BAB 11) DZTMEEN 1976 AND 1984/85 (BOE AND USAID)

: ALLOCATIONS (LE MILLIONS)::  PERCEKTAGE INCREASE :

TYFE OF FINANCING : H :
1976 ¢ 19B4/85 :: 1976 O 1584/85

POBIE : 15.90:  298.00 i 1,774 :
IVESTRENT  : USAID : 73.00 13 :
(BAB 111} : : HH :
pTOTAL : 1S90 371,00 & 2,2331 :

t RECURRENT COST ¢ BOE : 4700t  166.60 o 2531

(B£B 11} : : s HH

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 mijlion is factored into the
annual growth in local government capital investment, the local
government investment budget expanded approximately 2,233 percent (23
times) between 1976 and GOE FY 1984/85 (Table 2). This very rapid growth
presents a grave problem for local 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 utilitjes, etc.. not
budgeted elsewhere". Investments accumulate rapidly into a growing
capital stock (decreased only by depreciation) which require a dramatic
increase in 0&M expenditures. The local government 0&M budgets (for
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TAELE 4 : C(*IFARISON OF DSS 1 CAFITAL INVESTMENT AND
0 % M REQUIREMENTS WITH GOE FY 84,85
EAE I1 MAINTENANCE RUDGET

o o o T e e e e e o e o o o i s o o e .t o . ree e e . s s it S B e e S S5 e S o S e e st e e i it B

ANMNUAL
oM COST

tA. DSF EQUIFMENT (ANNUAL O%M = 10Y% OF UMIT COST)

EHF\TH MOVING : 576 0.07 : 40,09 : 4.01
: TRUCK : 985 : 0.0S : 48.73 : 4.87 :
:STATIONARY : 157 : 0. 10 = 15.47 1.5 :
: SUBRTOTAL H 1718 : 0.06 : 104,29 10.43

'MHINTENANCE : 8 : 0.07 : 0.56 : Q.03 @
: ROADS : 150 0.07 : 10,52 Q.53 &
:0OTHERS : 31 ¢ 0.07 : 91.256 ¢ 2.96 :
SUBTOTAL : 889 : 0.07 62.34 T.12

: WATER : 1933 0.05 : 102.84 ; S5.14
: ROADS : 1286 Q.05 &4.15 S 2 :
: OTHERS : 1375 . .03 : 40.01 : 2.00
SUBTOTAL : 4594 0.05 @ 207.00 : 10,39
t:TOT AL : : : 373.63 : 23.90
s60E FY B4 - 0%M BUDGET () 8.71 :
:FERCENT OF ACTUAL TO REQUIRED 0%M BUDGET 367

*¥ THESE FIGURES REFLECT CURREMT EAE 11 EXFENDITURE
ALLOCATIONS IN THE HOUSING AND TRANSFORT SECTORS AS
A WHOLE, EXCLUSIVE OF TRANSFER FAYMENTS.
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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 0&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 &M requirements. Over the projected economic 1ife of DSS
I investments, however, serious shortfalls in 0&HM 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 C&M requirements.

During the design of LD Il the GOZ, particularly the
Ministry of Finance (MOF), addressed the OSM finance issue. Their
concern is indicated by: {1) the MOF's concurrence to substantially
increase the level of Bab Il funding for governorates to meet current and
projected 0&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 sysiem for
calculating Bab Il recurrent cost budgets for governorates; .and (3) an
interest in focusing, over the medium temm, 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
concern.

I. F. 4. b. The Absence of an 0&M Planning and Budgeting System That is
Directly Linked to the Investment Planning and puageting

System.

The investment planning and budgeting system used by local
governments throughout Egypt is relatively well developed. The same
observation, however, cannot be made with respect to the system and
process emloyed by local governments in the planning and budgeting of
annual cperation and maintenance of basic services and associated
equipment. As a consequence, decisions on capital investment projects
are fraquently made without considering the long-term 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 nomm is the existence of great
deficiencies in the operation of water and wastewater plants and other

“infrastructure, prudence would dictate the choice of the technolagy
choice to be that with the lowest requirement for operations and

maintenance, Without an explicit linkage between investment and 0&M
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planning and budgeting it is not possible to consider the total financial
burden to be assumed by local government as a consequence of the choice
of particular capital technology.

The coordinated planning of investment in infrastructure
and 0%M is made more difficult by the need for coordination and forward
planning by all levels of government. At present, most of the recurrent
cost financing required by local governments is provided as a subsidy
from the central government. This means that every year ihe national
requi rements for 0&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 accurate
assessment of the ability of the national and local budgets to support
0&M costs in the future. Similarly annual 0&M allocations in the
national budget must be closely linked to 0&M requirements and not based
upon 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 the
recurrent cost budget. The MPIC supervises investment financing while
the MOF allocates recurrent cost funding. This administrative
fragmentation greatly restricts the ability of local government to
produce balanced capital and recurrent cost plans and budgets.

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 budgating process each participating governorate and
village/district council would prépare an operations and maintenance plan
and budget covering the annual requirements to operate and maintain
existing facilities and equipment financed under the DSS I Program.
Likewise, each governorate and local unit would prepare an operations and
maintenance plan for each new capital project it proposes to finance
through the Basic Services Matching Fund. By encouraging local
goverrments to consider both the capital and recurrent cost implications
with respect to their proposed capital invastments it . expected that
greater attention would be given to the choice of technology. Likewise,
by introducing an 0&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 prujects.

I. F. 4. c. The Limited Institutional Capacity of Local Government to
Uperate and Maintain PUDIIC Services.

At all levels of local government, both urban and rural,
there is 1imited institutional capacity to systematically operate and
maintain public services. Several reports (Working Papers 7, 16, 22)
have highlighted deficiencies in the areas of organization and
management, physical plant, and technical skills training.



-15-

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, in January, 1985,
"It is no secret that maintenance is poorly performed on public
facilities in much of Egypt... A1l services directorates and districts
have small maintenance budgets and some have specialized units
responsible for such work, but generally the budge*s have long been fully
inadequate and the maintenance units understaffed. Tha habit of
deferring maintenance until the point of crisis is now 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 governcrates there were buildings available but they
needed improvement. In many marakez there were no buildings. The
facilities at most governoratas 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)

Riring DSS I there have bzen numerous initiatives to
address selected 0&M institutional constraints.

On the urban side, NUS has financed the physical upgrading
of 12 district maintenance centers. Recently 50 participants have been
sent to the U.S. for short-term training in 0&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 0&%M 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 0&M institutional cepacity at the markaz and village level
(Working Papers 8, G, 10).

DSF has made funds available to establish or upgrade
maintenance centers at the governorate Tevel as well as provide 1imited
training in equipment operation and maintenance.

In summary, several useful, but uncoordinated, efforts
focused on strengthening 0&M were siarted under the DSS I Program,
Further, these initiatives were always 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
parcent is a central subsidy which appears to be allocated in an ad hoc
way. During LD II, central subsidies need to be made more predictabTe,
which would require a restructuring of the local/central financial
relationship, a change from ad hoc to formula-based allocaticns, and the
development of an G&M planning 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 rieed 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, thay are pooled and returned as a general subsidy to local
govarnment, Thus, there is only a very tenuous Tink between the fees
charged in the localities and the 0 & M budgets for maintaining the same
services, A1 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
services.
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With regard to private resources in both rural and urban
areas, thare 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, 1in part, to
the absence of effective financial intermediation below the governorate
level, since most banks focus on larger clients (Working Paper No. 19).
The expansion 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 furthar local resource which can be tapped with relative
case 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 cormodities, undertake
community clean-up and more.

There are approximately 10,500 PVOs registered with the
Ministry of Social Affairs (MSA). The NUS Project has sponsored the
expansion of activities of 1,200 PYOs in Greater Cairo and Alexandria,
This program has shown that Timited support for these communi ty 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 PVUs provide similar services
nation-wide in the same abundance. LD II would continue this program in
the 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
sk111s thoughout the Tocal government System, arc not adequate
to meet the need.

Throughout the earlier discussions of other constraints, one
und2rlying generic constraint is the lack of staff with appropriate
skills. Thare is no shortage of staff. The GOE's employment policy,
with the government as the emloyer of last resort, ensures that most
offices are overstaffed, urfortunately by staff with few job-related
skills. The comments of a governor from Upper Egypt are germaine and
typical. "In the future, we are hoping to be able to depend on Tocal
government personnel. They need training to acquire skills. This should
be done in the governorates, not in Cairo. The Ministry of Manpower
distributes personnel lacking expertise and are unresponsi ve to needs.
We need on-the-job training and in-service training rather than academic
exercises." (Kerr and othars, 1983, p. E-3).

The DSS I evaluations point frequently to the need for further
training, for example, "...thare is a chain of inadequate supervision (of
local construction) that begins with the relatively Tow level of
training..." (ISTI, 1985, p. 4).

LD II would address this constraint by including a training
component in both local government system developed by the program.
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Motivating staff, once trained, is also a problem since GOE
salaries are so low that many emloyees with families have serious
trouble making ends mect. Moonlighting is common among civil servants.
Several evaluators have pointed cut the need for small incentives, like
those provided in other development programs. LD II would address this
issue working within the current GOE guidelines regarding salary
incentives.

[I. THE LOCAL DEVELOPMENT II PROGRAM (LD II)

II. A. Program Goal

The goal of Local Devalopment II is to improve the quality of
11re of low-income residents in rural and urban tqypt by
providing greater access 10 essential basic Service.

LD II would provide local government decision-makers with
experience in the allocation and use of resources and in daveloping 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 invastments would concentrate on the provision of essential
basic services [i.e. potable water, sanitation, roads and other municipal
and village services, etc.)

The development hypothesis being.tested by this program is:

If greater discretionary'authority is granted to local
governments, as well as additional financial resources, then Jocal
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 delivared to low-
income residents.

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

II. B. Progam Purpose and Strategy

1. Program Purposes

The purposes of LD IJ are to improve and expand the capacity
of local governmants o plan, finance, implement and maintain locally
chosen basic service projects, and to improve thelr capacity to moDilize
focal resources to sustain provision of services.

While these purposes are limited to institution-bu11dﬁng'w1th
products characterized by physical improvements--roads, water systems,

drainage structures--the building of capacity within the system becomes a

A
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stepping-of f point from which other problems can be tackied and other
solutions developed. The mobilization of Tocal resources, to be used at
the discretion of the locally elected councils, would enable local units
to increasingly imlement their own solutions without excessive
dependence on higher levals of local and national government.

