Annex 2
Terms of Reference for a Consultancy to design financing options for Reconstruction and Development in Somalia  

Objective 

To provide practical technical advice on the design and implementation of a range of modalities for financing the Reconstruction and Development Framework (RDF) in Somalia. 

Aim of the consultancy
1
The aim of this consultancy is to build on existing knowledge and understanding and develop a clear path for implementation of a Multi Donor trust fund (MDTF) and other financing options for reconstruction and development in Somalia.  The final report will contains specific recommendations for implementation of a range of financing options.

2
The overall output from the next three months will be a practical report, setting out the financing options available in the Somali context, the relevance of each, the possible level of funds, and, most importantly, mechanisms, designs  and structures.  This paper will inform, the World Bank’s Interim Strategy Paper for Somalia.

3
The report would feed into a wider debate on financial support to Somalia for implementation of the RDF. It would examine the actual and potential roles of the various agencies in the IC, the Somali community, the role of the private sector as well as the local governments. The work would build on existing analysis and research, notably the recently completed studies. The specific context of Somalia demands that recommendations fore finaing development are creative, robust and practical.

4
In a second phase (March to June) the consultants will focus more strongly on application of funds – how could resources be used most effectively in Somalia.  This analysis would develop detailed design of other areas, for example, the use of vouchers or cash transfers to enable access to basic services, or the use of pooled donor funds to support ministry operating costs etc.

Background and context 

5
Over the past nine months the Somali Transitional Federal Government has been engaged with the International community in preparing a Joint Needs Assessment for Somalia. Preparation of the JNA/RDF has been led jointly by United Nations Development Group (UNDG) and the World Bank (WB).  The findings of the JNA have now been compiled into a Reconstruction and Development Framework (RDF) for Somalia ways of financing the necessary work will need to be developed. At a first preliminary level of analysis the costs of the RDF seem likely to be in the order of $2.25 billion over five years – on average $450 million per year. In terms of aid per capita (around $60) this probably reflects need, but this is almost and double current donor financial flows, the government has very limited revenue resources. 

6
Possible sources of funds are government public funds, donor resources and the Somali population themselves. Donor resources, including Global Funds and Partnerships have been around $270 million per year. Public funds are very weak – in both Puntland and Somaliland they are less than $20 million and less in south central. The shortfall (around $160 million per year) will need to be drawn from other sources. These could include increased commitments from both traditional and non traditional donors, and the private sector, stimulated through a pooled funding arrangement (MDTF). 

7
In addition there are significant inflows of resources to Somalia through remittances – estimates at some $1 billion per year – which seem to be widely distributed throughout the country, across all levels in society. These resources are used to some extent for consumption, but are also used to finance health and education as well as to invest in  property and commerce.  In the next few years a financing strategy for Somalia’s recovery will need to be flexible and creative, building initially on the international community and Somali diaspora.  The unusual balance between public and private funds in Somalia demands a creative approach to how best to utilise available resources for development and poverty reduction.

8
While the political context in Somalia has been unpredictable over recent months, it is important that the International Community and Somali stakeholders are in a position to move rapidly to funnel resources to Somalia to build peace and reduce poverty – in the words of the RDF ‘ Deepening Peace and Reducing Poverty’.

9
The UN has developed proposals for an Interim Support Fund for Somalia (ISFS), a pooled fund to which donors could contribute, and which, it has been thought could develop into a MDTF (with the World Bank and UN jointly administering the fund). The detailed structure and form of such a fund is at the heart of this consultancy.

Scope of the Consultancy 

10
In recent months a number of studies have been undertaken into MDTFs and other financing options. The consultants will build on these to consider both mechanisms for funding and what is to be funded – which ranges from education and health, capacity building and governance, social protections, salary and administrative costs of government organisations and ministries.  Key documents include: 

· Norad funded Scanteam comparative analysis of MDTFs , which analyses the organisation and effectiveness of 10 post conflict multi donor trust funds, providing a rich body of lessons which need to be interpreted and structured in the Somalia context.

· DFID funded study ‘Funding Modalities for RDF for Somalia’, Neil Spooner, November 2006; this study looked broadly at a range of financing options and is most valuable for the analysis and consultation on innovative financing options such as a Diaspora Fund or a Challenge Fund.

· UNDG-ECHA Review on MDTFs, by Development Initiatives 2006

· Study of ‘Social Facilitation, development and the Diaspora: support for sustainable Health Services in Somalia’ by Kent and von Hippel, 2004

11
The consultants' work needs to build on all of these, to develop and set out very practical options for how to proceed.  Where possible, the underlying assumptions and implications for the role of different stakeholders will be identified. 

12
The consultants will assess the relevance of alternative financing tools and consider how they can be implemented. The financing options fall broadly into several areas:

· Multi donor Trust Fund(s) for the RDF and EU CSP

· Tactical and specialised MDTFs for limited regions and/or sectors

· Bilateral donor funding, both traditional and non traditional

· Options for leveraging private sector funds (e.g. Diaspora Fund, Challenge Fund), other innovative mechanisms

· Islamic charity (eg Waqf, Zakah)
The challenge is to translate these potential ideas into practical and implementable recommendations

13
Specific questions and issues include:

Trust Funds

· Establish mechanisms and channels for project submissions under Interim Support Fund for Somalia (ISFS) 

· Recommendations on how the ISFS structure could further take into consideration recommendations and findings from the aforementioned studies, in particular the Scanteam study.

· Other Designs and organisation of trust funds – MDTF, two window structure, other administrators, relation with the different regions of Somalia

· Governance of the funds, role of Somali and development partners 

· Links between ISFS and later MDTF structure

· Link between MDTF approach and additional country level funding options (budget support, sector wide approaches?)

· Process and road map for establishing trust fund(s)

Leveraging private sector funds

· Build on initial thinking on Diaspora fund, implications, procedures – how can this ensure additionality?