II. B. 2. Program Strateqy

The implementation strategy for LD II would stress the
following thmes:

a. Decentralization of Authority and Responsibility for Local
Davelopment: '

To the greatest extent possible, the program would
encourage local decicion-making. On the public side, this means
continued support for the GOE's administrative and fiscal
decentralization process. On the private side, this involves promotion
of Tocally-based programs and policies to support development of the
Tocal private sector.

b. Building Democratic/Popular Participation:

LD II would continue to emphasize the GOE/USAID commitment
to popular participation and democratic decision-making in all aspects of
Tocal development.

c. Developing the Cadacity of Local Institutions:

LD Il would continue to place primary emphasis on the
development of local institutional capacity by directing technical and
managerial assistance to the process of develooment 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 IT would accord the development and finance of
institutional capacity for oparations and maintenance of basic services
at the Tocal 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 promcte greater local private investment and to
encourage, over time, a greater mobiljzation 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 Assistance Caapletion Date (PACD) would be
Septembar 30, 19389, At that time it is anticipated that the following
institutional improvements, systems and processes, and subprojects would
have been institutionalized or completed:

1. Th2 Intemministerial Local Development Committee (ILDC) and
its Technical Secretariat (Amana) would be fully establisned and
providing:

- central fora for discussing national policies for local
"development;

- policies and guidelines for tha design and implementation
¢f local develonment 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
Tocal development programs;

- oversight for the implementation of GOE local development
programs.

2. An integrated planning and budgeting system for local
government wnich balances investment with adequate allocations for
associated annual recurrent costs. Locally developed long-temm 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 DIGCK grant syscem for basic service delivery.
Local matching Tunds wouTd be increasingly derived from user-fees which
would be raised, in real tems, during LD II,

4. A maintenance system in each unit of Tocal ﬁovernment with the
capacity to operate and maintain both fixed plant, such as water sy stems,

“and rolling stock.

5. A system of grants to PV0s to stimulate local, private
provision and maintenancé of basic services.
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6. Greater access, for the rural and urban poor, to basic
services through tha completion by the Tocal government units and PVOs of
approximately 3,150 local projects, and the provision of 500 pieces of
heavy equipment and fixed plant for 0&l4 and other project-related
purposes.

IT. D. Th2 Scope and Phasing of LD II

1. Relationship to DSS I

The LD IT program would maintain the nation-wide scope
established undar the DSS I project portfolio. Ovar three years, LD II
would finance two complete annual planning and budgeting cycles in 20
provincial govarnorates and 23 urban districts. Urban districts in
Greater Cairo and Alexandria would al] 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 eleven more
added in the second year. The Sipaj Governorates would not be included
for LD Ii funding because they would still be receiving BVS funds for two
more years. The Sinais would, howevar, continue to participate in LD II
technical assistance and training efforts.

If ‘the Local Development program is incorporated into the
GOE's second Five-Year Plan, as anticipated, and if USAID financing is
available, an'LD III program would be authorized to start in 1987. Chart
Il summarizes the overal] phasing of DSS I, LD II and the proposed LD III
program. Governorates are not identified in this chart since the
decision on governorate entry into the program would be left to the
respective Interministerial Llocal Development Cemmittee (ILDC)
subcommittees and the ILDC jtself. The discussion below outlines the
historical DSS I program phasing and the rationale for LD II phasing.

The DSS I program began as a series of discrete
decentralization projects which were grouped into en overall sector
program in 1982, This first sectoral grouping was known as the
Decentralization Sector Support Program or DSS. LD II would focus on
continuing the activities of three of the original USS projects, namely

BYS, NUS and DSF.

BVS started in 1980 as a PL 480 Title ITI-funded activity in
three governorates. As USAID grant funds became available in three
successive increments, additional governorates were added until the
program became nationwide in scope, covering all 22 provincial
governorates. Three grants were made to local units for basic service
projects. Each unit built up its capacity by completing three projects
planning 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).
A1l 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.

US paralleled the BVS effort in urban areas. NUS funds first
became available in 1981 for Cairo and Alexandria urban districts. In
the secend 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
Il program, This overlap is indicated in Chart I (page 22). The total
allocaticn to each district from both sources would remain about the same
as previous nominal amounts.

IT. 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 uniform deficiency in basic services across governorates,
calls for a national program which continues to provide rescurces to all
Tocal government units that ‘participated in the DSS T Program,

LD II would seek to obtain qualitative improvements in- key
areas of local government planninj and budgeting. In particular, the
issues of maintenance and of lccal resource genaration and retention
would be addressed curing LD II. Thase changes can best be engendared
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.

Th2 raticnale for phasing of governorate participation in LD
IT is based mainly on implementation considarations. In urban
governorates, the districts are close togetlier., It is easier to deliver
the necessary introductory orientations to alTl 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.
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I1. E. DETAILED PROGRAM DESCRIPTION

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

a. Description of Basic Sarvices Delivery System

(1) Introduction

The LD IT Basic Services Delivery System would develop
the institutional cepacity of local governmen™ units to meet basic
service needs of their local constituents and to sustain these services
over time,

It is specifically targeted to address the following
major constraints to local development described in Section I above.
These inzlude:

(a) The lack of complete institutionalization in all
governorates of a local develcpment planning system, which encourages
full, pooular participation.

(b) The Timited 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 cest financing.

(d) The absence of an effective 1ink between the 0&M
planning system and the capital planning system.

' (e) The inadequate technical and institutional capacity,
in most areas, for maintaining basic¢ 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 in
Egypt 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 would
focus on maintenance planning and other generic weaknesses mentioned
above. This would be done through coordinated application of project
planning 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 Tocal government, in both provincial and urban areas.

Matching block grants, financed ty 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,
During 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, imlementing 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-implementation-maintenance cycle would
Tead 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 1ocal
government in every governorate of Egypt, both provincial and urban.

(b) Link to the GOE Kational Planning Process.

Tha 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:

-- parmit effective coordination between LD II
subproject planning and other investment.planning efforts conducted by
local governments, and,

-- facilitate the acceptance and institutionalization
of BSDS planring, budgeting, and maintenance processes into the standard
GOE mode of operation.

LD IT would include a specific training component to
develop a five-year plan for each governarate. Individual governorate
plans could be integrated with the next national five-year plan and
establish the empirical base for LD iIl financing.

(c) Establishment of GOE Matching Block Grant System.

To address the need for greater local fiscal
decentralization, LD II would 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. Llocal units of government would be required to finance at least
5% of the total investment cost of subprojects. This 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 Pianning (MPIC) would match the
Tocal 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.
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(d) Haintenance Upgrading Effort.

As a significant change of emphasis from the DSS I
program, the BSDS would include a major effort to davelop the canacity of
Tocal government units, in conjunction with the private sector, to
mzintain 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 1ink between planning and
budgeting for new infrastructure and equipment, and planning for required
recurrent costs which are necessary to maintain new as well as old
investments., The local resource modilization systen described below would
support this effort by devaloping means to finance recurrent operations
and maintenance costs of basic service infrastructure.

(e} Ministry of Finance Funding for Recurrent Cost of
DS5 T and 10 IT Investments.

A final and important departure in operating
procecurs that would distinguish tha LD II program from DSS I has to do
with how maintenance financing is made avajlable to local government.
Under DSS I, maintenance funds were allocated to local governments by the
central government. However, the level of funds required was arbitrarily
determined and provided in the form of a one-time payment equal tc 10
percent of capital cost for infrastructure investmants and 20 percent of
capital cost for equipment. Th2 allocation was made to local governmants
Trom the central government Bab III capital budget. This system of
financing recurrent costs is seriousiy flawed on two grounds. First, the
estimates for annual recurrent costs were arbitrary, rather than based on
an 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 which
corrects the above deficiencies. First, recurrent costs for operating
and maintaining both DSS I and LD Il investments would be budgeted on an
"actual needs" basis. This calculation has been carried out as part of
the cesign process for LD II and has led to the general "rule of thumb"
that annual recurrent costs are on the ordsr of 5 percent of investment
cost for infrastructure and 10 percent of investment cost for equipment,
Through attention to cost acccunting during LD II, these averages would
ba continually refined. Second, recurrert costs for DSS I and LD I1I
investments would be financed on an annual basis, based on 0&M budgets
submitted by participating governcrates. Thi rd, annual recurrent cost
would be financed by the MOF from the central Bab II recurrent cost
budget rather than from the Bab III investment budget.

Ovar the medium term (through the life of the
proposed LD IT program), it is expected that the burden of financing
recurrent 0&M costs would be shifted from the central government budget
to local governments. This would be accomplished by introducing new
fiscal instruments and delegations of authority to give local governments
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the means to generate and retain local revenuss. The establishment and
institutionalization 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 II.

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

Tha following items represent the major results of the LD
IT Basic Sarvices Delivary System which would be in place by 1989.

(1) A GRE funded matching block grant system would be fully
instituticnalized and accepted by GOE policy makers as one elenent of jts
erfort to decentralize fiscal authority and responsibility. This block
grant program wouid provide central government financial support to Tocal
governments and enable them to better fulfill their function of
responding to the perceived needs of their concituencies in a more
democratic, participatory maniar, Through this matching block grant
system, local communities would te encouraged to generate their own
matching financial contributions for local development projects.

) (2) A d:centralized planning and budgeting process, as
called for in lecal goverament laws, would be more fully
institutionalized. THhis would esult in gra2ater enfranchisement of
Egypt's popuTation in the davelopment process and greater local
contripution to dzvelopment at al] levels of government,

(3) Improvement in the quality of planning and project
implementation capabi1ity at all Tevels of iocal goverrment. DBettor
technical design, Tintage of OW4 and investment planning and use of
improved comnuter-based infenmation systems would result in more
efficient allocation of resources and investments with Tonger service
life,

(4) Approoriate maintenance faciiities in place to serve
all levels of locaT Government according to standards ccieblichad for
govermrate, wartaz, district and village maintenance facilities,

(5) Imsroved oneration and maintenance of basic service
infrastructure througn resctructured Tocal governnient organization and
management.

(6) Approximately 550 urban and 190G provincial projects
would be completed and approximately 500 pieces of infrastructure
equipment would be 1n place, all serving basic service needs threughout
Egypt. Through the experience of Wmplementing end maintaining thase
projects, all local units would have gained valuable practical experience
which would carry over in planiing othar local development efforts.

(7) Approximately 55,000 participants would be trained in
planning, project design, accounting procedures, information sy stems,
data analysis, operation and maintenance, and project management. This

figure includes 43,000 local council membars viio would attend orientation
and Tocal 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 summarized
below. These steps would take place in an annual planning and
imlementation 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;

implenentation of projects;

maintenance;

evaluation of results, and back to the beginning.

The main actors in the process are the Intarministerial
Local Development Committee and its subzommittees, 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 implementation plan
(Section VI, peage 70). "

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

Each participating governorate would receive an annual
block grant which would be disbursed egainst epproved project plans. The
block grant would be financed by USAID and the MPIC. Over the two annual
cycles per governorate funded under LD II, the MPIC's contribution would
be the equivalent of at least $6.13 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 govarnorate
would participate for two complete annual planning cycles (See Scope and
Phasing, Section IL.D., page 21). The actual amount of each -
governorate's annual block grant may vary according to the detemmination
of the ILDC. On average, the size of each annual block grant would be as
shown in Table 5,(page 29).

Tha BSDS matching block grant epproach would require a
contribution, by local government units, of at least 5% of the total
subproject investment cost. The 5% contribution would be allocated from
the Local Services and Davelopment Fund (LSDF) 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; tlie
range was from LE 125,000, in the desert governorates, to LE 2,000,000,

in the Delta (Working Paner No.7). BSDS would require that the
governorates contribute an average of LE 120,300, The local government
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Table §
AVERAGE SIZE OF LD II INVESTMEMT AND MAINTENANCE FUNDS

PER_GOVERNORATE PER PLANNING CYCLE BY SOURCE./
~{USE mi1Tions)

Provincial Urban
Investment Funds by Source Governorates overnorates
Block Grants:
USAID 2. 40 2. 22
HPIC 0.12 0.1
Subtotal 2.52 2. 33
Governorate Matching Funds: 0.12 0.1
Total Investment Funds 2,64 2. 44
Maintenance Funds by Source
[OF Bab 11 1.16M 0.58H

1. The actuzi amounts for each governorate may vary considaraply from
these averages, especially for urban governorates.

units have expressed willingness, to continue allocating their funds to
local service and infrastructure projects,

(3) Planning quidelines

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

(a) Annual Maintenance Plan,

In ordar to address the problem of maintenance for
DSS I-funded investments, as well as new LD II investmants, governorates
would be required to prepare an annual maintenance plan and budget
covaring the needs of past infrastructure and equipment invastments.
This maintenance planning effort would be done in conjunction with
efforts undertaken ia tha Local Resource lobilization component of LD II
to address the problems of recurrent cost financing. Cost of
implementing these maintenance plans would be funded from the MOF Bab II
allocation for maintenance.

If LD 1I efforts at restructuring recurrent cost
financing are successful, it is anticipated that an increasing share of
recurrant cost firancing would be born by Tocal units. Progress in
im lementing maintenance plans would factor in the ILDC's assessment of

absorptive Cepacity used to detemine 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.
Thase efforts would evolve from current BVS, DSF and HUS work on
maintanance.

(b) Annual Cayital Investment Plans.

Planning of new capital investments to be funded
with LD II block grant funds would be made according to tha 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 priority items have becen addressed at all
adininistrative levels before new projects would be anproved;

ii. 0 & M planning for new investmants;

Proposals sutmitted for new subsrojects would
have to include detailed personnel, organizaticnal and budget plans for
operaticn and maintenance of new infrastructure, as well as a detailed
description of the preposed project itself; )

iii. Feasibility studies for lawgar projects:

A technical review would be required for any
project costing more than LE 100,0C0. As discussed below, it is cxpected
that these largar projects would constitute no more than 5% of the total
number of LD II projects, and be limited to village wastewater and
groundwater disposal efforts in rural areas and the maintenance facility
and solid wiste programs in both rural and urban govarnorates.
Govarnorates would be able to allocate a portien of thair bleck grant to
finance feasibility studies necessary for larger projects. These
disbursencnts may occur at any tiue auring the rormal planning cycle.

Thz ILDC and USAID would establish limits on the amount of funds tha* may
be used for feasibility studies by a governsrate in any given year;

iv. Allocation of funds between different levels of
local govarnmnent;

No 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

lTevel projects which support villege and urban district projects. This

i
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includes, in particular, markaz or gowrnorate level maintenance
facilities and equipment, and improvaments in provinzial water systems
that benefit sevaral village councils;

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

Governorates would have the option of using up to 25%
o7 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 egainst a governorate's
annual allocation but disbursed directly to U.S. suapliers through a
letter of credit (seé financial plan).

(4) T-pes of Subprojects and Ecuipment.

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 berefit as many
people as possible. Based on the experience of DSS I, it is expected
that the majority of projects wculd be of the following types:

In provincial governorates; expansion and upgrading
of poteble water networks; construction of sma2ll potable water sy stems;
rehabilitation of village feedcr roads; construction of small bridges,
lining and cleaning of irrigaticn cenals, construction of village
wastewater disposal and treatment systems, construction cf small
groundwatar drainage systems, construction of bus stop shelters,
construction of new and upgrading of existing solid waste and maintenance
facilities. Imorted equipment would include road maintenance equipment,
garbage and sewerage removal trucks, small compact water treatment
systems (for desalinaticn and deminaralization), water pumps, genarators,
water transport trucks, and emerganrcy equipment.

In urban govarnorates; expansion and ungrading of
schools, clinics, youth centers, street lighting, small water and
wastevater systems solid waste management, and street paving. Imported
equipment would be less important than in provincial governocrates, but
would probebly 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 provincial areas has been approximately LE 45,000 and tha time
required for implementation rangad from three to ten months, It is
expected that these averages, adjusted for inflation, would continue
und2r LD II. An exception is expected in the case of village wastewater
and groundwater disposal projects and goverrorate maintenanze and solid
waste facilities. These projects would be largar 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 largar 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
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of wastewater projects would be requested under LD II. This numbar would
probably range from 50 to 100 projects out of an anticipated total of
gpproximately 2,450, Technical assistance would provide support and
monitoring of 211 projects, with spacial attention to the larger
wastewater projects,

(5) 0&M Maintenance Facilities and Management

The LD II Program, through the cesign of the BSDS, has
been specifically tailored to give emphasis %0 the cperation and
maintenance of basic services and associated equipment. Given the
historically low priority accorded to 0%, the institutional capacity of
Tocal governme t to routinely manage basic services, infrastructure, and
equipment has not kept pace with the rapidly growing capital stock that
has bzen put in place. The project selection criteria for BSDS projects,
as described above, have been designed to correct this past deficiency.
Likewise, the Ministry of Finance, which is responsible for the
allocation of the recurrent cost budget to Tocal govarnment was invited
by the Ministry of Local Government to be a permanent member of both the
LI IT policy comnittee and the Technical Awana. These initiatives by the
CJE provide assurarce that 0&M. issues wouTd be accorded an importance,
and2r LD II, equal to that accorded to the planning and develcoment of
new capital projects.

To reinforce this emphasis on 0&M, the G and USAID,
through both tha ongoing NUS and 8YS projacts and the design work
conmissioned by tha Amzna, have established several "pilot projects and
organization2l modeis ror maintenance of both fixed plant and rolling
steck. The various models that have been proposed are outlined in
Workiny Papers 5, 7, and 22. )

For the maintenance of roliing stock, four
organizational models have been propesed. Based on a sample of six
governorates, the preferred model would involve tha creation of a public
sector maintenance comany, which Law 43 of 1979 allows, Gmvernorate
authorities, through competitiva bidding, would contract with the private
sector for management of the cormany vho would in turn be respensible,
under contract, for the maintenance of all DSF equipment and other
rolling stock owned by the governorate. The contract would be funded by
the increased BA3 II (recurrant. cost) allocations made available to local
govarnments by the IOF undar the terms of the LD II Grant Agreement. The
nscessery physical plant and maintenance equipment, if not already in
g]ace, would be eligible for priority financing from the BSDS Matching

rant.

The development and implementation of this special
pragram would be ¢ha responsibility of an 0&M Subcommittee of the /Amana,
This subcommittee would vork closely with the Ecaipment Supplier's
Comnittee of the fmarican Chambar of Commarce (Egypt), which has been
organized to advise the GOE on the operation and maintenance of American
source and origin equipment supplied undar the DSF and CIP programs.

While negotiations have not been concluded, it is anticipated that
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suppliers viould periodically loan staff to the Amana O&M Subzommittee to
assist in the develcpment of this important initiative. Additionally,

the LD I Program would finance technical assistance, as discussed below,
to assist the Amana and participating govarnorates in the implementation
of the program,

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

Under BVS, a three-govarnorate piiot maintenance project
is now underway, which aims to upgrade the capacity of markaz and village
instituticns to operate and service water, sanitation, drainage and other
projects financed undar DSS I. If proven effective, this model would be
replicated during LD II.

Under the Helwan Upgrading Project, financed by USAID,
an attractive and potentially replicable organizationel modei has been
tested which could be widely replicated under the LD II Program. In tho
Helwan ares, a community associaticn was organized and incorporated as a
PYO. Sewecge trucks proctred under the project were entrusted to the
manageacnt of tha PVO, which in turn worked with the concerned
cornunities to establish the service schedule for routinely pumping
cesspits. The PV assesses usar fess sufficient to cover the oparational
costs of the program as well as to maintain the fleet of trucks entrusted
tc their management. This model could be apnlied to O&M of eithar
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 ercouraged under the LD II involves assistanze to
water authorities that have been established at the governorate level in
thrze governorates. While these new authorities are presently
preoccupied with the maintenance of major urban systems, BSDS matching
grants would be used to facilitate the creation of an 0&M outreach
capacity to service small rural systems within their jurisdiction,

To facilitate 0&M initiatives, such as the illustrative
exarples cited in the preceding paragraphs, up to 25% of tha annual BSDS
matching grant would be available to govarnorate or markaz authorities to
finance equipment or contract for sarvices focused on upgrading local
operations and maintenance capacity.,

The preceding discussion has focused on alternative
mocels which local governments would be encouraged to pursue undar the
LD II program. Of parallel importance for the effective operation and
maintenance of basic services, is the need for broader discretionary
authority to be granted to govarnorates and other units of local
government 10 assess, retain and apply user fees to cover operation and

maintenance of basic public services. The Local Resources Mobilization
component of the LD Il Program would address this important concern.
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(6) The BSDS Training Program

Training would be provided for the provincial, urban and
0&H 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 govarnment planning/management, information
management, maintenance, sanitation engineering, technical design and
accounting. These courses weuld train approximately 3,050 participants
ovar a thiree y2ar period

The urban training program would continu2 the NUS funded
core courses during the first year of LD II. [During the second and third
years, LD II would train 2pproximately 4,200 additional participants in a
series ¢f three enginearing courses and four planning and management
courses, and othar specialized training. District and popular counci)
workshoos would train over 300 participants.” Thare would also be an
ovarseas training component for approximately 1CC participants.

Tha CilY training component would run a ssries of courses
on C&lt management, fiscal planning, cost accounting for maintenance
centars, rolling stock and fixed plant maintenance, and cperator training
over a two year cycle involving 3,500 persons.

A1l BSDS training activities would be closely
coordinated with the Ministry of Local Government's Local Davelopment
Training Center at Sakkara, as it dsvelops and imlements its program.

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

a. Introduction:

Th2 devalopment of this system is essential because without
local control ovar revenues, and without increasing the proportion of
lTocal Tinance which is raised locally, full decentralization of local
governaent cannot take place. Further, without additional contributions
of local rascurces to basic services, these services cannot be operated
or maintained adecuately,

Tha Local Resource Mobilization (LRM) system would address
the following policy and financial constraints to local de vel opment:

--limited policy analysis focusing on local
resource mobilization;

--relatively 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 charges. The fees
would bz retained in the jurisdictions where they are paid in order to
provice for the oparation and maintenance of the basic service projects
developed during DSS I, through the LD II Basic Services Delivery System,
and othar local govarnment programs.

The private subsystem would imslude two component
activities. The first would coordinate the resocurces of PV0s with those
of local government to extend their limited rescurces by enccuraging
voluntear organizations, which can be mobilized for service delivary,

Tha second activity would be explored in greater detail. during LD II, If
a project can be designed it would make credit available to small pri vate
enterpriscs in local areas. A preliminary proposal (Working Faner 19)

has bezen submitted to the Amana for consideration. If a consensus is
reachzd between the Amana, GOY banking authorities and USAID, a credit
component would be incorporated into the LD II program during U.S. FY1986.