· Develop designs for a Challenge Fund – which could cover a range of proposals from public private partnerships for basic services to industrial investment

· Discussion and review with Somali remittance business and financial community

· The role and contribution of Islamic funding institutions (banks) 

· Support to current remittance flows to support communities 

14
On the ‘demand side’ the consultants should asses how the funds can most effectively be used. This section should examine development priorities, how different financing mechanisms can best contribute to the aims of the RDF. Recommendations on financing options for service delivery – particularly in health and education- would include a focus on recurrent costs, user fees, cash transfers and community block grants to enable equitable access of services for the poorest and most vulnerable households.  This would include consideration of how best to use funds from different sources: donors, diaspora and private sector, PPPs etc.  This latter work may be undertaken in the  period March to June 2007.

15
The consultants would also consider how best to support government functions and capacity building needs. Support to  governments and administrations could include for example  use of matching funds, sector wide approaches, limited support to governments for operating costs through limited support to operating costs.

16
The initial synthesis report could bring together in a framework focusing on implementation. Issues to be covered will include:

a. Mechanisms for supporting financing options

b. Likely outcomes (eg contributions to trust funds, support to Diaspora Funds, challenge funds?)

c. Policy needs to ensure effective implementation

d. Social and economic issues – gender concerns and financing options

e. Social impacts – for example through changing the ways by which remittances are delivered

f. Risks – eg of undermining traditional coping strategies

g. Understanding the potential and complementarities between different sectors and mechanisms

17 The main report will set out detailed and practical actions and pathways for implementation of the most appropriate financing options, as determined in the initial overview review.

The consultants

18
The scope of the work is wide ranging and covers a number of areas. We do not anticipate that a single consultant would be able to provide adequate experience in all areas, so a group of consultants would be sought to work together closely on this programme. 

19
The work is to be based in Nairobi and will include interviews and meetings with all relevant organisations in Nairobi and, security permitting, Somalia itself. The consultants will undertake in-depth interviews with potential financing organisations such as African Development Bank and the Islamic Development Bank Offices will be provided in Nairobi. The consultants will also review all existing reports and studies on financing and needs in Somalia, in addition to the studies noted above.

Timing and outputs
20 The consultancy is to start immediately. We anticipate some 3 to 5 person months between start up and end March but the total consultancy may run on to June, depending on the findings and needs emerging from the initial three month period.

21 .The Consultants will produce an overview synthesis report after 4 weeks. This will set out priorities for research and analysis. It is anticipated that the greatest priority will be to set out and design a multi donor trust fund for implementation as soon as possible and this work should be completed by the end of March. The detailed scope of the second phase will emerge during Phase 1, but will include more detailed work how the available resources can be used for delivery of basic services and how a Diaspora Fund and/or Challenge Fund could be established.

· Synthesis report – 4 weeks after start up

· Detailed design and planning for an MDTF – end March 2007

· Final report covering design and implementation for all appropriate financing options (scope to be determined in the Synthesis report of the initial four weeks) – June 2007

Reporting
21 The consultant(s) will report to the Somali Donor Financing Options Working Group which comprises principal donors to Somalia, and they will work closely throughout with the World Bank and UN, and others. It is planned that there will be substantial interaction between the consultants and the various stakeholder groups in Somalia, while the Working Group will provide a clear sounding board and advisory group for discussing ideas and guiding the thinking and practical proposals as the consultancy proceeds.  

These Terms of Reference were added to on 24th January 2007 in the form of the following email:



From: Hilary Sunman [mailto:H-Sunman@dfid.gov.uk] 
Sent: 24 January 2007 06:07
To: ardi@scanteam.no; Stephen Jones; tony@devinit.org
Cc: Jlovelace@worldbank.org; louise.cottar@undp.org; Manfred.winnefeld@ec.europa.eu; renato.correggia.esp@esteri.it; Richard.Hands@cec.eu.int; stein.horjen@norad.no; Anna Lake; Duncan Hart; David Bell; Paula.Vazquez-Horyaans@cec.eu.int; katarina.zinn@sida.se
Subject: Consultancy on Financing Options for Development and Reconstruction in Somalia
Importance: High

Arne Disch, Scanteam
Stephen Jones, Oxford Policy Management
Tony German, Development Initiatives

Dear All

Consultancy on Financing Options for Development and Reconstruction in Somalia: To provide practical technical advice on the design and implementation of a range of modalities for financing the Reconstruction and Development Framework (RDF) in Somalia. 

Thank you all for your speedy responses to our request for consultancy services to look at Financing Options for Somalia. Your responses were reviewed at a meeting of the Financing Options Working Group on January 20th (in Somaliland), and the group concluded we would like to proceed in the following way. 

The time frame for the consultancy is short, and it includes a range of financing aspects. We seek to feed into the World Bank Interim Strategy Note for Somalia and to the EU Country Strategy Paper review meetings in Brussels in March/April. We consider that the most appropriate way of moving forward would be to identify a team of individuals from the various submissions you have made, to work together as a team. This approach, we believe, will provide the excellence and speed across the range of issues proposed. We would therefore to ask you to respond as a group to the Terms of Reference to build a team of complementary experience and skills. Each of you can offer specific skills and experience which we see as highly relevant in order to get the job done.

We see the complementarities as follows:
Scanteam – Considerable knowledge of governance and administration issues and structure for MDTFs, taking the lead on consultation with potential donors 
Development Initiatives – Wide knowledge of MDTFs and – specifically – the ISFS, and recent experience in establishing a Humanitarian Response Fund for Somalia and experience in delivery of basic services and social safety nets
Oxford Policy Management - Aid policy issues in fragile states, leveraging of private sector funds and social protection and social development issues.

In addition, the World Bank and UNDP will make time available (as contribution in kind) of Kaz Kuroda, participant in Scanteam study of MDTFs, and a UN adviser on work on MDTFs. UNDP will also support with a contribution on how to address the special circumstances of Somaliland and appropriate vehicles for disbursing funds in the complex realities of Somalia. Mark Todd, consultant to the EC preparation of a Country Strategy Paper will provide guidance on institutional issues for Somalia and within the international community. 