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

(0082A4/1066D) 8/15/85
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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 ccordinated by a
subcommittee of the Amana. The subcommittee would be responsible for
policy fcrmation, deVeTopment of a constituency knowledgeable about local
resource mobilization, initiation and support of legislative changes and
coordinaton of the implementation of additional components of the
subsystem. Tha subcommittece’s agenda would focus on the following
Timitations of the existing local resource mobilization sy stem:

(a) Grants from central government represent over 879 cof
lTocal revenuss (Working Paper Ko, 13). Covering 08M expenses by this
method, as outlined in Section I.F.4.a. (page 10), would obviously result
in large increases in transfers. The inistry of Finance has indicatad
it wishes to reduce these transfers in order to reduce overall budget
deficits. Other revenue sources need to be identificd. In the interest
of fiscal decentralization, and constraining central government deficits,
these additional resources should be gersrated locally.

(b) Tha total level of central grants and their
allocation are botn based substantially on an ad hac system (Working
Peper Hoo 13).  Thus the certral govarnment decides each year on the
level of transfers without explicit objective formulae. This introduces
an element of uncertainty in the financing of local detivities,

The ad hoc grant system also inhilits davelopment of
local government revenue Sources. Scme local officials have suggested
that if more revenues are raised lecally, then the ad hoc central subsidy
would be correspondingly reduced. Analysis of the budget shows that
thzre is a positive correlation between per cepita revenues, gererated
locally, and per capita local expenditures, (Tha analysis does not prove
causality, Working Paper MNo. 13). The perception, hovever, that the
central subsidy would be reduced is sufficient to discourage local
resource mobilization.

Thus, tha ILDC should consider carefully how the GOE
local/central fiscal relationshins could be changsd from ad hoc
arrangenents to mere predictable fomula-based arrangements.

: (c) Local government has 1imited control ovar Tocal fees
and taxes. Local ravenue generation is constrained because the rates for
most us2+ feas, miscellanzous fees, and tares are established at the
national level, Local government sovereignty taxes, for example, are
imposed at a constant rate and collected by the Ministry of Finance "for
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the use of Tocal govarnment". Mo local control exists over the base to
be taxed or the rate set. Decree 232/1971 permitted a set of small
miscellanecus fees {not classified as sovereignty taxes or user fees) tn
be doubled without returning to the Parliament for new authrity, but
Prime Ministerial Decree 14/1982 requires the Prime Minister's permission
to increase these fees.

Further, in keeping witi' the traditional Egyptian
budget process, mcst local taxes and fees a. passed to the central
treasury, rather than remaining at the local level. The Local Service
and Davelooment Funds, created by Law 52/1975 in order to retain scma
rescurces at Tocal leval, zme the exception. Since wost revenuss revert
to the national treasury, tlie 1ink between setting higher fees and the
ability to improve service delivery is vary tenuous. For the 1ink to
become strongar, fees collected for specific purposes at the local level
should be kept in the jurisdictions wiere they are collected, and
dadicated to pay recurrent costs of the sarvices from which they are
coliected,

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

(d) User fees imposed on water and wastewater sarvices
are too low to achieve eithar gcal for which thay are intended. These
goals arz to finance service dalivery and to ensur2 efficient consumption
of the sarvice (Working Panar ko, 14). The Minister of Housing and
Public Utilities has reguested authority from the High Ccamittee for
Policies for a water and sanitary drainage rate increase for all
governorales. Th2 request was asprovaed by the High Policy Committee of
the Cabinet and the new rates have been pessed to the govarnors in a-
communique from tha Ministry. Scme govarnors may adept the higher tariff
only aftaer coasulting the local popular councils, Fees are intended to
covar 35 percent of O&M costs initially (rising to 100 percent by 1591)
and would vary from pt.3.0 for the first 30 cubic maters for household
consumption to pt. 10 for tourism and productive enterprises. A charge
for sanitary services equal to 10 percent of the water fees would be
imposed.

LD II would focus upon rdising user fees to achieve
the basic goals noted abeve. :

(e) Local collection practices are stil] rudimentary.
Most Tocal taxes and fees are collected by Ministry of Finance Tax
Department employees at thie local leval, Yillage, markaz, and
govarnorate officials collect a relatively small amount of revenues from
an assortment of mora than 40 small fees and taxes. Little expertice has
been developed because thare is little actual experience in local
resource collection. Further, many of these taxes and fees are "nuisance
taxes", as the cost of collection exceeds the revenue gemrated,
Enforcement is probably very lax.

Tha implementation of the public resource subsystem
would also require a cadre of trained staff in the Ministry of M nance,
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in its governorate departments, and in the finance directorates of each
govarnorate, district, markaz and village 1/, The capacity of the I40F,
and local universities, and institutes to train local unit staff in
public finance and local resource desvelopment would be increased oy the
LD IT program. A continuing supply of.well-trained staff would be
required to sustain the system.

(2)Strategy for Implementing the Subsystem

The LD IT strategy for implementing the LRi4 subsy stem
would be as follows:

(3) Strengthan the capacity of central government to:

~-- identify major local financial resources;

-- conduct research to assess how resources can be
mobilized;

-- aevelop pelicy changes to enable local units to
mobilize additicnal resources:

-- build a knowledgeable constituency to support
policy change; and

-- draft legislation to enac: policy changes,

{b) At the same time, the cepacity of local government
to implement the policy changes and assume the ne responsibilities given
to them by the changes in the ledislation woyld be increased.

{c) Technical assistance and trzining would be provided
to both central and lecal govarnment units to enable them to implement
the LRi4 strategy.

(3) End of Project Status of the Public LRM Subsy stem

By 1989, the following would be in place:

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

(b) Studies completed concerning modification of the
present system of intergovernmental grants for Bab II racurrent costs,
from an ad hoc system to a formula-bascd system, to enable Tocal
govarnanis to plan with gréater certainty;

(c) Increased revenues and user fees collected and spent
loceliy, with an increased proportion of recurrent costs for basic
services infrastructure, equipment and maintenance assumed by Tocal units;

1. Tha Ministry of Finance has direct employees stationed in local
govarnment units, down to the district and markaz level. FEach
governorate also has its own Directorate of Finarce with staff at each
level of govermment, down to the village units.
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(d) Financial, managerial and administrative capacity of
tocal governments strengthened in the field of resoyrce genaration and
administration;

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

(f) Ministries of Finance and Lecal Government providing
technical assistance to local units in revenue generation and recurrent
cost financing;

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

(h) A training program for local qovernment and Ministry
of Finance staff established and routinely operating.

II. E. 2 c. Subsystem Coaponents

(1) A Policy Forum: the ILCC, Amana and its subzommittee
for Local hesource lobilization

The ILDC and the Awana, which are described in
IT (page 47), constitute Thz central policy forum in which all
f local development would be discussed. Local resource
ion policy alternatives would be developed by a technical
22 of the Amana, using local research institutes and
<

Tha subzemmitize, chaired by an undersecretery of the
FOF, would comprise representatives from the ILDC, the Anana, and the
goveriorate finance dirzctorates. Tha subcommittes wouTd also organize
worksheps and study tours concerning local resource wobilization in the
U.S. and third countries for senior policy makers and Ministry and
governorate staif. These workshops for serior staff would take place
semi-annually (mid-vay Lotieen meetings of the senior seminar descriloed
below). The worksheps vould focus on the philoscphy of local resource
mebilization, and specific exerples of ways in which local resources have
been mobilized effectively in other countries. The LIy subcomi tiee would
becoma a key organization for implementirg the LRM strategy outlined
above,

(2) Serior Seminar on Local Pesource Mebilization

A smail group of senjor pelicy-makers and researchars
would form the LR Senior Semirar end meet, in retreat in Egypt, every
six months to consider local resource mobilization policy strateqy and
program initiatives. This group of 10 to 12 pevsons vould be joined by
internationally recognized local finance specialists. It would develop
policy options to be considared, and comnissien studies to explore the
consegiences of implementing different options.
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(3) Cadre of Local Finance Specialists

The LD II program weuld develop a cadre of GOE central and
Tocal government specialists in local resource mobilization. The
subcommittee of the Amanz and the governorate LDC's would identify staf
which, aftzr appropriate training, would become the c.. e staff of tle
program to cevelop and implement the LD II local resotvce mobilizaticn
stratecy. It is estimated that abouc thirty senjor and mid-level staff
from the Ministries of Finance and Local Ggvernment (Dept. of Local
Govarnment Finance, and thie Budget Department) would be given
post-graducte training in public finance. Approximately ten university
feculty membars would be offered post-doctoral felloyships to study local
finanze in U.S. universities. Similarly, twenty finance staff in each
govirnorvate (520 in all) would receive trai ing related to local resource
mobilization. This latter group may contain finance staff from utitity
conpanies established by govarnorates.

(4) Trainingy Programs for Local Finance Staff

LD 1T would provida three levals of local finance training:

{a) Long-term U.S. craduate fellowships in public
finance.

rive mid-level FI© officials ang univavsity faculty
(with Ph.D.s in econruics) would be selected and sent each vear, for four
years, for graduate training in public finanze. Tha ;i3F staff would go
to seiected iniversities for M.A, degrees. Upon their return to Egypt,
they would fcem the cor staff to manige the central govzrnment's
strategy for mobilizing Tocal resources during the 1990s, end also to
institutionaliza the training progrem described in (4c) below. The
university staff would receive post-dectoral fellowships to U,S,
universitics, After returning to Egypt, they would form the faculty for
Master's of Public Finance progrem(s) which would be offered by one or
more Egyptian universities by 1983/39.

(b) Long-tarm graduate training in public finance in
Egypt

By the third year of LD II, the university faculty who
have received advanced training in Lhe U.S, wouid establish one or more
Mester Programs in Public Finanze in Egyptian Universities. LD Il would
offer ten scholarships each year to [{OF and govarnorate staff to obtain
gracucte deareas in public firance. It is anticipated that these
scholarships would continue to be funded undar LD IIL.

(c) Short-tern tecinical training in Egypt

MIF and governorate staff rasponsible for collecting
user fees and othar local resources would be gi ven one month courses to
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improve their understanding and skills. The technical contents of the
courses wouid be cdeveloped by MCF staff with technical assistance
provided by LRM consultants to the fmana. The courses would be built
upon exparience gained during the inpTementation of BVS, when ORDEV,
Chemonics, end the MNOF organized training for local unit Tinance staff
(Morking papar Mo. 4). The courses would be imlenanted in part by the
"% and govarnorate trzining departments, with assistanze frow local
crasultant trainers.,

ITI. K. 2, d. Description of Private Resource Subsystem

This LD IT activity would hava two componanis: a progran
for private voluntary organizations, and a program for increasing occess
Lo credit funds in rural aveas. This project paper addrasses only the
PYO ectivity. The credit componart vill be studied and considared for
inzlusion in the FY 85 PP amendment.