We anticipate that the Synthesis Paper will require some 4 to 4.5 person months input for the Synthesis Paper and a further 4 person months for the more detailed reports, but look forward to your assessment of this. We will need to identify one member as a team leader and suggest that you consult among yourselves to identify the person or persons best equipped for this role.

I attach below a more detailed suggestion as to timing and outputs reflecting broadly the ToR you have already received. We want to complete the initial Synthesis Paper within 4 - 5 weeks of start up. This period will be an intensive period of consolidation of existing work, brainstorming, creativity, ‘blue sky’ thinking, and consultation. The options will take account of the complex politics of Somalia, specifically how to address financing for Somaliland. The aim is to develop a coherent overarching framework for taking financing options forward, and Synthesis Paper will contain recommendations on which instruments should be taken forward to a second phase with design for selected options. It will be necessary to review and consult with the various stakeholders on the recommendations before commencing the detailed design of agreed options. 

The full scope of the design reports will be confirmed following assessment of the thinking of the Synthesis Paper, but we anticipate detailed design work covering some form of pooled donor support, an approach to leveraging private sector and diaspora funds, and initial design work on options for financing of basic services – particularly health and education. Once it is agreed, the second phase is expected to take 8-10 weeks, and will include substantial consultation to ensure successful design and implementation of the recommended financing modalities.

It is preferable if as many of the core team, as finally determined, could be in Nairobi during the initial four weeks – the subsequent design phase would be less intense and could be organised from a combination of Nairobi and elsewhere. Office space in Nairobi for the consultancy can be provided, and, to facilitate the first month the Working Group can provide administrative support to organise meetings and consultations etc. 

The consultants will report to the Somalia Financing Options Working Group, which in turn reports to the Somalia Donor Group, based in Nairobi. We will of course make all background and relevant material (eg the Reconstruction and Development Framework and other consultancy studies) available to you.

I realise that you have been thinking in terms of structure and approach - I hope this clarifies what we are looking for. We look forward to hearing from you in the next few days.

With best wishes
Hilary Sunman (for the Financing Options Working Group)

Department for International Development
1 Palace Street
London SW1 5HE
 
Tel:  +44 20 7023 1762
Fax: +44 20 7023 0826
e-mail: h-sunman@dfid.gov.uk


OUTLINE OF WORK
1    Synthesis paper (4-5 weeks)

1.1    Discussion of Financing Options    
       Strengths, weaknesses, constraints, opportunities
·      Donor assistance framework – MDTF, global funds, bilateral or pooled arrangements, non traditional donors
·      Non – state – diaspora, private sector
·      State/local revenue collection
       Output: Linkages and relationships between modalities, and key questions

1.2    How can funds be used
       There is a range if possibilities:
·        support to ongoing programmes – business as usual
·        direct support to governments
·        direct support to basic services
·        leveraging other funds
·        others?
   Output: Options, key questions

1.3    Next steps – recommendations of specific options for detailed design in Phase 2

Options for going forward – 8 weeks

2    Design and roadmaps – options to be identified in Part 1

        Likely to include (but to be based on conclusions from part 1)

· Pooled funds, MTDF 

· Private sector – Diaspora fund, challenge funds 

· Social protection, cash transfers 
Annex 3
Annex: Financing options for recovery and development in Somalia
Abstract

The costs of implementing the CSP (and the wider RDF) are estimated at about €350 million per year over the initial first five year period. Possible sources of funds are government public funds, donor resources and the Somali population themselves. Donor resources, including Global Funds and Partnerships have been around €208 million per year. Public fund collection is  very weak – in both Puntland and Somaliland they are less than €15 million and less in south central. The shortfall (around €140 million per year) will need to be drawn from other sources. These could include increased commitments from both traditional and non traditional donors, and the private sector, stimulated through a pooled funding arrangement (MDTF). Private flows through remittances are currently about €780 million per year; and additional funds could be captured through a Diaspora Fund and/or a Challenge Fund. The unusual balance between public and private funds in Somalia demand a creative approach to how best to utilise available resources for poverty reduction through development.

1
Introduction
The EC, MS and Norway Country Strategy focuses on selected areas for reconstruction in Somalia, but fits fully under the umbrella of the Reconstruction and Development Framework (RDF) developed through a strongly consultative process under the framework of the Joint Needs Assessment. The CSP is not costed in detail, but as it is closely aligned with the RDF this note uses the estimated costs of the RDF as a basis for discussion of financing needs. 

The following table summarises the estimated costs of implementing the three pillars of the RDF, in total and on average over 5 years. In practice, the costs would be weighted towards the end of the period. 

	Pillar
	Total € million
	Average per year € million

	A Deepening peace and strengthening governance
	352.6
	70.5

	B Investing in people
	550.3
	110.1

	C Establishing an environment for rapid poverty reducing development
	834.1
	166.8

	Total
	1,737.0
	347.4

	Source: RDP

Notes: Exchange rate of €1= $1.31


This note examines how these funds could be found, and looks in turn at the share which could come from:

· Somalia public funds, 

· from the international community and 

· from the private sector.

The final section considers how different financing options could be used to implement different elements of the CSP and RDF. 

2
The current situation and future potential

2.1
Domestic government revenues
Current Situation

In Somaliland and Puntland domestic public revenue exist but are modest. Government expenditure in Somaliland and Puntland in 2004 was €15 million ($21.4 million) and €11 million ($16.2 million) respectively. Of this, expenditure on security (military and police) was about 47% and 43% respectively. Expenditure on service delivery (health, education, and public works) totalled about €1.5million and €0.7 million in the two regions. In addition, in Somaliland, local governments spend about Sol.Sh 18,000 million (€1.8million).

In South-central public revenues are virtually non existent, although revenues are raised through port and airport charges by those in charge – recently the Courts and earlier by war lords – which could provide potential public/ development resources under different circumstances

Potential

Under the RDF and possibly even sooner, programmes can be introduced to enhance domestic revenue raising. Currently the Somaliland government is seeking help in increasing efficiency in raising revenues and efficacy in allocation. 

Even a substantial improvement in government revenues would be modest compared with the demands of the RDF and should focus on building the core activities of the civil service and public services. 

One focus of effort should be to support the improvement of government revenues using donor resources, but with a longer term view of phasing out donor support as revenue growth takes of.

2.2
International Community - donors
Current position

Funding from traditional donors, UN and INGOs to all Somalia has been about €208 million ($271 million) (2003) of which 22% is humanitarian and 78% for development. Stability and the prospect of peace is likely to bring in more funds from traditional donors. Less is known about the current position with non traditional donors. The League of Arab States is said to have substantial funds available to benefit a peaceful Somalia - €140 million ($200 million) has been mentioned. China’s interest and investment in Africa has become apparant.  Although the potential is difficult to quantify, should China support Somalia through the strategic construction of infrastructure (roads in particular) then the development benefits could be substantial.

Potential

Donor funds need to increase to meet the needs of the Somali RDF, in a number of ways:

· To support the public sector, providing supplementary funds to public services and eg support law and security (ROLS programme), to support health and education directly or through SWAPs

· To build capacity and institutions which in the future can take forward the management and organisation of services and growth in Somalia.

· To directly support the poor and disadvantaged to enable them to have greater access to basic services 

· To leverage funds from other sources (eg through support for local financing schemes, through seed money to venture funds, through support to challenge funds etc).

Based on the strategies and experiences in other post conflict and fragile states, there is a strong feeling on the part of the international community that pooled funding through some form of Trust Fund offers the way forward. Multi donor trust funds have been established in a number of places (Afghanistan, Sudan, Iraq, Palestine) and have operated with a varying degree of success – as measured in terms both of delivery funds and in the administrative and organisational sense.  Criticisms of some - particularly Sudan – have led to a scepticism among donors about their effectiveness, but a recently published report brings together lessons of good and bad practice, which make a strong basis for designing an effective MDTF for Somalia. 

One of the key lessons from the report is that it is important to plan ahead of immediate need – and the International Community should take this on board for Somalia. Indeed, the UN has initiated the Interim Support Fund for Somalia (ISFS) as an interim mechanism for attracting pooled donor funds, but the early designs of the ISFS did not give donors sufficient confidence that either their of Somali needs were adequately reflected. Revisions to the design of the ISFS – while needing further clarification – provide a strong way to move forward, and the EC and other donors should engage strongly to make the ISFS a reality. The ISFS can be seen as a pilot for a jointly administered UN/World Bank MDTF in the future, as the Somali government becomes more established. A Trust Fund also provides a mechanism for increasing support to the regions or sectors with greatest current ability to absorb aid flows. The CSP partners should work closely with the rest of the donor community to expedite an effective and useful pooling mechanism, to try to both attract higher volumes of donor funds and to influence non participating donors in line with the Paris Declaration on aid harmonisation. It is not possible to predict how far a Trust Fund will be able to meet the total financing requirement but a key question is how best to use donor funds both as direct investment in Somalia and/ or as a lever to stimulate other funds.

2.3
Global funds and partnerships
Single issue or sector funds are important in total funds for development.  Within Somali alone, the Global Fund to fight Aids TB and Malaria (GFATM) has committed €$10 million ($14 million) (2003, disbursements over several years) and GAVI (Global Alliance for Vaccines and Immunisation) some 4350,000 ($500,000). Sometimes criticised for being outside the donor and government networks, global funds can nevertheless make significant contributions in terms of money, and in terms of working with widely based coordination groups. There is a challenge of ensuring harmonisation with other donors and in ensuring government ownership, but through the Country Coordinating Committees etc they can provide a mechanism for disbursing effectively.

UNICEF has applied to the Education for All (EFA) Fast Track Initiative for €220,000 ($ 285,000) in 2007 for technical assistance through their Education Programme Development Fund for developing education sector plans for Somaliland, Puntland and South-Central Somalia. The programme is to include EFA planning workshops to look at roles and responsibilities of regional administrations in achieving EFA goals, and scenarios for decentralisation, including local and community participation. 

2.4
The private sector

Current situation

The private sector is  important in Somalia both in terms of  delivering  public and private services and some growth in the past fifteen years, it is important for overall resource flows. Annual remittances from the loyal Somali diaspora are estimated at around $1 billion per year, completely dwarfing traditional aid flows. How remittances are spent is not really understood, certainly some for consumption, for houses, for education and health, for direct support of poor families, and some for investment in goods and services.  What is clear is that there are effective and sophisticated mechanisms for transmitting funds and a commitment to Somalia, which offers considerable potential for the future. 

Potential

Given the scale of remittances, it is worth considering possibilities for leveraging of private sector funds for development purposes – possible mechanisms could include Diaspora Fund, enterprise Challenge Funds or matching fund programmes
. These are relatively new instruments, but the unique characteristic of Somalia is the very loyal Diaspora which remits around $1 billion per year. 

The Diaspora Fund would represent a vehicle for attracting international private capital, initially from the Somali Diaspora, with an emphasis on achieving growth and pro poor outcomes. It would provide a mechanism for donors to link international private capital with local private sector needs in a way which would probably not happen without donor facilitation, and it could spark off sustainable commercial flows in future. 

The Diaspora Fund would establish an intermediary allowing the Diaspora community and others, including ethical funds, to invest in private sector opportunities in Somalia, providing a return based on the performance of the investment portfolio. The Diaspora Fund would invest in projects including hospitals, infrastructure, value-chain finance, skills and vocational development, small enterprise/microfinance lending and economic zones/industrial parks. 