(1) Descripticn of tha PVO subsystem

PYOs would be insluded in LD IT because they bring
considarable local enargy, skills, and funds to tha davzlopnent process.
They are a culturally sensitive end appropriate mechznisa for mebilizing
local resources for basic sarvices. In existing dinistry of Socizl
Affairs (I5A) prograuz, PVOs consribute half of the project costs.  Under
LdS, which involvad nuch larger sums for ecach PVO then providad by the
MSA, PYGs comtributed 25 perceit ¢f project costs. In Ty c2ses in
vhich neithzr the MSA nor AID have provided financied suprort, PVYOs have
raised a1l funds within the community or from fees chargzd Tor services,

Indigencus PVis in Egypt have a long and solid record in
Tocal development. Loceally organized and comnunity ~based, thes
non=-provit institutions cponsor some of the smallest privat: s
activities, provide hasic services, produce basic cemmoditias, undertake
ceanunity clean-up and mave. Thore are 10,500 PVOs registered with the
MSA.  Thzy are wicdely dispersed throughout the country (Tables G, 7,
pacaes 42,63}, PV0s are venturing into new sectors with the provision of
services for fees, Tizse self-sustaining activities include the
collectlion of garbage and wastewatar in unssrviced arezs, 1oin programs
using near-mariat interast rates, day-care centers, and basic health
sarvices,

Thase PV0s activities would be anccuraged, and zupported
undar L0 II, by providing grants which thz PVOs vould use to expand their
services. During DSS I, the HYS project provi ded grants to 1,200 PV0s in
Greater Cairo and Alexandria. The results of this program indic.te that
support for these comaunity grouns, averaging LE 8,000 each, has provided
the capital necessary to expand thair sarvices in & self-sustaining way
{orking reper No. 24). Fees for services and additional Tocal voluntary
contributlions of resources ensure that the programs established by the
grants are. maintained.
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TABLE: 6

LD IT GRANTS FOR
FVOs I[N UEDAN GOVEENORATES

—-z b—

PVOs PVOs Funded V03 to be Total Grants
Urban Pegistered eligible for during funded during during LD 11 1/
Governorates in 1985 funding (estimate) D351 LD 1T - (Lr00Cs)
Cairo 3005 1500 ‘ 600 200 1,600
Alexandria 710 600 350 140 1,120
Giza (urban) 350 200 149 40 320
Qalubia (urban) 288 140 30 40 320
Port Sai 156 60 —-— 50 400
Suaz 142 50 - 410 320
TOTAL 4511 2550 1120 510 4,080

1. Average grant is LE 8,900 per PVO.
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TABLE: 7

LD II GRANT FUNDS FOR
PVOs IN PROVINZIAL GOVERNORATES 1/

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

Menoufia 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

TOTAL 5,912 1,190 8,520

1. Only the urban areas of Qalubia and Giza were included in DSS I.
2. hverage grant is LE 8,000 per EVO.



44

The LD II program would establish PVO Grant Funds in
each governorate. Grants would be made to the PVOs in the govarnorates
after project proposals had been reviewed by a subcommittee of the
governorate's Local Development Committee. Staff at the governorate
level would be supervised by the Social Affairs Directcrate of the
govarnorate. The Grant Fund would be financed by USAID {390 percent) and
the governorate (at least 10 percent). PVOs receiving grants would be
requi red 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 subcommittees of the ILDC. The
subcomnittee would be supported by a full-time PVO coordinator and small
staff in the Amana.

(2) Strategy for Implementing the PVQ sub:vstem

Tha 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/PY0 program to covar provincial
govarnorates, making the program national in scope. It would be manag:d
by the PY0 subcommittee of the ILDC, thus improving coordination betw.en
ministries at the central level and involving the MSA in the local
development process;

(b) establish small PVO Grants Funds to encourage exch
governorate to contribute some of its own discretionary funds to the
support of the PV0s, and thus mobilize local resources for local
davelopment;

(c) establish the governorate PY0 Grant Funds, managed
by the Governorate Local Dzvelopment Comittee, thus improving horizontal
coordination among governorate directorates concerned with local
de velopment; '

(d) previde technical assistance and training to build
the capacity of the system to imlement the prcject and undartake similar
activities in the future.

(3) End of Project Status of the PV0 Subsystem

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

(a) A system that has the financial, managerial, and
administrative capacity to integrate PV0s into the local davelopment
process;
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(b) Tha Ministry of Social Affairs and governorate
social affairs directorates managing Grant Funds and providing technical
assistance to local government units and PV0s.

(c) A PVO training program for local govarnment staff
and PYO staff established and financed through local government training
grants,

(d) One thousand seven hundred (1,700) pvo subprojects,
financed by the Govarnorate PVQ Grant Funds, providing services to low-
income residents.

{4) PVO Sybsystem Components

(a) Tha ILDC and its Provincial and Urban Subcommi ttees.

The subcomittees of the ILDC would provide the
overall coordination and oversight for the PYQ activity., They would
review and approve the guidelines for the program and annual allocations
to each govarnorate, after receiving policy directions from the ILDC and
details of proposed plans for PVO activities in each governorate,

The work of the subcommittees would be supported by a
PVO coordinator and a smal] staff in the Amana. They would be
responsible for preparing program documentation and monitoring the
progress of the program,

(b) The Governorate Local Development Committees

Thase committees would perform for each governorate
the functions carried out by the ILDC for the national program, T hey
would apply the guidelines to their programs and make allocations to the
eligible PVOs after full project plans have been produced. The cormittee
would administer the governorate PVO Grant Fund, with assitance from the
staff of the Social Sarvices Directorate, in close coordination with the
Planning Directo( te. This stacf would also produce quartely progress
reports for the ILDC and the Amana. ,

(c) Governorate PVQ Grant Funds

Thase individual governorate funds would draw 95% of
their financing from the USAID grant through the ILDC, and 5% from the
governorate's funds. This latter contribution may be increased if the
program is continued in LD III. The approximate size of the total
allocations to each governorate is presented in Tables 6 and 7,(pages
42,43). The total allocation for provincial governorates would be LE 9.5
million (US$11.4 million) and is based upon an average grant of LE 8,000
to approximately 1,200 PVOs. The urban allocation would be LE 4.0
million (US$4.8 million) funding 500 activities averaging LE 8,000 each,
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(d) Eligible PVO Activities

Selection of PV0s for funding under LD {I would be
based on criteria established by the ILDC. Only PVOs registered with the
MSA 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 Il design, have
indicated a consensus on project priorities as follows:

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

(5) PYO training programs

Training would be provided locally for PV0 members, !4SA
staff, Local Dzvelcpment Committee memb2rs, governorate Social Affairs
staff, and members of local councils. Topics to be covered include
planning, management, income gensration and community development, basic
services operation and management, health, nursery and day-care
management. Workshops would last one week and be given by the PYD
Federations, the M5A or other appropriate institutes, building on those
currently offered by these organizations undar NUS.

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 offeraed. This is equivalent to 180 courses
with 20 participants each. Approximately sixty courses would be offered
each year. Candidates for the courses would be nominated by the G.DCs,
with the assistance of the PY0 training consultants.
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II1. LD II Organization and Management

A. Organizational Improvements Derived from DSS 1

Based on the experience of Decentralization Sector Support:
Program (DSSI), the GOE and USAID have agreed on the need for several
changes in the organizational structure 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, no staff
capacity was in place to analyze and propose solutions to policy and
legal issues that constrained program implementation. Second, horiznntal
cemmunication 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 betiveen Jocal government organizations and central line
ministries. For each of these problem areas, the GOE and Mission have
agreed to appropriate changes in the LD II Program organizational
structure and management process. The GOE, prior to concluding formal
agreement with USAID on the LD 11 Program, has already begun the
organizational changes to correct for these deficiencies,

The first of these structural improvements would be the
reformulation of the Sector Steering Committee (SSC), created in 1982, to
enable it to become a more effectiye policy-making body. Membership of
the SSC would be expanded to include several Key line ministries whose
programs have a direct and major impact on a range of local development
issues. Reflecting the incorporation of several line ministries, the SSC
would be reconstituted and named the Interministerial Local Davelopment
Committee (ILDC). Given this broader miristerial representation, the -
ILGC would function, in effect, as an interministerial subcommittee for
R0E local develcpment policy.

A second improvement, already partially implemented by the GOE,
is the creation of a full-time, Technical Secretariat (Anana) 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
(domestic and foreign, public and private) to local goverrment.

Finally, to improve coordination and horizontal 1linkage problems
at the local government Tevel, joint executive and popular council Local

Development Committees (LDCs) would be formed at the governorate level to
oversee LD II program formulation and implementation,

(0D96A/1069D" 8/15/85
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II1. B. LD II Program Organization 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 Il organization structure presented in Chart
[IT, page 49,

I11. B. 2. The Interministerial 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 in regulations 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 th2 concerned line ministries.
Furthermore, important policy issues had no forum for debate above the
level cf the concernad governorates and the ORDEV officials responsible
for the management of Interagency Project Committees (IACs) for the BVS,
NUS, and DSF Projects.

thile the ILDC wxuld be responsible fcr establishing broad
policy and progrem guidelines .nd would approve bleck grant allocations
to governoratgs, the participating governorates and local units would
control the project selection, planning, budgeting and implementation
process within guidelines estatlished by the ILDC.

(b)RoTe of the ILDC.

The ILDC would:

(1) set policy and assure the appropriate legislative and
executive approvals required to implement policy decisions:

(2) approve long-term 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 lembership

The ILDC would be chaired by the Minister of Local
Government, with ministerial representation from Planning and
International Cooperation, Finance , Health, Housing, Social Affairs ,
Adninistrative Development, and Agriculture.
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In addition to the above ministerial representation, the
governors designated as the chaivmen 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.

iI1. B. 3. The Technical Secretariat - The Amana

(a) Purpose aad Background

At the start of the GOE/USAID LD II design 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 agancy for the design and implementation of the LD II
Program. It has 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
jocal 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 institution for the implementation of LD
II. In thkis 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 fmana and its Relationship
to the ILDC and the Provincial, Urban and 0 & I 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
would: —_—

(1) receive and process technical requests from the
governorates, the respective sector subccmmittees, 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 Il program;

(6) coordinate all requests from the governorates for
training. When applicable, the Saggara Training Center would be used for
such training.
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With respect to policy analysis, the Amana would:

(1) conduct or contract for the analysis/study of
policy-related issues raised by the ILDC, the Urban, and Rural or Q&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 ORDEY, or
other senior government representatives as determined by the Minister of
Local Government. The Amana would be composed of governorate
representatives and representatives of the concerned ministries, i.e.
tousing, Health, Agriculture, Social Affairs, Education, Administrative
Davelopment, and a representative respectively from the MPIC and the
MOF. The Amana would be supported by a full-time professional staff
secondec on one or two-year rotations from participating ministries. A
full-time Executive Director, responsible for the operational management
of the Anana staff, would be appointed by the Chairman of the Anana with
the approval of the Minister of Local Government. The Amana would also
employ a full-time administrative staff as shown in the Amana's
organizational chart below (Chart IV),

Finally, the Anana would organize working sudconmittees, as
‘appropriate, to focus on seTected issues. (e.g. local resource
mobilization, PY0s, local desvelopment.policy, etc.).