A Diaspora Fund would need to be established by the EU donors as other potentially important organisations such as the Commonwealth Development Corporation (CDC), and IFC are not operational in Somalia. The EU donors on also have a comparative advantage as they have already developed significant experience and a network of contacts which will be critical to operating the Fund.

The management of the Fund would be undertaken by a group drawn from international banks and fund managers. Local experts would also need to be actively involved in Fund management in order to ensure an appropriate understanding of how business is done, and risks are managed, in the local environment.

Role of donors

Based on comparison with other Diaspora Fund initiatives, the donor investment required to establish the Diaspora Fund could be €3.5 million. This would cover the requirement for seed capital and for technical assistance for developing risk management instruments, resolving legal bottlenecks, building capacity in local partners, and monitoring and evaluation. Based on this investment the Diaspora Fund could be expected to raise an additional €100 million for RDF related investments. 

A Challenge Fund is a mechanism for channelling donor and other ethical funds to promote a specific objective, usually on a grant basis. The “challenge” element of a Challenge Fund arises since participants are encouraged to show how their proposed projects will meet various appraisal criteria. The Fund leverages additional investment by the private sector by shifting the risk and return factor and changing business perceptions of the potential to establish a commercial operation, which once set up can operate on a commercially sustainable basis. The Challenge Fund approach can also be applied to other entities – such as Civil Society organisations – to promote activities in eg governance and service delivery.

One option would be to establish a Challenge Fund in Somalia with the broad objective of promoting enterprise growth and employment. There are numerous private companies in Somalia with the potential to contribute to growth and development but whose expansion is constrained by the limited availability of funding and technical know how. Many of these businesses need help in testing and proving business propositions for expansion before they will be viable to appeal to say a Diaspora Fund or other private investors. 

Fund management would be contracted to an external management company. The Fund would have a supervisory body, with donor and Somali stakeholder representation, which would be ultimately responsible for Fund operation and performance. As with the Diaspora Fund, strong local representation would be a critical success factor in achieving additionality and increasing transparency.

The magnitude of the financial resources required for a Challenge Fund is relatively flexible. The concept allows for pilot testing and also for the increase in the number of Challenge rounds, and for increases in the resources available for competition in each round, as experience develops and successful models are established. A minimum donor commitment of €3.5 million ($5 million) would be required to cover management costs and provide Fund resources.  Widespread experience with Challenge Funds suggests strong leverage -  that for every $1 of donor funds, $1.65 from investors would be raised. 

2.5
Other financing tools
In the past years there have been a number of financing initiatives in sub-Saharan Africa through for example NEPAD, which is a fund matching programme, of the Africa Infrastructure Consortium. These hold potential for infrastructure funding.

3
Implications and Application of Funds
3.1
Overview

The current level of donor support, at $270 million per year is over half (60%) the funds needed to support the RDF. Government revenues are very low, and will barely be able to cope with sustaining their own running costs, let alone contribute to the investments envisaged in the RDF.  It is likely that peace and the introduction of an MDTF would leverage additional funds, but nevertheless additional resources need to be found.

The most promising source of funds for development lies with the Diaspora the substantial remittance funds which have sustained Somalia for many years. If say 15% of the current €0.7 billion ($1 billion) per year could be diverted to development projects, then the funding of the RDF could be achieved. A separate paper describes mechanism which could be used to attract (and possible increase) diaspora funds.

How these funds could be used most effectively is an important issue. Donor resources could be used to support government operating costs, they could be used to develop direct financing of certain government activities as a stepping stone towards budget support at some time in the future; they can be used traditionally to fund programmes, or to support incomes among the poorest to allow for access to services. The following table tries to link various sources of finance with different elements of the 3 Pillars of the RDF/CSP, and some of the options are discussed below.

Most of the ideas set out in the following table are not new, but two areas deserve further elaboration – the delivery of accessible health and education services; and support to Ministry of Finance and government departments and public financial management.

3.2
Financing health services under RDP

According to the SACB report for 2003, total donor funds in 2003 for the health sector to Somalia were about $50 million in 2003, equivalent to roughly $6.5 per capita.  Government expenditure on Somaliland and Puntland is about $0.3-0.4 per capita.  Private funding, largely through remittances,  has been put at between 55% and 80% of all health financing (source?), which, when put together with the donor contributions implies that total health financing lies between $11 to 25 per capita, which is remarkably high. (In Uganda, for example, total health spending is around $9 per capita.) 

	
	Donor Funds
	Somali Public Sector
	Private sector

	Pillar 1
	Capacity building, regulatory framework support to salaries for police etc, building capacity for budgeting and public financial management
	Wages and salaries for civil service
	Community employment development, PPPs for community based projects

	Pillar 2
	Build capacity in regulation and monitoring of education and health, direct support to education sector, direct support to poorest through systematic cash transfers to enable access to services currently, salaries of staff?
	Regulation of health facilities, support to environmental management (eg water supply  and sanitation)
	Continued provision of education health services,  water supply and sanitation. PPPs

	Pillar 3
	Creating enabling environment through regulations, statistical services, supporting and strengthening financial services and remittance flows
	Operations of government institutions (customs and excise, taxation, information services). Delivery of public goods (eg veterinary certification for exports of livestock) 
	Direct investment, PPPs in activities leading to economic growth


The RDF indicates spending on the health sector of $153 million over 5 years – this looks reasonable in the light of past experience, but the question is how best this should be spent to enable access to the poorest. At present, the bulk of health care services are provided through non government sources – NGOs, private not-for-profit and (presumably) private for profit organisations. The priorities for the sector in the CSP are identified as better coordination and management, support to community based initiatives, rehabilitation of health infrastructure and developing institutional capacity.  The CSP draft also refers to ‘progressive reduction of inequality in access to basic services’.

Rather than to think about increasing funding to the service delivery sectors, a starting point could be to think how existing funding - particularly through the donor community – should best be used. Public funds, even with much strengthened public finances and revenue raising are unlikely to increase by much  more than the rate of economic growth, in the short/medium term so the key focus of donor funds should be on ensuring the sustainability and improvement of existing serves, public and private, and ensuring better access. The non governmental services will continue to need to levy charges for treatments, in order to sustain the service – so the focus should be on enabling better access: one mechanism which could be explored is the introduction of cash transfers to enable poorest groups to access services. 

3.3
Support to Government core budget and PFM
Direct support to government ministries can be used both to build the civil service and to build capacity in Public Financial Management. In Afghanistan for example, the World Bank administered ARTF(Afghan Reconstruction Trust Fund)  is used to finance Afghanistan’s core budget. The fund operates on a reimbursable basis, whereby the government is repaid for eligible expenditures which are in turn independently tracked by a monitoring agent. The government receives three monthly advances, for eligible expenditures and in the course of demonstrating eligibility the government effectively strengthens its own capacity in public financial management and accountability. The procedure entails high adherence to fiduciary standards, and to this extent is not comparable to, say, direct budget support. But it does help to strengthen government capacity. Such an approach could be used in Somalia.

Annex 3 Consultancy to Design Financing Options for Reconstruction 

and Development in Somalia

Proposal from Scanteam, Development Initiatives

and Oxford Policy Management

Scanteam, Development Initiatives (DI) and Oxford Policy Management (OPM) present the following proposal in response to the Somalia Donor Financing Options Working Group’s call for a group of consultants to examine financing options for the Reconstruction and Development Framework (RDF) for Somalia. It is based on the Terms of Reference of 13 January 2007 as well as a further email from DFID on 24 January 2007. This proposal is divided into two main sections. Part one focuses on the first phase of the consultancy, to prepare a Synthesis Report with options and recommendations regarding possible financing mechanisms and how they can be applied. This Synthesis Report is to be the basis for the second phase of the consultancy so the proposal for phase two is necessarily tentative.  

PHASE ONE PROPOSAL

1.0 Introduction

For the first phase of the consultancy, both the Terms of Reference and DFID’s subsequent email distinguish between the range of funding options (here described as ‘supply’) and how they should be applied (‘demand’). The Synthesis Report must show how these two sides of the equation can best be linked to ensure that financing mechanisms are tailored to the situation in Somalia and will actually work in practice. While the three consulting organisations have divided up the tasks as described below, they will be exchanging information regularly and working together in the field. 

The consultants will engage in intensive consultations with the UN and World Bank throughout. It is expected that one staff member from each institution with expertise on MDTFs will be able to participate in the field work in Nairobi and feedback to the donor working group.

2.0 
Key elements of ToR

The ToR note several sources of financing for the RDF: 

(i) Official ODA – channelled in different ways 

(ii) Private Somali financing from abroad – both household transfers and private sector investments and 

(iii) Public funds mobilized internally. 

The second source of funding is seen as the largest, as household transfers are estimated at around USD 1 billion per year. Local public funds is by far the smallest. 

The main task on the ‘supply’ side of the equation involves an analysis of the strengths, weaknesses, opportunities and constraints of the alternative financing mechanisms, and assessing the levels of resources likely to be channelled through different mechanisms from various sources. On the ‘demand’ side, the consultants are expected to asses how the funds can most effectively be used. 

The Synthesis Paper is expected to cover the following issues:

a. Mechanisms for supporting financing options

b. Likely outcomes (eg contributions to trust funds, support to Diaspora Funds, challenge funds?)

c. Policy needs to ensure effective implementation

d. Social and economic issues – gender concerns and financing options

e. Social impacts – for example through changing the ways by which remittances are delivered

f. Risks – eg of undermining traditional coping strategies

g. Understanding the potential and complementarities between different sectors and mechanisms

While it may not be possible to cover all elements, such as the social impact of funding options, in equal depth, other issues such as options for better coordination of resource flows, especially ODA, may be examined. 

3.0
Range of funding options

3.1 
Channelling ODA
Scanteam will focus on the channelling of ODA, whatever the channel and implementation modality. DI would expect to contribute to this section from its experience of mechanisms like the Common Humanitarian Funds and ISFS.

It recommends beginning with a "mapping exercise": looking at how the international community intends to mobilize funds, the likely size over the next five years, and the channels the different actors are considering. This mapping should cover a range of actors: 

· Bilateral donors (the DAC donor group), 

· Non-traditional donors – other Islamic countries, fellow African countries, other donors that may be identified, 

· UN agencies in terms of what they already have mobilised and what they believe they will in addition be able to allocate from own (core) funds or future co-financing and other contributions (outside of a formal Somalia fund), 

· Lending institutions in terms of possible grants and concessional/"soft" credits, 

· Existing funds that are either involved or interested in becoming engaged in Somalia (global funds such as the health funds etc), 

· Larger international NGOs that may have own funds they are interested in applying in some coordinated fashion with the international community.

Regarding the bilateral donors, key issues will be what kinds of constraints may exist on the funding being made available. The idea is to see how flexible funding can be (if funds are earmarked for humanitarian needs, can they be channelled through a Multi-donor Trust Fund (MDTF)
 or not? If they are allocated for the UN, does it have to be earmarked or can it go to a UN-managed MDTF and from there channelled to an NGO?

What share of the funds they make available do the donors wish to direct – either to a sector, or to a channel (for example through own national NGOs), or to one or more of the three main regions? How much are they willing to channel though freely programmable channels like MDTFs? What would make them willing to channel a higher share of their funds though MDTFs? What would make them willing to increase their absolute contributions to Somalia, and in particular through flexible channels like MDTFs?

3.1.1 
Structuring Joint Mechanisms
There may be two sets of instruments that the international community wants in place. The first is an oversight and reporting system on overall resource mobilization, allocation, application and results. The other is one or more instruments for multi-donor management of funds, presumably one or two MDTFs. The two of them may be linked (the MDTF/s taking on the coordination and reporting role).

On the coordination side, the experience is that it is time intensive (costly) to try to track resource flows. It is also, with hindsight, expensive not to have done so. Scanteam will survey how actors would like this task to be addressed.