(d) The Anana Organizational Structure, taff, and Budget

The Amana has a board composed of representatives of the
concerned 1ine 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 bette: plan,
implement and monitor local development efforts. The Amana would be
supported Dy a full-time administrative staff, which would inzlude 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 staff would 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 loca! government emgioyees 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 GOZ 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 ccordinate the various functions of the Amana and
act as & liaison between the Technical staff, the Board members and
between the Apzna and USAID. An expert on Management Information System
(MIS) would aTso assist the Amana in creating and maintaining management
information system of a capacity adequate to meet Amana expected
activities. Both consuyltants would be funded by USAID.

-- Research and Evaluation

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

ITI. B. 4. The Urban and Provincial Subcommittees (USC and PSC)
and the 0LIT Subcommittee

(a) Purpose and Background:

Under DSS I, both the rural and urban sectors had separate
projects (BVS and NUS), and separate 1ACs 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 subcoimittees would be to develop and execute the rural
(provincial) and urban programs within ti. policy guidelines of the
ILDC. An additional subcomnittee for 0&M would also be formed, as a
component element of the LD Il organizational structure. Tha 0&M
Committee would assume many of th2 functions of the DSS I - DSF steering
commitize and could be responsible for the 0&M activities under the LD II
program as wall as for waintaining 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 0&HM subcommittees would be
responsible for:

(1) Determining development strategies, in conjunction with
participating governorates, with respect to urban and rural development
policies and 0&M policies and programs. The committees may either
request that the Amana conduct studies on their behalf, or conduct
studies/research using governorate resources. These strategies, upon
ILDC approval, would serve the function of establishing broad parameters
and criteria for the use of LD II funds by local gavernments. Parameters
and criteria would be reviewed periodically to ensure in their continual
appropriateness to local development,

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

(3) Recommending technical studies, technical assistance
and training to the Amanea, as requested by participating governorates.

(c) Composition of the Subcommittees:

Each of the three subcommittees would be chaired by an
appointee of the Minister of Local Government. The urban and rural
subcommittees would ba composed of representatives of the conci'ned
governorates (governors and undersecretaries) and line ministries as well
as representatives from the MPIC and the MOF. A representative from the
Anana would sit on each of the subcommittees.

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

(a) Purpose and Background

While many governorates under DSS I activated the executive
branch of Tocal govermment in their planning and implementation process,
no formal system for so doing was mandated by the program. Again, based
o previous experience, LD II would plan for the establishment of a
coordinating committee in each govarnorate.

(b) The GLDCs' Role and Functions:

The governorate LDCs would:

(1) determine initial allocations of LD II funds to the
various Tevels of local government below and at the govarnorate level:
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(2) review and approve programs and projects develcped by
the markaz/districts and local units before submission to the sector
subcommittees and the Amana for final review;

(3) supervise the preparation of plans and programs,
particularly for 0&M activities, that would be managed at the markaz or
governorate level; )

(4) coordinate and supervise the governcrate PY0 Program;

(5) supervise the preparation of the annual O%M plan and
budget at all levels of local government ;

(6) determine the technical requirements (both for
technical assistance and training) for the governorate, and submit
requests to the Amana; .

(77 Supervise preparation of the governorates' medium-term
capital and O%M plans for inclusion in the next Five-Year National
Development Plan, and for pessible financing under the proposed LD II1
program;

(8) work with the Amana and TA contractors in the
implementation and evaluation of the progranm,

(c) Compesition of the LDCs

Tha LDC would be chaired by the governor or
secretary-general of the govarnorate. The LDCs would comprise
undersecretcries or directors of the relevant governorate directorates
and chainnen of approvriate governorate popular council comaittees,

(d) Tha Annual Planning and Decision-Making Process under LD 11

A1l programs and projects prepared annually by‘iocal units
would be submitted to the popular councils at each leval for approval.
When the popular council approves the plans at the local unit level,
these plans would be submitted to the markaz lTevel for rationalization.
Hhen th2 combined local unit plans are coordinated at the markaz level,
they would, in turn, be submitted tc the markaz pooular council for
approval. All plans and budgets would be consolidated at the governorate
level by the LDC, and submitted to the governorate popular council for
approval before submission to the sector subcommittees and Amana for
review and ILDC approval.

IV, TECHMICAL ASSISTANCE REQUIREMENTS

A. Introductygl

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

Tha TA contracts would be managed jointly by USAID and the
principal subcomiittees of the ILDC. A detailed TA plan, showing -
estimated levels of effort and budgets is presented in Annex 3. “The
total level of effort is 123 person years, of which 77% would be provided

by Egyptian advisors and 23% by expatriate advisors.
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The principal function of the consultants would be to build
within all uinits 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 covar the full five years of LD II implementation. Initially,
howevar, it would only be funded for two years. Renewal would be
dependent vpon damonstrated need, satisfactory performance, and the
availability of funds. TA would 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
developiment of TORs which meet 8A requirements. The GOE would assign
named ccunterparts, from appropriate institutions to work with the
consultants, and would allocate adequate office space for the consultant
teams, prior to the award of any TA contract. A1l TA contractors would
work jointly with local institutions and share office space with their
countersarts, in order to ensure that maximum capacity-building, and
transfer of skills and work procedures take place.

IV. B. The ILDC and the Amana.

Technicul assistance would be provided to the ILDC and its Amana
to assist in the development of their managenent information systems and
to conduct evaluations of the program. An Egyptian management consultant
(three person-years) would be contracted to assist the Anana organize and
jmplement its program. A U.S. management information spécialist, (on a
di rect USAID personal services contract) would spend half of his time
with tha Amana and half on the urban data management system. The total
requirement is cne-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. Tha Basic Services Delivery System

1. Tha Provincial Subcommittee

Technical Assistance would be providad in the arsas of
planning and management, information systems, {inance and accounting,
civil and maintenance engineering, sanitation and training. Sixty-one
persons-years (45 Egyptien and 15 U.S. person-years) of service are
required. The work during the first year would be added to the current
Chemonics contract in order to allow timely completion of orientation and
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training sessions needed at the beginning of the FY 85/85 planning
cycle. Tha two years, funded under LD II, would be competitively bid
among all eligible contractors.

2. The Urban Subcommittee

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

3. 0&M Technical Assistance:

TA would be provided to the technical Amana, its 0&M
subcommittee, and participating governorates to assist in improving the
0&li planning, finance and management processes, which directly 1ink 0&M
considerations to the investment planning. 054 TA wouls also assist the
davelopment of maintenance programs, and associated physical facilities
and equipment at all levels of local government.

Thz level of effort would be 20 person-years (12 Egyptian and
8 U.S.) of consulting services.

IV. C. Rural Resource lMohiiization System

1. Public Resource System

Technical Assistance would be provided to the ILDC and its LRM
subcommittee. Tha consultants would work closely with the LRM coordinator
in the Amana, and the MOF and governorate finance staff, to cevelop a
policy egenda 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 1I. This would be funded from tha SDS
activity of DSS I.

2. PVO's

The governorate Social Affairs Directorates have increasingly
assumed responsibility for all aspects of the NUS PVO program. They
select PV0s 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, mancgement, income generation, community development, basic
service delivery and managcment, h2alth care and management, and
training. This TA would continue to monitor and assist tha LD Il urban
PYO program. It is anticipated that 18 person-years of services would be
required. This assistance would be competitively bid among Egyptian
consulting companics,



-58-
V. LD Il FINANCIAL PLAN

A. Cost Estimates

The LD II project is the second phase of a long term USAID/GOE
effort in decentralized local development. Ths DSS I program was the
first phase, and a third phase "LD III" program is expected to follow,
Tadble 8 summarizes the actual, planned and indicative USAID and GOE
contributions to each phase. Thase three phases would span a 15-year
pariod starting in 1972, If the LD III progrem is developed at the
ancticipated levels, the total USAID and GOE contribuvions %o
decertralized lecal development would total approximately $1.28 billion
and 5408 millien ( in LE equivalent) respectively.

LD II would provide a total of 9228.2 million of which $156
million would be fivanced by USAID, and §72.2 million by the GGZ (Table
9, page 60). Tables 10 through 12(peges 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 descrited below, the GOE contribution would be picvided
through the Bab I, II and III budget channels and through tha autonomous
Tocal services and davelopment funds of each participating local
government unit. Through these sources, the GOZ would provide §12.3
million for local subproject financing, $53.2 million for maintenance of
equipment and infrastructure, £0.8 million for PVD subprojects, £5.7
million for fmana staff support and salary incentives for local
government officials working on LD II, and 0.3 million for training of
Tocal govermment staff. Of the total GOE contribution, 36.9 million
would be provided through governorate, markaz and villege district local
azvelopment funds., In addition, participating local PVO0s would provide
additional cash and "in kind" conrtributions which are not reflected in
Table 9, page 69.

B. Estimated Cbligation and Expenditure Schedule

“USAID expenditures under the LD 11 Program would be financed by
two obligaticns of 961 million in FY 85, and $35 million in FY 86.
Within cne year of initial obligation, it is anticipated that
approxinately $32 million would be committed or expended. In the second.
and third years, an additional £82 million and $40 willion would be
expendad respectively. This shows a relatively high expenditure rate
comparad 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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C. Methods of Financing

1. Introduction

Two distinctive featuras of the LD II financial plan are the
use ¢t a local currency PIL disbursement mechanism to disburse USAID
Tocal currenzy Block Grant contributions, and the significant amount and
varied sources of GOZ cash contributions. This section describes in more
detail the mechanism used to provide funds by both the USAID and GOE.

2. USAID Financing

a. Matching Block Grant Fund

Approximately 25%, or $30.7 million, of the USAID Block
Grant contribution is expected to be gisbursed in U.S. dotlars, and 75%,
or about $92.0 million, would be disbursed in local currency. The
following proceduies would be used in each case:

(1) U.S. dollar disbursements would be used to finance
importation of equipment of U.S. source ard origin, using USAID
Regulation I procedures. Disbursements would be made directly to
suppliers through direct AID L/Coms wher procuremants occur. As
described in tha 3SDS component description (Section II E. 1. c,
page 28), each governorate would determine the actual portion of its
annual Elock Grant it plans %o lse as foreign exchange. This amount
would be subject tn approval by tha ILDC subcommittees.. Mo more than 25%
of each governcrate's annual allocation could be used as foreign
curcency. The balance would be epplied in local currency uses.,

(a) Equipment procurement plan

To justify its fcoreign exchange funding level, each
governorate would prepare a detailed equipment reaquirements analysis.
Procurement would begin after approval of each analysis by the ILDC
subcommittze. The existing precurement unit at the LG would procure all
equipment on behalf of governorates as it is now doing under the DSF
activity. The procurement unit would issue tenders, open and evalucte
bids and select bids for award. USAID will review and award bids as
recommended by the unit and.the ILDC. Once approved, USAID weuld issue
direct L/Comms to the selected bidder. The MLG unit would hive a customs
clearynce and delivery agent who would be responsible for delivery of ail
equipment to the governorates.

{2) Local Currency disbursements would be used to finance
local costs of subprojects. 7hese local currency disbursements would be
made using a Project Implementation Letter mechanism similar to the one
currently used on the Basic Village Services and Nzi ghborhood Urban
Services Project.