MDTFs have so far proven to be the most flexible, efficient and effective instrument for managing and applying pooled donor funds in high-risk low-information situations, such as the one Somalia is facing. There are, however, a number of considerations that need to be taken into account when designing the actual system.

One choice has to do with whether the international community wants one or two administrators of MDTFs – in practice, whether there should be one UN managed and one World Bank managed MDTF. If only one fund is chosen, the implications of this in terms of disbursement need to be assessed. If two funds are chosen, the coordination mechanisms need to be designed. 

Whether one or two funds are chosen, the principles for setting policy and allocating funds need to be agreed to, and in particular the role of the various Somali authorities. Concerns of equity – across regions, across sectors and needs, etc – need to be balanced against capacity to implement. If imbalances arise (one region is able to move resources much faster than the others, for example), how can they be addressed in the short and the long run, and what kinds of mechanisms can be in place that will ensure speedy decisions while maintaining/developing trust?

3.1.2
Designing Flexibility in Disbursement of Funds
A key challenge for the international community has been flexible disbursement arrangements that can adjust as funding opportunities open up and other channels turn out to be more difficult than foreseen. MDTFs have proven to be flexible in principle, but in practice have at times not performed as expected.

A system that ensures design of good projects and the timely disbursement of funds to implementers has been a major challenge for MDTFs. A robust yet quality appraisal and approval system must be put in place, and then speedy disbursement mechanisms. Taking a pro-active risk-management approach means that as many alternative legitimate implementers as possible must have as direct access to funding as possible, and this may be the greatest single design challenge for the MDTFs. 

The two potential administrators, the UN and the World Bank, are fully on board. Scanteam will have the responsibility of ensuring that this consultative process will help identify whatever procedures and rules that the UN and World Bank need to take into consideration for ensuring that more open and speedy access to funds is ensured.

Another question is what level of risk the donors are willing to take regarding the application of their funds. Would they be willing to sign risk-sharing clauses with MDTF administrators that would make procurement easier? Would they accept simplified verifications ("due diligence") of potential implementing partners (NGOs, local community based organizations), and take some risk with public sector entities? What might be trade-offs in terms of funding levels from the donors? 

One real difficulty is making funding access easier for legitimate non-public and non-UN agencies – NGOs, community organizations, religious groups, etc. Finding clearance and quality oversight mechanisms that are acceptable to both the administrators – with their fiduciary responsibilities to their Boards and the donors – that can also address the implementers' needs for speed and flexibility will be a serious concern. This is where the "supply and demand" equation has to be resolved, but where the "supply side" has a responsibility for designing options that will enable "demand agents" to hook up to them. Scanteam will pay attention to this issue.

Alternative disbursement models may have implications for donors, for example that they reduce their earmarking when providing funds through the UN. One option is moving to the World Bank approach of providing a preference for a sector rather than absolute earmarking. Other similar issues need to be considered.

Would such an MDTF be able to accept resources from pooled funds, such as GAVI or others that may want to contribute to Somalia but may not want to set up their own system, but could “preference” or perhaps earmark to sectors? That is, could the MDTF/s represent an overall efficient channelling instrument FROM donors and international funds TO all available and eligible implementers? How would this affect staffing, structuring, rules for the funds for this to work? 

3.2
Other funding sources

OPM will focus on private sector funding options. It will be necessary to look at the private sector from both the supply of funds and demand for funds (needs). OPM will address a variety of agents and issues: 

· Needs and use of private funds by Somali community in Somalia, distinguishing between immediate needs for consumption and possible early requirements for investment and working capital for trade and eventually production (particularly for MSMEs) as the economy begins to move towards more normal functioning;

· A view on whether the private sector in Somalia is (or is likely in a short time to become) capable of using such funds effectively for investment and working capital, and to what extent, and if not, what can be done rapidly to build such capacity.

· The extent to which private funds might be used to supplement/complement public funds in financing the activities of the voluntary sector (community organizations and self-help groups, national and local NGOs, etc), and the possibility of using a form of challenge fund to facilitate the combination of public and private funds in support of such organizations.

· Assess the level of remittances by Somali community outside (Diaspora), their views on the needs of relatives in Somalia and the likely level of interest in a Diaspora Bond.

· A view on the possibility of using other mechanisms  to stimulate private sector financing in Somalia, such as infrastructure challenge funds, private-public partnerships or other mechanisms; 

· Assess the status of the financial sector infrastructure (status of the banking system, the channels for fund transmission, access to finance), and the possibility of legitimizing certain hawala channels without falling foul of the FATF principles for Anti-Money Laundering and Combating the Financing of Terrorism and liaise with UNDP with respect to their ongoing work on remittances.

4.0
How funds can be used

DI will focus mainly on the application of the funding options and on ensuring that the design of the funding mechanisms is based on robust information on how they are likely to be applied by Somali stakeholders.
In order to understand how funding options can be used most effectively, DI will start by building a comprehensive outline of the provision of basic services in Somalia – what is covered by UN agencies and NGOs, government as well as the private sector to determine where the perceived gaps are in service provision and what are the key priorities. This will build on the JNA and other work that has been done, and also obtaining further information from UN agencies, NGOs (both international and Somali), private providers and service users. One key issue will be to understand the extent to which services funded by the international community through UN agencies and international NGOs are actually delivered by Somali NGOs because of the security situation. Another will be to examine the extent to which service providers can scale up, under what circumstances and in what time-frame.

These discussions will also enable the consultants to compare the legal and accountability requirements for funding options such as MDTFs, global funds, Diaspora/challenge funds with the status and capacity of delivery organisations to avoid developing funding options that do not match the reality on the ground.

With regard to the aspects of funding options to be covered in the Synthesis Paper, DI proposes to focus on 

· Policy needs to ensure effective implementation

· Risks – e.g. of excluding existing service providers and thus having a negative impact on service delivery and, as with all involved, 

· Understanding the potential and complementarities between different sectors and mechanisms.

With regards to the policy needs of funding options, DI will: 

· Explore the extent to which local delivery organisations, like religious organisations and Somali NGOs, meet criteria to receive international funding or whether special mechanisms need to be developed. 

· Examine whether some provision currently funded by the international community, such as the work of local NGOs, could be funded through alternative means such as user fees or Islamic charitable giving in collaboration with OPM or other consultants working on this issue. 

· Shed light on how funding options can best try to support services for the poorest, since the JNA has highlighted the fact that the poor have substantially less access to services like health and education – and how social protection and safety net  programmes could be implemented in Somalia.

Arising from these issues DI will contribute to recommendations on the provision for recurrent costs, the scope and mandate of different financing mechanisms, procedural issues of the transfer of funding, the criteria for non-government funding, the governance of financing mechanisms and the issue of differentiation of funding mechanisms by region or sector.

Under risks, DI will examine a range of issues such as:

· the potential for excluding certain service providers from access to international funding, such as community-based or religious organisations.

· The extent to which lack of capacity is likely to affect the ability to use different types of funding effectively and how this should be addressed

DI will actively take account of gender issues and access for women in the above, but this will be covered mainly by OPM.

5.0
Outputs

This phase of the consultancy will have two main outputs. As described below, the first will be a workshop in Nairobi with the Somalia Donor Financing Options Working Group. The other will be the Synthesis Report, mapping out practical funding options that can be followed up in phase two.

5.1
Donor workshop

At the end of the field work, the consultants will present the key findings and main recommendations in a half-day workshop with the donor working group and the UN and World Bank. If deemed appropriate, the workshop could include other participants who will be key to the implementation of the financing options, such as government and NGO representatives.

The purpose of this workshop will be to get feedback on the options that would be the focus of phase two, and the main recommendations to be made in the Synthesis Report.

5.2
Synthesis Report

The Synthesis Report will be a relatively short document (10-20 pages) with practical recommendations about which of the funding options considered will be most feasible in practice. Specifically, it will cover the following issues:

· A map of existing funding channels such as challenge funds;

· A shortlist of funding options that are feasible and most appropriate in the Somali context, taking account of different needs in different geographical areas;

· If an MDTF is appropriate, what architecture is most suitable for Somalia, based on best practices and comparative advantages of relevant institutions;

· The timing and sequencing of any MDTF(s), such as whether a donor conference is needed before establishing MDTF(s);

· Whether and how the ISFS could be improved and act as a transitional instrument before the establishment of any MDTF;

· Identifying key risks with the different funding options;

· To the extent possible, an indication of how much ODA and other funding is likely to be channelled through these mechanisms and how much will remain outside;

· How the funding options can complement each other,

· If and how the proposed funding mechanisms would/should influence this service delivery;

· Considerations about the design of funding options which will have to dealt with in phase two.

The draft report will be sent to the donor working group in time for consultations during the week of 5th March 2007
. After a period of discussion and validation, the main funding options suggested in the synthesis report should be the focus of phase two.

6.0
Timetable

The first table below provides an overview of the tasks the three partners in this consultancy can provide and number of workdays for each task. Some of the work to be carried out by OPM is desk work. Those workdays that are proposed as home office tasks are given in parentheses, while the others are field days in Kenya. For DI and Scanteam, there is a distinction between the preparatory work at home, and the time used in the field, according to the dates. Team members from all three organisations will be in the field between 12 February and 2 March. It is hoped that James Korman from DI will be able to travel to Somaliland and Puntland and the south-central to conduct interviews with national and regional authorities, local NGOs, private sector service providers and service users.

	OPM Tasks
	Days
	Dates
	DI Tasks
	Days
	Scanteam tasks
	Days

	General preparatory work, developing questions for field work on Diaspora/ Challenge funds
	5 (MAB)

3 (RS)
	30 Jan – 10 Feb
	General preparatory work (RDF etc), consultations by phone with stakeholders outside Somalia/Nairobi
	5 (TM)

4 (JK)


	General preparatory work (RDF etc). HQ interviews: Donors, UN, WB staff
	4

	Fieldwork on private sector funding options &

social development and protection.

Drafting Synthesis paper, donor workshop/ debriefing.
	10 (MAB) 

4 

(RS)
	Field: 12 Feb-2 March
	Consultations with UN agencies, international & Somali NGOs, CBOs, key JNA participants, government officials, private service providers & service users including in Somaliland and Puntland.

Prepare presentation for, donor workshop/ debriefing
	14 (TM)

14 (JK)


	Interviews with donors, UN agencies, multilateral funding institutions.

Prepare presentation for, donor workshop/ debriefing 
	12 (AD) 13 (RB)



	
	
	1-4 Mar
	Draft Synthesis paper and present in Brussels
	5 (TM)
	Draft Synthesis paper
	5 (AD) 3 (RB)

	Total
	22
	
	
	43
	
	37


The table below shows proposed time allocation by staff member and whether in the field or home office.
	OPM Staff
	Days
	DI
	Days
	Scanteam staff
	Days

	Mary Ann Brocklesby
	5/UK +10/field
	Tasneem Mowjee 
	10/UK + 14/field
	Arne Disch 
	7/home + 12/field

	Robert Stone
	3/home + 4/field
	James Korman
	4/home + 14/field
	Riselia Bezerra
	5/home + 13/field

	
	
	Janet Reilly
	5/UK
	
	


� Spooner, Financing Modalities, for DFID, December 2006


� The term MDTF is used generically to apply to a pooled fund, managed by any suitable administrator. So, for example, it could be applied to the UN’s existing Interim Support Fund for Somalia.


� Since the bulk of the field work will not begin till 15th February and one OPM consultant is unable to travel to Nairobi till 26th February, the workshop may not be until 28th February. Therefore, there will be a very short timeframe for producing a draft synthesis report for discussion by the donors.
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