(2) Rationale for use of PIL disbursement mechanism: The
primary purpcse of LD™IT 315 %o promote a decentralized planning and
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budgeting process and to develop the canacity of governorates, village
councils, and districts to participate fully in every aspsct of planning,
managing, and financing local devalopment projects. It ic necessary that
disbursements occur in a way that supports the project purpose. This
requires that iocal government units (governorates, villege councils and
districts) be afforded full control over, and respoasibility for, local
currency Block Grant funds. Any effort to limit the control of local
units over these funds would result in a diminishing of the project
purpese. Furthermors, the nationwide scope of the project involving 860
village councils and 26 urban districts, means that project sites and
acceunting stations are so -numerous and so videspread that it would be
virtually impecsible to imolement the program if funds were subject to a
conventional USAID cash advance mechanism. Experienze on the BVS, HUS
and UD I projects, as reported in sevaral evaluations and two audits,
hava demenstratad that local governnent units and the MLG (through ORDEV)
have adequate eccounting Cepability to control and report on use of local
currency funds. The U.S. Coniptroller General's ruling of November 28,
1984, concurred in use of this disbursement machanism when the project

purpose reouires it(Working Peper 27, Annex 8).

(b) Practical implications of using the PIL disbursement
mechaniso:

USAID would disburse lecal currency funds against a set
of epproved pirciect plans prepared according to the decentralszed
S

.
planning process described in Section 11 (8505 comvonent description) and
Section VI {Imylementaticn Plan). After disbur ement occurs, local
currency funds vould be GCZ-cwned curvenzy. .This has the following
practical implications:

- Local currency Block Grant funds provided by USAID
could be comniryled with contributions from the GOS and each local unit;

- Funds in all special accounts from MLG to
governorates, villages and districts would be allowed to collect interest
(Working Paper Mo. 27, Annex 8);

- Any fees or revanues generated in the course of
project implementation (for example, penalty fees for contractor
non-parformance) may be retained in local accounts for project use.

These practical implications are essential to further
the project purpese for tio following reasons: 1) lecal units would not
be burdened with the Tmossidbly large number of extra accounts which
vould ba necdeod if comitingling of funds were not possible; 2) the
collection of intarest would provide some hedge agzinst inflation in
cases of slow contractor nerformance or occasional procedural delays in
contracting or implementation; 2) ability to rctain penalty fees would
give local units greater incentive tc menitor contractor performance and
demand timely project completion. Currently, any penalty fee or other
revenue generated in the course of implementation must be transfered to



-66-
the Ministry of Finance. The last two points are particularly impoitant
as slow contractor performance is a major cause of delays in subproject
implementation (Working Papers 25 and 29).

(c} lethods of Disbursement

Each participating governorate would prepare an annual
implementation plan and budget. These plans would he approved by the
ILDC. Th2 ILDC would submit to USAID a summary of approved plans showing
amnunts provided for each governorate and separating smaller (less than
LE 100,000 each) and larger (more than LE 100,000) projects within each
governorate.

Before disbursing any funds, USAID would verify that CPs
have been met. If the CPs are met, USAID would commence local currency
disbursement 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 not exceed the value
of its approved plans. In case of largar projects, (ovar LE 100,000 each)
funds would be disbursed in two or more increments based on an agreed
timetable. The local currency funds provided by USAID would be depositer
in a special account at the Hinistry of Local Government (MLG). The MLG
would expeditiously disburse the funds to the local services and
development accounts in each governorate. Governorates in turn would
disburse funds to the appropriate markaz district or village council
responsible for implementing specific projects. A1l disbursements would
be held in separate jocal services and development accounts in each local
unit. In all cases, the transfer of funds from USAID to *he special
account at the MLG would be considered a disbursement, not an advance.
Section D below further discusses funds control and management.

b. Financing of Technical Assistance

A1l Technical Assistance would be procurad following the
appropriate USAID Handbook procedures. All expatriate TA contracts would
be USAID direct contracts. Major Host Country Contracts with foreign
firms are not anticipated. Use of PASAs is not anticipated, but may be
possible in the case of training programs. Appropriate justification and
approval would be obtained on a case by case basis. Special efforts will
be made to make maximum use of 8-A qualified fimis where feasible,

¢. 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
government institutions such as ORDEV, the Saggara Training Center and
individual govarnorates; and,

3) on a revolving-advance basis with GOE training
institutions. Pavolving advances would not be used unless a clear need
is present and other alternatives are not feasible.



-67-

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 organizational
structure for reviewing and coorainating GOE local development policies.
As part of this effort, a technical body,(the Amana) would be formed (see
Section III Crganization and Management, page F77. A key role for the
Amana would be to conduct research and evaluations of LD II and other
GO Tocal davelopment activities, using local expertise. In supporting
the Amana's development, USAID may contribute local currency to fund a
technical assistance budaet for the Amana. 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 the
Auana's ability to control and report on use of funds.

3. GOZ Financing

a. Block Grant Fund

The GOE contribution to the LD II Block Grant Fund would
occur through a certral local matching grant program as described earlier
(see the BSDS description in Section II). Contributions by the Ministry
of Flanning vould te nade through the standard GOE Rab III budget. The
LD II planning cycle is phased to coincide with the anrual budget
preparaticn and approval process, starting with the second year of
funding (sec Section VI). For the first year, a special mid-year
supplemental appropriation would be required in order for bab III funds
to be made available. Local contributions by governorates, districts, or
village councils, would be made from each unit's autconomously-controlled
Tocal 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 provi ded
from central scurces. The Ministry of Finance would make a direct
allocation to eacih governorate to cover maintenance reouirements. This
allocation would be made through the GOE Bab II recurrent cost budget.
Over time, it is hoped that local units would have the authority to
assume responsibility for financing a greater portion of recurrent costs
in their jurisdiction.

c. PV0 Centributions

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

Th2 Anana budget (see Annex 3) includes staff support and
salary incentive c3Sts. This contribution would be made by the Ministry
of Finance through the Beb I budget. The 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 funds. 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

A1l 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 determined by the
method 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 GDZ 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 conditions
precedent to disbursement have been met and whether performarce in use of
previously disbursed funds is satisfactory. Supporting documentation
would be attached. Vhile USAID would not formally approve individual
subprojects, it reserves the right to review, at any time, subproject
plans which 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 GIE letter of request, USAID would disburce funds using a
Project Implementation letter. As with all USAID disbursements, a-
Project Officer Adninistrative Approval Stetement would be required,

Aftar disbursement by USAID, LD II local currency Block Grant
funds would be GOZ-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
Tocal currency Block Grant funds. The first would be s "Quarterly Block
Grant 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 firancial progress and
completion status of each individual LD II and DSS I subproject. In
addition, a quarterly report on PVO grant funds and LD II Jocal O&M funds
would be prepared.

E. Audit

A1l USAID funds would be subject to U.S. Government audit
rights. In addition, local currency Block Grant funds would also be
subject to GOE audit. Each local government unit would be responsible
for maintaining a complete set of records on every LD II Tocal services
and development account for all LD II-related activities (e.g. capital
grants, as well as 0%M 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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VI. PROGRAM IMPLEMENTATION 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 Formulation

The GOE would implement several important policy changes
before the LD II disbursements begin. These changes, including
contributions to 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
subcommitiees of the ILDC.

Horkshops on new planning, management, pudgeting and
accounting systems would be introduced in order to assist with the
preparation of the FY 86/37 annual plans and budgets.

The ILDC subcommittees would plan allocations to be made from
the USAID FY85 obligation, in Oct/Nov. 1985. Governorate (GLOCs) would
plan allocations to local units Mov/Dec. 1935. Local units would then
plan and budget for projects to be funded from the FY]G55 obligation made
by USAID 1in 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 have been met.

3. Technical Assistance

Terms of Reference(TOR) and Requests for Bids (RFB) would be
drafted for TA contracts %o assist the fmana; the BSDS{urban and
provincial); local resource mobilization; and PVOs. Five will be
completed by Det. 1985,

USAID would amend existing BVS TA contracts, by October 1955,
to provide necessary additional staff to start the LD I1I planning cycle
through orientation workshops and planning seminars. USAID would
advertise, select and negotiate TA contract for evaluations priow to
March 1986.

(0003D/1069D) 8/15/85
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CHART V: Schedule of Early, Key Events

cvent
USAID approval of Project Paper
and Authorization
GOE & USAID sign Project Agreement

GOE organizes ILDC and Amana

USAID amends existing BVS
contract to provide necessary staff
to start 1st LD II planning cycle

GOE provides budget supplemental
for Block ‘Grant and Maintenance Funds

USAID and ‘mana prepare and
issue RFP'S tor TA

Steering Committees plan
allocations to Governorates

Oriertation worksheops for partici-
pating local units of government

Governorates plan allocations
to local unijts

Local units plan/budget
projects.

Governorates and ILDC anprove local
units project plans/budgets

MPIC and local units deposit FYE6
Block Grant contributions

. Conditions Precedent for initia)

disbursement satisfied
AID funds requested & disbursed

Sub-project implemantation begins

Primary
Responsibility

USAID

GOE/USAID
MLG

USAID

MPIC/MOF

USAID/Amana
ILDC

Existing
TA Consultants.

Governorates
Yillages/Districts
Governorates/ILDC
MPIC

GOE
ILDC/USAID

Governorates

Target Date
AUG. 85

SEPT. 85
OCT. 85

OCT. 85

OCT. /NOv. 85
0CT. /DEC. 85
OCT./NOV. 85
NOV. 85/FEB. 85
NOY. /DEC, 85
JAN, MAY 86
APRIL AMAY 86
JUHE 86

JULY 85
JULY/AUG. 86
SEPT. 86
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Event Primary Target Date
Responsibility
16. Evaluation Consultants/Anana FEB. 86
17. Review I of Program ILDC MARCH, 86
18. LD Il Assessment Consultants 0CT. 86

B. The Planning and Budgeting Process

LD II would institutionalize a self-sustaining, decentralized,
system for deiivering basic services. The major steps in the process are
summarized below. Thzse steps would take place in overianping, annual
planning and implementation cycles which ~oincide with the GOE national
plarining and budgeting cycle.

Each cycle involves:

1- assesstient ¢f needs and past program performance;
2- allocation of rescurces to m2et identified needs;
3- planning of projects;

t- implementation of projects;

5- maintenance;

6- and cvaluation of results, (return to 1).

The main actors in the process are the ILOC and its
subcomnittees, governorate executive and popular councils through their
GDOCs, markaz or district executive and popular councils, and, in
provincial governorates, village executive and poptlar councils,

Tha BSDS process in LD II as follows:

1. Allocation of Block Grant funds and MOF Maintenance funds
t0- governorates by 1LDC and subcommittees, based cn assessment of needs,
prior implementation performance in DSS I, and absorptive capacity.

2. Allocation of Block Grant funds and maintenance funds by
governorate executive and popular councils to individual districts in
urban areas and to Marakez and village councils in pravincial
governorates.

3. Assessment of specific capital investment and maintenance
needs by popular and executive councils at all levels (governorate,
district, markaz and village council).

A
i
n/
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4. Selection, planning, and budgeting of specific projects and
maintenance by governorates, districts, marakez and village councils
within the 1imits of available resources. Individual projects at all
levels are integrated in LD II annual plans prepared by each governorate,
and vould 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
subcommi ttees.,

8. MPIC, MOF and governorates depcsit matching contributions
in governorate Basic Services D2livery Accounts and matching maintenance
contributions in governorate Basic Service Maintenance Accounts. '

9. Disbursement of Block Grant, by USAID and MPIC, and
ma.ntenance funds by MOT,.to govarnorates which in-turn disburse grants
to Tocal urits.

10. Implementation of specific projects by govarnorates,
districts, marakez and v.1lage councils with technical assistance form
governorate level staff, line ministries and consultants, as needed.

11. Maintenance of completed subprojects by responsible local
units.

12, Honitoring of progress and results on periodic basis at
Tocal levels, and aggregation of results in semi-annual- program review by
Governorates and Anana. Findings used for assessment of relative needs
and absorptive cepacity, 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 AHD EVALUATION PLAN

A. Introduction.

Monitoring and evaluating the program are essential processes
that must be undartaken by all local units, (village to governorate), and
the LDCS, if the the basic strategy of the program is to be realized.

The undarlying 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 "earning" is
central to building local institutions that can continue similar
development activities in the future. "learning” would be accomplished
also when the councils' local development plans are evaluated by the
governorates, the Amana, and the ILDC, prior to funding the subprojects.
It would also be accomplished when the local units report on project
progress each qudrter, 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 I MIS system wouid be built on the existing MIS systems
deveioped duiring DSS I in the BVS, NUS and DD I activities. The
evaluations and assessments weould he conducted jointly by the Anana and
USAID.

B. LD II's Monitoring System

Monitoring would focus on the delivery of inputs, implementation
of the strategy to produce outputs and progress towards the program
purpese.  Monitoring information would be compared with original work
plans and scheduies in order to quickly identify implementation
problems. Solutions to problems would also be clearly identified and
carefully monitored.

The responsibility for monitoring the program rests with the
fmana, appropriate officials in the participating governorates, and
USAID. Together, they would develop a monitoring plan during the first
six menths of the project and build it into the project's management
information system (MIS)., The development and implementation of this
system would build wpon, and be closely coordinated with, the monitoring
systems previously established for all DSS 1 projects,

Each stage of the local developmant process would be moni tored
closely, using an integrated IIS. The MIS would use appropriate
technolegy 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 govarnorates, in
turn, would report to the ILDC and to the Amana evary quarter. The Amana
would analyze the data and use it for overaly program review. As LD TI
progresses, additional information would be added to reflect the new
emphases of the second phase. Data concerning th2 operation and
maintenance of infrastructure and equipment would be included as well as
infermation regarding local resource mobilization.

The sources of information for monitoring would include:

a. Project agreement and PILs.

b. Lmplementation and workplans,

c. The Amana's management information system.

d. ConsuTtations by LAD staff with GOE, contractor and other
participants.

e. Financial reports.

f. Contractors' quarterly and annual reports,

g. Audits.

h. Site visits.,

J. Special studies, such as technical reports, research,

sector assessiments, 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 whether tha desired results are heing
achieved, and whether the program purposes continue to be appropriate to
the country's development needs. They take a broad jook at the fit
between irouts, outputs, purposes and goals, and review the assumptions
underlying the 1inks between them. Th2 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 iife of those same people.

The basic framework tur 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 Amana'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, would
be carried out regularly. The first would take place in February, 1986,
preceding the writing of the PP amendments for the FY 87 obligations. A
second evaluation, which would be a longer effort assessing the entire
local development sector, would take place in November, 1986, just prior
to the writing of the proposed LD Il project paper,

VII. SUMMARY OF PROGRAM AMALYSES. (ANMEX 2)

A. Summary of Economic Analysis (Annex 2A)

LD IT project would spend the equivalent of approximately LE 400
million (in constant 1986 LE) over a period of three years. These
expenditures would provide for operations and maintenance for subprojects
from DSS I and for new subprojects for water/wastewater system, roads,
canal maintenance and similar activity. Assuming the funds are spent in
roughly the magnitude and timing outlined in the PP, and operation and
maintenance funztions are carried out as planned and continued into the
future, the projecticn can be expected to show a real economic rate of
return cf 9.5 percent (Annex 2-A).

B. Summary of Institutional Analysis (Annex )

The design of LD II is both structurally and institutionally
sound. The major institutional problems which exist undar the current
decentralization 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 and
between executive and elected councils, at all levels of government; and,

3. @ multiple command structure within local government.

The concern for policy determination has arisen from the
experience of DSS I in which program responsibility was «;vided between
four separate project committaes. Although a Sector Steering Committee
was formed, it never became functional. Under the current design effort,
concerned ministries and govarnors have met frequently in the Amana to
discuss program issues and have recommendad the formation of a™poiicy
based ILDC.

Tha issue of weak horizontal linkages and pcor coordination of
programs has been addressed through the establiskment of ceordinating
bodies at each leval. The minjstries and govarnorates will coordinate
programs through the ILDC and its subcomnittees, the Amana, and through
the governorate LDCs. Required submission of meeting minutes and
attendance records to the subcommitteas 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 pooular and executive council
members in the govenorate leval IACs should strengthen the ties between
these two branches of local government. Under the joint LDCs, technical
expertise Tocated in the executive branch would be combtinad 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

Tre implementation of LD IT subprojects will be the
responsibility of local 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 Activity

(1) Rural Water Supply

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

Technical issues encountered with DSS I water supply
rojects that will be addressed under LD II are as follows:

The design and construction of many DSS I water projects
were sub-standard., Tue village units have not received adequate
technical assistance from the engineering offices of their marakez and
goverrorates, nor the private firms 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. Mater storage tanks often
leak or are off-line, forcing villages to rely on pumping, which is
expensive and inefficient. Thase problems sometimes cause
back-siphonage, which contaminates village water supplies.

LD IT would stress the upgrading, and cperations 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 Tocal 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 fimms
arve complicated and, in many cases, over-designed. Operations and
maintenance costs are high, and qualified operators are few. Compact
water gemineralization nlants require the importation of expensive
chemicals.

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

(2) Wastewater/Sanitation

There are no wastewater systems with effective treatment
in £gyptian 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 affordabie, and can be operated
and maintained by local units.

{3) Rural FRoads

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

DSS T roads, while generally well constructed, have some
problems with alignment, elevation, and operations and maintenance.
LD IT 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
governnirate.

\}
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(4) Solid Waste Management

Over 4,000 tons of solid waste are generated per day in
Cairo. OCnly nalf of the solid waste generated in Alexandria is
collected.

DSS I has provided LE 80,000 par urban district for
solid waste management. While the activities have been successful, the
solid waste problem is so enormous 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 more 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 than
becomes an operations and maintenance problem. Maintenance of public
facilities is usually poorly perfonned.

LD IT would provide intensive training for district
engineers. Engineers and supervisors would be encouraged to visit their
field sites. The GOt would contribute LE 5.0 million to LD II for
incentive pay. Maintenance 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, Rlexandria,
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
IT live there.

The dominating physical feature of the project area, the Nile
River, is the source of 1ife for Egypt and is also a source environmental
concerns for LD Il duz to the negative environmental impacts of resulting
from the necessity to esploit the rivaer to support explosive pcpulation
growth in the Mile Valley.

a. Thr 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 tie inefficient

4.
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over-use of domestic and agricultrual water that has resulted in high
groundwater under villages. This causes the weakening and collanse of
structures, the flooding of latrines, and the emergence of pools of
stagnant watar.

DSS I has attempted to meet the high local demand for potable
water, by funding 1,600 rural water-supply projects. Since the GOE,
USAID ard local govarrments hava all recognized the environmental
consequances of the delivary of potable water without accompanying .
wastewater systems, the final phase of BVS focused on the devaloprent of
appropriate wastewatar systems. LD II would, thrcugh the local
government planning process, continue to devalop and implement wastewater
solultions and re-emphasize the up-grading and the cperations &
maintenance of existing DSS I infrastructure. This apgroach would
continue in LD II and, if successful, should halp mitigate existing
environmental problems in villages.

b. The Urban Areas

- The major envirommental problems in the urban areas are the
result of a combination of explosive popuiation growth, 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 poliution,
overloaded sewerage systems, pools of septic watar in crowded
neighborhoods, and mountains of uncollected solid waste.

The DSS I/NUS Project has attemptad %o mitigate several
specitic urdan environmental coacerns through intervantions in solid
waste management, the up-grading of district equipment maintenance
facilitates, th2 installtion of water and sewer housengld conrections,
the constructicn of lavitories in schools, and street paving and
Tighting. While the above projecis have had some success, tha enormous
environmental probiems of the urban areas have not been solved, mainly
due to the enormous strass 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 pcpulation densities
characterisitc of the rural/urban settlements of the Nile Vallay.
Hovevar, ovarcrowding in the valley has stimulated attempts at land
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reclamation and resettlement in desert areas. This has placed great
stress on the already fragile desert environment, More water is required
by more people, and jts Cost continues to pise as deep wellg remove
finite amounts of fossil water reserves,

The environmenta) situation in the desert coastal avzus Js not
as critical in the inland areas. Here, villages enigt through the
catchnent and storage of seasznal rainfall ang by wells that tap the
brackish water aguifer. Coastal towns import water from the Ilile by
railvay, truck and pinelipe,

The DSS I/DSF/BVS Projects have aided Tocal governmants in
exploiting the desert areas. Deep well pump sets and Generators have
been sunplied tg inland qesert areas and desalination units have been
supplied to coasta) settlements, LD JI would reevalyate its desert-area
interventions tg consider ths fragile descrt envirorment, the high per
capita costs of those interventions, and the appropriateness of the
technology o be emnloyed, Existing equipment and practices, supplied
under DS5 I would be evaluated pver time, and improved or displaced if
necessary,

D. Summary of the Secial Soundress Analysis (Annex 2D)

The sociocyltyra) and political enviromnent in which the LD !
Program woulc ha cappiad 0ut is one of increasing 1ocal autcnemy and
limited, byt increasing, derocratization of decision-making for the
provision cf bagic services to yrban and rural citizens, The LD I]
Program cbjectivas are consistent with the GOE philosophical commitment
to decentra]ization.

By law, local govarnment units have substantial administratsva
end managemen: responsibilities to carry out a wide rance of tasks in the
delivery of basic iocal services, They lack sufficient resources,
experience and technical assistance to effecti vely plan and implement
activities, During the DSS | Program, local government has provan that
it can assess local needs and plan projects. However, it did not recejve
2dequate technica) assistance from the directorate offices Tocated in tha
districts and tphe governorates, s that high quality projects could be
implemented, Measures to corract these problems would be included in Lp
IL

LD II is a continuation of the DSS I and is designed to assist
the GOE establich the capacity to plan and itplement local dz2velopment
plans. The continuation of the process set in motion by DSS I s
comatible with the sociccultual and political environment of increasing
lTocal autonomy for the provision of basic services to urben and rural
Citizens,
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